Annex

Calculation of Annualised Percentage Rate of Interest

in Relation to Credit Card Products 

Card issuers should adopt the following method in calculating the annualised percentage rate (APR) of interest for credit card products. 

APR formula

2.

Card issuers should use the following “Net Present Value” (NPV) method specified in the UK Consumer Credit Act regulations to calculate the annualised percentage rate of credit card products.  



The formula:

     n        X

A=(    ---------      where

     k=1  (1+i)tk
A
=
original loan amount

n
= 
number of instalments

X
= 
monthly instalment amount

tk
= 
time interval, expressed in years, between the relevant date and the date of the kth instalment 

k 
= 
number identifying a particular instalment

i 
= 
unknown APR

Assumptions

3.
 
To provide a consistent basis for calculation, the following set of assumptions on the behavior of cardholders should be made:

(i) The retail purchase is made or the cash advance is withdrawn at the earliest time possible;

(ii) The amount of credit used is HK$50,000; 

(iii) All fees and charges related to the provision of credit should be taken into account in the calculation of the APR with the exception of the annual card fee, or fees and charges which are payable as a result of the failure of the cardholder to carry out his obligations under the agreement (e.g. default charges) or which are payable upon the provision of additional services by the card issuer (e.g. charges for temporary over limit);

(iv) The cardholder continues to make the minimum payments until the balance on the account falls to zero;

(v) If the transaction requires a repayment to be made no later than a specified date, that date should be used as the time of repayment; 

(vi) If there are repayments of credit or payments of charges which are to be paid before the relevant date (i.e. the end of the relevant period), it is assumed that they are paid on the relevant date; and

(vii) Bonus schemes and cash rebates are ignored since it is too difficult to translate such benefits into pecuniary terms.

4.

Illustrative examples of APR calculation for cash advance and retail purchase based on the above assumptions are shown at Appendix 1 and Appendix 2 respectively.
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