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Introduction to
Cutting Your
Mortgage in Half

Home ownership is an eternal American dream. From the
time aperson starts workinghisfirstjob, his goalis to save enough
money so he can make a down payment on a home of his dream.

For this he would work overtime and weekends; he may even hold
down a second job. He would skimp on the corrmon luxuries or
forgo vacations that he would otherwise be tempted to take. He
may enroll in an automatic payroll deduction plan as part of a
forced savings progtam. He and, if married, his wife will pool
their resources together and set aside a certain sum every month
that is earmarked for home ownership. They may even postpone

having any children till such day as they are able to own their own
home.

Eventually, if they have been working diligently toward
their dream, one day they'll have sufficient money to take that
magical step toward becomin g proud owners of a home. They will
scour every neighborhood looking for that dream house. In the
tow of a real estate broker, they'll look at scores of houses until
they come upon one that foots all the characteristics they had in
mind: number of bedrooms, backyard, neighborhood, layout, and
the right price.
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Finding a Mortgage

Finding the right home was just the beginning. Now they
have to find a lender (a savings and loan association or a bank or
a mortgage broker) for the mortgage on the home. There will be

loan applications to fill out, credit checks to be made, employ-
ments to be verified.

They will have to find their way through a bewildering
array of mortgage s and payment plans. There will be interest rates

and monthly payments and prepayment penaltie s to contend with.
The interest rate may be fixed or adjustable, the loan may or may
not have negative amortization feature and the lender may require
an impound account to pay insurance and taxes.

Their lender or the real estate broker may be of some help

to themin sorting out all these confusing choices and guide them

in making the right decisions. But then again, they may not get the
right information or advice and may be left to fend for themselves.

If things have gone the way they should, one day the

escrow on their dream house will close and they'll join the ranks
of millions of other homeowners. Within a few short days they'll
receive from their lender a book of payment coupons indicating
the monthly mortgage they will be sending in each month. As is

true in a vast majority of cases, they'll make regular monthly
payments for the next thirty years before they own their home free

and clear.

This is the scenario played out every day in every town in
America. What's wrong with this scenario? Is there a missing
piece of vital information in this pazzle? You bet.
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Mortgage Trap

Not once throughout this process has anyone told the
aspiring homeownerthathe has just committedhimself to paying
back more than twice, even three times, the amount of the
mortgage over thirty years. If he has borrowed $75,000 at lAVo
interest over 30 years, he'Il be paying back almost $237,000.
That's nearly $162,000 in interest charges - more than twice the
amount borrowed. If he had financed $100,000 over 30 yqlrs at
l3%o,his interest expense on the loan would be $298,200, nearly
three times the amount borrowed.

If someone had informed our new homeowner of the true
amounts he would be paying back before he owns the home free
and clear, he would simply be dumbfounded. During the first year
of his ownership more than 987o of his monthly payments would
go toward servicing the loan. In other words, less than 2Vo of the
amounts paid would reduce the principal of the loan.

Way out of the Trap

But things do not have to be this way. You do not have to
lock yourself in a thirty-year mortgage and pay hundreds of
thousands of dollars in interest expense to own your home. By
understanding how mortgages work, you'll be able to use little-
known techniques to lighten the onerous burden of homeowner-
ship.

You'llbe able to cut your standard 30-year mortgage by
as much as 20, even 25, years. You'll be able to own your home
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while you're still in yourprime income-producing years. Having
paidoff the mortgage sooner, you'll befreedof theconstantworry
of having to come up with a mortgage payment every month.

In fact, you'll have substantial extra cash on hand that
you'll be able to put to use for your enjoyment. You'll have money

for little luxuries, enjoy ski vacations, buy extra clothes, save

money for the education of your children - things that other
homeowners can't afford because they are still making regular
monthly mortgage payments. You'll have realized your Ameri-
can dream in its truest sense.

Cut Interest Cost of All Borrowings

We briefly looked at the astounding cost of owning a home
in terms of interest paid. Incidentally, throughout this book we use

home mortgages to illustrate various points we are making regard-
ing the cost of borrowing. But the same principles apply to other
kinds of borrowings, such as auto loans, student loans, home
improvement loans, so-called bill consolidation loans. We've
targeted our discussion toward mortgages simply because it
almost always represents the largest borrowing ever done by an

individual and, therefore, represents the largest sum laid out as

interest expense.

By using the principles taught in this book to cut down the

cost of a home mortgage, you'll have achieved the greatest

savings. As you begin to understand and apply these principles,

you'll see potential savings in other areas too.
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Interest Cost on a Loan

In order to give you an idea of how much you're paying in
interest on your mortgage loan, we have prepared an Interest
Factors table below. This table is designed for a 3O-year, fixed-
rate mortgage. The interest factors allow you to compute your
total interest charges to be paid out over the term of the loan. You
do this by simply multiplying the amount borrowed with the
interest factor associated with your mortgage interest rate. If your
interest rate falls bet'ween the rates listed here, you can use

straight-line interpolation to approximate the applicable interest

factor.
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7Vo = 1.395

7.25 = 1.456
7.5 - 1.5L7

7.75 = 1.579
8 = 1.642

8.25 = 1.705
8.5 = 1.768

8.75 = 1.832
9 =1.897

9.25 = 1.962
9.5 =2.027

9.75 =2.093
10 = 2.159

10.25 - 2.226

Interest Factors

10.5 = 2.293
10.75 - 2.361

ll =2.428
11.25 - 2.497

11.5 = 2.565
11.75 =2.634

12 = 2.703
12.25 - 2.772

12.5 =2.942
L2.75 =2.912

13 =2.982
L3.25 = 3.053

13.5 = 3.124
13.75 - 3.194

14 = 3.266
14.25 - 3.337

14.5 = 3.408

L4.75 - 3.480
15 = 3.552

L5.25 = 3.624
15.5 = 3.696

15.75 - 3.769
16 = 3.82t1

16.25 = 3.914
16.5 = 3.987

16.75 = 4.059
17 = 4.132

L7.25 - 4.206

x
amount
financed

$_
total interest
paid

interest
factor

X-=
amount
financed

total interest
paid

total cost of
your mortgage

Here are the formulas you can use:

($ amount financed) X (interest factor) - $ total interest paid

($ total interest paid) + ($ amount borrowed) - $ totat cost of
your loan
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Illustration: You're buying a home worth $150,000 by putting
lOTo as down payment, borrowing the rest (i.e., $ I 3 5,000) at llVo
fixed interest over 30 years. Using the interest factor from the
table for l0%o,yoa can determine that you'llpay $135,000 times
2.t59 or $291,465 in total interest cosr over the life of the
mortgage. By adding this interest cost to the amount borrowed,
you can determine that you'll pay $426,465 as the total cost of
your mortgage.

Owning vs. Renting

If you rent and are considering buying yourfirsthome, you
should compare the expenses you are now incurring as a r€nter
with the expenses you may incur as a homeowner.

The expense of buyrng a home may be less than the
expense ofrenting because you arc permitted to claim a deduction
on yourfederal income tal( return for yourmortgage interest and
real estate taxes. These deductions will reduce your federal
income tax, and ttris tax rpduction acts as a t)?e of rebate of a
portion of the expenses that you have paid as a homeowner.
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Renting

Rent @ $90Orhonfi $10,800

Renter's insurance 2m
Total cash outlay $11,000

Bufng

Mortgage *

@ $l,000rhonth
Real estate taxes
Homeowner's Insuratrce
Repairs and maintenance
Total

Real estate taxes
Totaldedrction
Taxbenefit @28%
Net cash outlay

Tax benefit:
Tax deductible intercst $11500

$12,0m

2,m
300
500

5i5lm

2.m
$13,900

3,8y2
$11,308

*Principal $500, interest $115fl) per
annum

Owning a home in the above example costs only $308
more in the first year. As arenter, you can cxpectrent to go up over
time. As a homeowner, although the total payment remains

constant, each year a smaller portion of your nrortgage paymcnt
goes oward interesq reducing your interest deduction, but in-
creasing your equity in the house. In this book we show you ways
of accelerating build-up of your equity.
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You have been looking for your dream house for months.
Finally, you find something that just catches your fancy. It has

three bedrooms with two baths, just as you wanted. It has the right
kind of carpeting and drapes that match your furniture. It is in the
right location. The school for your child is only three blocks away.
The house has "curb appeal" as the real estate agent pointed out
to you the frst time she drove you over.

But can you afford to buy this house?

This is the critical question that every home buyer asks

himself in pursuit of his dream house. Each lender has his own
lending policies and formulas that he uses to determine the
qualifications of a potential buyer. But they all have certain basic
criteria and, by learning about them and applying these standards
to your own situation, you' 1l save yourself a great deal of time and
heartache. After all, there is no point in looking at real estate if you
cannot afford to buy it.

In this chapter, we'll look at these criteria to help you
understand the lending process.
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Lending Criteria

Can You Afford This Mortgage?

In general, there are three basic criteria that every
lender uses:

1. Down payment

2. Your credit history

3. Your ability to repay

Now let us examine how each of these affects your ability
to obtain the mortgage you want.

Down Payment

In spite of what you may have learned from books, news-
papers and at real estate seminars, "nothing down" deals are

extremely rare. Your chances of finding and putting together a

deal that requires no down payment are slim. Virtually all home
buyers put down anywhere from 10Vo to 25Vo of the purchase price
while obtaining financing for the balance.

Here are the two basic variations in down payment you'll
run into:

1. You make a down payment of 20 percent of the
purchase price and borrow 80 percent from a bank or an S&L. If
the purchase price of the house is $125,000, you'llcome up with
a down paymentof $25,000 and yourfirstmortgage will be in the
amount of $100,000.
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2. Youmay alsoputtogetheradeal where the sellerof the
property provides a certain amount of financing. These are so-

called "80-10-10" deals. In the example cited above, /our down
paymentwill be $12,500 andthe sellerwill carry anote in the like
amount, usually for a short duration of three to five years. The
primary mortgage will b e f or 80Vo of the purchase price, generally
for 30 years.

As a rule, your ability to qualify for a mortgage loan will
be better with a higher down payment. The lender figures that

with a greaterdownpaymentyou'll have more at stake in making
regular monthly mortgage payments.

Observation: Some lenders offer "no-qualifying" loans if you
make a down payment of at least 25 percent. If you have the cash
for such a deal, go for it. You'll save yourself a great deal of time
and paperwork, not to mention the interest over the life of the loan.

Credit History

Next to the down payment you intend to make on the
property, the lender would want to look at your track record of
paying back past debts. A lender will order a credit report on you.
Any delinquencies,late payments, defaults or judgments will be

black mark against your credit worthiness and may be cause for
credit denial.

A lender likes to see a borrower who has been paying back
his debts on time. If you have been in the habit of paying for your
purchases in cash, this may be a good time to quit that habit. Our
credit conscious society almost requires you to incur some debts.
A credit report that shows no history of borrowing may be just as

bad as one that shows delinquencies. With no credit history, a



12 Can You Afford This Mortgage?

lender cannot j udge your past performance and predict how you' l1

fare in the future.

Ability to Repay

Finally, in determining how big a mortgage you can

afford, a lender will look at your current income. Your monthly

incomehas tobe sufficientlyhighto service allyourdebts and still
have money left over for the necessaries of life and other discre-

tionary spending.

Different lenders use different formulas for arriving at the

critical ratio. As a rule of thumb, your total monthly payment

cannot exceed 36 percent of your total monthly income. In
figuring your total monthly payment, the lender will look at:

o Mortgage principal and interest

o Property taxes

o Insurance

r Other long+erm debts, such as car payment, other loans,

credit card payments, etc.

In addition to this basic formula, the lender also makes

allowance forthe size of the down payment you'te making. Here

are two rules, and you may want to do some calculation on your

part before settling down on the range of properties you should

look at.

,/ lf your down payment is lUVo of the purchase price,
your monthly payment (PITI) cannot exceed 29 percent of
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your monthly income.

./ lf your down payment is 20Vo of the purchase price,
your monthly payment (PITI) cannot exceed 33 percent of
your monthly income.

trlustration: Say your monthly income is $3,200. If you make
a down payment of ll%o, your mortgage payment for PITI will
have to be limited to $928. By increasing your down payment to
20%o,yol can increase the mortgage payment for PITI to $1,056.
This may make the difference in your being able to qualify for a
certain property or nol

Recommendation: If you find that your monthly income falls
shy of the mortgage you need to qualify for a particular home you
have in mind, look for an adjustable rate mortgage. Lenders
generally offer a lower introductory interestrate for an ARM and
they base their qualifying on this lower rare. You may qualify with
an ARM whereas you may not with a fixed rate loan. But also keep
in mind that the introductory rate is just that; within six months to
a year, you'll be paying the going rate and your mortgage
payments will be adj usted to what they normally would have been.

Recommendation: If you still find that under your present
financial circumstances your dream house is beyond your reach,
look at a graduated payment morrgage (GPM). Under such a
mortgage, your first year payments could be as much as 25Vo

below the level payment required under a 30-year conventional
mortgage. Every year, for the next five years, your payments will
gradually rise at a rate ranging from 2 7o to 7 .SVo. After five years,
for the remaining term of the loan, the payments will remain fixed
at a level that would be higher than what would have been under
a fixed-rate conventional loan.

13
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In the first five years of the mortgage, your payments are
not sufficient to fully amortize the loan; so for the remaining2l
years your payments have to be higher to make up for the unpaid
interest. But without such a mortgage many home buyers would
never be able to afford a home.

A GPM is ideal for individuals who expect to see their
income rise substantially over the next few years as they reach the
peak in their productive careers. GPM is also attractive to those
who expect to move within a few years. Presumably the apprecia-
tion in the value of the house would take care of the negative
amortization. For more complete discussion of this subject, see

the chapter on Graduated Payment Mortgages in this book.

Lenders' Criteria in Evaluating a Loan Ap-
plication

Although each lender has its own criteria on whether to
approve or disapprove a particular loan application and this
criteria may change from time to time, we have listed below a set
of guidelines that most lenders use in evaluating your loan
application. Under each category, the loan application may be
graded with a plus or minus point. However, there are no hard and
fast rules, and you must remember that there's room for negotia-
tions in obtaining a mortgage from a lender.
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Employment

Plus:
o Long-term steady employment
o Regular raises in income or salary
. Job changes or promotions which improve

your salary orjob status
o Possibility of future promotions
o Large, stable, well-known employer

Minus:

o Frequentjob changes orjob hopping
o High percentage of income from "other

sources" such as commissions, bonuses,
outside work, part-time work or
consultations; unverifi able income

o Large fluctuations in income over the past

several years
o Having just started a new business

o Excessivemoonlighting

Financial

Plus: o Large down payment; the larger the better
. A good credit history showing repayment of

previous loans on schedule

. Substantial savings

. Substantial other assets (securities, stocks,
car, other real estate, furniture, jewelry,
collectibles, etc.)
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Minus: o Little cash savings, or cash reserve
o Bad debts history, such as late payments,

delinquencies, or judgments
. Heavy, long-term debt load
. No previous borrowings

Property

Plus: . Good location, in an up-scale neighborhood
with potential appreciation in value

. A new well-kept home

Minus: o Rundown neighborhood
o Non-conformingpropefty
o Fixer-upper, requiring major repairs,

especially with structural defects

Borrower

Plus: o Young, maried individual
o Well-educatedprofessional
o Between the age of twenty-five to forty-five

Minus: o Unskilled laborer
o Young people with no extensive job history
. Unmarriedindividuals
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Appraisal of Home Values

Very often home owners wonder how their particular
home is appraised by mortgage lenders or by FHA administration
for purposes of lending money. The appraisals generally are

conducted by certified appraisers in the area. If you are borrowing
money from a bank or a savings and loan association, they would
employ their own appraisers and the values established by these
appraisers would be used in writing the mortgage.

Comparable Sales

Basically appraisers use two criteria. The most important
one is the recent sale prices of comparable homes in the area. This
takes into account the location of the house and compares it with
otherhomes thathave similarnumberof bedrooms and baths, and
that were built about the same time, by the same developer. The
style, the aging condition of the house, and other amenities, such
as a swimming pool, central airconditioning, roof condition, size
of the yards, etc. are also compared. These factors and the sale
prices of comparable homes in the area form the benchmark used
by the appraisers to arrive at a fair market value of your home.
They may review the sale activity over several months to look at
comparable sales that may have occurred in your area.

Most real estate brokers have a computer system that is
designed to summarize all the sales in a particular area that fit the
specifi c characteristics of your particular home. For example, the
computer may be instructed to pull all the sale transactions that
happenedin aparticularpricerange fora three bedroom, two bath
home in a specific tract. Based on these comparable sales it would
be easy to determine the sale value of your home.

17
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Replacement Cost

The second criteria that often is used by appraisers is the
replacement cost of a home. In this method, the appraiser calcu-

lates the square footage of the home and then multiplies it by the

current consffuction cost per square foot in that area. This method

may or may not produce reliable and acceptable price value. After
all, a fair market value is the value agreed upon by a seller and

buyer in any arms length negotiation. For all practical purposes,

home sale prices arc set by looking at the comparable sales in a
particular area.

Amount of Deposit

A question that arises in most homebuyers'minds while
buying a home is the amount of good-faith deposit that they should
put down at the time of contracting to buy the home.

The brokers and seller would lead you to believ e that lU%o

of the sale price is the normal and customary deposit, but when
house prices range anywhere from $200,000 to $500,000 in many

areas of the nation, putting down llVo of the sale price would
require you to come up with $20,000 to $50,000. To tie up this
sum of money for the duration of escrow, which may range from
30 days to 90 days or even longer, would cost you a tidy sum in
lost interest.

In such cases, your negotiating posture while buying the

home should be to limit the size of your deposit to as little as

possible. It is not uncontmon to put no more than a thousand
dollars, or maybe two thousand dollars, at the time the contract to
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buy a home is signed. The remaining down payment would not be
furnished titl ttre escrow on the home is closed. Depending on the
state you live in, you may also be entitled to interest earned on the
deposit made on the house for the duration of the escrow.

There is one additional consideration on limiting the size
of deposit you may want to put down while buying the home. The
process of closing the escrow may take anywhere from 30 to 90
days, or even longer. During this period, things may go wrong in
your personal life or with your finances, or you rnay have second
thoughts. In the event you want to back out of a sale, if your
deposit is small, it would be much easier for you to walk away
from the deal. If you have put down ten to forty thousand dollars
as a deposit, it would make it almost impossible for you to walk
away from the sale without making surc that you would get a com-
plete refund of your deposit.
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Loan Discrimination: What Can You Do?

There are various state and federal laws that prohibit dis-

crimination in extending credit to a home buyer. The foremost of
these laws is the Federal Equal Credit Oppornrnity Acl The law

makes it illegal to deny a mortgage loan because of the borrower's

race, color,religion, national origin, sex, marital status, orincome

from public assistance. There are many state laws that also

prohibit denial of a mortgage because of the location of the

property, a practice commonly called "red lining."

If you think your mortgage loan has been denied unfairly,
your first step would be to contact the lender, ask for a supervisor,

or a person in charge of the mortgage loan deparnnent. Tell the

person in charge that you would like him to review your applica-

tion and tell you exactly why your application was denied. Under

the federal laws, the lender is required to tell you and give you

reasons in writing why your application was denied.

Ifyou feel that you are not getting a satisfactory response

from the lender, you have several options of being heard by
various state and federal agencies. Below is a list of various

federal agencies where you may wish to lodge your complaint.

When the lender is a federally insured savings and loan

association, you should write to:

Federal Home Loan Bank Board
1700 G Street' N.W.

lVashington, D.C. 24552

When the lender is a federally insured national or state

bank, write to:
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Federal Deposit Insurance Corporation
55017th Street N.W.

Washington, D.C. 2055f

When the lender is a national bank, write to:

Comptroller of the Currency
490 L'enfant Plaza

Washington, D.C. 20219

When the lender is a bank holding company or a state
chartered commercial bank that is a member of the Federal
Reserve System, write to:

Board of Governors
The Federal Reserve System

21st Street & Constitution Ave.
Washington, D.C. 20551

In most cases, a call or a personal visit to the lending
institution will quickly right an obvious wrong. However, in some
cases you may have to take your complaint to higher authorities.

21
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Fixed Rate Mortgage

Until recently this was the workhorse of the mortgage
industry. Most new mortgages without exception were fixed rate
mortgages. As the name implies, the interest rate remains fixed
throughout the life of the mortgage. It gives the borrower a sense

of security that his mortgage payments will remain the same no
matter what happens to the general economic conditions. As long
as he is able to make his monthly mortgage payments, he will not
lose his home.

With the advent of adjustable rate mortgages, fixed rate
mortgages have fallen into a slight disfavor with the lenders. The
rates on fixed rate mortgages are generally higher and mortgages
are not assumable by the new owner.

Adjustable Rate Mortgage

The interest rate fluctuates every six months, and in some
cases on an annual basis. The rate moves in tandem with some
generally acceptable economic index, such as Federal Reserve
Bank or Home loan Bank rate measuring the cost of funds. To
provide some degree of security to the borrower, there usually is
a cap beyond which the interest rate would not rise. In addition,
there may also be restrictions on the rate and payment increases
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from one period to the next. The flip side of this protection is that

the loan may accrue negative amortization. In other words, you

may actually owe the lender more down the road than you

originally started out with.

Lenders have tried to make adjustable rate mortgages

more attractive by offering lower than market interest rates at the

beginning. This rate is then adjusted upwards after six months.

Adjustable rate mortgages are generally easy to obtain and qualify
for. They also are assumable by a qualified subsequent buyer of
the property.

Balloon Mortgage

This generally is used only as a source of secondary

financing. The mortgage is for a very short term, between three

to five years. It may require only interest payment per month with
theprincipal all due andpayable atthe endof the termof the loan.

The balloon payment would actually be the amount borrowed.

The balloon mortgages were widely offered by anxious
sellers during the days of astronomical interestrates when buyen
found it hard to qualify for the entire purchase price with a

traditional lender. The balloon loan was supposed to get the buyer

in the house and tide him over till such time as he was able to
procure more reasonable, long-term financing.

The biggest pitfall of balloon mortgages is ttrat the bor-

rower has to face the reality of having to come up with a very large

sum of money within a few short years. Many homeowners have

faited to come up with the balloon payment and had the house
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foreclosed upon them. You must approach a balloon mortgage

only with a grcat deal of caution. If you do obtain a balloon

mortgage, be sure to line up alternate financing sufficiently ahead

of time.

Rollover Mortgage

This is similar to a balloon moftgage. The mortgage is

written for a short tenn, usually five years, after which the
borrower is required to roll over to another mortgage. The lender

may sometimes guarantee to provide another mortgage at the
then-prevailing interest rate, but otherwise the borrower is left
with a possibility of costly, even unavailable financing at that
time. Avoid such mortgages at all coss.

Graduated Payment Mortgage

This mortgage was created to make it easier for a first-time
buyer to qualify for a home loan during relatively high interest rate
periods. Under such a program, the first-year mortgage payments
may be as much as 25Vo below those required under a conven-
tional loan. For the next few years (3, 5 or l0) the payments
gradually rise to the normal level so that for the remaining term of
the loan they will remain level at a fixed sum.

Such a mortgage works best for those individuals who
expect to see their earning capacity rise in the future years to keep
pace with the higher mortgage payments. The biggest drawback
of graduated payment mortgage is that it invariably produces
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negative amortization during the early years of the loan. If you
plan to sell yourhouse in a short time, you may have to pay off a
loan that is in fact larger than when taken out.

Assumable Mortgage

This is an attractive feature in any mortgage and you
should do everything possible to make sure that your mortgage is
assumable by a new buyer of your home. Assumability of a
mortgage will make it easier to market your home when the time
comes. Normally, adjustable rate mortgages are assumable to
qualified buyers, but fixed rate mortgages have a "due on sale"
clause.

Seller Financed Mortgage

This is a creature of creative financing and is used widely
during times when money is tight and interest rates too high.
Seller, anxious to sell his home, would agree to provide part or
whole of fi nancing in the form of a first or second tru st deed, often
at less than market rates. The loan may require only interest
payments and would be due and payable within three to five years.

For new homeowners, and also for real estate investors,
seller-backed financing is the cheapest and most desirable source
of money. You must use it at every opportunity even when
traditional sources of money are available.
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Portable Mortgage

A new kind of mortgage may be on the horizon, called
portable mortgage. It is presently being marketed by Chase Home
Mortgage Corporation. It allows home owners to take their
mortgages with them when they move. You can lock in a fixed
rate for fifteen or thirty years, with no limit on the number of
moves. When you make a move to a home of comparable value,
you will be able to take your crurent mortgage with you to the new
home. The transfer fee charged by the bank is only five hundred
dollars which is considerably less than typical points charged by
a lender while obtaining a new mortgage.

If you move to a more expensive home and you need to
borrow a larger sum of money, you would pay the prevailing rate
on the additional sum and carry the previous portable mortgage
with you. Your closing costs would be based only on the
additional sum borrowed. This would still be cheaper than
obtaining a new loan on the entire price of the house.

