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Early Loan Payoff Benefits
A lot of people are paying down debt including credit card balances, car loans, and mortgages, and
this isn’t surprising given the economic climate and uncertainty about the future. And this is great
news. Increasing our payment amounts (pre-paying principal) is a good approach if paying the debt
in full is not an option. Forming a “pay-down” or debt elimination plan is a great way to start, and
trying out different approaches can help us select the one that works for us. Once we select a plan,
and get started, we can track our progress. Seeing the benefits of “over-paying” on loans (or any
debt) is a great incentive, and part of our regular analysis and review of personal finances should
include a few “what if” scenarios anyway. Let’s try an example.
Scenario: Let’s say that I have a car loan
that I’ve been paying for about a year, the
interest rate is 6.5%, and I’d really like to
see what it would take to pay off the loan
early. The original four year loan was
$13,500.00 with a monthly payment of
$320.15. If I were to just make the regular
payments, the interest paid would be
$1,867.29 making the total amount of the
loan $15,367.29 (red box to the right).
First, we need to get all of the information about the loan. I’d like to see where the loan stands in
terms of where I am in the life of the loan (how many months to go), the current balance, how much
of my monthly payment is going toward the principal, and how much is being eaten up by interest.
Then I’ll try a few different payment options and select the one that fits my financial situation and
yet pays off the loan early and saves some interest at the same time.
In the window (on the next page) I can see that this month (Oct. 2012), I’ve already made 15
payments on the loan, and that my next payment (the payment for October) will consist of $267.88
in principal payment and the remaining $52.27 will be interest. The balance on the loan at this
point is $9,650.75 (we use the September balance in this case. After Octobers’ payment is made, the
balance will be $9,382.87).
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The over-payment column on the right side is where I will enter the actual amounts by month that I
over-pay once I make my decision. This way if I have to skip a month along the way, or I can
increase the over-payment one month I have that option. The tool will use whatever I put in that
column to calculate the totals and track the loan.
Calculating the payoff term, I enter the
current balance, interest rate, and payment
amount (shown at the right). There are 33
more months of payments (including
October) if I continue to pay the regular
payment amount. Using this calculator, I
can modify the payment amount to see
how much an increase in payment will
affect the length of time I’ll be paying the
loan.
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Trying different payment amounts:
If I pay an extra $50.00 each month
(making my payment $370.15) I can
eliminate 4 months’ worth of payments
(shown to the right), and have 29 months
remaining instead of 33 months, but I’d
like to do better.
If I pay an extra $79.85 each month
(making my payment $400.00) I can
eliminate 7 months (not shown), but that
still means over two years (26 months) of
payments.
If I pay an extra $129.85 each month
(making my payment $450.00), I can
eliminate 10 months of payments, and
have the loan paid off in just under 2 years
(23 months).
This is the plan that I’d like to go forward
with if possible, but there’s another
number that I’d like to check. The total
interest that I’ll pay on the loan is going to
change using my new payment method,
and the difference between the new total interest and the old total interest is the amount of interest
that I’ll save by increasing the payment. Saving interest is a great incentive for paying a little extra,
in addition to getting it paid off early.
Recall from the original loan that the total pay-back amount is $15,367.29 and the interest portion
of that is $1,867.29. Using my new payment plan will reduce both of these numbers, and I could use
several calculations to find the difference. For the sake of simplicity, I’ll use the tool. For each month
that I’m going to make an over-payment, I add the over-payment amount ($129.85) to the overpayment column beginning with October (see the screen capture on the next page).
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The Total Interest now shows $1,589.42, and the Total Payback is $15,089.42 which is a reduction
of $277.87 (all of this is interest saved).

Scrolling to the bottom of the loan schedule (next page), we can see that the life of the loan is also
shorter. Instead of 48 payments there are now just 38 with a final payment of $66.59.
4|Page
Copyright © Jazer Solutions, LLC

Jazer Solutions, LLC

Increasing the payment each month will save me $277.87 in interest, and the loan will be paid off
early. If I have some added expenses one month and can’t make the increased payment, then that’s
fine. Another month when I have some additional money, I have the option to increase the overpayment and continue with my plan.
In the scenario above, we also looked at overpaying by $50.00 and didn’t choose that option. To
show the benefits of this scenario as well (in addition to paying off the loan early), I’ve re-populated
the Loan Tracking tool using the $50.00 over-payment. The savings in interest would be $132.67.
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If I were to put that same $50.00 into a savings account each month for 28 months, the interest
received at 0.5% would be about $8.25. Not paying $132.67 in interest (the amount saved on the
loan) or receiving $8.25 in interest from savings is really the choice here.

Summary: The ability to try various scenarios and see how the numbers really add up provides a
tremendous benefit when planning and strategizing our personal finances. Whether we’re looking
at early loan payoff, debt reduction, savings, investing, or retirement, the ability to model different
options beforehand helps us to choose the course of action that is right for us. Being able to track
our progress and see the benefits along the way provides good incentive to keep going.
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