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Financial Functions: PMT and FV
· The PMT Function (“Payment”)
Computes the “equal payment amount” (the amount you must pay each period) on a fixed-rate loan (such as a mortgage or auto loan) 

Requires 3 Arguments

1. The interest rate per period
2. The number of periods (i.e., payments)

3. The amount borrowed (as a negative number)

Example:
We borrow $137000 for 30 years, at an APR of 5.5% (with payments to be made monthly)



=PMT(5.5%/12, 360, -137000)

Note:
1. 5.5% is the annual interest rate, so the first argument is 5.5% divided by 12 to get the monthly interest rate (we could have used .055 instead of 5.5%)

2. The second argument is the number of pay periods (30 years = 360 months)

3. In the third argument, the amount borrowed is negative, as required

4. For illustration, the arguments used above are constants, but cell references are usually used
· See my sample workbooks PaymentCalculator.xls and MortgageComparator.xls, available on the class web page
· The FV Function (“Future Value”)
Computes the future value of an investment after a given number of years, given a constant rate of interest, and constant periodic payments

· The arguments are the same as for the PMT function (except the third one is the amount invested instead of amount borrowed)

· Example, a 401(k): 


Suppose B14 contains the amount invested every two weeks, B15 contains the annual interest rate (APR), and B16 contains the number of years we plan to contribute. To compute the future value of our investment, we use


=FV(B15/26, B16*26, -B14)

· Note:


1. The interest rate in B15 is an APR so we divide by 26 to get the interest rate per period (since we invest every two weeks there are 26 periods in the year)

2. The number of periods is the number of years (in B16) times 26

3. The amount invested in B14 is positive so we must negate it (i.e., -B14) in order to use FV

· See my sample workbook AnnuityCalculator.xls, available on the class web page