The portable mortgage rate is L/4of a percent higher than
on Chase' s conventional mortgage rate. The portable mortgage is
presently available in about 38 states, including New york, New
Jersey, California, and Florida. You would need to inquire and
ask around to find if the banks in your area offer portable
mortgages. If this instrument catches popularity it may be
marketed more aggressively by other lenders.
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Mortgage
Checklist

1. Type of mortgage:

Conventional, 3O-year, fixed rate

Adjustable rate mortgage (ARM)

FHA, VA mortgage

Biweekly mortgage

l5-year mortgage

Graduated p ayment mortga ge

2. Is there a loan application fee? If so, how much?

$

3. Is there a property appraisal fee? How much?

$

4. Is there a credit report fee? How much?

$
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5. What is the minimum down payment required by the
lender?

percent of the purchase price

6. How many points would the lender require to make the
loan?

,or$

7. Is there a prepayment penalty clause in the contract? How
much of a principal can be repaid without incurring
prepayment penalty? Is the penalty waived after a certain
period?

8. Is there a "due-on-sale" clause?

9. Is the loan assumable by the new buyer of the property?
On what terms?

10.Is there any seller-provided financing? Describe the terms.
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lL. If this is an adjustable rate mortgage:

(a) What is the introductory interest rate?

3l

(b) How long will this interest rate be in effect?

(c) If interest rate is related to an index, which index will
it be?

(d) What is the margin on the ARM loan?

(e) What is the interest rate cap?

(f) Does the interest rate cap apply to the introductory
(and lower) rate or to the rate in effect after the
introductory period is over?

(g) What is the monthly payment cap?
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(h) How often can the adjusrment be made in interest or
payments? Every six months? Once ayear?

(i) What is the maximum adjustment that can be made in
interest or payments each adjustment period?

O Is there any negative amortization?

(k) In the event of negative amortization, would the loan
be "re-cast" after, say, five years to allow full
amortization?

(l) Is the loan assumable by a new qualifred buyer? On
what temls?

12. What is the monthly payment including principal and
interest?

13. What is the estimated taxes and insurance per month?

$



Mortgage Checklist

14. Does the lender require an impound account for payment of
taxes and insurance?

15. Would the lender require private mortgage insurance
(PMD coverage? What would be the cost of pMI?

16. Could the PMI requirement be removed once the principal
has been sufficiently paid down?

17. How long will the mortgage loan commitment be effective?

18. Will the interest rate remain fixed upon loan commitment?





Prepayment of
Principal

How do you cut the cost of your mortgage? How do you

own your home in fifteen or twenty years instead of the usual thirty
years? Before you get into the actual mechanics of reducing your
interest costs on a loan, you need to understand the principle
behind compound interest.

Principle Behind Principal Prepayment

Most individuals simply find it incomprehensible how the
principal prepayment works and the dramatic effect it has on the
total interest cost of borrowing. Irt me assure you that it's not as

confusing as you might think. In fact, once you understand the
concept of compound interest you'11 realize that this entire area of
financing upon which the bankers and mortgage lenders have
built their empires is fairly easy to master and penetrate.

Compound Interest

Compound interest is nothing more than interestearned on
interest. When you leave your money in a savings account, the
principal earns interest at the rate stated by the bank. If you do not
withdraw the interest earned, in the next period it too will earn
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interest and will continue do so in each successive period. In other
words, interest is now computed not just on the principal amount,
but on the principal and interest amounts combined. When you
repeat this process for each of the successive periods, you have the
effect of compound interest.

Illustration: Say you've deposited $20 in your savings account
at ll%o a year. By letting the interest to accumulate in the account,
you are in effect getting the compound interest. At the end of the
first year, your $20 principal has earned $2.20 in interest. There-
fore, in the second year you'll earn interest not on $20 but on the
combined sum of $22.20. Each year thereafter interest is earned
on the ever-increasing principal so that at the end of five years
your $20 has grown to $ 33.7 0. After 20 years, you'll have $ I 6 1.20
in your account and at the end of 30 years, you'll have $457.85.

How Principal Prepayment Works

We saw above the concept of compounded interest in
relation to your savings account. When you borrow money from
a bank, the same principle works in reverse. Each month the bank
computes the interestdue on theoutstanding balanceof yourloan.
By prepaying all or part of the balance of the loan, you're avoiding
interest charges on that sum.

For example, taking one extreme, by paying off the entire
mortgage amount in the first month you' ll incur no interest charge
at all. By prepaying a partial balance due, you're eliminating
interest cost on that amount month after month, throughout the
duration of the loan. By prepaying a small amount of the principal
balance each month, you're constantly reducing the amount upon
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which the bank could charge the interest.

In other words, by making a prepayment you're saving all
the compound interest the bank was planning to charge on that
amount for the duration of the loan. Rememb€r, prepayments are
not additional costs; they are simply small amounts paid before
they were due.

In this book we're going to show you several methods for
reducing your mortgage cost. They are:

1. Variable Sum prepayment plan

2. Fixed Sum Prepayment plan

3. Fixed Term Prepayment plan

These plans work in very similar fashion and they all
deliver fantastic savings. you can choose one or more, or even a
combination of several plans. personally, I favor the Fixed rerm
Prepayment Plan; it's extremely simple, requires no bookkeeping
and allows you to set your own goal. you choose the length of the
mortgage you desire and yourpayments are set to that term. But
read the discussion below and then choose the plan that will work
the best for you.
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Variable Sum Prepayment Plan

In this plan, the amount of principal you'll be paying each
month varies according to the loan amortization schedule. The
amount to be prepaid would be the amount of principal due on
your next payment and this will gradually increase each month.

Mortgage Amortization Schedule

Before you start out on this particular prepayment pro-
gram, you'll need the moftgage amortization schedule applicable
to your loan. This is easy to obtain from your lender, either a bank
or mortgage institution. Your loan officer, the individual who
helped you fill out the loan application and processed the loan,
may be of help if you run into some bureaucratic resistance. Most
banks will provide you with the mortgage amoftization schedule
as a matter of courtesy.

In addition, many people own financial calculators and
personal computers. If you have access to such a computer, there
are several software programs on the market that spew out
amortization schedules by punching in relevant data.

Remember, your amortization schedule will be unique to
your loan. Based upon the amount borrowed, interest rate charged
and the term of the loan, it calculates the monthly payment neces-
sary to fully amortize (i.e., pay offl the loan over the term. The
amortization schedule takes your monthly payment and breaks it
into two components, one going toward the interest and the other
toward the principal. The last column in the schedule shows the
unpaid balance.
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A mortgage amortization schedule is necessary so that you
can determine each month the amount you need to prepay. Once
you have started on this program and have made entries on the
schedule that shows the amount of interest saved, it will give you
a tremendous sense of satisfaction and achievement as you travel
toward that goal of debt-free ownership of your home.

In the illustration below, we show you how the method
works. The amount of the principal that you'll be prepaying each
month will vary; in fact, it will be gradually increasing as you
progress along the term of the loan. By looking at the amortization
schedule you'll be able to tell how much each prepayment of
principal is saving you in interest expense.



How a Variable Sum Prepayment Plan
Works

Variable Sum Prepayment Plan

Loan amount:
Interest rate:
Term (no. of
monthly payments):
Monthly payment:
Total interest, if not
pre-paid:
Principal borrowed:
Total cash outlay:

Payment
No. Interest

1

2

3
4
5

$62s.00
624.72
624.44

624.16
623.E8

$75,000
L0.00Vo

30 years,360 payments

$6s8.18

$161841.s7
$75,000.00
$236,941.57
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Principal

$33.18
33.46
33.74
34.02
34.30

Unpaid
Balance

$74,966.82
74,933.36
74,899.62
74,865.60
74,931.30

356

357
358
359
360

26.73

21.46
16.16

10.81
5.41

631.45

636.72
642.02
647.37
649.54

2,575.65

1,938.93
1,296.91

649.54
0.00
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Illustration : We've prepared a partial amortization schedule for
a sample loan as shown here. The loan amount is $75,000
amortized over 30 years at lU%o interest rate. Monthly payment
for such a loan would be $658. I 8 per month. The schedule shows
the first and last five payments breaking them down between
principal and interest. If this loan was paid off as structured, i.e.,
without making any prepayments, the total interest paid over 30
years would be $161,94L.57, bringing the total cash outlay to
$236,941.57.

By looking at our sample mortgage amortization table,
you quickly notice that during the initial period a very large
portion of your monthly payment goes toward interest. The
amount of principal reduced in the first month of the loan is only
$33.18 and then rises ever so slightly over the life of the roan so
that toward the last part of the term a very large portion of your
monthly payment is applied to reduce the principal.

As per your mortgage obligation, you're required to pay
each monthly payment of $658.18 on time till the entire loan
balance is paid in full. You could nor pay less or skip any
payments, but you could pay more.

You could start your prepayment program at any time
during the term of the loan, but since during the earlier stages of
the loan most of your payments are applied toward the interest you
would achieve maximum savings by starting the prepayment plan
as soon as possible.

Let's say you are about to send in your first mortgage
payment to the bank, in this case in the amounr of $658. 1 8. At this
time you could add the principal payment of second month
($33.46) to your regular payment of $658.18, thereby sending a
total of $691.64. You may send two separate checks, one in the
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amount of $658. 18 and the other in the amount of $33.36 indicat-
ing how to apply each of these checks, or you could send one check
in the total sum of $691.64 with a note that indicates how you wish
to apply the total payment. I suggest you contact the loan service
department of your bank and ask them how they would prefer to
receive such a payment. In most cases, banks have no preference

as long as your instructions are clear as to how you wish your
money to be applied.

If you follow the practice of sending in one prepayment

check with each regular mortgage payment, you'll cut the life of
the mortgage in half. You'll own your home in 15 years instead

of 30 years.

Tocontinue with ourexample, by making that extrapay-
ment of $33.46 you've saved yourself $6U.72 in interest cost
associated with the second payment. You'll never have to pay that
$624.72. Next month when you send in your regular monthly
payment of $658.18 it will be credited to payment #3 since you
already have paid off the principal due during the second month.
If you're to continue yourprepaymentplan, you would also send
in an extrapaymentof $34.02which is theprincipaldue in month
#4 thereby saving another $624.16. By making two extra pay-
ments of $67.48, you've saved yourself $1,248.88 in interest
charges.

But this is not all. By making those two extra payments of
principal, you also have loped two months off the life of your loan.
You'll own your home debt-free so much sooner.

There is one thing to remember. Under the tenns of your
loan, you are obliged to make at least one payment of $65 8. 1 8 each
month. You have to do this till the entire loan is paid off. You are

not obliged to send in the extra payments we have talked about
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here. If, for some reason, you are not in a position to prepay any
month, that's fine. If, however, you have some extra cash any
month, you could send that in to prepay the principal and save

several times in interest cost.

By paying off the mortgage several years sooner than its
original term of 30 years, you'll then have extra cash left over to
use in any manner you wish. That's the pay-off. And it's a big
pay-off. Your prepayment of $33.46 in the first month alone has

broughtyou savings of $624.72, areturn of l,867%o.Iknowof no
other investment that will even remotely produce such a return.

Tracking Your Prepayments

This is where the fun begins. We've now seen how small
prepayments mushroom into large savings. Keeping track of
these savings is the exciting part of this program. You are charting
yotrr progress toward that debt-free ownership of your home and

soon you'll discover that your 30-year termhas been cut into only
15 years and there are no more mortgage payments to make. It is
an exhilarating thought.

What's is more important, you're still in the prime of your
life. Most people own their home free and clear when they are
nearing retirement. They have practically worked all their life to
own that home. In your case, you may be able to enjoy your home
and the tremendous savings long before you retire.

How do you keep track of the progress you're making in
paying off the mortgage? Using the same example illustrared
above, we've prepared an amortization table with columns to
enter the prepayments and interest saved. After you have obtained
your mortgage amortization table from your lender, you may want
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to preparc a similar table on any columnar worksheet. Each month
you'll enter your payments here.

The amortization table willprovide you with thepayment
no., interest, principal and unpaid balance amounts. Enter these
amounts on your worksheet. If it is a 30-year loan, you'llhave
payments starting from 1 to 360. If you're starting this prepay-
ment program sometime after the inception of the loan, you'll
have fewer remaining payments. In any case, your worksheet
should show the remaining payments broken down between
interest and principal.

Say your first payment is due on January 1. You have
decided to make one prepayment of principal attributed to the
month of February. You would enter Jan. I in the Date Paid
column for Payment #1 and #2; in the Amount Paid column for
January, you'll enter $658.18 and for February you'll enter
$ 3 3.46. You' ll also enter $ 624.7 2 n the Interest S aved column for
February; this is the amount you've saved by making the prepay-
ment. The column entitled Total Interest Saved is merely a sum
of interest saved in all the previous months as a result of your
prepayments. This column shows you your total savings at a
glance.

You would repeat the same process in February. Say you
are in a position to make two extra prepayments. You are going
to prepay the principal amounts attributed to the month of April
and May, $34.02 and $34.30 respectively. These entries are
shown in our sample worksheet. This is all there is to it. Each
month as you get ready to pay your mortgage, bring out your
mortgage amortization schedule, decide how much you tue going
to prepay, make appropriate entries, and watch your savings
multiply. Nothing could be simpler.
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When Do You Stop Making the Prepayments?

Here is something to keep in mind. As you pass the mid-
term point of your loan, you realize that your prepayments are
getting larger and they are not saving you quite as much in interest
as the earlier payments did. This is so because now a greater
portion of your payment goes toward satisfying principal and
proportionately smaller portion toward interest. Also, your pre-
payments are no longer small amounts ; they have far outgtown the
"spare change" status. You may want to cut back on your
prepayments at this stage. The choice is yours. We'll talk more
about this consideration later in the book.
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Fixed Sum Prepayment Plan

47

Our previous discussion on prepayment strategy centered
on prepaying a variable sum each month. This sum was deter-
mined from the mortgage amortization table andrepresented the
principal due on the next payment. This amount varied each

month. In fact, it grew gradually each month as more and more of
your monthly payment was applied to the principal.

The majordrawback with thisplan is that afterafew years

the principal amount no longer remains a small sum. It becomes
gradually larger with each payment, and some point along the way
you may find that coming up with the monthly mortgage and the
prepayment sum is not an easy job. Prepaying is no longerfun; it
has turned into a daunting task.

If you prefer, there is another prepayment method avail-
able to you. Under this plan, your prepayments are fixed in sum

each month. Let us say you are able to save and send in $25 each
month as prepayment of principal of your loan. This is a fairly
small amount and would pose no hardship on anyone. In fact, it
is less than the cost of a dinner out for two. If you can add this
paltry sum to your regular monthly mortgage payment, you'll be
able to stockpile savings in interest that will astound you.

Some people may prefer to use this Fixed Sum Prepay-
ment Plan to the Variable Sum Plan simply because they know
exactly how much more they are going to pay in advance each
month. There are no decisions to make. This plan may also have
a psychological advantage in that since you are not making that
monthly decision of making the extra prepayment you may not
feel the burden of paning with the cash. Fixed Sum Prepayment
Plan has the inertial force built into it; it simply propels you toward
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your goal of debt-free ownership of home. Put it another way, it
is as if yourmortgage payments were fixed arbitrarily at a slightly
higher level, and you were not told about it. It is a pleasant and
profitable way of deceiving yourself.

Keeping Track of Fixed Sum Prepayments

Bookkeeping under the Fixed Sum Prepayment Plan is
alsorelatively easy. First, you determine exactly how much more
you would like to prepay each month. This may be $25, $35, $50
or $ 100. It could be any amount you feel you could prepay without
stretching your finances and budget unduly. Once you have
deterrrined this amount, simply ask your bank or lender to supply
you with a mortgage amortization table based on the new monthly
payment figure. When you receive this amorti zationtable, you'll
be pleasantly surprised that several years have been loped off your
original term of the loan of 30 years. Depending upon the amount
you have chosen to prepay, your mortgage will be paid off five, ten
or even more years sooner than planned.

To illustrate the Fixed Sum Prepayment Plan, we have
recalculated the amortizaion schedule of the loan in our earlier
example. It includes a prepayment of $25 per monttr raising the
monthly payment to $683. I 8. This in turn reduces the term of the
loan by 63 months saving $34,162.09 in interest cost.
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Fixed Sum Prepayment PIan

Loan Amount:
fnterest Rate:

Tbrm Monthly Payments):
Months Saved by Prepayment:

Base Monthly Payment:
Regular Prepayment:

Tbtal Monthly Payment:
Total Interest,If Not Prepaid:

Total Interest, if Prepaid:
Interest Saved by Regular Prepayment:

Total Outlay Without Prepayment:
Tbtal Outlay With Prepayment:

Payment

49

I
2
3
4
5

6

Interest

625.00
624.52
624.03

623.s3
623.04

622.54

Principal

58.18
58.66
59.15
59.65
60.14

60.64

75,000.00
IO.OOVo

297
63

658.18
25.00

683.18
!61,941.57
127,779.49
34,162.09

236,94t.57
202,779.49

Balance

74,941.92
74,883.16
74,924.01
74,764.36
74,704.22
74,643.59
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Fixed Term Prepayment Plan

We've discussed two kinds of prepayment plans so far.
There is yet another way to devise your prepayment plan which
you might find more attractive. Here's how it works.

Let's say you have a $ 100,000 conventional 3O-year mort-
gage at 9.25Vo. Your monthly payments are $822.68 and, by
looking up in the mortgage tables, you can determine that you'll
be paying $ 196, 1 65 in total interest over the life of the loan. Your
goal is to cut down the life of the mortgage from 30 years to, say,
25 years, or 20 years, or 15 years. How much prepayment of
principal would be required undereach of these scenarios? There
are financial tables readily available in many stationery stores
which will provide you with answers.

Fixed Term Prepayment PIan

Amount of Loan: $100,000
Interest rate: 9.25Vo

Term Monthly Total Interest
of Loan Payment Interest Saved

30 years $ 822.68 $196,165
25 years 856.39 156,917 $ 39,248
20 years 915.87 119,809 76,356
15 years 1.,029.20 85,256 110,909

Now you can choose the amountof monthlypayment you
feel comfortable with and that will determine the speed with
which you'll be able to own your home debt-free. If you can spare
about $35 a month, you would be able to take five years off the life
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of the mortgage. Prepaying an extra $206.52 per month will allow
you to cut the life of the mortgage in half.

This approach toprepaying has the advantage of simplic-
ity to it. You do not need to obtain amortization schedules nor do
you have to determine the amount to be prepaid each month. Once
you have determined the length of the mortgage, your monthly
payments are fixed. This, of course, is true only with the
conventional fixed-rate mortgages. With adjustable rate mort-
gages, you'll have to change your payments every time there is an

adjusfinent in the interest rate.

Where do you find the financial tables you need for this
method? We've a couple of sources for you:

Consumer Guide to Mortgage Payments
Financial Publishing Company
82 Brookline Avenue
Boston. Mass 02215
(617) 262-4040

How to Save Thousands of Dollars on Your
Mortgage
Michael Sherman, Ph.D.
Contemporary Books, Inc.
180 North Michigan Avenue
Chicago,IL 60601





Your Questions
Answered About
Prepayment

The Myth of Prepayment Penalty

Here's is one of the most common objections you'll hear
to our program ofprepaying the principal to save hundreds of
thousands of dollars in interest:

"Yes, but my lender will impose a prepayment penalty."

This is nothing more than a myth. People who raise the
specter of prepayment penalty obviously have not thought
through the situation. They have heard ofprepayment penalty and
they assume that it's going to stop them fromreaping the benefits
of prepayments. Nothing could be farther from truth.

Let's put the problem into proper perspective.

1. A great number of loans simply do not have any
prepayment penalty. This is all the more true with a majority of
loans written in recent years. If your loan happens to be an
adjustable rate loan, it almost certainly will not have any prepay-
ment penalty. Therefore, check your loan contract carefully to see
if there is any prepayment penalty.

2. If you have an FHA or VA mortgage, it generally cannot
have a prepayment penalty. So if you've one of these kinds of
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mortgages, you're free to prepay the mortgage with few restric-
tions. Again, read your mortgage contract.

3. An increasing number of states have adopted legisla-
tion that does away with any restrictions on a mortgagor's option
to prepay his loan. Even if your loan calls for prepayment

penalties, it's possible that the law will prevent the lender from
collecting any penalties. (Courts are finding that mortgages that
contain "due on sale" clauses and prepayment penalties are simply
inconsistent and is an example of overreaching by the mortgagees.

A lender has to choose between one or the other. It cannot have
its cake and eat it too.)

4. Now let's take the case where the mortgage contract
does call for a prepayment penalty. Again, read the clause
carefully. In most cases this penalty applies only if you prepay

more than 20Vo of the original loan amount in any twelve month
period. Now follow this: The 20Vo is in addition to the regular
monthly payments you're obligated to make. For prepayments
exceeding the 20Vo limit, the penalty is in the form of 120- to 1 80-
day interest on that excess amount.

As you'll see in just a minute, this is nothing to worry
about. Let's take, for example, a $120,000 conventional loan at
lLVo interest for 30 years. Your monthly loan payments would
amount to $1,142.79. In order to incur a prepayment penalty, you
would have to prepay $24,000 in principal. This is in addition to
$ 1 3,7 1 3.48 of yourregular payments during the 1 2-month period.

For all practical purposes, few homeowners would be in a
position to come up with $37,7 1 3.48 in one year. The prepayment
of principal pro$am that we have described in this book calls for
only small amounts of prepayments with money that you can

afford to spare without straining your finances. It is highly



Your Questions Answered About Prepayment 55

unlikely that an average homeowner is going to run afoul of the

prepayment penalty clause under these circumstances.

There is one more consideration. Many mortgages that

impose prepayment penalty also provide for elimination of such

a penalty after the first three or five years. Again, read your

mortgage instrument and loan conditions carefully. Much to your
surprise, you may frnd that, at this stage of your mortgage, the

prepayment penalty does not apply to you.

Prepayment penalty is seldom the deterrent it is often
made out to be. Do not let some preconceived notions stand

between you and the tremendous savings awaiting you.
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Would Prepayments Make It Harder For
You to Sell the House?

This is anotherfallacy entertainedby many homeowners.
They are under the impression that by making the prepayments
and reducing the outstanding principal they would make the sale

of the house so much more difficult. This simply isn't so. In fact,
the new buyer as well as you stand to profit from a lower loan
balance. Here's how.

Let's assume that you've owned the house for about five
years, and you've been making regular monthly prepayments of
$50 on your loan of $ I 25,000 at L I7o interest. Your prepayments
during these five years have reduced the principal by $3,000,
saved a whopping amount in interest costs and knocked several
months off the tenn of your loan.

Nowwhenyou goto sellyourhouse, yourequity is higher
by $3,000 than it would have been if you had not made any
prepayments. If aprospective buyerdecides to obtain anew loan,
you'll be fully compensated for your prepayments. The buyer's
new loan proceeds will pay off the balance remaining on the
current loan and you'll receive the difference between that and the
sale price.

If you've been making prepayments for only a few years,

the reduction in principal isn't going to be significant. If your
prepayments were made for a longer period of time, your equity
has increased considerably. In eittrer case, the buyer's new loan
will compensate you for your prepayments.

Now let' s assume that your present mortgage is assumable

by a buyer. Your prepayments will actually provide you with
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additional fuepower in your sales effort. The buyer of your
property is going to benefit from your prepayments. He'll save
thousands of dollars in interest costs and he will own his house
several years sooner as a direct result of your prepayments.
Instead of a 3O-year mortgage, he may be looking ata20- or 25-
year mortgage. This makes your house so much more attractive
for him to buy. In fact, with the help of a competent and
knowledgeable broker, you may be able to command a higher
price than a comparable house without such a benefit. Interest
saved through prepayments on an assumable loan is an extremely
powerful selling tool.
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WiU the Prepayments Affect My Taxes?

Mortgage interest deduction holds a special lure formany
homeowners. In essence, Uncle Sam is subsidizing your home
purchase by allowing you to deduct the interest paid on your
income trx return. If you're in the2S%o income tax bracket, every
dollarof interestpaid actually costs you only 72 cents. Even under
the new tax reform law the mortgage interest deductibility has

been left untouched.

Now the question is: Will the prepayments of principal
affect the amount of taxes you pay? The answer is, your prepay-
ments of principal will have only a negligible effect on your
interest deduction and the taxes paid. Remember, you are still
required to make regularmonthly payments whether you prcpay
or not. The interest charge on these twelve monthly mortgage
payments will total almost the same with or withoutprepayments.
Although you are piling up huge savings in total interest costs over
the term of the loan, your monthly interest cost is decreasing only
very slowly.

trlustration : Take for instance a $75,000 30-year loa n at lU%o . If
you do not prepay, ]our mortgage interest deduction during the
first year of the loan would be $7,48 1.24. If you prepay $25 per
month, your ttx deductible interest amount would be reduced by
$14.12 to $7,467.12. In your 28Vo tax bracket, you may end up
paying $3.95 more in taxes in that year. But your savings in
interest costs would amount to more than $5,000. As you see, the
question of losing mortgage interest deduction on your income tax
return is patently absurd.
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Should I Prepay Even Though I Plan to Sell
My House?

The prepayment progmm is most beneficial to those who
plan to hold on to their home for a long time. If you intend to fully
pay off the mortgage and plan to spend your retirement years in
your home, your prepayments would make that dream a reality
much sooner. Your interest savings would multiply and your
mortgage could be cut in half as a result of your prepayments.

But what if you plan to sell your home in five years orless
and move to another home? Obviously, your small prepayments
aren't going to make a significant difference. you would, of
course, save thousands of dollars in interest, but your principal
balance would not go down significantly. As we said earlier, you
are still going to get back the prepayments you've made from the
buyer in the form of increased equity in the house when you sell
it. If you reinvest the proceeds from the sale of this house to
another, yournew loan would be so much smaller, andmortgage
payments correspondingly smaller.

