Mortgages and Amortization May 09, 2014

What's Going On?

I Minds on What's a Mortgage?
I Action! Amortization Tables and Your First
House

IConsoIidation Practice!

Learning Goal - | will be able to solve problems involving mortgages
and will be able to work with amortization tables.
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What's a Mortgage?
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I Minds on

What's a Mortgage?

A mortgage is an érm(/\ijr/ where the _{?r\\ﬂél{\p/\(

ﬂ\KV\’Q is the amount borrowed to purchase a M

Mortgage

A mortgage witha _ <97 5JVW\AY , fixed /V\ J’ {z 5JV

«MC.

Fixed Rate Mortgage

Amortization The gradual 6””‘4'(‘”\%/0[\ of a (77&\[\

The ‘{ ("1{ for which the calculation of a /V)O(Jr/\m/\g/

payment is determined. Z 0 0( Q%Yéﬁ\(

Mortgage Term iénhw/’ of the f’)D(Jr/\/\O]L agreement/

G

Amortization Period
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I Minds on

What's a Mortgage?

' |
A table that shows the breakdown of the D[— \NC \P&\ & ,

v

bs kst
Amortization Table \QA}/M//\ > Nt S paid, and the

un (\70\ \(& loan balances over a certain timeframe.
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The (&\Jr €_ at which the value of an item '\ & ZA ) §

Appreciation Rate
over time.
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I Minds on

What's a Mortgage?

N = Total number of mortgage payments.

1% = Interest rate.

PV = Original amount of the loan. (value of
house - down payment)

PMT = Regular payment amount.

FV = 0 do not use

P/Y = Number of payments per year. (often 12)
C/Y = Compounding periods per year. (2)



Mortgages and Amortization

I Action!

Amortization Tables

May 09, 2014

An amortization table breaks down how much interest is paid per month and how much of the

principal is paid

per month.

The SU\@ of the interest paid and principal paid for any given month tells us the amount of

the MD@MX\/ \\0/(\’/(\/7/% .

Month Principal Paid (S) Interest Paid ()
1 554.20 %‘ 1754.55
2 556.84 1751.91
3 559.49 1749.26
4 562.16 1746.59
5 564.84 1743.91
6 567.53 1741.22
7 570.24 1738.51
8 572.96 1735.79
9 575.69 1733.06
10 578.43 1730.32
11 581.19 1727.56
12 583.96 1724.79
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Month Principal Paid (5) Interest Paid ($)
1 554.20 1754.55
2 556.84 1751.91
3 559.49 1749.26
4 562.16 1746.59
5 564.84 1743.91
6 567.53 1741.22
7 570.24 1738.51
8 572.96 1735.79
9 575.69 1733.06
10 578.43 1730.32
11 581.19 1727.56
12 583.96 1724.79

Based on the amortization table above,

d.

Calculate the monthly payment.

b. Calculate the total amount paid in the first year.

D904 FO RN L

-79,109.00
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Month Principal Paid ($) Interest Paid ($)
1 | 554.20 1754.55
2 | 556.84 1751.91
3 559.49 1749.26
4 562.16 1746.59
5 564.84 1743.91
6 | 567.53 1741.22
7 570.24 1738.51
8 572.96 1735.79
9 | 575.69 1733.06
10 N, 578.43 1730.32
11 \ ) 581.19 1727.56
12 v 583,96 1724.79

May 09, 2014

c. Describe the trend in the Principal Paid column. How much of the principal is paid off
after the first year?

(roes up
© 6827.53
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Month Principal Paid ($) Interest Paid (5)
1 554.20 1754.55
2 556.84 1751.91
3 559.49 1749.26
4 562.16 1746.59
5 564.84 1743.91
6 567.53 1741.22
7 570.24 1738.51
8 572.96 1735.79
9 575.69 1733.06
10 578.43 1730.32
11 581.19 1727.56
12 583.96 1724.79

year?

May 09, 2014

d. Describe the trerjd in the Interest Paid column. How much interest is paid after the first

L\ecf(/j\jff? 2 }W\/(\/

120877.47
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Month Principal Paid ($) Interest Paid ($)
1 554.20 1754.55
2 556.84 1751.91
3 559.49 1749.26
4 562.16 1746.59
5 564.84 1743.91
6 567.53 1741.22
7 570.24 1738.51
8 572.96 1735.79
9 575.69 1733.06
10 578.43 1730.32
11 581.19 1727.56
12 583.96 1724.79

Tt 6B 2F.S3

May 09, 2014

e. How much debt is owed on the house after the first year?

$24¢, 000 et

B @/4@2?65

Wl FL



Mortgages and Amortization May 09, 2014

I Action!

