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Figuring out the EMI

aut. The ublguitous EMI caleulators on mosd home loan websites tell us

S ome of ussimply don’t tnke things at face value. We like to check them
what tha EMI woubd be for a given combinatben of rate, Joan amount and

time period. What i we could replicate the numbers on cur worksheeds? And

perhaps Ngure (e kghe of thowe numbers? That is whatl we seek (o demonstrbe

this week

I8 ol B mn el world where we can borrow B 100 and refurn the same
wmount geer time. The real world features inferest mtes, So i we bormowed

‘To know the EMI for n loan you are
considering, do the following:

® Open & spreadshest

@ Click on the funcion jeon ‘fx’ o go to Inserts
function

@ Solect ‘Financinl® under the head 'or

sidect o caligory’

® Under the list of finctions, seléct PAMT
(See Image 1)

Whien you click on PMT, a window like the one
displayed in Image £ opens.

® Koy In the interesd mibe as 8% /12" since the
repayment 1s monthly
& ey in I]wmn-ru.i. 15%12° sinee monthly
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Rs. 100, andd 1he borrower charges 8% interest PET YEAL Wi will have 1o return
Rs 108 after a year Albernatively, I we borrowed 100 and repaid 108, we can use
both numbers and figure that the inlerest mte was 8%

I &1 biank make oul & home foan and charges an interest rate of B%, this in

terest ks bublt into the repayment EML wsing the same logic. The link between
the EMI repayments and the loan amount 15 the interest mte. (To those more in

Instalments are payable for 15 years

@ Koy kn PV as the value of the loan -1000000

{do not insert commas)

@ The formula result &t thebotiom of the window Is
youir EMI - Rs, 8657,

To know how much of the EMI is interest and
how much s principal, we can use a function
caulled IPMT. Repeat the swme steps to select the
Mnancial funcilon IPMT, The screen you gel ks
like Imagir 3

® Hey In the Interest rate as 8%
repayment 1 monthly
@ 'Per’ is the gpecific instalment, for which you

/1F slnee the

waint b find out the interest component. In the Qis-

tration, we hiove taken the 10th EAMI, Key in 107
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clined to take In Rnancial maths, the sum of the present vilue of the EMIS, dis
coumted by the Enterest rate, is the value of the home loan)

® Key in the nper as "15*12" since monthly
Instalments are payable for 15 years

® Key in PV as the value of the loan -1000000

{do not. Insert eommas)

@ The formula result at the bothom of the window is
your interest companent - Ra. G485,

The 10th instalment of EMI of Rs 9557 s split Into
Rs. 6488 towards interest, nnd Re. 2063 (5557 minus
) towands principal,

Youl can also use the spreadshest function FPMT
1o et the results for principal component in an
EML km the same imannes
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b the EMI equally split
between inlerest and

principal?

No. A large proportion of
th EMI goes towards
paring thes interest and a
smaller propostion
bowiards prncipal, in ihe
initial period. As the loan
matures, the interest
component falls, and the
principal componant
IMHIVES Up

ts EMI computed on

A home loan is a long
berm |oan. repayable over
10 years or more. It
theredore charges a
compountied rate of
interes.

If & boan is pro-paid,
would this amount go
towards interest of
principal?

Usuadly, a pre-payment
will be psod towards
principal repayment,
though the practics can
vary among lenders.
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