Therefore, keep this in mind. If you intend to hold on to
the house for a long time, and possibly even pay off the mortgage
in full, you'll have saved a temendous amount with yourprepay-
ments. If you plan to sell your house after a short time, your
benefit may not be as great, but you'll save nonetheless.
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When Shoutd I Start on the Prepayment
Plan?

You can startprepaying yourprincipal any timeyou wish.

However, from our previous discussion, you must now have

realized that the greatest savings in interest occur at the beginning

of the term of loan. At this stage, a very small percent of your
monthly payment goes toward reducing the principal, rest going

toward interest. For each successive month the interest paid

decreases and the principal retired increases by the like sum. This

process continues throughout the life of the loan until toward the

end of the loan the situation justreverses. Last few payments on

your loan would go mostly toward the principal.

If you lookatthe amortization scheduleof yourmortgage,
you'll be struck by the fact that monthly interest payments remain

large for many years. In our example, after making monthly
mortgage payments of $658.18 forten years, your 121st payment

still contains $568.36 in interest and only $89.82 in principal. By
this time you already have paid back $78,981.60 (120 times

$658.18) - a sum that is larger than that borrowed. If this is not
enough to floor you, consider this: you still have twenty more

years of payments to make.

The purpose of this discussion is to bring home the point
thateven if you have owned yourhome for several years andbeen

making regular monthly payments (partly because no one ever

told you about the magical savings achieved from principal
prepayments,) it's not too late. You can still staft on the prepay-

ment program and start accruing significant savings.
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Things may, however, change toward the end of the loan.
At this stage it may not make much sense to prepay a large
principal in order to save a small amount of interest. You might
just want to stay with your regular monthly mortgage payments
till the loan is paid off. In fact, by making these large principal
prepayments you may only be helping your lender or bank.
They'll be anxious to close your loan which is eaming hardly any
interest and lend the money to a new borrower from whom they
can start collecting the high interest all over.
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What Kind of Loans Can Be Prepaid?

Our discussion in this book has concentrated on home
mortgage loans. For virtually all individuals, this represents the
biggest investment they are ever going to make. Due to the large
amount borrowed and length of the loan, prepayment program
yields the greatest savings when applied to home mortgages. But
this by no means restricts the use of prepayment options to home
mortgages alone.

You can useprepaymentplans in any type of loan whether
it is an auto or boat loan, home improvement loan, student loan,
bill consolidation loan or even a signature loan where you :re
borrowing without collateral. Here's the rule of thumb: The
larger the amount borrowed, the greater the interest and longer the
term of the loan, the more you'll save with each prepayment of
principal.

There's one kind of loan that cannot be repaid. These
loans are so-called "Rule of 78" loans. The interest is computed
on the sum of digits method with the front-loading of interest. In
most states such loans have been outlawed. If you have any
questions, you should check with your banker or lender. In fact,
make it a rule to inquire about your right to prepay a loan before
signing up for it.
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What About Adjustable Rate Mortgages?

During the past few years banks and other mortgage insti-
tutions have responded to the high and unpredictable cost of
money by offering adjustable rate mortgages. In an adjustable rate
mortgage loan, a borrower is typically offered a very low initial
rate (often called "teaser" rate) which is then adjusted upwards six
or twelve months later. This rate fluctuates in tandem with one of
the established cost of money indices. Often the lender will place
a cap on the extent of fluctuation allowed from one period of
adjusnnent to the next. This cap may be in the form of interest rate
or the amount of mortgage payment, or a combination of both.

Yourprincipal prepayment plan would work just as well
with an adjustable rate mortgage as with any other conventional
mortgage. You can prepay the principal either in a fixed amount
or a variable amount each month and reap the tremendous savings
in interest.

Your bookkeeping may be a little more complicated in an
adjustable rate mortgage. Every time the interest rate or your
mortgage payment changes, the mortgage amortization schedule
will change too. In order to send in the exact amount of principal
due on the next payment and to keep track of your savings to ttre
penny, you'll need to obtain a new moftgage amortization sched-
ule every time there's an adjustment in your mortgage. This
would be inconvenient in most cases unless you have access to a
personal computer with appropriate software to produce your
amortization schedule.

If yourprepaymentplan calls forafixed sum tobeprepaid
each month (say $25, $50 or $100) and you are not overly
concerned about keeping track of your savings down to the last
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penny, you'llhave no trouble with your adjustable rate mortgage.

Tip: During the life of your adjustable rate moftgage there will
be some pleasant surprises sprung on you by your lender. The

interest rates may actually have declined in the previous period
and now your monthly payments for the next six or twelve months

will be lower than current payments. What are you going to do?

Are you going to treat this lower mortgage payment as a much-

deserved raise and spend it? Or, would you rather continue to
make the same payments that you have gotten used to making and

apply the excess to the principal? The choice is, of course, yours.
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For a long time almost all home mortgages were written

for a 3O-year tenn. Just as the 3-year auto loans were the norm
until cars became so expensive that people began to amortize them
over four years, 3O-year home mortgages have been the accepted
convention in this county since the World War II. That is, until
recently. Many homeowners have discovered that they can save
thousands of dollars in interest by cutting down on the length of
the mortgage. In the last few years, many innovative banks and
mortgage institutions have introduced a drzzyng array of mort-
gages to fit the demands of the marketplace.

In some cases, this has been nothing more than a market-
ing ploy to capture the imagination of the public with a new,
exciting product. But what about a l5-year mortgage? Does it
offer some real benefits to the homeowner? Are there any pitfalls
to this shorter term mortgage? Is it for everyone? We'll examine
all these questions in this chapter.

How the Term Affects the Monthly
Payment

It is apparent to even the most uninitiated borrower that the
same amount borrowed over a longer term would entail smaller
monthly payments. The critical question is, how much smaller, at
what cost and, is there an optimum term for a mortgage loan?
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Let's take the example of a $120,000loan atll%o interest
rate and examine the impact of the duration of the loan upon the
monthly payments.

l5-Year Mortgage vs. 30-Year Mortgage

$120,000 Mortgage at ll%o

Term in years Monthly Payment

$2,609.10
1,653.01
1,363.92
1,239.63
1,176.14
1,142.79
1,124.35
1,113.96

Needless to say, the longer the term, the smaller the pay-
ment. And since most home buyers look for the smallest monthly
payment possible, they would generally opt for a more readily
available conventional 30-year mortgage.

But why a 30-year mortgage? Why not 40-year or even
5O-year mortgage?

The reason is obvious if you look at the chart that plots
monthly mortgage payments on one axis and the term of the loan
on another. As we go from 5 to 10 to 15 to 20 yearmortgage, the
reduction in monthly payment is very significant. In our example,
the monthly payment on the $120,000 loan reduces from
$2,609.10 for a S-year mortgage to $1,653.01 for a L0-year term

5

10
15

20
25
30
35
40
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to $1,238.63 for a 2}-year and approaches $1,142.79 at 30-year
mark. Without a doubt, for a prospective homebuyer this is a
critical consideration. Hs may not qualify for a l0-year loan at
$1,653.01 monthly payment whereas he would easily qualify for
a 30-year loan.

However, as we approach the 30-year term, we're reach-
ing a plateau, an optimum point. As each year is added to the term
of the loan, the reduction in monthly mortgage payment becomes
increasingly smaller. To go from 30 years to 35 years, the monthly
payments will go down only $18.44. But you have added five
years to the life of the mortgage and increased the total cost of
paying off the mortgage by $60,822.60. By going to a 4O-year
mortgage, you'll remain indebted for ten more years and pay
$123,296.40 in additional money. This is why the curve gradually
becomes flatter and we reach the point of diminishing returns.

Now you can appreciate why a 3O-year mortgage has
become the standard in the indusfiy.
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Savings With a L5-Year Mortgage

Now let us compare a 3O-year mortgage with a l5-year
mortgage.

Amount borrowed: $120,000
Interest rate: lU%o

Term of Monthly Total fnterest Interest
Loan Payment Cost Saved

30-year $1,053.09 $259,112

LS-year $1,289.53 $112,115 $146,997

As we see from the above table, by going from a 30-year
to l5-year mortgage you have increased your monthly payment
by $236.44. but have reduced the total interest paid by $146,997 .

Your total interest cost over the life of the mortgage has gone
down by more than50Vo. These dramatic savings in interest are
achieved because you're borrowing money over a shorterperiod
of time. In fact, under a l5-year mortgage, the portion of your
monthly payment that is applied toward principal is several times
the amount under a 30-year moftgage.
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Traps of a 15-year Mortgage

If a 15-year mortgage saves so much money, shouldn't
everyone go for it?

But before you rush out and sign up for a l5-year mortgage
on your home, you should be aware of certain traps. The biggest
trap is, of course, the higher monthly payment. Generally speak-
ing, you would need higher income to qualify for a l5-year
mortgage as opposed to a 30-year mortgage. Your payments
would be approximately 22Vohigher with the shorter mortgage.
The lender would like to see that your salary and other income are
sufficient to justify this increased burden. In some cases, a home
buyer would simply not be able to qualify for a 15-yezlr mortgage
whereas he would for a 30-year mortgage.

A l5-year mortgage carries with it a potential future prob-
lem. It is possible that you are currently able to afford this higher
mortgage, but there is no guarantee that you'll continue to have the
same earnings at all times in the future. In fact, over the life of that
mortgage there may come a time when those higher payments will
become a real burden. Maybe there is an illness in the family,
maybe you've lost a high-paying job, or you're facing some

unexpected expenses. Your inability to make timely mortgage
payments may cause you to default on your loan and force the
lender to foreclose on the loan. At times like these you would wish
that you had never heard of a l5-year mortgage.

But there's no need to despair. You can get all the benefits
of a l5-year mortgage and still avoid potential traps associated
with it. You can have your cake and eat it too. Here's how.
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L5-Year Mortgage With None of Its Thaps

The solution to the above-described dilemma lies in your
ability to prepay the principal on your mortgage. These days most
loans permit prepayment of principal without penalty. Check
your loan documents and verify that there's no prepayment
penalty. Also, read the section on prepayment penalty in this
book. Now follow the example below.

Illustration: Say you have a 30-year $ 120,000 mortgage at l\Vo
interest rate. Your monthly payment is $1,053.09. you would
like to have the option of paying off this morrgage in 15 years
without locking yourself in higherpayments forthe entire termof
the loan. What's the solution?

Each month you include with your regular payment an
extra sum ot$236.44 and insruct your lender to apply that sum to
the principal of the loan. (You arrive at this figure by looking up
in your mortgage tables the payment necessary to fully amortize
the $120,000 loan at LUVo over 15 years which happens to be
$ 1,2 89.5 3, and subtractin g from it the payment required on the 30-
year mortgage.) If you are able to do this each month for the next
fifteen years, you'll have a debt-free home at the end of fifteen
years. In essence, you've cut your mortgage in half.

What if you run into some financial hot water at some time
in the future and are unable to make-that extra payment?

No problem. You are under no obligation to continue with
the prepayment plan. You can stop your prepayment plan at any
time you wish. If things improve and you're able to resume yo'r
prepayments, you'll start to reduce your mortgage again. In any
case, your mortgage will be of less than 3O-year duration. you

7t
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have achieved the dual goal of cutting down on your mortgage

without burdening yourself with the dangerously high monthly
payments for the entire life of the mortgage.

The 40-Year Mortgage: Avoid It

We've just seen that 30 years is probably the optimum life
term of a mortgage. What if the money becomes very scarce and

you find it hard to qualify for a conventional30-year mortgage?

Should you accept a 40-year mortgage if it's offered to you? Your

answer in unequivocal terms should be, no. Here's why.

Illustration : Take for instance an $ 8 5,000 mortgage loan a t l0%o .

Let us compare this loan at three different terms: L5 years, 30

years and 40 years.

The table below shows you that at l5-year term, you'll be

paying $167.47 more per month over the 3O-year mortgage, but

you' 1l pay off the mortgage in half the time and save $ 1.04, 1 23.10

in interest costs over the life of the mortgage. On the other hand,

a  }-year mortgage, as compared to a 30-year mortgage, will
reduce your monthly payments by $24.17, but bind you to your

mortgage for ten more years at an additional interest cost of
$77,9t2.70.

Is this worth it? My advice is to forget about it. Wait till
you can afford a few more dollars a month in mortgage payments,

or find a house you can realistically afford at this time.
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Loan Comparison by Term

Loan term 15 years
Loan size $85,000
Interest rate 10 percent
Number of payments 180

Monthly payment $913.41
Monthly cost
differential +$167.47
Balloon payment
Total potential
interest $79,413.80
Interestdifferential - $104,123.10
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30 years

$85,000
10 percent
360

$74s.94

$183536.e0

40 years

$85,ooo
l0 percent
480

$721.77

-$24.17

$261,449.60
+$77912.70
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Bonanza of Low Interest Rates

Lowest mortgage rates in more than 22 years have
produced a big bonanza for homeowners. Now, monthly
payments on a l5-year mortgage are cheaper than payments on
a 3Gyear mortgage when rates were higher. Here's what you
would gain by refinancing a $100,000 3Gyear mortgage origi-
nated inlng into a new l5-yearloan:

Interest already paid
Interest rate
Time remaining
Monthly Payment
Remaining interest
Total interest cmt
over 30 years
Saving
Source: HSH Associates

Current Refinance

$139,628 $139,628
to% 6.625%

lSyears lSyears
$E78 t7r7

$762ttt *4Un

921s,926 $18rr,025
$2&e0r

C.ompare the rpduction in principal under various
nrortgages under cwrent conditions:

Interest Monthly Principal repaid
Mortgage rate payment after 7 years

3Gyear 7.25% $682 $8,504
?0yar 7.13% $783 $20,515
l5-year 6.75% $885 $34,498

Source: Federal Honu l-oan Mortgage Corp.



Biweekly Mortgage

Until recently few lenders offered biweekly mortgages.
They were just a lot of nuisance, costly to service and full of
bookkeeping headaches. However, several recent developments
may hasten their acceptance around the country. First,let's see
how a typical biweekly mortgage works.

How a Biweekly Mortgage Works

In a biweekly mortgage, a borrower makes 26 payments in
a year to the lender as opposed to 12 monthly payments in a
conventional loan. Each payment is, however, only half the size
of the regular monthly payment. In other words, the borrower is
making one extra monthly payment each year. As a result, the
interest costs are reduced, the loan term is shortened and the
borrower owns the home so much sooner.

Biweekly mortgages are especially popular with some in-
dividuals who get paid every other week; it allows them to
coincide their mortgage payments with their paydays.

Each lender uses its own particular "daily basis" method
of computing accrued interest on the biweekly mortgages. Typi-
cally the lender takes the annual simple interest rate and divides
it by the daily basis of either 360,364o1 365 to come up with the
daily interest factor. Lenders who use 365 day basis earn slightly
less interest than lenders who earn 360 day basis, and thus their
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mortgage terrns are shorter.

discussion here.

Biweekly Mortgage

We'll use only 365 day basis in our

Illust ration : S ay your loan amount is $ 1 1 5,000 borro w ed at 1.07o

interest rate. If this was a 3O-year conventional mortgage, your
monthly loan payment would be $1,009.21 and you would pay
$248,316 in total interest over the term of the loan. On a biweekly
mortgage each of your payments would be half of the monthly
payment which in this case would be $504.61. But since you're
making an equivalent of one extra monthly payment each year,
your total interest paid is reduced to $158,193 which is a saving
of $90,123 over the 30-year mortgage. Your loan would be paid
off in approximately 18 years.

Future of Biweekly Mortgages

Biweekly mortgages do offer acertain advantage over the
conventional mortgage. However, they just have not been very
popular. Very few mortgage instinrtions seem to offer such a
mortgage. Why?

The main reason for this is the administrative headaches

associated with servicing a loan on a biweekly basis. Instead of
recording twelve payments each year, a lender is now recording
26 payments. There are more notices to be sent out, more
delinquencies to be handled, and more chances for error. For
many lenders, the big deterrent has been the prospect of altering
their computer software to handle biweekly mortgages. At
present, it is estimated that between 150 to 200 lenders offer some
sort of biweekly mortgage plan to their borrowers, and most of
these lenders are concentrated in the Northeast and, to a lesser
extent, in the Midwest.
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This situation may, however, change. Starting February
1, 1 988, the Federal National Mortgage Association (Fannie Mae)
will offer to buy biweekly mortgages just as it has been buying
other types of loans and using them to back mortgage securities.
The newly formed Biweekly Mortgage Acceptance Corporation
(Billie Mae) will also do so.

Fannie Mae, a federally chartered, publicly traded corpo-
ration, operates a secondary market for home loans. It purchases
residential mortgages from lenders, holding a portion of the loans
in its portfolio and repackaging the rest for sale to investors as
securities.

These moves are bound to increase the availability of
biweekly mortgages, andpossibly improve theirterms. By some
projections, the number of lenden offering biweeklies may soar
tenfold to 2,000.

Fannie Mae's entry into the biweekly-mortgage field is
expected to broaden the instrument's availability. By providing
a ready secondary market for the loans, Fannie Mae would relieve
individual lenders of the burden of packaging them for private
placement with investors or for sale on Wall Street. And by
cutting the lenders' costs of handling such loans, and increasing
the competition among lenders offering the loans, Fannie Mae's
move should also reduce the interest rates charged on the loans.

Recommendation: If you're looking to obtain a new loan or
refinance yourpresent loan, it would behoove to ask around and
find a lender that offers you the option of biweekly morrgages.
Although you may prepay your loan according to your own
schedule as we have described under other plans, the biweekly
mortgages offer you a stnrctured prepayment program with few
bookkeeping headaches for you.





Adjustable Rate
Mortgage

Until 1980, there were few adjustable rate mortgages
around. In fact, most borrowers hadn't even heard of such mort-
gages. In 1980 interest rates reached levels nobody thought was
possible. Most banks and savings and loan associations were
charging l'|Vo onmortgage loans to new homeowners. Such rates
made it all but impossible for many a homeowner to qualify for a
loan.

The super-high interest rates brought into focus another
consideration. Nobody knew how long these interest rates were
going to prevail, but most shrewd observers of economy knew that
bad times and good times do not stay around for ever. The
economy, and the interest rates, go through cycles. In not too
distant a future, they surmised, the lower interest rates will return.

Andreturn they did. In fact, as Iremember, Home Savings
Bank in California dropped their mortgage interest rates over one
weekend by five points. If the high interest rate of 17Vo was
abnormal, a drop of ttris size was equally abnormal. Most mort-
gages are written for a term of thirty years. The abrupt swings, up
or down, in interest rates play havoc with lenders and borrowers
alike.

Banks and savings and loan associations, as a rule, like to
match as closely as possible their cost of acquiring deposits and
return they expect to earn by lending these funds. During these
turbulent times, many lenders found themselves with mortgages
in their portfolio that were yielding only 67o while the prevailing
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interest on time deposits in the marketplace was ovet 147o.

Adjustable rate mortgages were an answer to the lenders'

dilemma. But as we'll see in this chapter, what is in the best

interest of the lender may or may not be in the best interests of the

borrower.

In order to better understand the adjustable rate mortgage'

let us first briefly look at fixed rate mortgage and its advantages

and disadvantages.

Fixed Rate Mortgage

Just as the name implies, the interest rate on a fixed rate

mortgage does not change throughout the life of the mortgage. If
you took out an $85,000 mortgage at 9Vo interestfor 30 yean, /otlr
monthly payments would be pegged at $683.93. No matter

whatever happened in the interest rate market, you could sleep

peacefully knowing that your mortgage payment would not fluc-

tuate as long as you owned the house.

Advantages and Disadvantages of Fixed Rate

Mortgage

First the advantages.

Peace of mind. For a borrower, this is the primary advantage. For
most people, home is the biggest invesunent they'll ever make.

Knowing that your biggest investment is not subject to the

vagaries of marketplace is a big, big plus.
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As the years go by, a fixed rate mortgage takes a smaller bite
out of your income. Most people increase their earning capacity

over the years. They get raises at work, get promotions, or change

to better-paying jobs. With a higher income, the frxed rate

mortgage takes a relatively smaller bite out of your monthly
budget.

A $700 per month mortgage represents a 287o of a

person's income of $2,500. If his income goes up to $3,200, he'll
be spending less than22vo of his income on the mortgage. You
now have a bigger slice of the pie left to spend on other things.

There's yet one otherconsideration along these lines. We
are living in infl ationary time s. Not countin g true gains in income,

inflation has pushed everyone into higher income brackets. What
this means is thatwe're paying back borrowed funds with cheaper

dollars. With a fixed rate mortgage, this is a distinct advantage
since interest rates have no effect on your payment.

Now the disadvantages.

Fixed rate mortgages are generally not assumable. This is the

biggest disadvantage. Except for VA and FFIA backed loans,
almost all fixed rate mortgages cannot be taken over by the new

buyer of the property. You may have a low interest rate loan while
everybody else is paying several points higher than you, but when
you sell the property, the lender wants you to pay off the loan upon
sale. This is known as the "due on sale" clause. The next buyer
has to obtain his own mortgage at the then-prevailing interest
rates.

If the interest rates decline, you'll not benefit. If you had

obtained your fixed rate loan when the interest rates were high and
presently they are several points lower, your monthly payments
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will remain the same. Fluctuations in interestrates market will not
affect you one way or the other. If the rates have declined
sufficiently; 1lortr only recourse would be to refinance the mort-
gage.

Now let's examine the adjustable rate mortgage and its
various novel features.

Adjustable Rate Mortgage

In times of volatile interest rates, such as the period
between 1980 and 1984, most savings and loan associations and
banks were reluctant to tie up their money for 30 yqrs at a fixed
rate, especially since they did not know what the rates were going
to be even six months into the future. This was the crucible out of
which came the adjustable rate mortgage.

But howdo you convince ahome buyerto assume therisk
of fluctuating interest rates - a risk that has been traditionally
borne by lenders?

The lenders began to quote 17 percent interest on fixed
rate mortgages, thus effectively shutting a vast majority of first-
time buyers out of the market. But at the same time, the lenders
were offering adjustable rate mortgages at interest rates of 13

percent. The lenders knew that this new mortgage instrument
offered them the security that the fixed rate mortgage did not. If
the interestrate in the economy rose, the rate on their ARMs would
also rise, and they will be able to keep pace with the market.
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The lower interest rate offered with the adjustable rate
mortgage was the inducement to potential buyers to assume the
risk that the lenders had always traditionally assumed. If a

borrower has the choice of getting a fixed rate mortgage or an

adjustable rate mortgage at the same rate, he would undoubtedly
choose a fixed rate mortgage. If the rate on his fixed-rate
mortgage is relatively low, he'llkeep the mortgage for as long as

he owns the property, and he'll be able to sleep better at night
knowing that his payments next month would not rise beyond
what he can afford.

Against this backdrop,let's look at the advantages of ad-
justable rate mortgages.

Availability. As we saw during the years of heady interest rates,
many lenders simply refused to write fixed rate mortgages. The
only mortgage available was an ARM. This is still tnre. ARMs
are generally easier to find. Lenders are more willing to take risks
with them.

Take, for instance,realestate investors. A person who is
buying a property for investment purposes is unlikely to find a

lender willing to lend him money on a fixedrate mortgage without
paying unduly high points. But he can find lenders who'll offer
him an ARM at competitive rates.

When fixed rate loans are hard or impossible to find, look
for an ARM.

Discount rates. ARMs are not only more readily available, they
are also available at a discount. Lenders, in order to attract
borrowers to this risky mortgage, offer a lower than normal initial
interest rate. If a fixed rate mortgage is offered at 117o interest,
you may be able to find an ARM with an initial interest rate of 9Vo.
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This rate is also known as a "teaser rate" bec ause it' s good for only
a short time, normally six months. After that period, the rate is

adjusted to reflect the general market.

Discountrates offered with ARMs make them attractive to

another kind of buyer. If you're buying a property with the

intention of holdin g it for only a short period, say one to two yea$'
you'll benefit from the low initial payments. By the time the rate

is raised, you'll have sold the property. Some investors go for an

ARM with this ideain mind. Itminimizes theircash outlay during

the short period of investment.

trIustration: A buyer of a home in 1984 had a choice of accepting

a fixed rate mortgage at 13 percent interest or an adjustable

mortgage at 9 percent introductory rate. This introductory rate

could rise a maximum of 2 percent annually. The "margin" on the

loan was 2.5 percent which meant that after the first six months the

interest rate was going to be computed by adding 2.57o to the index

stipulated in the loan agreement. In this case, it meant that the new

rate after six months became 11.5 percent. If the investorintends
to hold the property for only eighteen months to two yean, he

would actually save money by going with the adjustable rate

mortgage.

ARMs: Easier to quatify for. ARMs have caught on with the

general public partly because they are easier to qualify for. This
may be a deceptive benefit, but for a new homeowner it could

make the difference between owning a home or not owning one.

Since the lenders determine a buyer's qualifications on the basis

of the initial mortgagepayment which, in turn, is kept anificially
low by "teaser" rates, many homeowners who cannot possibly

qualify for a fixed-rate mortgage find it easier to qualify for an

ARM.
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Illustration: A borower obtaining an ARM of $130,000 at
8.7 5Vo faces monthly mortga ge payments of $ 1,022.7 2. If he were

to opt for a fixed rate mortgage atlU%o,he'llbe payrng $1,140.85
per month. In terms of income required to qualify, he'll need

nearly l5%ohigher income to qualify for the fixed rate mortgage.
This often spells the difference between owning the home or not.

