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Reducing Balance Method Explained 
 
In reducing Balance Interest Rate method, interest is calculated every month on the outstanding loan balance as 
reduced by the principal repayment every month. EMI payment every month contains interest payable for the 
outstanding loan amount for the month plus principal repayment. 
For example, if you take a loan of AED 100,000 with a reducing rate of interest of 8.5% p.a. for 12 years, then your EMI 
amount would reduce with every repayment. See illustration below. 
 
 


