7.4 Mortgage Amortization

An amortization schedule lists how much of a payment is interest, and how much goes to reduce the principal. Here is a typical form: 

	Payment 
Number
	Monthly 
Payment
	Interest 
Paid
	Principal 
Paid
	Outstanding Balance

	0
	---
	---
	---
	(initial mortgage amount) 

	1
	
	
	
	



Example 1: Holly and Jake have just bought their first home and require a mortgage for $170 000. They negotiate an interest rate of 8% and amortize their mortgage over 25 years. 
a) Calculate their monthly mortgage payment. 













b) Complete an amortization schedule for their first 6 months of payments
	Payment 
Number
	Monthly 
Payment
	Interest 
Paid
	Principal 
Paid
	Outstanding Balance

	0
	
	
	
	

	1
	
	
	
	

	2
	
	
	
	

	3
	
	
	
	

	4
	
	
	
	

	5
	
	
	
	

	6
	
	
	
	





c) However, as a special offer for first-time-home-buyers, the bank will charge only 2% interest compounded monthly on their mortgage for the first 6 months. Complete an amortization schedule for Holly & Jake’s mortgage for 6 months at the introductory offer: 
	Payment 
Number
	Monthly 
Payment
	Interest 
Paid
	Principal 
Paid
	Outstanding Balance

	0
	
	
	
	

	1
	
	
	
	

	2
	
	
	
	

	3
	
	
	
	

	4
	
	
	
	

	5
	
	
	
	

	6
	
	
	
	



d) Use your present value formula to determine the principal (i.e. balance on their mortgage) after 6 months under both interest rates

















e) How much do Holly and Jake save by taking the introductory offer of 2% for 6 months? 



Practice Activity
1. A mortgage of $210 000 is amortized over 25 years at 9% compounded monthly with a 5-year term. 
a. Determine the monthly payment.
b. Create an amortization schedule for the first 6 payments. 
	Payment 
Number
	Monthly 
Payment
	Interest 
Paid
	Principal 
Paid
	Outstanding Balance

	0
	
	
	
	

	1
	
	
	
	

	2
	
	
	
	

	3
	
	
	
	

	4
	
	
	
	

	5
	
	
	
	

	6
	
	
	
	


c. How much of the 1st payment is interest? 
d. How much of the 3rd payment is used to reduce the principal? 
e. What is the total interest paid in the first 6 months? 
f. What is the outstanding principal after 6 payments?

2. [bookmark: _GoBack]A bank offers mortgages with a 5-year term at a rate of 8.25% compounded monthly. However, new customers are eligible for an introductory rate of 2.5% compounded monthly for 6 months. Suppose you are a new customer who needs a mortgage for $240 000 and will amortize your mortgage over 25 years. 
a. Create an amortization schedule for the first six months at the special introductory rate. 
	Payment 
Number
	Monthly 
Payment
	Interest 
Paid
	Principal 
Paid
	Outstanding Balance

	0
	
	
	
	

	1
	
	
	
	

	2
	
	
	
	

	3
	
	
	
	

	4
	
	
	
	

	5
	
	
	
	

	6
	
	
	
	


b. How much interest is saved in the first six months? 
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