Caution: The fact that the lender does not qualify you on the basis

of actual monthly payments you'll be making after the initial
introductory period does not mean ttrat you should also ignore the
hard reality. Keep in mind that after the first six months you'll be
paylng substantially higher payments. If you have not foreseen
this certainty and provided for in your budget, you're asking for
trouble-

Assumability. This often is cited as an advantage of an ARM. In
many cases, ttris is true. Even though the new buyer will be

assuming a loan that is adjusted every six months to reflect the
changes in the interest rate market, he'll generally find it easier to
qualify for an existing loan. As a rule, the costs involved in
assuming a loan are somewhat lower than in obtaining a similar
new loan.

A seller of a home can use this feature effectively to
market his property to prospective buyers.

Declining interest rates benefit ARMs. This is one other impor-
tant advantage of ARMs. When the interest rate goes down, the
rate on the ARM also goes down. In a fixed rate loan, you're stuck
with whatever interest rate you had started out with.

As a counter argument, one may point out that when the
interest rates decline, one can refinance a fixed rate mortgage to
take advantage of the lowerinterest. This is easier said than done.
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Refinancing has its high attendant costs in the form of loan origi-
nation fees and other closing costs. As a rule of thumb, there has
to be a drop of atleasttwopercentpoins in interestrate fromyour
existing mortgage to make it economically feasible to refinance
your property. If the rate declines by only about a half point, it will
not make economic sense to refinance your mortgage. On the
other hand, an ARM will benefit from every liale drop in interest
rate without further costs.

ARM Features

Most borrowers find ARMs much more difficult to under-
standcomparcdto fixedrate mortgages. They have many features
that often are not fully explained by loan officers.

In the next chapter, we'll briefly discuss some of these
features.
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This is the feature that distinguishes ARMs from fixed rate

mortgages. All ARMs are indexed. They move in tandem with
some well-recognized index that measures the curent cost of
money. If this index goes up, the interest on your ARM will go up.
If the followed index goes down, your interest rate (and your
monthly payment) will go down correspondingly.

Most Commonly Used Indices

Here are some of the most commonly used indices.

l. Six-month T-bill yields

2. One-year T-bill yields

3. Three-year T-bill yields

4. Monthly weighted average cost of funds
(generally for the Eleventh District savings
institutions)

5. Cost of fixed-rate mortgages over a long term

A bank or a savings and loan association is not required to
use a particular index. The regulatory agencies, the Office of the
Comptroller of the Currency in the case of banks and the Federal
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Home Loan Bank Board in the case of savings and loan associa-

tions, do, however, require that the mortgage institution choose an

index over which it has no control, is widely published, and

reflects the interest rates in general.

More commonly used indices are the six-month T-bill
yields and the cost of funds for the Federal Home Loan Bank

Board. For instance, California Federal Savings and Loan Asso-

ciation uses the monthly weighted average cost of funds for the

Eleventh District as computed monthly by the Federal Home
Loan Bank of San Francisco.

Volatility of the Index

Most ARMs make rate and payment adjustments once

every six months or a year. So the determining factor in evaluating

aparticularARMwouldbe the movementof the index in thepast
six to twelve months. In choosing an ARM, you must look for a
bank or savings and loan association that follows an index that is
fairly stable. Some indices are more volatile than others. Slight
changes in the general economic situation or interest rate market
may produce a more pronounced fluctuation in certain indices.

Some others may remain stable through minorpeaks and valleys
in interest rates.

With a volatile index, your monthly payments on each

adjustnnent date may suffer a sharp rise or fall. With a more stable

index, the ripple effect of the changes in the interest rate market

will take relatively longer to affect you.

trlustration: Cost of funds for FHLBB is generally considered to
be a more stable index than the six-month T-bill yields. During

1985 and 1986, the interest rates in general were dropping but the
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index based on the cost of funds for FHLBB did not show any ap-
preciable downward movement. The homeowners whose ARMs
were based on this index continued topay higherpayments while
they were reading daily in the newspapers the continual drop in the
interest rate market. On the other hand, when the interest rates do
go up, these same homeowners are not likely to see a sudden jump
in their monthly payments.

The six-month yield on Treasury securities reflects more
sharply and immediately any changes in the general interest
market. Loans tied to this index are more likely to drop when
interest rates decline, and rise equally sharply when the rates go
up.

Thatis why when comparing ARMs, it isvital to consider
the index. The two most common indices are the monthly 1lth
District Cost of Funds index and the one-year "constant maturity"
treasury rates (T-bills).

Comparison Between Two Indices

The 1lth District Cost of Funds index is the weighted
average cost of all funds that flow into the 239 savings institutions
in California, Arizona and Nevada. The sources used to calculate
the weighted average cost of funds include savings accounts,
checking accounts, Federal Home Loan Bank advances, money
market accounts, certificates of deposit and other borrowed
money.

Because the weighted average cost of funds also includes
long-term accounts, the index is more stable than other indices.
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The other popular index is tied to one-year "constant ma-

turity" treasury rates (T-bills). The index is the U.S. Treasury's
estimate of the yield on all outstanding treasury securities with a
remaining life of one year (the original terms may have been

longer).

Historically, the llth Distict Cost of Funds index has

been the most stable of indices to which ARMs are tied. For
example, in 1981, the Federal Reserve prime rate reached almost

Zl%o, and the one-year T-bill rate exceeded 16Vo, yet the highest
the 1 1 th District Cost of Funds index ever reached was L2.67 3Vo

in 1982, and that was for one month only.

Comparison of savings between the one-yearT-bill index
and the monthly 1 lth Disrict Cost of Funds index further empha-

sizes the advantages of the latter.

If two borrowers had identical $100,000 ARMs - one tied
to the 1lth District Cost of Funds index, the other to the one-year

T-bill - the borrower with the ARM tied to the Cost of Funds index
would have saved $ I 20.44 more per month from 1979 to mid-year

1985. That represents a total savings of nearly $8,000 during this
66-month period.

In times of declining interest rates the one-year T-bill will
fall more rapidly than the Cost of Funds index because it is more
volatile. However, when interest rates rise rapidly, the one-year

T-Bill has a history of rising faster - and to much higher levels -

than the l lth District Cost of Funds.

Moreover, ARMs based on the I 1 th District Cost of Funds

index carry an annual cap of 7.5Vo on payment increases, while
many Treasury-based ARMS carry an annual interest rate cap of
two percentage points. Thus, a borrower who took out a 97o
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Treasury-based ARM for $ 100,000 could face an 1 17o rate in one

year, representing a22Vo increase in monthly payments.

ARM Indices ComPared

(In percent)
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NOTE: The one-year Treasury index is an adjusted weekly average yield on u.S.

Treasury secwities. The 1lth district index is a monthly weighted average cost of

funds to members of the llth Federal Home loan Bank Bord districr

Sowce: F edcral Natiorul Mongage Associatiot

Convertible ARM

Another alternative is simply converting to a fixed-rate

loan, eliminating interest rate risk altogether.

Consumers can now buy ARMs with a convertibility
feature. Homeowners with such loans can elect to switch to a

fixed rate, usually after the mortgage's first year, and before its

One-vear
Treasur! index
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fifth, but at a cost. These mortgages typically carry a higher
interest rate of from one-half to three-quar:ters of a percentage
point, plus an average lenders' fee of $250 and one-half to one
percent of the loan balance.

Even forhomeowners who are stuck with a volatile ARM
without a convertibility feature, it is still relatively inexpensive to
conveft to either a cost-of-funds ARM or a fixed loan. Most
lenders will demand a fee equal toZVo of the balance of the loan,
but bargains are available as thrifts and banks try to invest the $89
billion of new deposits that have poured into theirvaults since the
October 1987 crash.

For instance, Home Savings of America, the nation's
largest thrift and a unit of H.F. Ahmanson & Co., Los Angeles,
currently offers acost-of-funds ARM at9.47o, plus aone-time fee
of half a percentage point on the loan's balance outstanding and
$250. Goldome Realty Credit Corp., a unit of Buffalo, N.y.-
based Goldome bank, will refinance ARMs into fixed-rate loans
for no points, for current customers.

Mortgage borrowers should compare the cost of conver-
sion to their assessment of the risk from rising rates. For example,
a Treasury-indexed, $100,000 ARM at 9.5Vo would face an
increase of $ 150 a month, or $ 1 ,800 a year, if the rate jumped to
I I .5Vo. That borrower could convert to, say, a 9 .4Vo cost-of-funds
ARM or a 30-year fixed loan atl}.SVo for fees and escrow costs
of about $2,250, assuming a loan-origination charge of one-half
percentage point.

This $2,250 amount would be recouped in 30 months
under the 10.5Vo fixed rate mortgage, compared with the ARM at
1I.5Vo. As for the9.4Vo cost-of-funds ARM, it would be more
than $1,000 cheaper over a one-year period compared with the
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ll.SVo Treasury-based ARM.

Recommendation: If you plan to keep your mortgage a long

time, choose an index that is most stable. If you plan to keep the

mortgage for only a short time, consider an index that is currently
the lowest.

Margin

In an adjustable rate mortgage, the interest on your loan

fluctuates in correspondence with one of the predetermined indi-
ces. However, the rate you pay isn't the same as the rate of the

index. Forexample, if the yield on six-month T-bills is the index
used and their interest rate happens tobeT%o,the rate charged on

your ARM will not be7vo. The lender will add a "margin" to this
rate to arrive at your interest rate.

Margin is the numberof points added to the index to arrive
at your interest rate. Generally, this ranges from L to 3 points and

does not change over the life of the loan. Margin is added to an

index so that the interest rate charged on your loan is in conformity
with the general interestrates prevailing in the mortgage market.

Obviously, in seeking an ARM, you should look for the lowest
possible margin.

93

Index rate + Margin - ARM interest rate
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Adjustment Period

Each ARM specifies the frequency with which it will
adjust the interestrate. The lender will select this period in most
cases, but often you may be able to negotiate this feature on your
loan. Again, what you're looking for is a relatively longer interval
between each adjusunent.

In some mortgages, the interest rate is adjusted each
month based on the index chosen by the lender, but the payments
may change only annually. Then, there are some other mortgages
in which the rate and the payments change every six months. If
the lender is following a one-year T-bill yield, the adjustment
period probably will be yearly. If, on the other hand, it is following
a six-month T-bill yield, the adjustnentperiod will be six months.
There are innumerable variations, and each lending institution
follows its own policies.

Recommendation: Go for an adjustment period of either six
months or one year. Monthly adjustments produce too much
volatility and uncertainty. Anything longer than one year, and
you'll not be able to benefit from the decline in interest rates and
will have to make a large adjustment when it becomes due.

Interest Rate Cap

Every borrowerlooking at an adjustable rate mortgage is
haunted by the fear of runaway interest rates. As we saw a few
years back, interestrates of 17Vo allbut devastated the real estate
market in America. A vast majority of people could simply not



More on ARMs

afford those sky-high interest rates. Sellers were sitting on their
properties for months on end with nay an offer.

But what if you had signed up for an adjustable rate
mortgage at lOVo and then the interest rate shot up to lTVo? Yoa
probably would not be able to keep up with the monthly payments
and may face the prospect of losing your home. Just to allay these
fears, and to make ARMs slightly more palatable to the skeptical
borrowers, the mortgage lending institutions came up with ttre
idea of interest rate cap.

Almost all ARMs have an interest rate cap, generally of
five percent points. Your interest rate during the life of the
mortgage cannot go up or down more than five points from the
initial rate. If your initial rate is 107o, the worst rate you may face
would be L57o. By the same token, the lowest mortgage interest
you would ever pay would be 5Vo.

Illustration: You have a mortgage of $100,000 with an initial
interest rate of l0Vo. The ARM contract calls for an interest rate
cap of SVo. Here is what will happen in the best and worst case

scenario:

Interest
Rate

l0Vo
15Vo

5Vo

Monthly
Payment

Original interest rate
Maximum interest rate
Minimum interest rate

If you think you can live with the maximum possible
interest rate and the monthly payment, you've nothing to fear. If

95

$ 878
1,264

492
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you cannot, you must make allowance for those possible bad
times.

Caution: Be sure that the interest rate cap on your ARM applies
to the introductory rate, say S%o,and not to the adjusted rate which
would be index plus the lender's margin, which could lx,lAVo b
LlVo.

Interest Rate Steps

Say an ARM allows for an interest rate cap of 5Vo. The
initial interest rate was 107o. When the next adjustnent period
comes due, the movement in the index calls for a raise in your
mortgage interest rate of 4Vo. Could your interest rate be hiked to
L4Vo inone single step? With most ARMs presenrly being written,
this is not likely.

For practical purposes, more than the interest rate cap, it' s
important to ensure that your monthly payments do not jump an
inordinate amount in any single adjustment period. "Steps" refer
to the amount by which the mortgage interest rate can be increased
(or decreased) each adjustment period.

Nearly all ARMs have steps, or limits on the increase in
the interest rate allowed per adjustment period. In any one period,
the interest rate is generally not allowed to rise more than a point
or two. For example, California Federal Savings ARM specifies
a maximum increase or decrease of l%o each adjustment period,
2Vo annually, and 5Vo ovt.r the life of the loan. Such additional
limits provide you with a little more stability andpredictability in
your moftgage.
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Interest rates typically fluctuate up or down; they don't
just go up and stay up or go down and stay down. So when the
interest rate has shot up suddenly, if your mortgage calls for a

smaller step increase, say LVo agunst2%o per adjustment period,
the blow to your monthly budget as a result of higher mortgage
payments will be spread over at least two adjustment periods. By
the time yourmortgage has made the full adjusunent, the interest
rates may have skrted their downward journey.

Recommendation: Look for smaller step increases in your
mortgage; you'll have a more stable mortgage.

Monthly Payment Caps

More than the changes in the interest rates, most borrow-
ers are concerned with the size of their monthly mortgage pay-
ments. They want to make sure that they can afford any changes
in the monthly payment from one adjustment period to the next.
Many ARMs have this feature. They allow that the payment from
one period to the next may not change more than a certain percent,
say'l.5Vo, of the previous amount.

Some ARMs place limits on the interest rate fluctuation,
but place no limit on monthly payments. Some othen place a limit
on the interest rate as well as monthly payments.

Illustration: Let's take the same 30-year, $100,000 mortgage at
l0%o and look at the effect of the payment cap. Interest rate in this
example fluctuates ftomt0%o to l2%o.

97
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Previous
Period
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New
Period

12Vo

$1,029
$944
$8s

Interest rate
Payment without monthly cap
Payment with7.SVo cap
Difference

The cap on the increase allowed per adjustment period in
your monthly mortgage payment would, in this example, save you
$85 per month. But here is the bad news. The $85 a month saved
is simply added to the mortgage balance, which means that the
amount you owe yourlender actually increases overtime. This is
referred to as "negative amortizaion."

Many lenders have a policy of "recasting" the loan after,
say, five years to take care of the negative amortization. Based on
the new outstanding balance, the loan payments are increased to
fully amortize the loan over its original term.

So, as a rule, the monthly payment cap may mean lower
payments now, but may result in higher payments later.

To soften the impact of negative amortization somewhat,
most mortgages contain both a monthly payment cap and an
interest rate cap. such a loan may appear on the surface better than
one with just the interest rate cap. But in reality this isn't so. when
a mortgage has both an interest rate and monthly payment cap, the
interest rate cap is set higher than the monthly payment cap which
still results in negative amortization. If the interest rate cap were
set sufficiently low so that no negative amortization occurs, there
would be no need for the monthly payment cap.

l0Vo

$878
$8zs
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Are Adjustable Rate Mortgages Making a
Comeback?

Adjustable rate mortgages made their frst splash in the

real estate market in early 1980s. For a time, ARMs were the only
game in town for many mortgage institutions. They continued to
replace the fixedrate mortgages for a long time until in 1986 their

market share peaked at 65 7o of all home loans. As the intere st rate s

continued their steady decline, the fixed rate mortgages recap-

tured a part of the lost market share. In 1987, the ARMs dipped
to2l%o in terms of the home loan mortgage market, but since then

their market share has climbed back to 31.Vo.

There are two main reasons for the comeback that the

ARMs appear to be staging.

o The gap between adjustable and fixed rates is

widening again. There is a general feeling among lenders that

interest rates have fallen as far as they are ever going to fall.
Lenders would like the borrowers to shoulder the risk of any
future rate increases. Therefore, they have attempted to make the

ARMs more attractive by lowering the initial interest rate they

offer on these mortgages. Many homeowners find these rates a

once-in-a-lifetime bargain and they're snapping up ARMs at an

increased pace.

r First time home buyers and those trading up to more
expensive homes frnd ARMs particularly attractive. The low
introductory rates offered on ARMs have made it possible for
many new home buyers to qualify for loans that they didn't think
was possible until now. There is also increased optimism in the

real estate market that the pace of appreciation in properties will
enable them to sell their existing homes in a short time and move
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on to more expensive homes.

hope, will more than offset
ARM may cause.
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Appreciation in the home price, they
any negative amortization that an

How the home-loan market breaks down
between adjustable and fixed-rate mortgages

ADJUSTABLE. FIXED-RATE
YEAR RATE LOANS LOANS

1983 28Vo 727o

1984 52Vo 48Vo

1985 4lVo 59Vo

1986 25Vo TSVo

1987 36Vo 64Vo

April 1988 48Vo 52Vo

Source : Mortgage Bankers As sociation
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Introduction

Generally speaking, home buyers can be classified into
two major categories. First, there is a buyer who already owns a

home but wishes to move into a higher-priced, better-situated
home. He may also be relocating due to ajob transfer. In fact, well
over 85Vo of home purchases in this country are made by people
who already own a home. For this class of home buyers circum-
stances are a little different. They may have built up an equity in
their previous home over the years and they are in a position to
cash in this equity by selling the home and use the proceeds as a

down payment on the next home. These home buyers as a rule are
older, have had several years ofwork experience, and are usually
moving into their second, or third homes. By having built up an
equity in their homes they are able to convert that equity into a
sizable down payment and consequently incur a smaller monthly
mortgage payment on the new home.

The second class of home buyers consists of people who
are just entering the work force, or may have been saving money
over the years to buy their first home. For these people coming up
with a down payment suffi cient to satisfy the lenders' requirement
is a major task. But more critically, they are limited in the size of
the mortgage that they can qualify for due to the lower income.
They haven't quite reached the peak of their productive career.
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They may have the expectations of earning higher income over the
next few years. However, at the present time they have to find an

innovative source of financing that will enable them to break into
the home market.

Graduated Payment Mortgage

The answer to their dilemma lies in the unique form of
mortgage, called graduated payment mortgage (GPM). Gradu-
ated payment mortgage allows them to qualify for a home now -
years sooner than they would be able to under conventional

financing methods. Looking at it from another angle, the same
level of income allows them to qualify for a more expensive home
than otherwise possible. In retum for this early qualification, they
expect to pay a gradually increasing monthly mortgage over the
next few years.

Graduated payment mortgages are designed for people

with rising incomes. They feature fixed interest rates plus low
initial monthly payments that allow a home buyer to get into a

home that he can afford with the payments rising annually during
the frst years of the loan. As the borrower's income rises, the
monthly payments rise too. The monthly mortgage payments
toward the end of the loan are large enough to amortize the loan
completely in the same number of years as a conventional loan.

Illustration: f,et's take as an example a couple that is in the
process of buying theirfirsthome. Theircombined annual income
is $24,300. If 28Vo of their income can be devoted to the payment
of mortgage interest and principal as most lenders would require,

they can pay up to $566.98 a month as mortgage payment. Ltl0%o
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interest over 30 years this monthly payment of $566.98 translates
into a maximum mortgage of $64,607.84. However, with a
graduated payment mortgage plan, they can afford a house with a

mortgage of $85,000.

The monthly mortgage payment under the graduated
payment mortgage plan would be lower than that for a constantly
amortizing conventional mortgage. According to one plan, their
monthly payment would rise 7 U2Vo annually for the first five
years of the loan. From years 6 thru 30, the payment would rise
to the level of $813.98 and would remain there throughout the
duration of the loan. Compare this monthly payment to the
payment required under the conventional constantly amortizing
loan of the same amount, the payment being $745.94.

The table shown below shows the difference between a

graduated payment mortgage and a conventional mortgage. In the
fust year of the loan the borrower is paying only $566.98 whereas
he would have had to pay $745.94 under the conventional mort-
gage program. For a first-time home buyer the difference between
these t'wo amounts may mean the difference between owning a
home or not. In fact, as you look at the figures the borrowers are
paying almost 24Vo less under the graduated payment plan in the
first year.

Assuming the couple's income rises every year, at lgast to
the tune of 7 l/2Vo, they will be able to meet their mortgage
obligations comfortably. Looking at the schedule shown in the
table, it is obvious that due to the low monthly payments paid
during the first five years of the loan, the loan is bound to produce
negative amortization. In order to fully pay off the loan in 30
years, it is necessary that the payments be greater in the last 25
years of the loan. In other words, the borrowers would be paying
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$813.98 forthebalanceof the termof 25 years, as against$745.94
under a conventional loan program.

GPM versus Conventional Financing

GPM* Conventional

Loan Size
Loan Term
Interest rate
Monthly payment

Year I
Year 2
Year 3
Year 4
Year 5
Year 6-30

Year-end loan balance

$85,ooo
30 years

l0 percent

$ 566.98
609.50
6ss.2l
704.36
757.19
813.98

$85,ooo
30 years

10 percent

$74s.94
745.94
745.94
745.94
745.94
745.94

Yearly negative amortization

Year I
Year 2
Year 3
Year 4
Year 5
Year 6
Year 7
Year 8
Year 30

Year 1
Year 2
Year 3
Year 4

$86,776.13
88,204.00
89,206.98
89,697.42
89,575.40
88,727.00
87,789.75
86;ts-4.36

$ 1,776.13
L,427.87
1,002.98

490.44

$84527.s0
84,005.53
83,428.90
82,7gL.gg

82,088.17
81,310.77
80,451.96
79,503.23



Graduated Payment Mortgage 10s

Year 5
Year 6

L22.02

*GPM loan with 7.5 percent payment increase annually for
five years.

SOURCE: GPM figures based on HUD Transmittal Docu-
ment No. 4, Appendix 1, Page 3 (Jan. 21,1978).

Types of Graduated Payment Mortgages

Graduated payment mortgages are offered by most con-
ventional lenders, like banks and savings and loan associations. In
addition to these traditional sources, financing is also available
under the FFIA Section 245 for owner-occupied single family
homes and condominiums. There are at least five different kinds
of plans available under FHAAIUD plan.

We'lIbriefly summarize these plans here for you.

PIan 1: Under this plan monthly payments rise at2l/2
percent each year during the first five years of the loan. Generally
speaking, this plan does not produce substantial savings during
the graduated payment life of the mortgage. It does not produce
sufficient savings in the first year of the loan to make it attractive
formany home buyers. It may be sufficient for someone who is
just tying to squeeze into a new home.

Plan 2: Under this plan monthly paymenrs increase 5Vo

each year during the first five years of the loan. Here the savings
in the first and second year of the loan are substantial enough to
make the graduated payment mortgage attractive for a home
buyer.
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Plan 3: This plan carries the above process of increasing
the monthly payments fufiher; the payments incre aseT '/-./27o each
year during the fint five years of the loan. The percent savings in
the first year over conventional financing here isabolt2l%o. This
plan is probably the most attractive of all the plans described so
far. The first yearpayments under this plan being as low as25Vo
and gradually rising over the next four years make the plan most
suitable for many new home buyers. They also frgure that by year
5, their income would have risen significantly where they can
afford to make the higher monthly payments. Some buyers also
figure on selling their property after 5 years. If they do so, they
would have enjoyed in the meantime the fruits of lower monthly
payments.

There are two more plans.

Plan 4: Under this plan, monthly payments increase two
percent each year during the first ten years of the loan. This is not
an attractive proposition from a borrower's standpoint. By
stretching the graduated payment schedule over a period of ten
years, he, in fact, is increasing his interest costs significantly over
the life of the loan. Similar to extending the life of a mortgage,
extending the life of the graduated payment mortgage does not
produce significantly lower monthly payments, but it does raise
the cost of borrowing money over the term of the loan.

PIan 5: This plan takes the above prcgram one step further
with monthly payments increasing 3Vo each yearduring the first
10 years of the loan.
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Combining the GPM with the ARM

t07

With the advent of adjustable rate mortgages it is now
possible to combine the benefit of low initial monthly payments
of a graduated payment mortgage with an adjustable rate mort-
gage. With this plan the borrower typically gers very low initial
payments for a set period of time. Since payments are fixed but
the interestrate is not, it ispossible thatnegative amoftization will
occur in the first years of the loan. At the conclusion of the initial
period when monthly payments are set, a graduated payment
adjustable rate mortgage would behave just like a regular adjust-
able rate mortgage with payments and interest rates that could
vary throughout the life of the loan.

A typical GPARM loan will have a graduated payment
period of between three and ten years with five years being the
most common. In other words, after five years the payments will
be raised to the level that would allow the loan to be fully
amortized. The monthly payments during the fust five years of
the loan would typically rise at 7 l/2Vo.

A GPARM is probably a better financing instrument than
a simple ARM, especially for young home buyers. The borrower
has the advantage of knowing in advance exactly how much the
payment is going to increase each period during the graduation
time. Under a straight adjustable rate moftgage the borrower has
no way of knowing what his next adjustment period is going to
bring.

