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When it comes to managing loans and understanding repayment schemes, the French method stands out as a
widely used and effective approach, especially in contexts involving fixed-term loans. In this case, a loan
amount of 120,000 units (currency unspecified) is to be repaid over two years at an interest rate of 12%.
This article delves into the specifics of this loan, explaining the repayment structure, calculating the monthly
installments, and exploring the advantages of the French method.

Understanding the French Method of Loan Repayment
The French method, also known as the "amortized" or "annuity" repayment method, is characterized by fixed
installment payments made periodically throughout the loan term. Each payment covers both interest and
principal, with the proportion of interest decreasing over time while the principal repayment increases.

Key Features of the French Method

Fixed periodic payments: The borrower pays the same amount each period.

Interest calculated on the outstanding principal at each period.

Gradual reduction of the principal balance over the loan term.

Simple to plan and budget due to consistent payment amounts.

This method is popular because of its predictability and transparency, making it easier for borrowers to manage
their finances.

Calculating the Loan Repayments
To understand how much needs to be paid monthly for a loan of 120,000 at 12% annual interest over two
years, we need to perform some calculations.

Step 1: Determine the monthly interest rate
Since the annual interest rate is 12%, the monthly rate is:
> \(\frac{12\%}{12} = 1\%\) or 0.01 in decimal form.

Step 2: Calculate the total number of payments
The loan is to be repaid over 2 years with monthly payments, so:
> \(2 \text{ years} \times 12 \text{ months/year} = 24 \text{ payments}\).



Step 3: Use the amortization formula to find the monthly payment
The standard formula for the fixed monthly payment (PMT) in an amortized loan is:

\[
PMT = P \times \frac{r(1 + r)^n}{(1 + r)^n - 1}
\]

Where:
- \(P\) = principal amount = 120,000
- \(r\) = monthly interest rate = 0.01
- \(n\) = total number of payments = 24

Plugging in the values:

\[
PMT = 120,000 \times \frac{0.01 \times (1 + 0.01)^{24}}{(1 + 0.01)^{24} - 1}
\]

Calculating step-by-step:

1. \( (1 + 0.01)^{24} \approx 1.01^{24} \approx 1.270 \)
2. Numerator: \( 0.01 \times 1.270 \approx 0.0127 \)
3. Denominator: \( 1.270 - 1 = 0.270 \)

Therefore:

\[
PMT = 120,000 \times \frac{0.0127}{0.270} \approx 120,000 \times 0.047 \approx 5,640
\]

Monthly Payment: approximately 5,640 units.

Breakdown of Payments Over the Loan Term
Each payment of approximately 5,640 units includes interest and principal repayment. Early in the loan term,
interest constitutes a larger portion of each payment, decreasing over time as the principal reduces.

Sample Payment Breakdown
- First Payment:
- Interest: \(120,000 \times 1\% = 1,200\) units
- Principal: \(5,640 - 1,200 = 4,440\) units
- Remaining principal: \(120,000 - 4,440 = 115,560\)

- Second Payment:
- Interest: \(115,560 \times 1\% \approx 1,156\) units
- Principal: \(5,640 - 1,156 \approx 4,484\) units
- Remaining principal: \(115,560 - 4,484 \approx 111,076\)

This pattern continues, with interest decreasing and principal increasing with each payment.

Advantages of the French Method
Implementing the French method offers several benefits:



Predictable Payments
Fixed monthly installments simplify budgeting and financial planning, reducing uncertainty.

Interest Reduction Over Time
As the principal decreases, the amount of interest paid each month also diminishes, potentially reducing total
interest paid over the life of the loan.

Full Amortization
By the end of the term, the loan is fully paid off, with no remaining balance.

Considerations When Using the French Method
While advantageous, borrowers should be aware of certain considerations:

Higher initial interest payments compared to decreasing payment methods.

Requires consistent repayment schedule; missed payments can lead to penalties.

Interest costs are fixed based on the initial principal, so early repayments can reduce overall interest
paid.

Impact of the 12% Interest Rate on Total Repayment
At a 12% annual interest rate, the total interest paid over two years can be significant. Using the
approximate monthly payment calculated:

- Total paid over 24 months:
\(5,640 \times 24 = 135,360\) units.

- Total interest paid:
\(135,360 - 120,000 = 15,360\) units.

This demonstrates that at a 12% interest rate, the borrower pays an additional 12.8% of the original loan
amount in interest over two years.

