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50 PointsBarbara Young Owes $39,600 On A 6%, 110-day Note. On Day 75, She
Pays $11,880 On The Note. On this scenario, understanding the details of how a note
works, how interest accrues, and the impact of early payments is crucial for both
borrowers and lenders. This article explores the key concepts involved in this financial
transaction, including the calculation of interest, the effect of partial payments, and the
overall implications for Barbara Young's note. Whether you're a student of finance, a small
business owner, or simply interested in how promissory notes function, this
comprehensive guide will clarify the essential points related to this case.

Understanding the Promissory Note Details

Principal Amount and Interest Rate

Barbara Young's note has a principal amount of $39,600, with an annual interest rate of
6%. This rate indicates how much interest accrues on the principal over a specified period,
typically expressed annually.

Duration of the Note

The note's term is 110 days, meaning the loan or debt is scheduled to mature after this
period. Since interest calculation is often based on a 360-day year in financial contexts,
understanding how interest accumulates over this period is essential.

Interest Calculation on the Note

Simple Interest Formula

The interest earned or owed on a note can be calculated using the simple interest formula:

¢ Interest = Principal x Rate x Time

where:
e Principal = $39,600

e Rate = 6% per annum (or 0.06)



e Time = number of days / 360 (for banking conventions)

Calculating Total Interest for 110 Days

Using the formula:

e Interest = $39,600 x 0.06 x (110 /360) = $39,600 x 0.06 x 0.3056 = $727.92

Thus, the total interest accrued over 110 days is approximately $727.92.

Impact of Day 75 Payment of $11,880

Understanding Partial Payments

On Day 75, Barbara makes a payment of $11,880 toward the note. This partial payment
affects both the principal and the interest calculations moving forward.

How Partial Payments Affect the Note

When a borrower makes a partial payment:
e The payment first covers accrued interest since the last payment or note inception.

e The remaining amount reduces the principal balance.

Calculating Interest Up to Day 75

First, determine the interest accrued over the first 75 days:

 Interest = $39,600 x 0.06 x (75 /360) = $39,600 x 0.06 x 0.2083 = $495.00

At Day 75, Barbara's interest accrued is approximately $495.00.

Applying the Payment
The $11,880 payment on Day 75:

e First covers the accrued interest: $495.00



e The remaining amount reduces the principal: $11,880 - $495 = $11,385

New principal balance after the payment:
¢ Previous principal: $39,600
e Less payment applied to principal: $11,385

¢ Remaining principal: $39,600 - $11,385 = $28,215

Remaining Interest and Principal Calculations

Interest from Day 75 to Maturity
The remaining term of the note is from Day 75 to Day 110, which is 35 days.

Interest on the new principal ($28,215) over 35 days:

e Interest = $28,215 x 0.06 x (35/360) = $28,215 x 0.06 x 0.0972 = $164.20

Final Maturity and Total Payments

At the note's maturity:

e Total interest owed: approximately $495.00 (first 75 days) + $164.20 (remaining 35
days) = $659.20

e The remaining principal: $28,215

e Total amount due at maturity: $28,215 + $659.20 = $28,874.20

Barbara Young has already paid $11,880, so the remaining balance due at maturity would
be:

* $28,874.20 - $11,880 = $16,994.20

This calculation illustrates how early partial payments reduce the overall interest and
principal owed.



Implications for Borrowers and Lenders

Benefits of Early Payment

For borrowers like Barbara Young, making partial payments before maturity can:
e Reduce the total interest paid over the life of the note
e Shorten the loan term if payments are made regularly

e Provide financial flexibility and reduce debt burden

Impact on Lenders

For lenders, early payments:
e Decrease the total interest income if interest is calculated on a declining balance
¢ Require recalculations of remaining balances and interest due

e Offer opportunities to renegotiate terms or receive partial payments sooner

Conclusion: Managing Notes and Understanding
Payments

Understanding how promissory notes work, including interest calculations, partial
payments, and their effects on principal and interest, is key for both borrowers and
lenders. In Barbara Young's case, her payment on Day 75 significantly reduces her debt
and the total interest owed. Such insights are vital for managing loans effectively and
making informed financial decisions.

Additional Tips for Managing Note Payments

e Always verify how interest is calculated—whether simple or compound.
e Keep track of payment dates and amounts to avoid misunderstandings.

e Consult with a financial advisor or accountant for complex scenarios or large
payments.

e Review the terms of the note to understand penalties or prepayment clauses.



By comprehending these fundamental concepts, borrowers like Barbara Young can better
navigate their debt obligations, potentially saving money and improving their financial
health.

Frequently Asked Questions

What is the total interest Barbara Young will pay on her
6%, 110-day note of $39,600?