The biggest disadvantage of the ARIvVGPM is negative
amortization. This occurs because the payment schedule is set up
so thatthe monthlypaymentdoes notcoverthe full amountof the
interest. The unpaid interest accumulates and is added to the
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principal mortgage amount. As with all loans that feature negative
amortizations, after having made payments for the first 5 years,
you may end up owing more than you had borrowed originally. If
you intend to move in less than 5 years you may find that the sale
price does not cover the outstanding mortgage. Unless the house
has appreciated over these years you may find yourself in a

difficult predicament. After paying sales commissions and clos-
ing costs you may find that you cannot even get your down
payment back from the sales proceeds. In fact, it's not inconceiv-
able that after 3 or 5 years it might cost you money out of your
pocket just to sell the property. This is a big danger of a graduated
payment mortgage. If you decide to go forthis mortgage you want
to be surethatthe house you're buying is in an areaof high demand
and rapid appreciation, or you may have to resign yourself to
living in the house for a long time.

Graduated payment mortgages are available not only
under FHA/HUD program plans, but also from other private
lenders including both banks and savings and loan associations.
Although these financial institutions may be authorized to offer
GPMs many do not. Many lenders find GPMs simply too difficult
and too risky. They are afraid that borrowers may not be able to
afford higher payments necessitated after the first 5 years and that
they may have to foreclose on the property which has already
accrued negative amortization. Therefore, in orderto find a GPM,
with or without an adjustable rate mortgage, you may have to look
around hard. Federally char:tered savings and loans and mortgage
bankers are probably your best bet.
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Who should go for a GPM?
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As we have said before, a graduated payment mortgage is
almost a necessity for many first-time home buyers. For them, in
order to be able to afford a house, a graduated payment mortgage
is about the only source of financing since they cannot afford the
higher payments required under the conventional mortgage.
Without a GPM they would be forced to continue to rent.

Typically, a GPM works best for a young couple or an
individual in the 25-35 age goup. For this group advancement
and general salary increases are normal either in their career or
through switching of jobs. By the same token, a graduated
payment mortgage is not a device suitable for individuals with
fixed income.

A graduated payment mortgage not only reduces your
monthly payment making it possible for you to qualify for a
mortgage, but it also allows you to qualify for a higher mortgage
than otherwise possible. Just to give you an idea, if you can afford
to pay $1,100 in monthly mortgage payments, you'll be able to
afford a mortgage worth $125,000 atll%o interest over a 30-year
loan term. With a graduated payment mortgage, the same
monthly payment would allow you to look for a property that
would support a mortgage of over $155,000. A GPM allows you
to keep a monthly payment within your budget and also allows
you to buy a higherpriced home than you would otherwise be able
to afford.
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During the 1950s and 1960s most Americans looked to
FHA and VA as their primary source for mortgage. These were
the most popular mortgages. They offered attractive financing
and easy qualifying. However, as the real estate prices soared,
FHA and VA did not keep pace with the marketplace, and home
buyers turned to private lenders. Recently, these mortgages have
made a comeback and they still are the bast bargain if you can

obtain one.

In this chapter, we'll examine various requirements and
advantages of FHA and VA loans. Keep in mind that for various
reasons you may notbe able to qualify foreitherof these loans and
you may have to resort to a bank or savings and loan association
as your source for mortgage money.

FHA Mortgages

Technically speaking, Federal Housing Authority (FHA)
does not lend money to borrowers. Instead, it insures mortgages.
A borrower works with his local bank or an S&L to obtain the
mortgage, and if it is an FHA loan, the federal governmental
agency will insure the mortgage. In the event of a default of the

borrower, FHA will pay off the lender.
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Here are the advantages of an FHA backed moftgage.

Advantages of FHA Mortgage

1. An FHA mortgage is fully assumable. This is the

biggest advantage. You can pass on your FHA loan to the buyer
of your property. In these times of volatile interest rates, if your

loan was obtained at a low interest rate, it's easy to attract
prospective buyers to yoru property with an assumable loan.

2. There are no prepayment penalties. An FHA loan

cannot have a prepayment penalty.

3. FHA requires that the buyer and the property
quatify for the loan. FHA has established certain standards for
the property. If the property does not meet these specifications,

the seller has to bring the property up to the FHA standard. It is
a comforting thought that the home you're buyrng meets the

federal standards set for housing.

Now here are the requirements of an FHA mortgage which
may also be looked upon as its disadvantages.

Requirements of the FHA Mortgage

1. Currently, maximum FHA loan amount is $90'fiD.
Infl ation in the real estate market has pushed up the housing prices

considerably higher than this amount. In California or the North-
east, you'lI be hard pressed to find a home that meets this loan

amount. Effectively, this limit on the loan amount shuts out a vast

majority of areas for a home buyer looking at an FHA mortgage.
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2. Under FHA terms, an owner-occupied property
qualifies for 5 percent down payment. For an investor, the
down payment has to be a minimum of 15 percent.

3. FHA requires a borrower to pay mortgage insur-
ance premium. This adds extra cost to the loan. On a loan of
$90,m, you'll pay $3,420 in insurance premium.

VA Mortgages

VA program is another progam administered by the
federal government to make affordable mortgages available to
veterans. Needless to say, you have to be a veteran to obtain a VA
mortgage.

The biggest advantage of a VA loan is that you can buy a
house without any down payment (with the exception of closing
costs.) VA requires you to occupy the home. But, just as an FHA
mortgage, a VA loan is fully assumable by the next buyer of the
property.

With aVAloan, youwork with yourlocal bankorsavings
and loan association. Veterans Administration guarantees

$27,500 of the loan. In the event of a default of the borrower, VA
will pay the lender fint $27,500 of the loan.
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Down Payment

As of this writing, these are the maximum VA mortgages:

Maximum loan amount with no down: $110,000
"Little down," maximum loan amount $135,000

The "little down" program works like this. The veteran
receives a no-down mortgage up to $ 1 10,000. If the property costs
more, however, the veteran can then put down 25 percent of the
amount of $ I 10,000 and the loan will handle the other 75 percent
up to a total loan value of $135,000.

Impound Accounts

Both FHA and VA mortgages require you to establish an
impound account for your property taxes and insurance. Your
monthly payment would therefore be for principal, interest, taxes
and insurance.
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Refund on an FHA Mortgage

If you had bought your home on an FTIA mortgage and had

paid it off, you may now be entitled to a substantial cash refund.

The Federal Housing Administration requires a homeowner to
pay insurance premiums to protect the mortgage lenders against

defaults. These premiums are collected in special funds. When
the economy is healthy and there are fewer defaults this fund ends

up with surpluses. Any surpluses that are remaining in the fund
are by law required to be distributed to the homeowners when they
pay off the mortgage.

This is how the system is supposed to work. However,
often the refund doesn't get paid to the homeowner who has paid

off his mortgage. This may happen when a lender fails to notify
FIIA that the loan has been paid off. It can also happen if the

original borrower has moved out of his home and cannot be

located.

In such cases, unpaid refunds are accumulated by the
FHA, broken down by each state until the money is paid back to
the homeowners. Just to give you an example, a recent survey of
FHA records for Washington, D.C. area showed that people who
had borrowed money under the FHA programs were owed re-
funds anywhere from a hundred dollars to almost two thousand

dollars.

In order to collect these refunds, the homeowner must
have been paying the mortgage at the time it was paid off and must

have been doing so for the preceding 90 days. If the homeowner
has moved out of the home and has passed on the FHA mortgage

to a new homebuyer, the refund would belong to the person who
has assumed the mortgage from you. There is one additional
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requirement. The mortgage must also have been in existence for
at least seven years.

You may satisfy all of these requirements and still not be

entitled to a refund if the area that you live in has experienced a

high rate of foreclosures so that there is no money to pass out. In
other words, the pool where the premium money is collected has

been exhausted to pay off the defaults that have occurred in that
particular area.

If you think that you are entitled to a refund and you want
to inquire further, you should call the FHA Service Center in
Washington, D. C. , telephone number (202) 7 55-56 1 6. You must
also have your FFIA case number handy. This is a 9-digit number
that appears on appraisal documents or the mortgage instrument
itself.
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In their continuing quest to expand the mortgage market
by offering exotic products, many lenders came up with the

concept of reverse annuity mortgages in the late 1970s. These
mortgages were designed to satisfy a specific demand in the
market, especially elderly homeowners who either own their
homes free and clear of any debt or owe very little on them.
Although they may have built up a large equity in their homes
through rapid appreciation in real estate prices, many of these

homeowners face the dilemma of limited cash flow to meet their
day-to-day needs. If only they could unlock the equity in their
home and turn it into a steady stream of cash - such is what the
dreams of marketing executives are made of.

How a Reverse Annuity Mortgage Works

^ Here's how areverse annuity mortgage works. A lending
institution makes the homeowner a loan for up to SOVo of its
appraised value, typically for 5, 10 or 12 years. The institution,
which takes its loan fees and points on the full amount when the
loanis approved, thenpays the homeownerthebalanceof the loan
in equal monthly installments - minus accruing interest on the
already disbursed funds - for the remaining term. The loan -
actually the amount disbursed plus interest - can be repaid early if
the house is sold by the owner or his heirs. Otherwise, the
homeowner is liable to repay the full amount when the loan term
expires or he'll face foreclosure.
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Here's a real-life example. The homeowners, a San

Francisco Bay Area couple, qualified for a $150,000 loan at

1'0.5vo intere st in 1 987' They paid a total of $3,450 in loan fee s and

closing costs from the loan proceeds and are receiving $430.51

each month for 1 0 years. If the loan is not repaid earlier, the couple

is responsible forrepaying the full $150,000 to the bank in 1997.

Example: Assume that a husband and wife, both sixty-five years

old, own their $58,000 home free and clear, and that they obtain
a L0-year rising-debt reverse annuity mortgage for $45,000 at 9

percent interest rate. The lender would send them a check for
$226.45 per month for ten years. At the end of ten years, the

couple would have received a total of $27,17 3.4A, and would owe
the lender a total of $45,000. The interest owed to the lender

would be $17,826.57, or $148.55 per month for the l0-year
period.

Assuming that the home did not change in value during the

ten-year period, the remaining equity in the $58,000 RAM ex-
ample would be $13,000. At this point, the couple could sell the

home, pay off the lender, and retain the remaining $ 13,000 equity.
If the couple passed away before the end of the ten-year period, the

proceeds of the estate would be used to repay the outstanding
balance of the loan. In either case, the couple would have lived in
the home while simultaneously reducing their equity.

Combining with Annuity

Another version of the RAM combines a rising-debt loan

with a deferred life-annuity policy purchased from a life insurance

company. A par:tial disbursement of the loan proceeds would
purchase the annuity, defening lifetime payments to the annuitant

to some future date. The balance of the loan is paid monthly to the
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borroweruntil the annuity payments fromthe life insurance com-
pany begin. This modification of a rising-debt RAM defers

payment of the loan until estate settlement, protecting the bor-
rower against principal repayment of the loan until death while
shifting the time-uncertain annuity payments to the life insurance

company.

Is Reverse Annuity Mortgage For You?

It is obvious from the very nature of a reverse annuity
mortgage that this option is not for everyone. A homeowner who
takes out a reverse annuity mortgage in essence is selling a portion

of his home every month. If he outlives the term of the mortgage
he is faced with ttre choice of selling his home to pay off the

mortgage. Therefore, the only people who might want to get into
such a mortgage are those who do not expect to outlive the term
of the mortgage. For an elderly homeowner a reverse annuity
mortgage provides a source of much-needed cash to meet his
living expenses in the waning days of his life. It definitely is not

an option for someone who is healthy and has a long life expec-
tancy.

Precisely for these reasons, many banks and mortgage

lenders do not want to get involved with reverse annuity mort-
gages. No bank is going to risk the public relations debacle by
trying to evict an elderly couple from their home or forcing them
to sell their home because they have outlived the term of their
reverse annuity mortgage. Even the few lenders who do offer such

a mortgage require the prospective borrowers to seek counseling

and legal advice before incurring such an undertaking.
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Most first-time home buyers, as a rule, are looking to put

as little down as possible, borrowing the rest from a lender. A
typical buyer may have scraped just enough money together to put
SVo of the purchase price as down paymenl Most lenders,
however, require a minimum of LOVo down payment on a home.
In some cases this requirement may even go up to 207o. For
example, where an investor is looking to buy a propefty as a non-
owner occupied property he may be required to put L5-2OVo of the
purchase price down.

Is there a way around this onerous requirement?

PMI May Be the Solution

One way a borrower can reduce his down payment is by
acquiring private mortgage insurance. A private moftgage insur-
ance (PMD is designed to make good on a loan in the event of a
default by the borrower. It works similar to an FHA insurance.
Theprivate insurancecompany insures the lenderagainst loss for
the top 20 - 25Vo of the morrgage.

trlustration: For example, on a moftgage of $100,000 a PMI of
25Vo woald mean that the lender would be compensated up to
$25,000 in the event of a default by the borrower. If a borrower
defaults, the lender would foreclose on the properry and repossess
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it. Since the lenderis notin the business of owningreal estate, he

would put up the property for sale and attempt to recoup as much

of the investrnent as possible. Let us say that the property sells for

$75,000 on the market. The private mortgage insurance company

would reimburse the lender for $25,000 who will suffer no loss as

a result of the borrower's default. If the sale of the property brings

less than $75,000, the lender would lose because the PMI would
pay only up to $25,000.

The private mortgage insurance company insures the

mortgage by charging a fee. The fee varies from 1/4 to ll27o of
an interest rate. This amount is added to the mortgage payment

and is paid by the borrower. For instance, if the mortgage interest

rate is 107o, with PMI the rate would be 10 U47o. A borrower
would be willing to pay this extra 1/4 point interest in return for
the lower down payment. He could obtain a 9 SVo loan with private

mortgage insurance wheteas, without it, he would have to come

up with ll%o or more as down payment.

Qualifying for PMI

A borrower has to qualify for PMI just as he has to qualify

for a loan with the lender. He has to meet not only the lender's but
the insurer's requirements as well. Generally speaking, a PMI
company imposes more stringent qualifying standards. Where a

lender might be willing to qualify you with a monthly mortgage

payment that could be as much as 30Vo of your monthly income,

a private mortgage insurance company would want to see your

monthly mortgage payment not to exceed 25Vo of your monthly

income. Similady, a lender might be willing to excuse a couple

of late payments on your credit history but a PMI might not. In
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other words, you need a good credit history and good income in
order to qualify for PMI.

Can You Remove the PMI Coverage?

Now let's explore one other area. What happens when you
have paid down your mortgage sufficiently so that your outstand-
ing balance on the loan is only 7 SVo or 80Vo of the mortgage you
had originally incurred. Say, for example, you had taken out a
mortgage for 95Vo of the value of the property and had 20Vo PMI
coverage. After several years your mortgage is now paid down to
7 5Vo of the original value. Can you get rid of the PMI coverage?

In most cases, you can, since the PMI covered only the top
20Vo of the loan. Now that you have paid down your loan by 207o,
there's no reason for you to pay that extra l/4 point to carry the
PMI. By getting rid of the PMI at this point you'll be able to save
a nifty sum of money every month.

But what happens if your mortgage has not been paid
down to757o of the original value but, due to appreciation in the
property value, the outstanding loan balance is757o or less than
the fair market value of the property?

Can you still get rid of the PMI in that case? Most probably
not. For reasons that are hard to understand, most lenders and
mortgage institutions do not look at the market value of the
propefty to decide whether a private mortgage is required or not.
Even though the property value may have risen considerably over
the years they will not waive the PMI coverage just on those
grounds. They would still require you to reduce your outstanding
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balance to 75 or 7A7o of the original amount borrowed before
dropping the PMI requirement.

Conclusion

In conclusion, PMI may be helpful to many borrowers. In
fact, it may be the only way some people can afford to buy a home.
When an individual has not saved enough money to put more than
5Vo down on a home he has no recourse but to look for a PMI in
order to persuade a lender to allow him to borrow 957o of the value
of the property. For many real estate investors too, PMI is an easy
way to be able to obtain loans on non-owner occupied properties.
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In the old days, it used to be that mortgage rates never fluc-

tuated more than a fraction of a point even as the economic
conditions changed. Mortgages were written for thirty years and

homeowners hung on to their mortgages till they were fully paid
off or till they sold their homes. Those days are now a memory of
the past.

These days mortgage interest rates are quoted on a daily
basis. Most major newspapers report current mortgage rates on a

weekly basis. B anks and other mortgage institutions immediately
react to interest rate developments in other sectors of the economy

by adjusting their mortgage interest rates. Even after a lender has

made a commitment to lend money to a borrower at a certain
interest rate, the commitment is good for only a limited period of
time, typically 30 days. After this period, the lenderreserves the
right to adjust the offered rate. The idea behind this interest rate

sensitivity is the desire of every lender to match closely its cost of
funds with the return it expects to eam by lending the money to a

mortgagor.

Whether To Refinance or Not

The depth and frequency of interest rate swings in recent

years has created a dilemma for many a homeowner. You may
have bought your home at a time when interest rate was lTVo and
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presently it is hovering around 97o. Should you refinance your
mortgage to lower your monthly payments?

Of course, the decision in this particular case is easy. But
how do you know exactly when it makes economic sense to
refinance a moftgage?

There are many situations that may prompt you to look at
refinancing alternative. Your original mortgage is an adjustable
rate moftgage (ARM), and now you wish to convert it to a fixed
rate mortgage just so that you do not get whipsawed when the
interest rates do go back up. On the other hand, you want to
convert your fixed rate mortgage to an ARM so that you can take
advantage of continually decreasing interest rates.

A homeowner facing any of these situations has to make
the critical decision: Whether to refinance the current mortgage
or not.

Factors Affecting Refinancing

Let's examine various factors that affect refinancing
decision.

1. Interest rate on your current mortgage

This often is the threshold question. If the interest rate on
your mortgage is at least 2 points higher than a currently-available
moftgage, you might want to consider refinancing. In some cases,
you'll need at least a 3-point differential before it will make
economic sense to refinance. We'll look at the costs involved in
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refinancing a mortgage later in this chapter, but suffice it is to say
that they are substantial. The savings you expect to obtain through
lower monthly payments must offset these costs, - and that
depends on the length of time you intend to occupy your home.

2. Length of time you intend to hold the property

Having refinanced the property, you'll need to hold it
sufficiently long to recoup the costs of refinancing. If you intend
to hold it for a long period, a two point interest differential may be

enough to justify refinancing. If the holding period is going to be
shorter, you may have to look for a three point or even greater

differential before deciding to refinance.

Illustration: Say you're presently holding a $125,000 mortgage
which was originally financed at l3.5%o fixed rate interest. Your
monthlypayments on this 30-yearmortgage are $1,431.77. Pres-
ently you are in a position to obtain a like-amount mortgag e at9%o

interest rate. Your new monthly payments will be $1,005.78
grving you a monthly saving of $425.99. In one year you'll save

$5,111.88. The refinancing will roughly cost you $3,000 in loan
origination fees, escrow charges and other settlement costs.

Under these circumstances, you'llrecoup your refinancing costs
in approximately seven months. This undoubtedly is an attractive
option for the homeowner.

3. ARM or fixed rate mortgage

Next to a precipitous drop in interest rates, this is another
reason that induces many homeowners to refinance their mort-
gages. Adjustable rate mortgages have become very popular in
recent years. They generally have a lower initial interest rate (the

so-called "teaser rate") and, therefore, are easier to qualify for.
However, they carry with them the uncertainty of potential future
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hikes in interestrates. With an ARM, a homeowner may someday
face the possibility of monthly mortgage payments that are

beyond his means. Rather than live with this uncertainty, he may
like to refinance his mortgage and convert it to a fixed rate

mortgage.

Here, of course, the consideration is not lower monthly
payment. It is the security of knowing that your mortgage
payments are not going to change in the future by events beyond
your control.

On the other hand, a homeowner who had obtained a fixed
rate mortgage at a high interest rate may be inclined to convert it
to an adjustable rate mortgage to benefit from lower monthly
payments. If the interestrates are in general decline, such a course
of action would be advisable. The trade-off, of course, is the loss
of security of fixed rate mortgage against lower monthly outlay.

4. Your current financial position

Refinancing is very much like obtaining a new loan. The
lender, even if he happens to be the same one holding the current
mortgage, would want to see your credit history, length of em-
ployment, income and outstanding debts. In short, you have to
qualify for the refinanced loan just as you had qualified for the
original loan. If you have just started a new job or are in the
process of going into business independently, it may be harder to
qualify for the loan. You may have no option but to continue with
the current loan.

5. Tapping your equity in the house

There's yet another factor that prompts many homeown-
ers to refinance their property. Over the years, with the soaring



Refinancing 129

real estate marketin general, many homeowners have discovered

that they are sining on a large sum of money in the form of a built-
up equity in their homes. Their original loan, obtained ysars ago

at a very low interest rate, has probably been paid down to a point

where monthly mortgage payments are not a burden. Theirmain

objective in refinancing is to tap the equity that is sitting idle in the

home. The funds thus released can be used for other pu4roses,

such as alternative investments, travel, vacation horne, etc.

Refinancing is not without its tax benefits. Any amount

that is left over afterpaying offexisting obligations will be a tax-

frree boot to the owner. The cash taken out as prcceeds of the loan

is not tCI(ed to the owner as a sale or other disposition of the

property would. To the extent ttrat the new debt exceeds the

original financing, refrnancing reduces the owner's equity in the

property.

Cost of Refinancing

Refinancing is costly. The actual procedure is not much

different than that involved in obaining a new loan. You go

through essentially the sarc steps that you went through when

you bought your home.

As a rule of thumb, refinancing will cost you anywhere

frrom nvo and one-half to ttuee points and, in somc cases, higher

on the borrowed anpunt. The following is a brief summary of
various costs involved-

Loan Application Fees are conside'red'good faith deposits'by
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lenders who are wary of incurring loan start-up costs from
borrowers who may be window shopping. fire fee is refunded
upon rejection of a loan, or credited o origination costs upon
acceptance. $350 to $500.

Points or Loan Origination Fee This is a fee imposed by
the lender and incneases lender's interest yield. One point equals
L% of the loan amount. Generally, fte points charged will vary
from one to five points depending upon various factors, such as

your credit rating, loan-to-value ratio, whether it is an owner-
occupied house or not, etc. This is the single largest expense
involved in refinancing.

Title Insurane Lender will require you to obtain a new title
insurance policy at your expense. Depending upon the size of the
loan, this may cost you anywhe,re from $500 to $700, or rnore.

Escrow Refinancinginvolvesescrowjustasthehomepurchase
did originally. Expect to pay $200 o $400 in the form of escrow
fee.

D,ocument Preparation Fee Esclow company will charge
you a fee to prcparc certain docurnents such as deed of trust, note
erc. Cosu $50 to $250.

I)ocument Recurding Fee The documents that need to be
recorded with the city or county recorder's office. Cosc $1G.$20.

Credit Report Lender will run a crpdit check which may
cost you approximarcly $35.

Appraisal Fee Most lenders will charge you a fee to appraise
ttre property. They'll employ one of their own appraisers and the
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cost of appraisal may run about $250 to $500. Actual work
involves inspecting andphotographing the property, drawing up
an appraisal report andpreparing examples of comparable sales in
the area. The lendermay limil the amount of the loan to no rnore
than 7O% to 8O% of the appraised value. Some conservative
lenders rnay even restrict themselves to a lower amount.

Assumption fees, charged by lenders, are levied when borrowers
assume an existing mortgage. The charge cov€rs much the same
work done for origination services. $200 plus l% of the loan
amount is a usual charge.

Tax Service Fee This usually runs about $25 and is paid to
a company to notify the lender in the event you default on your
property taxes.

Demand and reconveyance fees are levied by lenders or title
companies to search records and pay off any existing liens or trust
deeds. $90to$125.

Termite Inspection Fee Most lenders will require you to
produce a clear termirc report from an authorized termite inspec-
tion company. This may cost you in the range of $100. If the
termite report nn@vers any areas that need to be worked u1nn, the
corrective action will cost you extra.

Impound Account A few lenders may require an impound
account which means that you pay tCI(es and insurance on a
monthly basis along with the principal and interest. This advance
paynent of taxes and insurance may crcate an additional burden
for you.

In addition there are other incidental costs associated with

131
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home loans, known as "garbage" fees in the parlance of real estate

financing:

Photo inspection fees may be assessed separately from appraisal

fees, especially if levied by a contracted appraiser. The fee is for
either photographing the property or reviewing a phoograph of
ttre property. $25 to $100.

Survey custs are levied by surveying firms, ensuring that a lot has

not been encroached upon by other structures since the date of the
last survey. The fee is usually required only for lots with
meandering orobscure Foperty lines. $125 to $300.

Underwriting fees are charged by lenders to make final decision
on loans. The process involves reviewing loan docurnents and

credit and appraisal reports, as well as a final committee meeting.
About $250.

Y9arehousing fees have several definitions. Many lenders charge
forwarehousing to cover theircost of maintaining loans while the
loans are held for eventual sale in the secondary market. Some
lenders simply define the charge as the cost incurr€d for keeping
loan documents on file. Warehousing fees are tlpically charged
by mortgage bnokers - heavy users of the secondary market. $75
to $100.

In-house processing fees, typically charged by lenders when
refinancing loans, pay ttre overhead costs of operating loan files.
Such wort is normally handled by title and esc:row companies,
which are not involved during refinancing. $100 to $400.

Amortization schedule fee, charged by lenders, cov€ni the cost
of supplying a printout showing how a loan's payrrents, bnoken
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down intoprincipal and interost, amortize over the life of the loan.

