Borrowing Money- Loan Payments and Estimates

While the last section talked about investing and saving money for retirement or cars or houses,
if you are a typical student your current financial situation probably necessitates that you take
out some loans. Maybe you have a loan for car payments or education. How do you determine
your monthly payment? How much interest do you pay?

Suppose you borrow $1000 at 6% APR compounded monthly. Most consumers prefer to
amortize their loan by paying an equal amount each month (although the last month will be a
little bit different).

Here is a snippet of a spreadsheet if you paid $200 a month.
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1 Month# Principal Interest Total Payment MNew Principal

2 1 $1,00000 S 5.00 S1,005.00 S$200.00 5 805.00

2 2 5 805.00 5 4.03 5 809.03 520000 5 609.03

4 38 60903 S 305 S 612.07 520000 S 412.07

5 4 5 41207 S5 206 S5 41413 520000 5 214.13

] 58 21413 $§ 107 S5 21520 S200.00 S 15.20

7 6§ $ 1520 S5 0.08 5 1528 520000 5 (184.72)
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You can see that we have paid too much money!
If we make payments of $169.60 you will end up paying 3 extra cents
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1 Month# Principal Interest Total Payment Mew Principal
2 1 51,000.00 5 5.00 51,005.00 5169.60 5 835.40
3 2 5 83540 5 418 5 B39.58|$165.6D!$ 669.98
1 3 5 66998 5 335 5 67333 516960 5 503.73
5 4 5 50373 5 252 5 506.25 5169.60 S 336.65
5 5 % 33665 5 1.68 % 338.33 516960 & 168.73
7 6 % 168.73 S 0.84 % 169.57 5169.60 S (0.03)
]

So just adjust the last month payment to $169.57 and all is well.

You can use the SUM command on Excel to add all of your payments together to see how
much you have paid in total.

Installment Loans - money is borrowed for a fixed period of time, called the term of the loan,
and the borrower makes regular payments (usually monthly, but can be at any fixed interval) to
pay off the loan plus interest accumulated during that time. Interest is usually calculated using
the same fixed interval on the balance still owed (called the principal). Every paymentis an
identical amount, but a portion goes towards the interest owed that month and a portion goes
towards the principal (balance) on the loan.

In general, the current balance = previous balance + interest accrued - payments. It is
traditional to list for each month the Balance, the Interest Paid and the Principal Paid on the
balance sheet (or amortization table).