Strategies to Optimize Loan Repayment
Borrowers aiming to reduce interest costs or shorten repayment periods can consider:

Making extra payments when possible to reduce principal faster.1.

Refinancing the loan at a lower interest rate if market conditions improve.2.

Prioritizing timely payments to avoid penalties and maintain good credit standing.3.



Conclusion
Understanding the mechanics of the French method provides borrowers with clarity on their repayment
obligations. For a loan of 120,000 units at 12% interest over two years, fixed monthly payments of
approximately 5,640 units ensure structured repayment, balancing interest and principal reduction efficiently.
While the total interest paid over the period amounts to around 15,360 units, strategies like early repayment
can help mitigate this cost. Ultimately, this method offers predictability and transparency, making it a popular
choice for both lenders and borrowers seeking a straightforward repayment plan.

Frequently Asked Questions

What is the French method of loan repayment?

The French method, also known as the amortization method, involves fixed equal periodic payments that cover
both interest and principal, ensuring the loan is fully repaid by the end of the term.

How does an interest rate of 12% affect the total repayment amount?

An interest rate of 12% increases the total repayment amount, as interest accumulates on the principal,
leading to higher periodic payments compared to lower-rate loans.

What would be the monthly installment for a loan of 120,000 to be repaid
in 2 years at 12% interest using the French method?

Using the French method, the approximate monthly installment would be calculated based on the amortization
formula, resulting in roughly 5,680 per month over 24 months.

How much total interest will be paid over the 2-year period?

The total interest paid would be approximately 13,920, which is the difference between total repayments
(around 136,320) and the principal amount (120,000).

Is the French method suitable for short-term loans like this 2-year
repayment plan?

Yes, the French method is suitable for short-term loans as it provides predictable, fixed payments, making
budgeting easier.

What are the advantages of using the French method for loan repayment?

Advantages include fixed monthly payments, ease of budgeting, and a clear schedule of principal and interest
reduction over time.

Are there any risks associated with repaying a loan via the French method?

Risks include potential overpayment if interest rates rise or if the borrower’s financial situation changes, but
the fixed payments mitigate the risk of unpaid amounts.

How does the repayment schedule differ between the French method and other



methods like the German or American methods?

Unlike the French method’s fixed payments, the German method involves decreasing payments over time, and the
American method often involves interest-only payments with a lump sum principal repayment at the end.

Can the repayment terms be negotiated or adjusted after the loan agreement
is signed?

It depends on the lender; some may allow adjustments or refinancing, but typically, the original repayment
schedule remains fixed unless renegotiated or refinanced.

Additional Resources
Loan Of 120,000 To Be Repaid In 2 Years According To The French Method At An Interest Rate Of 12%

When discussing modern borrowing strategies, the concept of repaying a loan of 120,000 currency units over
two years using the French method at an interest rate of 12% offers a compelling case study. This approach,
rooted in a structured amortization schedule, emphasizes fixed monthly payments, making it a popular choice
among borrowers seeking predictable repayment plans. In this comprehensive review, we will explore the
intricacies of this loan structure, dissect its features, evaluate its advantages and disadvantages, and
understand its practical implications for borrowers and lenders alike.

---

Understanding the French Method of Loan Repayment

What Is the French Method?

The French method, also known as the amortized loan schedule, is a popular repayment technique where
borrowers make equal periodic payments over the life of the loan. Each installment covers both interest
accrued during the period and a portion of the principal. Over time, as the principal decreases, the interest
component diminishes, leading to a gradual increase in the principal repayment share within each payment.

Key characteristics include:
- Fixed monthly payments throughout the loan term.
- A consistent schedule that simplifies budgeting.
- Decreasing interest component over time as the principal reduces.

How It Works in Practice

Applying the French method to a 120,000 loan at 12% annual interest over two years involves calculating
fixed monthly payments that encompass interest and principal repayment. The process entails:

- Determining the monthly interest rate (annual rate divided by 12).
- Calculating the total number of payments (24 months for two years).
- Using amortization formulas to find the fixed monthly payment amount.

This structured approach ensures that borrowers know exactly how much they need to pay each month,
facilitating financial planning and avoiding surprises.