About $10. If an outside contractor is used to prepare the

schedule, cost may rise to $50 or more.

Courier fees are charged by escrow companies to deliver docu-

ments by messenger to lenders. $25 to $50.

Wire transfer feeg charged by escrow companies, cover the cost

of wiring money to the title insurance company. $25 to $85.

Notarizing fees, charged by escrow companies to notarize docu-

ments, typically run $5 apage and total about $25.

Drawing grant deed fee, charged by title company or escriow

agent, is levied for preparing documents ttrat transfer title. $25 to

$100.

Recording grant deed fee, charged by escrow companies, covers

the county recorder's charge of recording documents that transfer
the deed from the seller to the buyer. $5 to $10.

Recording truS deed fee covers the cost charged by thc county
recorder to place the deed on public record. About $35.

Loan tie-in feerchargedby the titlecompany andassessedby the

escrcw company, is levied for helping borrowers review and sign

loan documents. $75 to $200.

Subescrow fees are charged by title conrpanies o handle any

loan payoffs. $55 to $100.

In many cases, you'll not have to pay out of your pocket

the above expenses of refinancing. The lenderwill allow you to
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amortize these ery)enses over the term of the loan; you'll actually
be borrowing these expenses which in turn reduces the p'roceeds
of the loan.

Illustration: Based on the appraisal of the house and your credit,
the lenderhas agreed to lend you $80,000. The cost of refinancing
has been estimated at $2,800. The lender will deduct these costs
frrom the loan proceeds, reducing them to $77,20fJ,. Your new
nrortgage paynrents will be bas€d on $80,000.

Actual Example

Shown in the table below are the actual costs of refinanc-
ing an $80,000 loan. It cost $4,457.94 to refinance this sum.
Typically, part of the proceeds of refinancing would go to pay off
the existing obligations, and excess, if any, would be handed over
to the borrower.
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Incidentally, refinancing the mortgage in this particular
case was done to pay off the balloon payment that had become due
on a note secured by the second deed oftrust. The property had
appreciated over the years and the owner wanted to tap the
sizeable equity that had built up. The new mortgage payments
were considerably higher, but the refinancing made available a
large sum of money for other investments.

Illustration of Refinancing Costs
Refinanced Amount: $80,000.00

Loan Origination Fee
Tax Service Contract
Prepaid Interest
Prepaid Hazard Insurance
Escrow Fee
Loan Demand Fee
Title fnsurance
Reconveyance Fee
Sub-Escrow Fee
Recording Fee
Trustee Fee

Total Refinancing Cost

$1,700.00
20.00

513.94
264.00
235.00

s0.00
480.00

40.00
3s.00
15.00
s.00

$3,357.94
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Should you Refinance?

Refinancing

This chapter has given you all the considerations involved
in making the decision to refinance or not. Shop around for the
best rates and terms from a lender. Obtain from the lender an
approximation of the costs involved in refinancing. A lender is
requiredbylaw togive youa good-taith estimate of the sertlement
charges. Compute your savings from possible lower payments.
Review your own plans as to how long you intend to hold the
property. Using the examples and procedures shown here, pre-
pare a breakeven analysis to help you make the final decision.

Points on Refinancing
The first rule of refinancing is to figure the monthly

savings in principal and interest. Then calculate how long you
need to own the home before you'll actually benefit from the
refinancing. That means dividing ttre otal up-front refinanc-
ing costs by the monthly savings minus the income tax
increase due to a lower moftgage deduction.

On a $200,000 mortgage, forexample, closing costs of
$1,500 can be paid off in about two years wittr just half-a-
percentage-point savings. Of coune, you have to be willing
to put up with the hassle of paperwork. Herc's another way to
look at it:

Say you want to refinance a $ 100,000 loan, where fees
and points total $3,000 and the intercst rate is 6314% over 30
years. If you pay the points out-of-pocket and get a $100,000
rnortgage, your monthly payment wiu be $649. If you tack
fees and points o the loan, bumping your loan to $103,000,
payments will be $668 - a $ l9-a-month difference. This takes
computing out of refinancing; fees and points become imma-
terial as they are amortized over 30 years.



Refinancing L37

Refinancing to Improve Salability of
Property

Refinancing can be used to make a property more attrac-
tive to a prospective buyer. Very often a seller would obtain the
highest possible mortgage on a property before putting it on the
market. The new mortgage is obtained with an eye toward making
it assumable by the buyer of the property. This would avoid the
risk that financing may not be available at the time the sale is
consummated or that the prospective buyer may not qualify for a
new loan on his own. Refinancing may also make the sale go
through faster since the buyer is assuming an existing loan or
taking it over "subject to," rather than obtaining a new loan.

If the refinancing could be obtained at an interest rate
lower than what is being paid on the existing mortgage the
prospective buyer would benefit additionally: he would be

buying a highly leveraged property at a lower interest rate. Even
in cases where refinancing is possible only at a higher interest rate,
it may still be beneficial to the buyer. We'll illustrate this in the
following example.

Illustration: I.et us say that a owner has put up for sale a $1
million apartment house that has a net operating income of
$100,000. For him, the return on total investment in the property
is l0%o. [rt's also assume that the property has a first mortgage
of $500,000 at \Vo interest, which requires annual payments of
$45,000. The mortgage has been paid down to $300,000.

There are three alternatives available to the owner.

1. He can sell the property for all cash. This means that
a prospective buyer would be required to come up with $ 1 milton
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dollars in cash. This would be a very difficult proposition and may
not be feasible in many cases.

2. The seller may decide to sell the property subject to the
existing mortgage. The buyer would assume the existing mort-
gage of $300,000 and would put up $700,000 as down payment.
This amount, though not beyond the means of some buyers, would
definitely limit the range of the possible market. For the buyer, the
retnrn on his investment of $700,000 would be7.85Vo which is
a:rived at by taking the net operating income, subtracting from it
the debt service of $45,000 and dividing the result by the buyer's
cash investment in the property of $700,000. Even if you assume
that the rents can be raised in the near future so that the cash flow
jumps to $75,000 from $55,000, the cash flow return for the buyer
would still be a little less than LlVo ($75,000 on an investment of
$700,000.)

3. As a third alternative, the seller can obtain a new first
mortgage before putting the property up for sale in the amount of
$700,000 at lU%o interest requiring annual mortgage payments of
$84,000. In this case the buyer would be required to come up with
only $300,000 in cash.

Right off, you're going to attract many more buyers under
these terms. The cash flow under the new mortgage would be
$16,000 ($100,000 of net operating income minus $84,000 in
mortgage payments.) For the buyer, this amounts to a return of
5.33Vo, on cash flow basis. If we assume that the rents can be
increased by $20,000 so that the cash flow would raise to $36,000,
the cash flow return would jump to L2Vo, which is higher than
under any of the above two alternatives.

Refinancing makes the property more saleable to an
investor by:
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a) reducing the amount of cash required;

b) raising the cash flow yield to the new investor;

c) increasing the tax shelter since a much higher mortgage
is now available as ux deductible interest.
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Deductions for Interest and Taxes

Deductibility of mortgage interest and real property taxes

has been the driving force behind sustained real estate actiity in
America for the past several decades. The 1986 Ta:r Reform Act
phased out rnany categories of itemized deductions forpersonal
interest, but left intact the deductibility of interest on debt secured

by a to(payer's principal residence or a second residence. Thus
the lure and impetus to invest in real estate is still present for most
first-time home buyers.

Mortgage Interest

Interest paid on loans secured by mortgages on your first
or second home is generally deductible. The home must be a
"qualified residence," that is, your principal residence, or a second
residence that you own (e.g., a vacation cabin). If you do not rent
out your second residence to others, you can deduct mortgage
interest whether you use the hore during the year or nol

For home mortgages obtained after October 13, 1987, the
deduction for "qualified residence interest" is limited to the
interest on $ 1,000,000 of acquisition debt ($500,000 for a married
individual who files a separate return) and to $100,000 of home
equity debt ($50,000 for a married individual who files a s€parate
return).

Acquisition Debt and Home Equity Loans

"Acquisition debt" is debt that is incuned in acquiring,
constructing, or substantially improving your principal residence
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or second residence and that is secured by such property. Acqui-
sition debt is reduced as payments of principal are made, and it
cannot be increased in amount by refinancing. Refinanced
acquisition debt is treated as acquisition debt to the extent that it
does not exceed the principal amount of the acquisition debt
immediately before the refinancing. Excess arnounts are not
treated as acquisition debt However, they mayqualify as home
equity debt.

"Home equity debt" is debt (other than acquisition debt)
that is secured by your principal residence or your second resi-
dence and that does not exceed the fair market value of such
qualified residence rcduced by the anrount of acquisition indebt-
edness for such residence. Intercston qualiffing home equitydebt
is deductible even though the proceeds of the debt are used for
personal expenditures.

Grandfathered Debt

Mortgages obtained on orbefore October 13, 1987 are not
subject to the debt limits discussed above. However, the amount
of such debt reduces (but not below zero) the $1,000,000 limita-
tion on newacquisition debt. Ifyourefinanced grandfattre, eddebt
after October 13, 1987, for an amount that is not rnore than the
mortgageprincipal remaining on the debt, then youmay still ueat
it as grandfathered debr

trlustration: Say you're buying a home in 1988 as your principal
residence. The first mortgage held by abank amunts to $600,000
atg%. The sellerhasprovided secondary financing in the arnount
of $300,000 at L2% interest In 1989 you purchase a second
residence and incur indebtedness of $350,000 at 11% intercst.
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Under the new nrles, yourinterestdeductions will be limited to the
fint $1,000,000 indebtedness. Although the interest paid on the
first and second mortgages on your primary residence is fully
deductible since itis belowthe $l,000,000limit"you'll be ableto
deduct interestonly on the $ 100,000 debt ar Ll% that you incurred
in acquiring your second residence.

trlustration: Prresently you own your home that has a fair market
value of $600,000. You purchased the property at a cost of
$300,000 and, overthe years, you've spent $50,000 to substantilly
improve the property. Your cost basis, therefore, is $350,000.
You take out an home €quity loan in the sum of $L?.O,W atl2%.
You'll be allowed to deduct interest on this home equity loan to
the extent of $100,000.

trlustration: You bought a home for $500,000 and paid the
mortgage down to $200,000. Under the Tax Reform Act of 1986,

you could refinance the mortgage for up to $500,000 and get a full
interest deduction. But under the 1987 Act" you can claim an

interest deduction on a refinancing for only up to $300,000
($200,000 on the exisitng mortgage plus $100,000 of new debt.)

trlustration: Mary Green, a single taxpayer, took out a $ 100,000
moftgage to buy her home in 1986. In March 1993, when the
home had a fairmarketvalue of $220,000 and she owed $95,000
on the mortgage, she tookout a secondmortgage of $ 120,000. She
used $80,000 of the loan for substantial home improvements and
the remaining $40,000 for other personal purposes. All of the
inte,rest is deductible. The $80,000proceeds, since they were used
for home improvement, retain their deductibility because when
added to the outstanding balance of $95,000 remain under $1
million. The remaining $40,000 in home equity indebtedness is
also wittrin the $100,000limitation and the interest paid on this
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portion is fully deductible as home mortgage interest.

Refinancing Points

Generally, points paid for refinancing a home loan at a
lowerinterestrate arc not deductible in the yearpaid but must be
deductedratably overthe life of the loan. An exception is made
for that portion of the points that is allocated to any part of a
refinanced loan used to make nts to the home.

Real Estate Thxes

Your real estate to(es arc fully deductible, whether im-
posed by state or local govemments.
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Real estate in America has always been driven by its tax
advantages, as opposed to stock, bonds or other kinds of invest-
ments. Historically, our public policy has promoted home own-
ership. Even after the 1986 Tax Reform Act that did away with
a wide range of tax loopholes, real estate invesunents continue to
retain their appeal from tax standpoint. By all standards, tax and
economic benefits of owning real estate far outweigh similar
benefits from other investments. In this chapter, we'll examine
the tax consequences of investing in real estate, whether it be your
home or other income-producing property.

Investment in ReaI Estate

The case for investing in income-producing real estate c an
be based on three separate propositions.

One: A good real estate investment will not only produce
above average annual cash flow but also long-term appreciation
in its market value.

Two: Under the current tax law, real estate investments
alone offer the most favorable tax treatment for an average
investor. The tax benefits that have been retained range from
deductibility of mortgage interest for the principal and second
home to the ability to offset rental real estate losses up to $25,000
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against a taxpayer's other income under certain circumstances.

Three: The advantage of leverage. Real estate can be

bought with only the minimal down payment while borrowing a

very large amount against it. This financial leverage acts to

magnify several times the basic economic and tax benefi ts to a real

estate investor.

New Tax Law

In a large measure, the Thx Reform Act of 1 9 8 6 put a crimp

on the tax benefits of owning real estate. For one, the ability to use

losses from real estate investments to shelter your other income

has been severely curtailed by the new law. Further, the deprecia-

tion schedules have been tightened so that the period over which
buildings may be depreciated has been substantially stretched out
The long term capital gains rate has been made equal to the regular

trrx rate so that the advantage of owning real estate and selling it
at a later date to minimize your gains has been eliminated. And
finally, the right to report gain from the sale of property under the

installment methd is also significantly reduced.

But the picture isn't entirely bleak. A number of signifi-
cant tax benefits that existed under the prior law have been

continued under the new law. [rt's briefly look at a few of these

tux consequences, some beneficial and some detrimental to a
homeowner or real estate investor.
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Deduction of Home Mortgage Interest

147

While eliminating the deduction for most personal inter-
est expenses, Congress decided to retain the deduction for interest
on debt secured by a taxpayer's principal and a second residence.
The ability to deduct interest on a home mortgage loan is an
important consideration for many families contemplating the
purchase of their home.

Under pre- 1987 Tax Act law, but subsequent to the 1986
Tax Reform, interest on debts secured by a tixpayer's principal
residence or a second residence was generally deductible to the
extent that the debt does not exceed the amount of the taxpayer's
basis in theresidence (including the cost of home improvements.)
The interest on certain mortgage debts incurred to meet educa-
tional or medical expenses was also included in the qualified
residence interest.

The 1987 Act redefines qualified residence interest to
include two categories of interest with respect to a principal or
second residence - interest on acquisition indebtedness and inter-
est on home equity indebtedness. The maximum amount of
acquisition indebtedness allowed under the law is $1 million, and
home equity indebtedness cannot exceed $100,000. Under a
grandfather provision, pre-October 14, 1987 mortgage debt re-
gardless of amount is treated as acquisition indebtedness.



148

Acquisition Indebtedness

Real Estate and Taxes

Acquisition indebtedness is debt that is incurred in acquir-
ing, constructing, or substantially improving the principal or a
second residence of the tupayer and which is secured by the
residence. If a taxpayer refinances his acquisition indebtedness,

the new debt is acquisition indebtedness, but only to the extent that
it does not exceed the balance of the old debt. In other words, a
taxpayer who refinances his home cannot take out additional cash
from the transaction and have it count as acquisition indebtedness.

Also, as you pay down your mortgage your acquisition in-
debtedness is reduced and it cannot be increased by refinancing.
For example, say you have a $100,000 acquisition indebtedness,
which over a period of time is reduced by payments of principal
to $80,000. Acquisition indebtedness cannot thereafter be in-
creased above $80,000 unless the purpose of refinancing was to
substantially improve the residence.

As we said above, the amount of mortgage interest that can
be deducted is limited to acquisition indebtedness of $1 million.
In other words, if you acquire, construct, or substantially improve
a principal or second residence, and your cost exceeds $ 1 million,
then only the interest on a total principal amount of $1 million is
deductible as interest on acquisition indebtedness.

Illustration: Say a taxpayer purchases a principal residence in
1988 and obtains a mortgage from a bank for $600,000 at 9Vo

interest; the seller took back a $300,000 purchase money mort-
gage with interest at 1,0Vo. In 1989 the taxpayer purchases a

second residence and incurs a moftgage debt of $350,000 atl2%o
interest.
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Under the new rules, the aggregate debt on the two
residences to the extent that it doesn't exceed $1 million will
qualify as acquisition indebtedness. Thus, with the mortgage on
the first residence being $900,000, only $100,000 of the debt on
the secondresidence will qualify as acquisition indebtedness. The
additional $250,000 indebtedness will not qualify for mortgage
interest deduction.

Home Equity Indebtedness

Interest on home equity indebtedness is also deductible
interest. Home equity indebtedness is debt secured by a
taxpayer's principal or second residence to the extent the aggre-
gate amount of such indebtedness does not exceed the fair market
value of the residence reduced by the amount of acquisition
indebtedness with respect to the residence. In other words, the
combined total of acquisition indebtedness and home equity
indebtedness cannot exceed the fair market value of the residence.

The 1987 law does not impose any restriction on how you
use the proceeds of the home equity indebtedness. The law does,
however, say that the amount of debt that is treated as home equity
indebtedness cannot exceed $100,000. To put it another way, the
total amount of home equity indebtedness on a principal and
second residence when combined with the acquisition indebted-
ness on these residences cannot exceed $1.1 million.
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Passive Losses

Real Estate and Taxes

Under the new law all business and investnent activities
are put into one of three categories:

One: Active trade or business activity

Two: Portfolio activity

Three: Passive activity

For tax years beginning after 1986, passive losses and
credits may only be used to offset passive income. They cannot
offset income from active sources, such as a business or profes-
sion actively carried on by the taxpayer or his salary. Nor can they
be used to offset portfolio income, such as interest, dividends,
stock gains, etc.

A tax loss created by an active trade or business may be
used to offset other income, just as you were able to do under the
previous law. Similarly, losses from portfolio activities such as

stocks and option trading may offset gains from such activities
plus up to $3,000 annually of other income.

As aresultof these limitations on deductibility of passive
losses againstactive income, real estate investments havebeen hit
the hardest. For instance, a real estate investment property such
as an office building or an apaftment house may very often
generate a tax loss for the year. This loss under the previous law
could be used to offset any taxable income of the taxpayer such as
salary, dividends, net capital gains and so forth. Under the new
rules you'll not be able to do this.
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Illustration: For example, you own an office building on which
your gross rental income is $ 100,000 and your operating expenses
amount to $110,000. You, therefore, realizean economic loss for
the year of $10,000. Unless you qualify for the special $25,000
exception (explained below), this $10,000Ioss is a passive loss
and can be used to offset only other passive income. It can no
longer be used to reduce your salary or portfolio incomes.

Under the new rules all real estate rental activities regard-
less of the individual taxpayer's participation are considered
passive activities. It does, however, provide one important
exception in its treatnent of passive losses to offset other active
income.

Active Participation Exception

A taxpayer, who owns at least a LIVo interest in the
property and satisfies an "active participation" requirement, can
use up to $25,000 of real estate losses to offset other income, such
as salary or dividends. The taxpayer, however, must actively
participate in the real estate rental activity. The $25,000 deduc-
tion is reduced by 50Vo of the taxpayer's adjusted gross income in
excess of $100,000. In other words, the $25,000 deduction is
phased out between $100,000 and $150,000 of income. Thus,
when ataxpayerhas $150,000of aggregate grossincome, he loses
this right to deduct any real estate losses.

Active Participation. What is active participation?

The active participation standard imposed by the IRS is
intended to be less sringent than the material participation re-
quirement. The active participation requirement can be satisfied
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without regular, continuous and substantial involvement in
operations so long as the taxpayer pafticipates in a signifi cant way
by, forexample, making management decisions or arranging for
others to provide service.

Management decisions that are relevant in determining
whether a tixpayer actively participates include approving new

tenants, deciding on rental terms, approving capital or repair
expenditures and other similar decisions.

For example, a taxpayer who owns and rents out an

apaftment that formerly was his primary residence, or one that he

uses as a part time vacation home, may be considered as actively
participating even if he hires a rental agent and others provide
services such as repairs as long as he participates by making vital
management decisions. On the other hand, a taxpayer who makes

no signifi cant decisions isn' t likely to qualify. For example, if you
buy an interest in a deal promoted as a tax shelter, under which all
significant management decisions are left to a rxrnagement
company, you are not likely to qualify as an active participanl

General Phase-in Rule

Thepassive lossrule, as describedabove, is beingphased-
in over 5 years. During the phase-in period, instead of 1007o of the

excess passive losses being disallowed, the following percentage

of losses will be disallowed:

L987 35Vo

1988 60Vo

1989 80Vo

1990 907o
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In 1991 and thereafter, IAAVo of passive losses will be

disallowed.

Illustration: Say, in 1987, you were a limited partner in two real

estate partnership s. In Partnership A you had a tax loss of $ 1 0,000

after subtracting gross rental income from operating expenses,

mortgage interest and depreciation deductions. In Partnership B

you had a taxable income of $5,000.

Under the new rules, you'll be able to offset $5,000 of
your loss in Partnership A against the $5,000 gain in Partnenhip

B. Of the remaining $5,000loss, in 1987, you'll be able to offset
only 657o,that is, $3,250 to reduce other outside income. The

remaining $1,750 is added to your tax basis for your interest in
Partnership A.

If, in 1988, you again have a net passive loss of $5,000
from Partnership A, only 4AVo of that loss, that is, $2,000, could
be used to offset outside income. The remaining loss of $3,000

is added to your tax basis for your interest in Partnership A.

In 1991 and thereafter, none of the passive losses could
be used to offset outside income. Instead, the losses would have

to be ca:ried forward.

For example, if, in 1991, you had a passive loss on your
Partnership A of $2,000 and a net passive loss of $3,000 against

Partnership B, a total of $5,000 in passive losses would be carried

forward. When the partnership is terminated the excess loss

auributable to the partnership could be used to offset outside

income such as salary. In other words, the disallowed losses are

allowed in full against all categories of the taxpayer's income in
the year in which he disposes of his entire interest in the activity

ts3
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in a fully taxable transaction.

Real Estate and Taxes

Unused passive credits, unlike passive losses, can only be

offset against tax arising from future passive income from other
passive activities owned by the taxpayer.

trlustration: As we've observed above, whenyou dispose of your
interest in any passive activity any disposition gain or loss plus
carry forward losses with respect to that activity are allowed in
full. However, to the extent that the loss on the disposition is
deemed to arise from the sale or exchange of a capital asset, it can

be used only to offset other capital gains plus $3,000 from ordinary
income. In other words, a capital loss does not become free of the
capital loss limitation merely because it also is a passive loss.

For example, in 1991 you have a capital loss of $10,000
when you dispose of a passive activity. And, you also have a

$5,000 carry forward losses arising from the same activity. Under
the rules, the $5,000 of carry forward ordinary losses are allowed
in full against other income but the capital loss from $10,000 can
be used only to offset other capital gains for the yearplus $3,000
of ordinary income. Any unused capital loss is carried forward
and may be used to offset capital gain plus $3,000 of ordinary
income in future years.

Who Is Subject to Passive Tax Limits?

The rule limiting the allowability of passive activity losses
and credits applies to individuals, estates, trusts, closely held C
corporations and personal service corporations. It does not apply
to partnerships or S corporations, but applies to losses passed
through to paftners or shareholders.
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A closely held C corporation is any C corporation more
than 50Vo in value of whose stock is owned by 5 or fewer
individuals. There is a special rule that applies to C coqporations.
A closely held C corporation that isn't a personal service corpo-
ration may offset passive losses against "net active income," but
not against portrolio income. A personal service corporation
cannot offset passive losses against either active income or port-
folio income.

fllustration: A closely held corporation has 9400,000 ofpassive
losses from a real estate rental activity, $500,000 of active
business income, and $100,000 of portfolio income. The passive
losses of $400,000 can be used to reduce the active business
income to $100,000, but it cannot be used to offset any portfolio
income. If, on the other hand, the corporation had $500,000 in
pas sive losses from the rental activity, $400,000 in ac tive business
income and 9100,(D0 in portfolio income, the passive loss can
only offset the business income of $400,000, but not the portfolio
income. As a result, the corporation would be left with a nonde-
ductible $100,000 in passive losses and 9100,000 in portfolio
income.

Tax Reform Act of t986 Passive Loss Restrictions

Can passive losses be used against

Active
Business Portfolio

1.
a

3.

4.

Individual No
Personal service corporation No
Closely held C corporation Yes
C corporation (other than 2 or 3) Yes

No
No
No
Yes
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Depreciation

Real Estate and Taxes

Until the Tax Reform Act of 1986, the approved system
for depreciating real property was the accelerated cost recovery
system (ACRS) which applied to property placed in service after
December 31, 1980. Under those rules all depreciable real estate
except low income housing placed in service prior to January L,

1987 was depreciated over 19 years.

UndertheTax ReformActof 1986, newrules apply to the
computation of depreciation forproperties placed in service after
December 31, 1986.

All residential real property is now depreciated in a

straight-line rnanner over 2'l 1/2 years. For non- residential real
property the method of depreciation is straight-line over 3l ll2
years. For both residential and non-residential propefty, the
depreciation forthe initial and final yearof ownership is based on
the numberof months the property is in service during the taxable
year and for this purpose a mid-month convention applies. That
is, the property is treated as having been placed in service or
disposed of in the middle of the month.
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Vacation Homes

Many people own vacation homes that are used partly for
personal use and partly for rental to others. Under the Tax Reform
Act of 1986, new rules apply to the treatment of income and
expenses attributed to vacation homes. In order to understand
these rules, vacation homes can be divided into three categories:

1. Limited rental use

2. Limited personal use

3. Substantial rental and personal use

Limited Rental Use

If the vacation home is rented for less than 15 days during
the taxable year, no deductions auributable to ttre rental are

allowable and no income derived from the rental need be included
in gross income. The IRS recognizes neither deductions nor
income in these situations because the relative amounts are too
small. As a result, the vacation home which is used forrental less

than 15 days in a year is treated more as a personal residence.