The total interest can be calculated using the formula: Interest = Principal x Rate x Time.
Converting days to years: 110 days / 360 days = 0.3056 years. So, interest = $39,600 x
0.06 x 0.3056 = $726.67.

How much interest has accrued on the note by Day 75
when Barbara makes a partial payment?

Interest accrued up to Day 75 = Principal x Rate x (75/360). Assuming no payments made
before Day 75, interest = $39,600 x 0.06 x (75/360) = $493.33.

What is the remaining balance after Barbara's $11,880
payment on Day 75?

First, calculate the interest accrued up to Day 75 ($493.33). The original principal plus
interest is $39,600 + $493.33 = $39,993.33. Subtracting the payment: $39,993.33 -
$11,880 = $28,113.33 remaining principal.

How should Barbara Young record her partial payment
of $11,880 on Day 75?

Barbara should record the payment by first allocating it to interest accrued ($493.33),
then reducing the principal by the remaining amount: $11,880 - $493.33 = $11,386.67.
Her journal entry would debit Cash for $11,880, credit Interest Revenue for $493.33, and
credit Notes Receivable for $11,386.67.

What is the amount of interest remaining to be paid
after Day 75 on the note?

Remaining interest to be paid from Day 75 to maturity can be calculated as: Interest for
remaining days = Principal X Rate X Remaining days / 360. Remaining days = 110 - 75 =
35 days. Remaining principal after payment is approximately $28,113.33. Interest =
$28,113.33 x 0.06 x (35/360) = $164.45.



When the note matures, how much will Barbara owe in
total?

At maturity, Barbara will owe the principal of approximately $28,113.33 plus the
remaining interest of about $164.45, totaling roughly $28,277.78.

What accounting entries should be made at the note's
maturity date?

At maturity, Barbara should record the receipt of $28,277.78 (or the amount agreed
upon), debiting Cash and crediting Notes Receivable for the total amount, adjusting for
any remaining interest or principal as applicable.

Additional Resources
Note Payoff Analysis: Barbara Young's $39,600, 6%, 110-Day Note

When dealing with short-term financing, understanding how notes accrue interest, how
payments impact the principal, and how to calculate remaining balances is essential for
both borrowers and lenders. In this comprehensive analysis, we explore the scenario
involving Barbara Young, who owes $39,600 on a 6% interest rate note with a 110-day
term, and makes an early payment of $11,880 on Day 75. We will delve into the intricacies
of interest calculations, amortization, and the impact of partial payments on the note’s
balance, providing a detailed, step-by-step breakdown suitable for financial professionals,
students, or anyone interested in short-term note management.

Understanding the Original Note Details

Before analyzing the payment, it’s crucial to understand the key components of Barbara
Young’s note:

- Principal (Face Value): $39,600

- Interest Rate: 6% annually

- Term: 110 days

- Start Date: Assumed to be Day 0O (for simplicity)
- Payment Date for Partial Payment: Day 75

What does these details imply?

The note is a short-term financial instrument, meaning it is designed to mature within a
period of roughly 3.5 months. The interest rate of 6% per annum indicates how much
interest accrues over the year, but since the note is only 110 days, the actual interest
accrued will be proportionally less.



Calculating the Interest on the Note

Interest calculation on short-term notes typically relies on the simple interest formula:
\[ \text{Interest} = \text{Principal} \times \text{Rate} \times \frac{\text{Time} } {360} \]

Note: The use of 360 days is common in commercial finance, but some calculations may
use 365 days. Here, we'll assume a 360-day year for standardization.

Step 1: Determine the Daily Interest Rate

Annual interest rate: 6% or 0.06

Daily interest rate:

\[ \frac{0.06} {360} = 0.0001667 \]

Step 2: Calculate Total Interest for 110 Days
Total interest over the full term:

\[ 39,600 \times 0.0001667 \times 110 \]
Calculating:

\[ 39,600 \times 0.0001667 = 6.62 \]

\[ 6.62 \times 110 = 728.20 \]

Total interest over 110 days: approximately $728.20
Step 3: Confirming Total Amount Due at Maturity
Total amount payable at the end of 110 days:

\[ \text{Principal} + \text{Interest} \]

\[ 39,600 + 728.20 = 40,328.20 \]

Thus, if Barbara Young paid the note at maturity, she would pay approximately
$40,328.20.