Your First House

Example

Mr. Gilbert is considering buying a home for $255,000. As a first-time home buyer, Mr. Gilbert
can make a 5% down payment on the house and take out a mortgage for the remaining
balance. His mortgage broker found a bank offering an annual interest rate of 5.49% for a five-
year fixed rate mortgage based on an amortization period of 25 years.

a. Determine the down payment and the amount to be mortgaged.

765,000 x0.09
e 0 0

3

M@(%M{&MUW\%/
966,000~ 11,771
=242250

[
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I Action!

Your First House

Example

Mr. Gilbert is considering buying a home for $255,000. As a first-time home buyer, Mr. Gilbert
can make a 5% down payment on the house and take out a mortgage for the remaining
balance. His mortgage broker found a bank offering an annual interest rate of 5.49% for a five-
year fixed rate mortgage based on an amortization period of 25 years.

b. List the variables that you will input into the TVM solver.
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I Action!

Your First House

Example

Mr. Gilbert is considering buying a home for $255,000. As a first-time home buyer, Mr. Gilbert
can make a 5% down payment on the house and take out a mortgage for the remaining
balance. His mortgage broker found a bank offering an annual interest rate of 5.49% for a five-
year fixed rate mortgage based on an amortization period of 25 years.

c. Determine the monthly payment.

5477,

d. Determine the total amount paid over the course of the mortgage.

BUF AL A DU
4", (3% . 00

e. Determine the total amount of interest paid over the course of the mortgage.
Tk (NM& ’\\m\(&fl@k MU(XV@“@Q/
14,14 - 242,200

~—
—
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I Action!

Your First House

Example

Mr. Gilbert is considering buying a home for $255,000. As a first-time home buyer, Mr. Gilbert
can make a 5% down payment on the house and take out a mortgage for the remaining
balance. His mortgage broker found a bank offering an annual interest rate of 5.49% for a five-
year fixed rate mortgage based on an amortization period of 25 years.

f. Determine the amount of interest accumulated on the loan in the first month.

'/
292,250 x(0.0544 J2 >

095,495

g. How much of the principal is paid off in the first payment?

V /mmjr (m¥/“5¥
g%?ﬁ_@@vwmﬂi%
_45h) Y7

h. How much debt is owed on the house after one month?

(2,250 ~ bl 1
= 1Y 1, Db 5F
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I Action!

Your First House

Example

Mr. Gilbert is considering buying a home for $255,000. As a first-time home buyer, Mr. Gilbert
can make a 5% down payment on the house and take out a mortgage for the remaining
balance. His mortgage broker found a bank offering an annual interest rate of 5.49% for a five-
year fixed rate mortgage based on an amortization period of 25 years.

i. Determlne the total amount paid over 5 years.

SMMFZ2 20 ¢\
__: BE,62S. éow

Calculate the total principal paid in the first 5 years of the mortgage.

=il bo) o
'ﬂﬁﬁ’“""”‘“ ! \ LA

3i5eiroals ot LN (N
&\?\V\ \U\Q\r\Qk

1729 .44
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I Action!

Your First House

Example

Mr. Gilbert is considering buying a home for $255,000. As a first-time home buyer, Mr. Gilbert
can make a 5% down payment on the house and take out a mortgage for the remaining
balance. His mortgage broker found a bank offering an annual interest rate of 5.49% for a five-
year fixed rate mortgage based on an amortization period of 25 years.

k. Calculate the total interest paid in the first 5 years of the mortgage.

=Tor (1,60
el D PG (R

ZiProb Sim
d:iSciTool=s
S:5tudaCrd
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I Action!

Your First House

Example

Mr. Gilbert is considering buying a home for $255,000. As a first-time home buyer, Mr. Gilbert
can make a 5% down payment on the house and take out a mortgage for the remaining
balance. His mortgage broker found a bank offering an annual interest rate of 5.49% for a five-
year fixed rate mortgage based on an amortization period of 25 years.

|. Calculate the debt owing on the house after the first 5 years.

Subtract the amount paid on the principal
from the initial value of the mortgage.

242,250 - 26,225.49
= 216,024.51

There is still $216,024.51 owing on the
house.
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I Action!

Your First House

Example

Mr. Gilbert is considering buying a home for $255,000. As a first-time home buyer, Mr. Gilbert
can make a 5% down payment on the house and take out a mortgage for the remaining
balance. His mortgage broker found a bank offering an annual interest rate of 5.49% for a five-
year fixed rate mortgage based on an amortization period of 25 years.

m. Calculate the value of the house after 5 years if it has an appreciation rate of 5% per
year.

Value = 255,000(1 + 0.05)5
= 325,451.80

The value of the house $325,451.80 after 5
years assuming a 5% appreciation rate.
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I Consolidation

Practice It!

Mortgages and Amortization
Pg. 425 - 429
1,3,5,7,9
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