If ttre vacation home is the taxpayer's first or second
residence, under the rules, mortgage intercst can be taken as an

itemized deduction. However, if it is a third residence, interest is
treated as if it is consumer interest; that is, the interest is non-

deductible after 1990 and deductible in part until then in accor-
dance with the phase-in rules.

157
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Limited Personal Use

Real Estate and Taxes

If the vacation home is rented for 15 or more days during
the taxable year and personal use by the owner is limited to not
more than 14 days, or, if greater, not more than l07o of the rental
days, the house is classified as business property and not a
residence of the owner. All expenses including depreciation
associated with the vacation home then must be allocated between
rental use and personal use. In allocating expense and deprecia-
tion, except mortgage interest, you can use the ratio, days rented
to the total days of rental and personal use.

Illustration: lrt us say that you own a vacation home which you
use for 14 days for your personal use and rent it out to others for
100 days. In this case, the ratio applicable to rental use is 887o, that
is, 1 00 days divided by 1 I 4 days; the ratio for personal use is l2%o,

that is, 14 days divided by 114 days. With regards to mortgage
interest and real estate tixes you should be able to use the ratio
arrived at by dividing the rental days by 365 days.

The amount of expenses plus depreciation allocated to
rental use is deductible in accordance with the passive loss rules
of the Tax Reform Act of 1986 as we described earlier. Briefly, if
the gross rental receipt is greater than allocable expenses and
depreciation, the excess is taxable income. If the $oss rental is
less than the allocable expenses and depreciation, the loss is a
passive loss deductible only against passive income.

Again, the special phase-in rules applicable to the years

between 1 987 and 1990 will be applicable to offset outside income
against this passive income. Also, a taxpayer who qualifies for the
special $25,000 exception to the passive loss limitation would be
able to offset this loss against his other outside income. The
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amount of expense less depreciation allocated to personal use is

not deductible except for real estate taxes. The mortgage interest

is not deductible because the limited personal use prevents the va-

cation home from being treated as a qualified second residence.

Thus, mortgage interest allocated to the personal use of the house

is considered non-deductible consumer interest.

Substantial Rental and Personal Use

There may be cases where an ownermay use his vacation

home more than allowed under the limited personal use situation
and may also rent the property which may be greater than allowed

under the limited rental use. In other words, the vacation home is

now both a qualified second residence for the purpose ofdeduct-
ing mortgage interest and also a business property for which
expenses and depreciation may be deducted to the extent of rental

income.

In this situation, the vacation home owner must first
allocate all expenses plus depreciation between business and

personal use in accordance with the rules we have just described

above. Then, the expenses and depreciation allocated to the

business use are deductible up to the amount of rental income.

The mortgage interest attributed to the personal use is deductible

if the house is a qualified personal residence. The real estate urxes

allocated to the personal use are deductible.

Conclusion: As a result of the restrictive passive loss rules of the

Tax Reform Act of 1986, if you own a vacation home, you might

be better off making substantial personal use of the home rather

than using it solely for rental.
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Intra-Family Thansactions

It is not unusual for children to borrow money from their
parents to buy their home. It also is not uncommon for parents to
live in a home owned by the children and pay rent to them.
However, such intra-family transactions should be handled very
carefully in order to avoid an attack by the IRS which may
disallow deductions to the owner.

Thxpayer Victory

A recent case involving sale-and-leaseback arrangement
within the family was decided in favor of the taxpayer. But a slight
change of facts could have altered the outcome.

In L979, a Virginia dentist borrowed money from his par-
ents to buy a townhouse as an investment. He gave his parents a

promissory note, bearing a lT%o interest, payable twice a year,
with all principal due after five years. He made the scheduled
interest payments and his parents declared the interest as income
on there tax return. Later in the same year, the dentist's parents
retired and moved to Virginia. He rented the townhouse to them
for $550 a month which was the fair market rental in the area. The
doctor kept meticulous records of the rental agreement and the
rents paid by his parents. The lease agreement provided for
periodic increases in rent to keep up with the marketvalue. In spite
of this, the IRS tried to tie the two deals together, his borrowing
of money from his parents to buy ttre townhouse and later, renting
the same property to his parents, and labeled them as a sham trans-
action.
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The Tax Court disagreed after looking at the evidence
produced by the son that the propefty was managed as a business

and was not a tax avoidance device. The loan procured from the

parents was a bonafide loan and the business was conducted as an

arms-length transaction. The Court upheld the deductions taken

by the dentist on the investment property even though the property
was rented within the family.

How to Thp the Equity in Your Home

Here's the flip side of the above deal. Often parents own
a property which has appreciated considerably over the yqrs;
however, they do not have any regular income to meet their
monthly expenses.

Let us say that parents own a home which was bought
several years ago at a cost of $45,000; the mortgage has been paid

off and $45,000 is the adjusted cost basis for thern The parents

are living on a small pension and social security income. How-
ever, this income is not sufficient to meet their regular living
expenses. The house is appraised at a fair market value of
$170,000. In short, the parents are sitting on a lot of equity which
they cannot convert to cash. They do not want to sell the house and

look for another place to rent for the remaining years of their lives.
So, what is the solution?

In situations such as this, a deal can be structured enabling

the parents to continue to live in the house where they have lived
for several years, and still convert the large amount of equity ac-

cumulated in the house into a stream of regular cash flow.

t6t
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The adult child of the parents can buy the house from his
parents and give them a lifetime lease. The sale price would be the
fair market value of the house which would provide the parents
with $125,000 capital gain. This gain would be tax free to them
because of the once-in-a-lifetime exclusion on the sale of their
principal residence. As far as the son is concerned, he can start
taking depreciation on the property on his cost basis and take de-
ductions for mortgage interest, firxes, repairs, and maintenance
and any other associated expenses. Under the new tax law, he can
write off up to $25,000 of his losses against the adjusted gross
income of as much as $100,000. By structuring the deal in *ris
manner, both parties can come out ahead; the house stays in the
family, the parents get to continue to live in the house, and the son
has obtained a viable tax shelter.

Record Keeping for IRS

How long should you maintain your records about your
home purchase, cost of improvements, refinancing, etc.?

As a rule, you need to maintain your records about your
home not only for annual tax puposes, but also for determining
your gain or loss at the time you sell your property several yea$
in the future. The IRS regulations require you to maintain records
of any capital improvements you may have made in your home,
any home equity loans you may have taken out, or other financing
you may have obtained on the home. If you own several proper-
ties, including rental properties, you would need to maintain a file
containing all these records for each one of your properties.
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Your files should include the original price of the home
and closing or settlement costs, by way of interest points paid at
the time of closing, title insurance, legal fees, escrow fees,

recording fees, etc. If you've made any improvements in your
home, such as adding a new floor, putting in a patio or swimming
pool, or making additions to your home, you must maintain a

record of these improvements in your frle. The capital improve-
ments made to your home would be depreciated over the life of the
home, and at the time of the sale would have to be taken into
account in order to arrive at your capital gain or loss as the case
may be.

If you make routine repairs to your home, such as painting,
wall papering, plumbing, etc, they are not considered capital
improvements. These are on-going maintenance and repair
expenses which are expensed out in the year you incur them. They
will not affect any gains or losses incurred on the home at the time
of sale. To make your job easy, you may want to prepare a
schedule showing the original cost of the home, and improve-
ments made by date, the nature of improvement, the cost of
improvement, and other pertinent information.
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Tax Advantages
When You Selt

17Your Home

Your home is more than just a place for you to live. It is
also the most important investment you'll make during your
lifetime. Barring a few exceptional times, real estate values have

always risen bringing windfall gains to the homeowner. What
most homeowners know, and have come to accept, is that Uncle
Sam is an important partner in this investment. By a shrewd use

of the tax law, you'll be able to keep the gains to yourself without
having to share them with Uncle Sam.

Two Ways to Save on Taxes

Current tax law permits to avoid tax on any gain realized
upon sale of their home in two major ways:

l. Tt/hen you sell your present home and acquire a
replacement residence which custs as much or more than the

sale price of the old residenoer you must defer taxes on the
gains realized from the sale.

2. The law allows an individual' 55 or older, to exclude
up to $125,000 in gain from the sale of his principal residence.
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Under the 1986 Tax Reform Act, any gain not absorbed by
the deferral or one-time exemption is taxable as ordinary income
x28% nte.

How to Defer Thxes on the SaIe of Your
Residence

One of the most attractive tax benefits of buying a home is your
ability todefertaxationon any gainyoumake when you sell your
home. This is accomplished by purchasing another principal
residence that costs at least as much as the home you sold within
a specified period of time. Specifically, there are two require-
ments that must be met to defer taxation of the gain from the sale
or exchange of your principal residence.

(1) Replacement period. You must buy and
occupy anotherresidence within the period beginning nvo
years before and ending two years after you sell your old
residence (a total offour years and one day).

(2) Annwt of rollover. The cost of your replace-
ment residence must equal or exceed the adjusted sale
price of youroldresidenceif taxon theentire gain isto be
deferred. If the purchase price of the replacement resi-
dence is less than the adjusted sales price of the old
residence, gain realized on the sale is recognized to the
extent that the adjusted sales price of the old residence
exceeds the purchase price of the new residence.

Tax on the gain from the sale of your old residence rrast
be deferred if the requirements of the two-part test axe met. You
cannot ignore the rule and choose to pay tax on the gain. So long
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as a sale is followed or preceded by the acquisition of a replace-

ment residence within the replacement period, there is no limit on
the numberof times the deferral-of-gain rule applies.

The deferral of tax on gain applies only to the ta;rpayer's
principal residence. It does not apply to summ€r home, vacation
home or sorne other dwelling that is not used as your principal
residence. The principal residence can be a boat, mobile home,

house trailer, an apartment orcondominium.

There is no requirement that you must have occupied the
principal residence for a certain minimum period. It is also not
necessary that you must be living in the principal residence at the
time of sale. You could rent the residence for a teryorary period
while in the process of selling it and not lose ttre tor advantage of
deferral of gains.

The law requires that you physically occupy the new
home. Merely moving your furniture or other personal belong-
ings into that new home without actually occupylng it will not
work.
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Computing the Gain to be Deferred

The homeowner is taxed on his profit in the year of sale
only to the extent that the adjusted sales price of the old residence
exceeds the cost of the replacement residence.

The adj usted sales price of the old home is the gros s selling
price reduced by (1) expenses of sale Qawyer's fees, commis-
sions, etc.) and (2) any "fixing-up" expenses (painting, papering,
etc.) incurred for work done within the 90-day period before the
sales contract is entered into and paid within 30 days after the sale
date.

The cost of the replacement residence that you purchase
includes sales commissions and other purchasing expenses, plus
any additions or improvements that are added to the replacement
residence between one year before and one year after the sale of
the old residence.

Observation: If the replacement residence is constructed, the
cost of the constructed residence would include: the cost of the
land (including mortgage, if any), purchasing expenses and the
costs of construction (including amount borrowed to finance
constmction). The cost of the land, however, counts only if it was
acquired within two years before oraftersale of the oldresidence.
costs of construction are teated as costs of the construction
completed within this period.

Number of Deferrments Allowed

The law permits only one sale/replacement deferrement
during a two year period, with one exception. Tax-deferred gain
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is allowed on the taxpayer's sale of more than one principal
residence within the two year period where the second (or later)

sale within the two year period was in connection with the

commencement of work by the taxpayer as an employee or self-

employed individual at a new principal place of work, and the

second (or later) residence that he sells qualifies as a "former
residence" under Code Section 217, which deals with deducting

moving expenses, and the taxpayer also satisfies the distance and

work requirements.

Time Limit for Buying or Building

The time limit for buying and moving into an already

existing home is a time span of two years before or after the sale

date of your old home. The time limit is the same whether you buy

an existing home or decide to build a new one. You have from two
years before to two years after the sale date of your prior residence

to complete construction and occupy the new dwelling.

Illustration: Your home, bought several years ago, cost $65,000.
You sell it for $140,000 and incur $5,000 in sales commissions

and other expenses. For tax deferral purposes, you can buy a new

home that costs at least $135,000 and you'll not be taxed on your
gain of $70,000 ($135,000 minus $65,000.) The tax is deferred at

least until you sell your new residence. You can keep putting off
the tax on the profit if you replace each home you sell with a new

home bought within the required period for a price at least equal

to the selling price of the home sold. If you keep doing this till you

reach the age of 55, you will become eligible for the once-in-a-

lifetimeexemptionfromincome of up to $125,000of any gainon

the sale of your principal residence.
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One-Time Exemption on SaIe of Principal
Residence

An individual, 55 orolder, can exclude up to $125,000 in
gain from the sale of his principal residence. To qualify, he must
have owned and used the property as his principal residence for
three of the five years just before the sale. This is a once-in-a-
lifetime exclusion from income, and not just a tru( deferral.

If a husband and wife own property as joint tenants, tenant

by the entirety, or as cornmunity property, and file a joint return
for the year of the sale, then only one of the spouses need satisfy
the above age, holding period and use as principal residence
requirements. Once a taxpayer or his or her spouse has made the
election to exclude the gain from income, neither he nor she can
make a similarelection in later years with regards to theirprincipal
residence. The exclusion does not apply separately to each
spouse. Thus, if husband and wife each owned sepa.rate homes
priorto theirmarriage, and sold them subsequent to the marriage,
only one of the homes would qualify for the exclusion, not both.

If a married couple gets divorced after making its one
lifetime election to e xclude, no further election would be available
to either of them or to their new spouses if they get remarried.

Illustration: John and Mary, married to each other, sold their
principal residence in January 1986. Having met the age, owner-
ship and use test, they decide to exclude $100,000 of the gain on
sale from their income in 1986. In 1987 John and Mary are
divorced, and later in the same year, Mary marries Frank. Under
a recommended strategy, if Frank owns a home in which he has
lived for the last three of five years, and he is 55 or older in 1987 ,

he should plan to sell his home prior to his mariage to Mary in
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order to exclude the gain on the sale from his income. Even though

he later marries Mary who already has used up her exclusion,
Frank would be allowed to claim the exclusion on theirjoint return

for 1987.

If Frank waits to sell his home till after his marriage to
Mary, the fact that Mary has already used up her once-in-a-

lifetime exemption during her previous marriage will preclude

Frank from claiming the exemption on his home.

Get the Maximum Out of the Exemption

There is yet another factor that should be taken into
consideration by people who are eligible to claim the exclusion.

Under the law, up to $125,000 of gain on sale can be excluded
from the income. However, often the gain on sale of a particular

residence would amount to only a small portion of ttris available
exclusion. For example, if a 55-year old taxpayer elects to exclude

$30,000 gain on sale of his present residence, he cannot again
exclude a possibly larger gain on a future residence. He may do

better by forgoing the available exclusion and reinvesting the
proceeds of the sale into anotherresidence within two years of the

sale and rolling over the gain on the sale of the house. This way,
there would be no taxable gain and he still would have available

the one-shot exclusion for future use when it could be worth more.

Revocation of Election

The tax laws allow a taxpayer to make or revoke the

election to exclude at any time within three years after the return
is due for the yearof sale. This gives him sufficient time to wait
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and see whether he is going to reinvest the sale proceeds into
another residence and qualify for tax deferral under the rollover
provisions or elect to exclude the gain.

A taxpayer may make or revoke a choice to exclude gain
from a particular sale or exchange at any time before ttre latest of
the following three dates: (a) three years from the due date of the
return of the year of sale; (b) three years from the date the return
was filed; (c) two years from the date the tax was paid. The
election is made by attaching a statement to thereturn forthe year
the sale occurs. An election is revoked by filing a statement to that
effect with the district director with whom the election was filed.

Spouses to Act Jointly

No married person can get the exclusion unless his or her
spouse joins in the election. Taxpayer's spouse must join in the
election even if the home is the separate property of either spouse,
they file separate returns, or the spouse not owning an interest in
the house had not lived in it for the required period before the sale
or exchange. Similarly, a taxpayer who was married at the time
of sale may notrcvoke the election unless his spouse joins in the

revocation.

Illustration: John and Mary, both over age 55, planned to marry
and to live in Mary's home. Before the wedding, John sold his
residence and elected to avoid tax on the sale of his house. A few
years later, John died and Mary sold her house and elected to avoid
tax on the sale. The IRS allowed the election. Since John's sale
was made before they married, his election didnot affectherright
to make an election after his death (Rev. Rul. 87-I04,IRB 1987-
43,12).
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l. If John had not died and the couple had sold Mary's
house, the election would have not been allowed. John's prior
election would have barred Mary from making the election.

2. If John had sold his house after the marriage, rather than
before, his election would have barred Mary from making the later
election. Both spouses must consent to an election, and Mary's
consent to John's election would have been considered an election
on her part, barring her from making a later election.

Therefore, where a homeowner is considering marriage as

well as sale of his or her house, the sale should occur before
mariage to preserve a possible election for the other spouse as in
the above case.

Rental Owners Win a LooPhole

After taking a beating in 1986, real estate emerged as one

of the big winners under the 1993 tan law. Although, not every
property owner will qualiS, the loophole is big enough for many

rental property owners to walk through. Under the passive loss

rules of the 1986 Tax Reform Act, rental property owners were

prohibited from deducting losses against other regular income,

such as salary, business, orporfolio. These losses generally had

to be deferred until the property was sold.

Under the new law, effective January 1, 1994, you may b
able to write off your real estate rental losses against ordinary
income, no matter what its sourge, if you meet certain criteria-

You'll have to demonstrate that you're actively engagedforover
50 percent of your annual worktime - and over 750 hours a year
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- in a "real property trade or business." The definition includes
real estate agents and brokers, builders, renovators, and rnanagers.
A key limitation: if you're an employee in these activities, i.e., you
don't hold at least a 5 percent ownership stake in the business
activity, you don't qualify. Couples that own rental real estate
may find it easier to shelter their regular income. If, for instance,
your wife becomes a real estate agent - earning commissions as
an "independent contractor" affiliated with a broker-your joint
return may qualify under the new passive loss rules.

Real estate (and, for that matter, other investments as well)
get a big break in the area of capital gains. Although personal
income tfl( rates have gone up, capital gains will continue to be
tared at the old rate of 28 percenl Further, real estate owners who
have gotten into tnouble due to depressed market or personal
financial problems and are facing foreclosure, the tax law gives
them a break. If the lender forgives a portion of the outstanding
mortgage that is part of a "woltout" to saye the property frrom
foreclosure, the IRS no longer will automatically count the
forgiven dollars as taxable income.

The investor wil be able to subtract ttre debt reduction
frrom his'tost basis" in the real estate. This will postpone tflotioll
on the debtreduction until he sells the property, when, hopefully,
there'll be sufficient cash to pay the taxes.
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Cut Your Property Thx BilI

The longest-running recession in most peoples' nrmory
has battered home prices all across the country. Since 1988
property values have declined anywhere from 5 percent to ?-O

percent, in some places even up to 50%. People who have suffered
the most are those who bought their homes at peak prices,
probably in 1988. But there's a ray of good news in this otherwise
gloomy real estate market. As the property values have declined,
so have the local property taxes. Property ta(es are calculated as
a percentage of the appraised value of the house. In times of
declining prices, a homeowner can request reassessment by
claiming that the homeis worthlesstoday thanwhat was paidfor
it. County assessors are usually responsible for assessing the
properties. Property tal( assessments are done on a county-by-
county basis, and most counties will not lower an assessrnent
unless the homeownerrcquests it.

Requesting r€assessrnent is in most cases a straighdor-
ward process, and staff at the assessor's office will provide forms
and inform you of the procedure. By law assessors are bound to
value homes at prevailing prices and they have no vested interest
in keeping a home at higherprices when in fact it has declined in
value.

As part of your applicationr /ou will need to pnovide
"comparable market data information" on yoru home. Even here,
the assessor's office will gladly provide you with the actual data
of otherhomesin the area Additional sourceof information will
be local realtors who can provide you wittr hore prices in your
neighborhood.
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Most counties have open filing period during which you
must apply forreassessment. Yourchances of winning a lowertax
bill afterfiling the reassessment application are relatively good. If
you miss the deadline for filing the ordinary re,assessment appli-
cation, or if you still believe ttrat the reassessed value is too high,
you can take advantage of an appeals procedure, which will
involve informal meeting with the county asses$nent appeals
board.

One thingorememberis thatnone of thescprocedures is
so corylicated that you would require the services of so-called
'broperty tax experts." These experts often charge 25 percent to
50 percent of the amount they save you by doing the wort that you
can easily do yourself.
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Abstract of fitle A summary of various ownership interests and

liens and encumbrances placed on a real property. A title insur-

ance company normally would trace this history of ownership and

adverse claims against the property before insuring the title.

Acceleration Clause A mortgage loan agreement may stipulate

that upon default of the borrower or sale of the property the entire
loan balance shall be paid forthwith.

Adj ustable Rate Mort ga ge In recent years this kind of mortgage

has gained increasing acceptance among borrowers and is pro-
moted heavily by lenders. Unlike the conventional fixed-rate

mortgage, here the interestrate is adjustedperiodically (every six
months or a year) and moves up ordown in conjunction with one

of the widely-followed financial indexes. Such a mortgage
enables a lender to match more closely its cost of acquiring funds

with the return it can earn by lending them. The borrowers are

enticed with a lower than normal initial interest rate and the
prospect of lower monttrly payments if the interest rates move

downward.

Amortization A mortgage is amortized or paid off over a period

of years by monthly payments that go toward reducing the
principal and pay the interest on the borrowed surn

Annual Percentage Rate (APR) This represents ttre cost of a
loan converted to a yearly percentage. A true cost would also

include the points and other fees paid for obtaining the loan.
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Appraisal A professional estimate of the market value of a
property.

Appreciation Increase in the value of a property over a period
of time.

Assessed Value Local city or county governments normally
place a value on a property for taxing purposes. Generally this
value only nominally reflects the current market value.

Assumable Mortgage In an assumable mortgage a buyer may
take over the existing financing on a property under its original
terms and conditions. He may still have to qualify for the loan and
pay the lender loan assumption fee.

Balloon Payment Some loans are written so that the borrower
is paying only the interest and only a small or no portion of
principal during the term of the loan. Upon maturity the borrower
is required to pay the entire unpaid balance of the principal in one
lump sum plus any accrued interest. A fully amortized loan does
not have a balloon payment.

You should be extremely wary of such loans because you
may not have the large balance required at the end of the term of
the loan. Such loans are typically of short duration and are meant
to be a stop-gap financing tool.

Buy Dovrn A financing scheme in which the developer or seller
of a real property typically reduces the interest rate charged on the
loan by paying a portion of it himself. The lower interest rate not
only attracts a larger number of prospective buyers but also makes
it easier for them to qualify for the loan.
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Cap Maximum interest rate that can be charged on a loan. Often
a cap is mandated by state or federal laws. Many adjustable rate
mortgages feature an interest rate cap beyond which the interest
rate may not move.

Capital Gains Tax Tax on the profit derived from the sale of a
capital asset, such as a home. Gain is calculated as the difference
between the sale price of the asset and the cost basis after making
appropriate adjustments for closing costs, capital improvements,
allowable depreciation, etc.

Closing Costs These are expenses incurred in the course of
acquiring a real property or refinancing a mortgage. Closing costs
generally include loan origination fee, cost of appraisal, credit
report, document preparation, filing and recording fees, title
insurance premium and escrow fees. Closing costs may also
include prorated taxes and insurance premiums. As a rule the
escrow company or the attorney or another entity handling the
closing of the transaction will render a closing statement upon the
close of the escrow. Federal regulations also require that the buyer
and seller be given a good faith estimate of the closing costs by the
lender as soon as possible after the approval of the loan.

Cloud on Title An adverse outstanding claim or lien or encum-
brance that may affect the marketability of the title to the real
property. A title insurance company will generally not give a clear
title report to a property if there is a cloud on the title.

collateral Also known as security. Before a bank or render will
make a loan commitment, it would require a sufficient collateral
guaranteeing the security of its money. House or land would
generally be the collateral in a real estate financing. In the event
of a default by the borrower the collateral may be seized by the
lender and sold off to satisfy the loan.
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commission A real estate broker's commission for the sale and
purchase of a real property. This commission is usually paid out
of the proceeds of the sale and reduces the amount received by the
seller.

In recent years there has been a definite trend toward
negotiated commissions between the seller and broker. However,
most transactions carry 6Vo commission on a residential property
and l0vo involving land. This commission is split between the
seller's broker and buyer's broker.

Conventional Mortgage A mortgage not backed by a govern-
mental agency such as VA or FFIA. A borrower generally obtains
a conventional mortgage from a private mortgage institution.

conveyance The process of transfer of ownership or interest in
areal property. when a note is fully paid back a full reconveyance
takes place.

Counter Offer A typical real estate transaction may involve a
series ofoffers and counter offers benveen a buyer and seller until
either there is a meeting of the minds or the negotiations are
broken off. A counter offer rejects or modifies the latest offer
made by the other bargaining party. There usually is a time limit
attached to an offer or a counter offer after which it is automati-
cally withdrawn and becomes null and void.

creative Financing A term that came into increasing vogue
during the days of sky-high interest rates and tight supply of
money to lend. It often denotes certain unconventional and
invariably flexible means of financing employed to sell a prop-
erty. The seller may carry a note with low interest rate with low
monthly payments followed by a balloon payment - all done to
accommodate a reluctant buyer.
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Deed A legal document used to establish or transfer an interest
in a real property.

