HOME MORTGAGES

Mortgage – loans used to purchase a home or business

Market Value – expected selling price of the home

Equity – the difference between the market value and the balanced owed on the home loan

Conventional Mortgage – a mortgage obtained through a bank or credit union that is NOT 

                                           insured by the federal government.

Fixed-Rate Mortgage – a mortgage where the interest rate stays the same for the entire term of 

                                       the loan (usually 15 years or 30 years but it can be different)

Monthly Mortgage – one where the same payment is paid at a certain time each month

Biweekly Mortgage – one where the home-buyer makes 26 payments each year.  It builds equity 

                                    more quickly because the additional payments reduce the amount owed.

Graduated Payments Mortgage – one where the home-buyer makes smaller payments at the 

                                                        beginning and larger payments at the end.

Amortization – calculations of the equal installments that are made over a specified period of 

                          time that include principal and interest.

There are several ways to calculate the monthly mortgage payment for a given home-buyer.  Obviously, it is a function of the price of the house, the amount that is put down, and the annual interest rate.  One way to calculate the payment is to use tables like those on page 503.  There is also a formula that is used to calculate the values on the table.  We will rely primarily on the table since the formula is a little difficult to use.  

Ex 1:  Suppose you buy a home for $139,900 and you are required by the bank to put $20,000 down.  If the current rate is 
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 for a 30-year fixed-rate mortgage, what will your monthly payment be using the Table on page 519 (and the handout)?

Price:

Down Payment:

Amount financed:

How many thousands of dollars will be financed:

Factor from the chart:  

Monthly payment:

Ex 2:  For the previous example, what is the total payment and the total interest that is paid on that loan if you take 30 years to pay off the mortgage?

Escrow Account – an account established by the lending institution to collect and hold money for 

                                property taxes and insurance on the home.  These costs are usually included in the 

                                monthly mortgage payment.

Ex 3:  Suppose, in Example 1, the property taxes on your home are $2,200 per year and the home-owners insurance is $865 per year.  What is the monthly payment that includes principal, interest, property taxes, and insurance?

Ex 4:  Suppose you really fell in love with a particular house and the selling price is $165,900.  You are debating between a 30-year mortgage @ 
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, a 20 year mortgage @ 
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, or a 15 year mortgage at 5%.  Again, you have $20,000 to put down, what are the monthly payments in each case?  What is the total amount repaid in each case?  How much interest is paid in each case?




30-year mortgage @ 
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       20 year @ 
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              15 years @ 5%

Price:



$165,900


$165,900

     $165,900

Down Payment

  $20,000


  $20,000

       $20,000
Amount Financed:

$145,900


$145,900

     $145,900

How many thousands

will be financed:

Factor (chart):

Monthly Payments:

Total Amount:

Total Interest Paid:

What would you do?  Why?

Completing a Monthly Amortization Schedule

Lets go back to Example 1 and calculate amortization schedule, i.e. the amount of each payment that is interest and the amount that is principal.  

Step #1:  Interest portion of the first monthly payment = original principal  X  monthly interest rate.

For our example, Interest = $119,900  X  
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How much of our payment goes toward the principal?  

What is the balance of the principal after the payment is received (end-of-month principal)?

Step #2:  Interest portion of the next monthly payment = previous end-of-month principal  X  R
                                                                                          (Where R is the monthly interest rate)

               Amount toward principal = monthly mortgage payment – interest potion of payment

               End-of-month principal = previous end of month principal – principal portion of payment

Step #3:  continue this process for two more months:
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