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Most of you will have a car loan or a student loan or a mortgage during your life.  We will take another look at how loans work.  We will work with FIXED RATE and FIXED DURATION loans.  For example, a 5-year car loan for $20,000 at an annual interest rate of 6%.

Lets create an amortization table.  

What is a loan ammortization table??   An amortization table is a table indicating the date and amount of each payment, how much went to interest, how much went to principal, and the balance of the mortgage after each payment.

To see an example of an amortization table, click on the loans.xls link on our homepage.  This example assumes a 6% interest rate, 5 year duration, and $10,000 loan amount.  You always need these 3 variables to complete a loan problem.
How to construct an amortization table.  Open up Excel.

1. Fill in headings across the first row (Type “Month” in cell A1, “Beginning Balance” in cell B1, “Payment” in cell C1,  “Interest” in cell D1, “Principal” in cell E1, and “End Balance” in cell F1.

2. Fill in the total number of months going down (type in 0 and 1 then select both numbers and fill down).  You need this column established to fill down the formulas you put in cells B3, C3, D3, E3, and F3.  For our example, go to month 60 (5 years).

3. Type in loan amount in cell F2.  This is the only cell (besides the headings and the months) that doesn’t have a formula.  For our example, choose $10,000.

4. Fill in formulas in cells B3, C3, D3, E3, and F3.

a. In cell B3 type “=F2”

b. In cell C3, calculate the monthly payment using the PMT function in Excel.  Click on 
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Enter the Rate which is 0.06/12 (it is always the interest rate is divided by 12)


Enter the number of payments, Nper, which is 60 or 12*5


Enter the loan amount, Pv, as a negative number which is -10,000


Leave Fv and Type blank (we just use the defaults)
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c. In cell D3, type “=B3*.06/12”.  This is the balance time the interest rate divided by 12.  The interest is the money that the bank keeps or the cost of getting a loan.  This formula comes from:
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d. In cell E3 type “=C3-D3” to calculate the principal.  This is the amount that actually reduces the beginning balance.  Note that the value in column D plus the value in column E always equals the payment (column C).  Also note that during the 5 years, the amount of your payment that goes to interest decreases, while the amount of your payment that goes to principal increases.
e. In cell F3 type “=B3-E3”.  This is the balance at the end of the month.

5. Select cells B3, C3, D3, E3 and F3 and format number using comma format.  It just makes the spreadsheet easier to read.

6. Fill down B3 through F3 by double clicking on the fill down box.

7. Verify that the ending balance in the last line is zero!

8. To get the total interest, principal or amount paid over the loan, just go to the bottom of the column you want to sum and use the AutoSum button.
