
3-2 Loan Calculations and 
Regression

Advanced Financial Algebra



How can you calculate and model loan 
computations?

• Before taking out a loan, you need a complete picture of what 
your payment responsibilities will be over the life of the loan.

• Check for balloon payments and pre-payment penalties.

• Your monthly payments will cover some of the principal and some 
interest.

• You can either use the monthly payment formula or the loan 
summary statement provided by your lender.



Sample summary statement 
from lender

• This tells you a lot of 
information you should know 
about your loan payments.

• It includes:
• Monthly payment
• Total interest you will pay
• Loan amount
• Interest rate
• Term of the loan
• Etc.



Example 1 – total interest

• Determine the total interest owed on a 5-year, $10,000 loan at 6% APR.

• SOLUTION:

• Use the monthly payment formula: M = 
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• M	 ≈  $193.33 is the monthly payment required on this loan.

• Total payments are $193.33 * 60 months (in 5 years) ≈  $11,599.80

• Total interest owed is $11,599.80 - $10,000 original loan ≈  $599.80



Example 2 – 
total 

payments

What is the total amount of the monthly 
payments for a $4,000, 2-year loan with an APR
of 4% according to the table in Example 1?

SOLUTION:  

The monthly payments were $173.68 and must 
be paid for two years which is 24 months.

$173.68 * 24 = $4,168.32 in total payments



Example 3 – finance charge

• Find the finance charge for a $4,000, 2-year loan with a 4% APR.

• SOLUTION:  
• Total amount paid during those two years was $4,168.32
• The original loan principal amount was only $4,000
• Subtract $4,168.32 - $4,000 = $168.32 finance charge



Monthly Payment Formula 
(do not memorize)

• You can use the monthly payment 
formula instead of the table we used in 
example #1.



Example 4 – using monthly payment formula

• Mark bought a new car. The total amount he needs to borrow is $28,716. He 
plans on taking out a 4-year loan at an APR of 3.12%. What is the monthly 
payment?

• SOLUTION:

• Use the monthly payment formula: M = 
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• M	 ≈  $637.13 is the monthly payment required on his car loan



Assignment:  pg 162 # 3, 6, 8, 14, 15, 17

• #3

• #6



Assignment:  pg 162 # 3, 6, 8, 14, 15, 17 con’t

• #8

• #14  



Assignment:  pg 162 # 3, 6, 8, 14, 15, 17 con’t

• #15



Assignment:  pg 162 # 3, 6, 8, 14, 15, 17 con’t

• #17


