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Key Terms:  

Hire Purchase:  

Hire Purchase (usually abbreviated as HP), is a convenient and popular type of payment 

where a customer is allowed to purchase various goods (e.g. appliances, furniture, vehicle 

etc.), without initially paying the full amount for the item.  Under the HP terms/contract, the 

customer is allowed to make a small deposit (or down payment) which typically amounts to 

10% of the cost for the item, then pay the outstanding balance in equal monthly instalments 

over a period time. Interest (usually calculated based on Simple Interest) is also incurred to 

the outstanding balance. Thus, purchasing items via HP is usually much higher than if these 

items were bought cash.  

 

Hire Purchase Formulae: 
 

 

 

❖ 𝐻𝑖𝑟𝑒 𝑃𝑢𝑟𝑐ℎ𝑎𝑠𝑒 = 𝑇ℎ𝑒 𝑑𝑜𝑤𝑛𝑝𝑎𝑦𝑚𝑒𝑛𝑡 + 𝑇ℎ𝑒 𝑎𝑚𝑜𝑢𝑛𝑡 𝑝𝑎𝑦𝑎𝑏𝑙𝑒 

❖ 𝑇ℎ𝑒 𝑎𝑚𝑜𝑢𝑛𝑡 𝑝𝑎𝑦𝑎𝑏𝑙𝑒 = 𝑇ℎ𝑒 𝑜𝑢𝑡𝑠𝑡𝑎𝑛𝑑𝑖𝑛𝑔 𝑏𝑎𝑙𝑎𝑛𝑐𝑒 + 𝑇ℎ𝑒 𝑖𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑐ℎ𝑎𝑟𝑔𝑒𝑑  

❖ 𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑐ℎ𝑎𝑟𝑔𝑒𝑑 =  
𝑃𝑟𝑖𝑛𝑐𝑖𝑝𝑙𝑒 (𝑃)×𝑅𝑎𝑡𝑒 (𝑅)×𝑇𝑖𝑚𝑒 (𝑇) 
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