Impact of Partial Payment on Day 75

Barbara makes a partial payment of $11,880 on Day 75. To understand how this affects
the note, we need to:

- Calculate interest accrued up to Day 75

- Determine the outstanding balance after the partial payment
- Adjust the note's principal accordingly

- Recalculate interest on the new principal from Day 75 to the maturity date
Step 1: Calculate Interest Accrued from Day 0 to Day 75
Number of days: 75

Interest accrued:

\[ 39,600 \times 0.0001667 \times 75 \]

Calculations:

\[ 39,600 \times 0.0001667 = 6.62 \]

\[ 6.62 \times 75 = 496.50 \]

Interest accrued in 75 days: approximately $496.50

Step 2: Determine Outstanding Balance on Day 75

Total amount owed on Day 75 before payment:

\[ \text{Principal} + \text{Interest accrued} \]

\[ 39,600 + 496.50 = 40,096.50 \]

Step 3: Apply the Partial Payment

Barbara pays $11,880 on Day 75.

- Payment reduces the balance, which includes both principal and accrued interest.
- Typically, the payment is first applied to accrued interest, then to the principal.

Payment allocation:

- First, cover accrued interest of $496.50
- Remaining amount applied to principal:

\[ 11,880 - 496.50 = 11,383.50\]

- Remaining principal after payment:



\[ 39,600 - 11,383.50 = 28,216.50 \]

- Remaining accrued interest is reset to zero after payment (assuming interest is paid off
at the time of partial payment).

New principal balance on Day 75: $28,216.50

Calculating the Remaining Interest and Final
Payment

From Day 75 to Day 110, the note accrues interest on the new principal of $28,216.50
over 35 days.

Step 1: Calculate Interest from Day 75 to Day 110

Number of days: 35

Interest:

\[ 28,216.50 \times 0.0001667 \times 35 \]

Calculations:

\[ 28,216.50 \times 0.0001667 \approx 4.70 \]

\[ 4.70 \times 35 = 164.50 \]

Interest accrued from Day 75 to Day 110: approximately $164.50
Step 2: Total Amount Due at Maturity

- Remaining principal: $28,216.50
- Interest accrued from Day 75 to Day 110: $164.50

Total payoff amount:
\[ 28,216.50 + 164.50 = 28,381.00 \]
Summary of Payments and Remaining Balances

| Description | Amount ($) | Notes |

I | | |

| Original principal | 39,600 | Initial note amount |

| Interest (0-75 days) | 496.50 | Accrued before partial payment |

| Partial payment (Day 75) | 11,880 | Applied to accrued interest and principal |

| Remaining principal after partial payment | 28,216.50 | Principal balance after payment |




| Interest (75-110 days) | 164.50 | Accrued after partial payment |
| Final amount due at maturity | 28,381.00 | Sum of remaining principal and interest |

Interpreting the Financial Implications

This scenario exemplifies key principles in short-term note management:
1. Interest Accrual Is Proportional to Time and Principal

Interest is calculated based on the outstanding principal and the number of days the
amount remains unpaid. Partial payments reduce principal, thereby decreasing
subsequent interest accruals.

2. Partial Payments Can Significantly Reduce Final Maturity Amount

In Barbara’s case, her early payment saved her from paying interest on the full principal
for the entire term. By paying $11,880 early, she reduced her principal and, consequently,
the total interest owed by the end of the note.

3. Interest Is Usually Paid Before Principal

Standard practice is to apply payments first to accrued interest, then to principal. This
ensures the lender receives the interest owed for the period before reducing the principal.

4. Calculating Remaining Balances Is Essential for Accurate Forecasting

Accurate calculations of accrued interest and remaining balances are critical for both
borrower and lender to understand obligations at any point during the note’s life.

Additional Considerations and Variations

While the above calculations follow standard practices, real-world scenarios may introduce
complexities:

- Different Day Count Conventions: Some institutions use 365-day years or actual days
between dates, affecting interest calculations.

- Prepayment Penalties: Some notes include penalties for early payoff, which can alter the
amount payable.

- Interest Compounding: Although not typical in simple notes, some may accrue interest
compounding periodically.

- Payment Timing: Exact payment timing can influence accrued interest calculations,
especially if payments are made mid-day.



Conclusion: Mastering Short-Term Note
Management

Barbara Young’s case provides a practical illustration of short-term note management,
emphasizing the importance of precise interest calculations and understanding how
partial payments influence the note’s balance and interest accrual. By breaking down her
payments, we see how early payments can reduce both principal and total interest,
ultimately saving the borrower money.

For financial professionals and students, mastering these calculations is vital for accurate
loan management, risk assessment, and financial planning. Whether dealing with personal
loans, corporate financings, or investment instruments, understanding the interplay
between principal, interest, and payments ensures sound decision-making and transparent
financial transactions.

In essence, this scenario underscores the importance of diligent interest calculation and
strategic payment planning in short-term lending — skills that are indispensable for
anyone navigating the world of finance.
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