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FM - LOAN SCHEDULES  

PRACTICE QUESTIONS 

 

 

 

1. A housing loan is to be repaid with a 15-year monthly annuity-immediate of $2,000 at a nominal rate of 

6% per year. After 20 payments, the borrower requests for the installments to be stopped for 12 months.  

Calculate the revised installment when the borrower starts to pay back again, so that the loan period 

remains unchanged.  

What is the difference in the interest paid due to the temporary stoppage of installments? 

 

Solution 

The loan is to be repaid over 15 × 12 = 180 payments. After 20 payments, the loan still has 160 installments 

to be paid. Using the prospective method, the balance of the loan after 20 payments is 

 

Due to the delay in payments, the loan balance 12 months after the 20th payment is 
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FM - LOAN SCHEDULES  

PRACTICE QUESTIONS 

 

 

 

2.  A loan of £3,000 is repayable over 5 years by level quarterly instalments of £170.07, calculated using a 

rate of interest of 5% pa effective.  

(i) Calculate the capital content of the sixth repayment.  

(ii) Calculate how much interest is paid in the second year. 
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PRACTICE QUESTIONS 

 

 

 

3. A loan is to be repaid by a series of instalments payable annually in arrears for 20 years. The first 

instalment is £1,400 and payments increase thereafter by £300 per year. Repayments are calculated using an 

annual effective interest rate of 7%.  

(i) Calculate the amount of the loan. [3]  

(ii) Calculate the capital outstanding immediately after the third instalment has been paid. [2]  

(iii) Explain your answer to (ii). [2]  

Immediately after the third instalment has been paid, it is decided to restructure the loan, so that level 

payments are made quarterly in arrears for the remaining term of the loan. The interest rate on the 

restructured loan is 9% pa convertible half-yearly.  

(iv) Calculate the amount of the quarterly payment. [3]  

(v) Calculate the total interest paid over the whole term of the loan. 

 

Solution 

(i) £38,084.33 

(ii) 

 

(iii) Explanation  

The capital outstanding after the third instalment has been paid is greater than the original loan amount. 

This is because the first few repayments are not enough to pay the interest accruing on the loan, so the 

capital outstanding initially increases.  

For example, the interest in the first year is 7% of £38,084.33, which is £2,665.90. This is greater than the 

first instalment of £1,400, so the unpaid interest is added to the capital outstanding, causing it to increase. 
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4. Construct an amortization schedule of a loan of $5,000 to be repaid over 6 years with a 6-payment 

annuity-immediate at effective rate of interest of 6% per year. 
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FM - LOAN SCHEDULES  

PRACTICE QUESTIONS 

 

 

 

Solution: 

Annual Payment = $1,016.8 

 

 

 

5. A person takes a $12,000 loan and has to make monthly payments for the first year at the interest rate of 

10% compounded monthly, and for the following 2 years with the interest rate of 12% compounded 

monthly. The first payment is due one month from now. Find a monthly payment on this loan and the total 

amount of payment. 

 

 

 

 

6. A loan is amortized over five years with monthly payments at a nominal interest rate of 9% compounded 

monthly. The first payment is 1000 and is to be paid one month from the date of the loan. Each succeeding 

monthly payment will be 2% lower than the prior payment. Calculate the outstanding loan balance 

immediately after the 40th payment is made. 
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7. A young couple, Mr. & Mrs. Jones took a personal loan for an amount of INR 20,000 to refurbish their 

home. The loan is being repaid with payments of INR 427.90 made monthly in arrears for 5 years.  

i) Calculate the Annual Percentage Rate (APR) of the coup le’s loan.  

However, the couple have been struggling to repay the loan for last few months, since Mr. Jones lost his job. 

After exactly one year, the loan company offers to help the couple by restructuring their loan with new 

monthly payments of INR 274.49 made in arrears.  

ii) Assuming the APR remains unchanged from the original loan; calculate the term of the new loan. 

iii) Mr. & Mrs. Jones’ initial reaction towards the restructured loan is positive, both in terms of the monthly 

repayment amount and the term of the loan. However, they are unsure if this may mean that they are 

paying too much as compared to the original loan. Calculate how much more interest in total the couple will 

pay on their restructured loan than on the original loan. 
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PRACTICE QUESTIONS 

 

 

 

Solution: 
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PRACTICE QUESTIONS 

 

 

 

 

8. A loan is repayable by an increasing annuity payable annually in arrears for 15 years. The repayment at the 

end of the first year is Rs.3,000 and subsequent payments increase by Rs.200 each year. The repayments 

were calculated using a rate of interest of 8% per annum effective.  

a) Calculate the original amount of the loan.  

b) Construct the capital/interest schedule for years nine (after the eighth payment) and ten, showing the 

outstanding capital at the beginning of the year, the interest element and the capital repayment.  

c) Immediately after the tenth payment of interest and capital, the interest rate on the outstanding loan is 

reduced to 6% per annum effective.  

Calculate the amount of the eleventh payment if subsequent payments continue to increase by Rs.200 each 

year, and the loan is to be repaid by the original date, i.e. 15 years from commencement. 
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FM - LOAN SCHEDULES  

PRACTICE QUESTIONS 

 

 

Solution: 

a) Loan amount = 35255.76 

b) 

 

c) 

 

 