---

Financial Breakdown of the Loan

Calculating the Monthly Payment

Given:
- Principal (P) = 120,000
- Annual interest rate (r) = 12%
- Loan term = 2 years = 24 months

Monthly interest rate (i) = 12% / 12 = 1% = 0.01

Using the amortization formula:

Monthly payment (A) = P [i (1 + i)^n] / [(1 + i)^n - 1]

Where:
- P = principal
- i = monthly interest rate
- n = total number of payments

Plugging in the values:

A = 120,000 [0.01 (1 + 0.01)^24] / [(1 + 0.01)^24 - 1]

Calculations:
- (1 + 0.01)^24 ≈ 1.270
- Numerator: 120,000 0.01 1.270 ≈ 120,000 0.0127 ≈ 1,524
- Denominator: 1.270 - 1 = 0.270

Monthly payment:
A ≈ 1,524 / 0.270 ≈ 5,644.44

Total repayment over 2 years:
24 5,644.44 ≈ 135,866.56

Total interest paid:
135,866.56 - 120,000 ≈ 15,866.56

This calculation indicates that the borrower will pay approximately 5,644.44 each month, totaling around
135,866.56 over two years, with roughly 15,866.56 paid as interest.

---

Features and Advantages of the French Method in This Context

Predictable Payments: Fixed monthly installments make budgeting straightforward, especially important
for long-term financial planning.

Structured Amortization: Clear schedule of interest and principal repayment, providing transparency.



Interest Payment Decreases Over Time: As the principal reduces, the interest component shrinks, leading to
faster principal repayment in later months.

Suitability for Various Borrowers: Ideal for individuals or businesses preferring steady cash flows.

Pros
- Simplifies financial management due to level payments.
- Clear understanding of remaining principal at any point.
- Usually lower initial interest payments compared to other methods like declining balance.

Cons
- Total interest paid over the loan period can be higher than alternative methods due to fixed payments.
- Less flexibility; early prepayments may not significantly reduce monthly installments unless explicitly
structured.
- Slightly higher total repayment amount compared to interest-only or bullet loans.

---

Implications of a 12% Interest Rate

Market Context

A 12% annual interest rate is relatively high in many developed economies but can be typical in emerging markets
or under certain risk conditions. The effective cost of borrowing significantly impacts the total amount
payable and the affordability for the borrower.

Impact on Total Repayment

As shown in the calculations, the total interest paid over two years sums to approximately 15,866.56,
increasing the initial principal by roughly 13%. This interest burden underscores the importance of assessing
whether the borrowing aligns with the borrower's capacity and purpose.

Comparative Perspective

- Lower interest rates (e.g., 5-8%) would reduce total interest and total repayment.
- Higher rates (above 15%) could make the loan less attractive or more burdensome.

---

Practical Benefits and Drawbacks



Benefits for Borrowers
- Certainty of payments aids in long-term financial planning.
- The fixed schedule helps avoid payment shocks.
- Transparent interest calculation fosters trust.

Drawbacks for Borrowers
- Total repayment costs are higher due to the interest rate.
- Limited flexibility for early repayment without penalties.
- Fixed payments may strain cash flow if income fluctuates.

Advantages for Lenders
- Predictable cash flow streams.
- Reduced credit risk due to structured repayment.
- Ease of calculating interest income over the loan term.

Disadvantages for Lenders
- Potential for borrower default if fixed payments are unaffordable.
- Less flexibility to adjust terms mid-course.

---

Strategic Considerations for Borrowers

- Affordability: Ensure the fixed monthly payments of around 5,644.44 are sustainable within income or cash
flow.
- Loan Purpose: The structured repayment suits investments or projects with predictable returns.
- Prepayment Options: Check if prepayment penalties apply, as early repayment can reduce total interest paid.
- Interest Rate Negotiation: Given market conditions, borrowers can attempt to negotiate lower rates or
alternative repayment schemes.

---

Conclusion and Final Thoughts

The structure of a loan of 120,000 to be repaid over two years using the French method at a 12% interest
rate exemplifies a balanced approach between predictability and cost. While fixed monthly payments provide
comfort and clarity for borrowers, the total interest expense, amounting to roughly 15,866.56, reflects the
cost of borrowing at this rate over the specified period. Such a loan is particularly suited to borrowers
seeking stability and ease of planning, provided they are comfortable with the total repayment amount.

For lenders, this method offers a secure, predictable income stream, though they must remain vigilant about
borrower capacity and potential prepayment behaviors. Ultimately, understanding the detailed breakdown of
payments, interest implications, and strategic considerations ensures both parties can make informed decisions
aligned with their financial goals.

Whether you're contemplating this loan as a borrower or analyzing it as a lender, appreciating the nuances of
the French repayment method and its application in this context is essential for effective financial management



and planning.
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