Deed of Trust Some states use the term mortgage to denote the
security interest in a real property. In a deed of trust there usually
are three parties: borrower, lender and trustee. In such a
transaction the borrower transfers the legal title to the property to
the trustee to be held as collateral for the loan. When the loan is
fully paid back to the lender the note and the deed of trust are
canceled. In the event of a default of the borrower, the trustee upon
instructions of the lender or beneficiary is empowered to sell the
collateral (the real property) and convey the proceeds to the
lender. In mostjurisdictions that use the deed of trust the borrower
is subject to having his property sold without the benefit of legal
proceedings. The same states also allow the borrower to redeem
the property by making the delinquent payments and reimbursing
the rustee for his costs within a specified time.

Default This is a technical term used to describe the breaking of
the conditions of the mortgage contract. Generally, when a
mortgagor has been delinquent in his monthly payments for more
than 30 days the mortgagee can at his option declare the loan to be
in default, demand accelerated payment, obtain possession of the
property and start foreclosure proceedings. In most cases a default
can be cured by prompt and corrective action by the mortgagor.
Default may also come about by a breach of otherconditions of the
mortgage or deed of trust.

Depreciation A real property is depreciated over a period of
years using its cost basis value. The method used for computing
depreciation may be a straight-line method, double declining
method or one of the other generally accepted methods. Depre-
ciation allows acertain sumtobe set asideeach yearto accountfor
the gradual wear and tear of ttre property and eventual replace-
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ment. Land is never depreciated.

Down Payment A purchaser of a real property is required to
make a down payment in the amount that is the difference between
the purchase price and mortgage incurred. Upon purchase the
down payment signifies the buyer's equity in the property.

Due on Sale Many mortgage contracts contain a due on sale
clause giving the lender the right to call the entire balance of the
mortgage as due and payable in the event the property is sold.
Many other types of loans are assumable by the new owners if they
qualify.

Earnest Money Deposit In a real property transaction a pur-
chaser is required to put down a certain sum of money as good
faith deposit which is ultimately applied to the purchase price.
Generally, this money would be refunded to the buyer if he fails
to qualify for the necessary financing or if the transaction cannot
be completed for no fault of his. However, if he reneges on the
transaction, depending upon the exact language of the contract, he
may forfeit to the seller the earnest money deposit as liquidated
damages.

Easement A right granted by a property owner to someone to use
a portion of the property for a specific pu{pose.

Encumbrance A legat right or claim affecting the ownership
interest in a real property. An encumbrance clouds the title to the
propefty, reduces its marketability and diminishes its sale value.
It can take numerous forms, such as mortgages, liens, unpaid
taxes, pending legal action, zoning ordinances, easement rights,
or restrictive covenants. A diligent title search by a title insurance
company will uncover any encumbrances placed on the property.
A buyer should complete the transaction only after ensuring that
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all encumbrances are removed and that he is receiving a good and
clear title.

Equity This represents a homeowner's interest in a real property.
It is computed by subtracting from the fair market value of the
property any unpaid mortgages and outstanding liens or debts
against the property. Homeowner's equity will increase as the
mortgage is paid down or as the property appreciates in market
value.

Escrow A real properry transaction is almost always handled
through an escrow agenl The purpose of escrow is to ensure that
buyer and seller have fulfilled their individual obligations prior to
the transfer of title and money.

Fixed Rate Mortgage A mortgage that charges a fixed rate of
interest throughout the term of the loan. Compare this with an
adjustable rate moftgage.

Foreclosure when the borrower has defaulted on the terms of his
loan, the lender may initiate foreclosure proceedings by taking
possession of the security and forcing its sale.

Junior Lien A lien recorded subsequent to another lien. A junior
lien holds a lowerpriority than a senior and would be paid only
after all senior liens have been satisfied.

Leasehold fnterest The right to use a property under certain
conditions but it does not include the right of ownership.

Lease with Option to Buy A landlord may rent or lease a
property to a tenant and grant him an option to purchase the
property within a specified time in the future under certain
conditions.
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Lien This is a legal claim placed against a property to ensure
payment of a debt. A creditor may place a judgment lien, a taxing
authority may place a tax lien and unpaid contnacton and mechan-
ics may place a mechanic's lien until their debts are paid by the
homeowner. A lien creates a cloud on the title and would normally
require them to be cleared before the property can be sold.

Loan Origination Fee This is a fee charged by a bank or
financial instinrtion at the time of making the loan and is usually
represented as points or percentage of the amount borrowed.
Technically this is interest prepaid and the IRS allows the loan
origination fee to be a deductible expense if it is amortized over
the life of the loan.

Mortgage A buyer is required to provide security or collateral for
the loan to the lender. Mortgage is a claim orlien against the real
property given by the buyer to the lender as security for payment
of the loan.

Mortgage Insurance Premium FHA and sometimes private
lenders require a mortgagor to buy mortgage insurance under
certain circumstances. For instance, when a borrower is able to
put less than the normal down payment while purchasing a
property, the lender may require additional security in the form of
a private mortgage insurance. This is an additional cost to the
borrower and should be resisted whenever possible.

Mortgagee The bank or lender who lends the money to the
borrower for the purchase of a real property. The mortgagee holds
the note till the debt is paid back.

Mortgagor The borrower of the money who provides the
collateral to the lender to secure payment of the debt.
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PI Principal and interest portion of a monthly mortgage payment.

PITI Principal, interest, real property taxes and insurance that
comprise a monthly mortgage payment. If a lender requires an
impound account, he would collect on a monthly basis taxes and
insurance and would make a direct payment when they are due.

Points Points are a percent of the loan amount charged by the
lender to increase his yield. A point is one percent of the amount
of the mortgage loan. Competitive conditions, money supply and
borrower's credit worthiness will determine the numberof points
demanded by the lender. For instance, a non-owner occupied
propefty purchase would command a slightly higher interest rate
and higher than normal points from the lender.

Prepayment Penalty Prepayment of a mortgage (orportions of
a mortgage) before its due date may trigger a prepayment penalty
from the lender. Many mortgages contain no prepayment penalty.
FFIA insured mortgages cannot have any restrictions on prepay-
ing the mortgage. Even the lenders who do impose a prepayment
penalty generally allow a certain amount to be prepaid every year
without incurring any penalty.

Principal This is the amount of the loan. Interest is charged on
the principal amount of the loan.

Purchase Offer An offer made to purchase a real estate by a
potential buyer. This is a legally binding contract and would
contain tenns andconditions of the offer and any othercontingen-
cies. It is usually accompanied with a good faith deposit which,
if the offer is accepted, would be applied toward the purchase
price.
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Recording Fee A fee charged by the county or city recorder's
offrce for recording a document. Grant deeds, liens, default
notices, abstracts ofjudgments, etc. are recorded in a local office
where land records are maintained.

Refinancing Refinancing occurs when a mortgagor pays off an

existing mortgage with the proceeds of another loan. If the crurent
mortgage was obtained at a higher interest mte than presently

available, a homeowner may wish to refinance the property at a
lower interest rate and lower his monthly payments and total
interest costs. Refinancing has its own costs too, such as loan
origination fee and other closing costs.

Secondary Market Various governmental agencies such as

Federal Home Loan Bank, Federal National Mortgage Associa-
tion, etc. routinely buy mortgages written by private lenders and

repackage them for sale on the open market which is known as

secondary market. This brings added liquidity to the mortgage
market by making more money available for lending.

Second Mortgage or Second Deed of Trust A junior mortgage
or lien placed on a real property. Such a mortgage is additional
financing obtained by the property owner usually at a higher
interest rate for a shorterperiod of time. Second mortgage would
occupy a junior position vis-a-vis first mortgage in the event of a
default.

Security Same as collateral. Irnders require a borrower to put
up a security to ensure that a loan will be repaid. In the event of
a default, the security is seized and sold to pay off the loan.

Shared Appreciation Mortgage This is one of the many
innovative mortgages that have been marketed from time to time
by various lenders. In a shared appreciation mortgage, the lender
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offers a lower than market interest rate or some other concession
in return for the right to participate in the appreciation enjoyed by
the real property. Not too many banks or financial instinrtions
offer such a mortgage, and you would have to look around hard to
find one if you were interested in it.

Title Legal document that establishes the right of ownership in
a real property.

Title Insurance Policy This is an insurance policy issued by a
title insurance company guaranteeing a lender or a borrower that
the title is good and clear, that there are no clouds or claims against
it. The policy obligates the title insurance company to defend the
title against any adverse claims or liens of third parties.

Title Search A tracing of the title to a real property through
public records to verify that the owner does own the property and
has a right to sell it.

Wraparound Mortgage Another innovative device to expedite
the sale of a property. A seller offers to carry a wraparound
mortgage in which part of the financing is created by the seller
who collects the payments from the buyer and forwards applicable
poftions to the other underlying mortgagees. This relieves the
buyer from having to look for new financing which may be hard
to come by or may be too costly.
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r64l.5a
t6ta(t
170a.85
173,..22
t737.70
r79e.35
td5.ea
t6a4o
t6.06
tctt.62
ts7.t9
r$8'76
2@O.3lt
26r.te
2t30.tr
n9.75
zJ87.57

2!45.4t
2GE3.25
2till.0t
2908.94
3156.76

3ill,a.80
3.nLaS
3G30.27
37N8.t t
39at96
4t037t
il:61.6e
,aill 9.a5
at n.g
a735.l a

t.03
a0o
ia.l I
6.rt
a2t

to23
ta3t
lil.37
1442
18.,17

m.52

'1t.0'a6t.55
ao1

l@.59

123.'10
1,('.62
t64.til
ttil.65
N.17
$7.7t
'410.345t2,a
61550
7rr.ot
c0.67
gts2s
04E:t7gil
saro

to53:l
re5t3
t0ae35
t063.t8
r0873t

r'to7.oo
lt2l.al
I lia8.gS
I l3g.,a5
I r8e.96

l2tO.ilt
r23t.o
125r.5r
1272.4
r2e-s5
13t3.00
1333.58
'138i137

I'88.16
l$4.7'a

t€ar.ul
l7'(}.9t
tu5.ae
te19.00
205t 13

215124
Ld2
2359a1
216r.9e
?5..57
2G87.'t5
2769:ta
Nn.g2
m1.n
3ona6

72
LU
2.t8
ia.3a

5.tl
7.8
t.6/t
t0.(l
fi.5!I
t2.$
tia.io
6.71
l|3.lc
r,.t
A.tf
s.s

't@.75
lr5.r4
I 2o-5it
I'l3.tg

21s.Ce
2t.t5
35e.tl
13!.n
56.73
575.6e
647.G5
G€e.oa
ttl.,aa
c6.dl
76.22
7te.8t
73a.O
716..&
7dI.70

fn.tt
79.t
t6.s
&p.$(r.tt
tao.ta
a63-3t
an.g2
rc.3a
eG.7t

9.zr.r0
9tllt.'19
t71.t?

l0o7.il5
t07g.,al
'll5t.38
t223.3i4
r295.30
1367.26
1at}il.z2

t3rt.t8
t583.ta
iqt!t.'r0
17n.4
17tt.e.
r87o.t6
leazea
20tia.to
2066.E6
a5a62

.e,
1.24
zaa
972
iLto
6.20
7.U
E.6C
e.Q,

il.16

12.o
21.6
37.m
t9.60
6a00
7a.40
t4.79
to.l9

fi t.50
t23oe

lt5.e6
47.*
s9.97
37t.93
i$ge5
ilgt95
557.04
t0.3ia
,tL11
595.14

c07.53
d9.e3
6t2stt
€4a.73
G57.t3

GGe.53

G8t.03
te4.34
7*.72
ne.12
73r.52
713.92
756.32
7GA72
7lt.tt
793.5t
crt9t
836.9r
887.90
Po.oo

st.80
163.8t
il15.88
fn.67
't239.t6

lcrt.c5
't363.t!t
1tP'il,l
1i67.83
t54o.t3
r3ilra
r6r3'tt
r735.60
rttT.to
ie6e.70



MONTHLY PAYMENT
necessary to amortize a loan

8.5o/o

AMOUNT 12
YEARS

15
YEARS

20
YEARS

25
YEARS

30
YEARS

5 to
16
200
$o
/OO

!00
aoo
too
DOg

roo
260
3qt0
4@O
t@0

c@0
t@o
lqlo
loo

t0@o

It&0
20@0
23@0
$@0
3Sm
ao@o
a5@o
/46(FO

at@0
atd
ae@o
t0@0
!100
tilrm
t3@o

tao
tgso
t6@
5760
tE60
lto
a0@0
6too
eloo
Gtoo
cam
('@0
67!00
l!(m
t3@0

&o0
05@0
so0
t5@0

1600
t0300
1t000
1t3o@
r2ooo
't2!0@

't106
r1500
I'|o0S
ti(to@
tltood

.56
t.r2
28
3.Sia
a.'15

t56
6.67
7.78
8.6e

t0.00

I t. t'l
?221
33.3r
4.11
55.5t
G6.6t
n.7l
88.6r
90.9'r

i r r.0t
t665r
?a2.A
277s2
$3.04
36454
iLa.oil
490.53
510.6{t
set.73
532t3
s'.3.4
555.8
5€6.r3
5V.A
508.33

5S./44
61o.ta
62t.6a
6te.7'a
6,43.8/r

85a.oa
666.04
6n.11
68E.a
8S.3a
7lo.u
7A.g
7$.n
m.u
&l2-55

8t0.G
9€.55
9m.G

10511.56
'ilt0.6
t t65.56
1A.O
1276.5'
l3lp.('7
tsat.t
lil{.it.6
til90.56
t55a.6
t60e.5e
t665.Oe

.50
.s

t.97
e5
3ea
il.El
5.01
ao
7.8
ed,
9.4t

t9.70
29.55
09.39
49.21

t9.09
68.9,4
7d70
8A.8it
gE ia8

117.72
te6.o5
246. r9
2'5.€
3,a4.eg

o3.90
iaa.l!.l a
/a5i!.0O

'a6283472.€8

i€asit
4XL37
w2.
51207
9t.9a
53t.76
5at.8t
55t.1l5
56'1.3t
5't.t5
58r.00
seo.E5
€@.70
8t0.54
€40.30

Ggo.2a
6i10.09
G6,1.70

G60 3a
736.56

767.&
637.0s
M.27
85.5t
tI/-.71

t63.90
ts:}22
I t3e46
I rfi.69
tao.93
lm.t7
l3a9.io
lgre6ia
1a2r.8
1ltf.ll

.17

.87
l.7a
26t
3.i16

,a.3a

5.2t
6.Ot
6.05
7.e,

&68
t7.36
26.04
v.72
a3.ao

5ZO7
60.75
69.43
78.1t
86.7t

tgt.r8
173.5f
216.96
260.35
IIX!.7it

347.t3
c0.53
c020
'107.88ial65A

&521
il3:t.92
1/,2.&
151 27
il5g.95

'458.6it17131
il85.9O
i|9'a.65

503.3,a

5'2.4.
5e0.70
5493E
$a.06
545.73

555.at
564.00
585.79
607.,18
650.97

e426
737.6s
76r.05
02'l.ilil
867.&t

911 2
6ra.6t
906.00

t(xt.3o
lG4.78

I t26.t8
1171 57
r44.96
r258.35
t$t _7a

.11

JI
't.62
2.e.
3.23

4.6
1.U
5.64
6.45
7.5
6.06
l6.lt
u.16
e.a
Q.Z7
a.e.
56.37
6'l.il2
72.4
s.53

r20.70
t6t.G
20,1.31

2.1.57
28r.83

32.r0
@.$
37!.ilt
378.i18
3S.5r
394.t
i(n.Ce
ilt0.67
1la.12
a,6..74

il3a.8:t
i1,42.88

/UiO.gl
458.S
8t.g
ilt5.6
'l&!.1'a494.i0
49.6
507.o

5t5.3tt
523.,(}
5a3.53
543.€6
Gog.a
6ra4.l9
68,4.,15

721.4
7U.97
eiE.23

8a5.ilg
88S.75
926.e
*.4

t006.5a

lOia6.&,
r087.06
1127.32
fi67.58
t207.t5

.30

.7'
t.5a
z3t
3.@

3.85
1.62
5.39
6.16
6.9i1

7.69
I 5.30
23.07
30-7C
3&,45

,aa.l,l
53.83
6r.52
69.2t
76.90

fi5.34
t53.70
t9P.23
40.68
?5e.12

s7.57
346.@
3537t
$1.39
36e.06

376.7'
38il.il6
s2t5
$O.6il
/O7.5s

115.2,
ee1
it30.60
a36.29
45..07

,lsit.66
$r.35
{69.0'a
476.73
tu.a,
/t92ll
4t 9.80
5to.@
538.2'l
5,6.60

61 5.1 4
653.58
60203
73,J.17
76402

F7.36
8il5.8l
t8il.26
@70
$r.t5
09e.50

to3a.oia
lO78.il8
'I l l 

'a.g:lt t533A



9/o MONTHLY PAYMENT
necessary to amortize a loan

AMOUNT 1
YEAR

3
YEARS

5
YEARS

8
YEARS

10
YFARS

t 50
too
200
oo
400

too
400
t00
&o
TO

l@o
2@O
3@0
/aOO

!d
cdo
700
l@o
,ooo

t0d
t160
20(p0
25so
roo
tgoo
a0@
'a5OOa6do
aTtDo
.a@0

/OO0
50@0
5100
5ito0
t300
gm0
55qro
56@0
t?mo
t800
t@o
.0(!o
6r@o
til@o
t0tx!0

aaoo
65eO
t?!00

'0@otsqn
a@o
a'&o
s@o
t5@0
tooo
't600
tt@o
tt50@
1200@
t2loo
to00
r3500
1a000
1450O
lm

i|.38
t.75

I 7.50
8.21
3,4.90

ia173
5a,O
6r.2
69.07
7&71

a7.aa
l7,a.tl
26e.$
3{e.0t
1Sf .6
521.71
6t2.t7
69.G2
767.O1
874.5a

tsfi.78
t749.6
216C.4
2623.55
30€0.Et

34s.6
39i5.3?
a02..n
4110.2,
4t97.68

ia265.tg
4372.58

'l,a60.qlir5a7.rl8
4&3'l.C!

472,.U
4800.84
4497.8
1!,i,4.71
5072.r0

5i se.€'l
5A/47.€
533i1.55
5/,2..6
550e.4S

55$.00
568i1.35
50@.$
6ta.8l
6558.C'

69S.12
7/433.38
7870.e|
8307.S
67i15.15

9t82.4t
e6t9.6t

t056.P
I Oata.ta
tOeilt.ili|

t t3€8.70
itE6.s
12.13.21
1?6/IJ.17
r3r t7.73

t.50
arE
a-$
9.54

lz72
r5.00
t9.08
zLa
8.4
&aa2

3t.EO
6360
95.,10

127.m
i5e.oo
t90.80
a..6
8.ao
266.20
Siam
177.6
835.@
795.00
6t.00
firl(x,
ln1.ln
l,(lO.9O
116,279
r(x.59
r 5e6.39

t 556.r I
t589.90
t6at.70
t6$.5e
t6E5.39

l7t7.li
t7,aA.9O
l78,)..7e
t&e50
I 8lia.3e

r876.19
t907.99
I 039.79
1071.50
203'39

2035.t0
2066.00
2it.6.'19
25.9t
2384.98

25'13.06
2rt2e8
2861-98
3@0.08
3!70.e9
3t!38.98
3i197.98
s646.97
3rr5.o7
3t 11.97

at3ee7
a2tz07
l45t.t7
aat o-e7
a7€e-e6

l.oil
406
a.t6
€.23
a3t

I 0.3t
tz13
t a_sa
t6.6t
ia69
&.76
4t.54
aa
t3.oil

t03.Eo

121.8
tia5.3l
146.07
166.63
20759
3t !.38

'll5.t75tt.96
@..76
726.55

830.34
S'4.t3
6t.80
975.65
S6.ia'l

t0't7.t6
tqt7.s!
1056.66
t 079-aa
fi0020
t t20.96
t lill.Tl
lle2t7
fit323
I 20:t.00

t21.75
izas.5l
r265.26
l2ct.@,
t307.78
'13285i1

13t9.30
t40t.r9
'ta5lt.00
I 55636

ie80.67
I 764.47
t86826
t972.05
?0'S3.
2r70.63
?2',3.12
23a7?2,
2{0t ot
25e.to
2606.5e
2&438
2S6.17
30e'97
3t I 3_76

.71
1.a7
2.9
a6
5.C'

7.ilit
8.C'

r0.26
I t.73
r3.t9

1a.6
29.3r
/(i.96
58.6t
73.26

81.01
te.55
117.21
t31.86
lil6.5l
219.7t
ag.ol
366.26
,('9.51
5t2-r8

5S.0'l
6!b.28
673.9t
646.58
,a.a
717.4
7Q..9
717.17
76t.6a
716.a7

791.12
M:f7
&Io.a:l
815.07
u9.72

86ir.5,
679.e
8C!.6"'
9G.34
@..9t
qrt.62
95e.Zt
9t8.to

t0?5.54
l0ea7,
1172@.
1215.27
r3r&52
t39r.z
l'a6503
1538.28
'l6t L53
16a4.76
r7se03
tail.28
1904.53
lSn.7A
205r.03
?124.4
?l07.y

.5,4

1.27
29
3.81
5.07

6.3,4
7.61
a.a7

tota
I t.'al

t2a7
25.3i3
SAOt
50.66
63.3/t

76.0i
aa.6a

101.3!t
ttil.ol
't2€.€8

190.@
253.36
316.69
380.Oll
43.37
506.7t
570.05
5€271
505-38
60&05

620-72
631!.3t
6116.05

GsE.72
67r.30

684.05
ffi.72
7!9.30
7i120€
734'.72

717.39
700.06
nz73
7&5.39
796'06

810.73
t2&40
E55.07
08a.7il
50.07

lOl 3./at
t076.75
il40.00
! 203.,12
t266.76

tEto.t0
tsil.4a
1,456.7t
1520.! I
t5a3_tt5

t646.79
t7t0.t3
1V3.17
1836.80
t so.r a



MONTHLY PAYMENT
necessary to amorilze a loan

9o/o

AMOUNT -._12 ls _20_- _ 25 soYEARS YEARS YEAhS YE-ARS YE'ARS
t 50

t00
20o
s0
'a0O
!00
600
?!o
&o
eo

tao
2000
too
a@0
t@0

660
too
r@0
loo

l0@0
It@
20lm
23qt0
soo
36an0

'OO0
']t(E0/16m0
at60
48000

rOq'0
sooo
3to0
glqro
3!O0
!ao0
:tt@0
t6{t 0

''6058m0

r00
ao60
at60
c!ooo
alm
!.60 ict60 I

crroo Im I

?smo I

aoo Ierm I

sdro Issso Irood I

ro5oo Irrood I
rriod Irto6 I
r25oo I

r$om I
r&too I
t4ooo Ir.sm I
rsooo I

.57
t.'l il
228
3il2
i4.58

5.70
e.8<t
7.07
c.ll

!0.25

1.t.39
a.n
34.1 5
ts53
55.91

Ga20
79.67
0r.05

I @_a3
lt3.8t
1m.71
El.6l
28't.51
3at.,at
34.3a
155.2.
512.12
529.50
53a.at
t.6.26

557.6i1
sdr.@
5&.'O
50t.76
6dt.r6
6lil.5a
625.P
6!tt.gt
6ila.66
8E .0c

67l.tt4
€62.82
39'1.20
7G-58
7t6.5
76.9
7',.7i2
76A.lE
7$.63
853.sir

0t0.€
96t.33

102a.4
'lo8t.t3
fi36.0a
t t9a.9a
t25t.8a
I 306.7a
I 3C5.64
11?2..y

'lil?l.la
't536.35
I 509.25
t650.t5
't707.G

tot5
20.29
30.,r3
Ito.58
g.f2
80.t4
71.00
8t.t 5
0t.29

tol.il3

l5ata
20e-8a
25&57
ot.28
365.00

lo5.7r
456.a2
448.57
478.71
a€6.85

itg7.00
507.t'l
5n7.2A
9?.a2
$7.57
517.71
557.85
567.9e
578.1 

'a58&2t

*9.12
601t.56
6r&7r
6e8.85
638,99

6a0.lia
650.28
68,4.6:!
709.90
780.70

8l t.a2
8at3
912&r
$3.56

1011.27

164.98
ilt5.70
llO8.,ll
1217.12
1?s7.A1

l3tt.55
I 369.26
I'lt0.96
I 

'a70.69i5el./O

-aE
.90

1.60
270
460

't.SO
S./a0

6.30
7.&
8.10

0.00
t8,@
27.@
35.90
44.tt
53.90
62.99
7t.08
EO.98
69.98

'l3ia.96

179.95
21.91
269.92
3r a.gt

359.90
4o4.86
4t 3.68
&.u
'13t.87
40.87
49.87
458.r7
tla7.E6
47636

465.06
49,1.85
5033tt
51 2.85
52t t5
53ola
5s93t
5a8.6il
557t4
56633
t5.83
SSillll
607.3i!
€c93r
671.8

7le.7e
7Aa77
009.76
Itl.7,a
te9.73

9{1.72
969.70

109,4.69
r079.88
I t24.66

fi69.e5
ta/4.6{
t250.62
t 30'a.6l
1 3ilg.59

.42

.6il
t.66
2.V,
3.36

1.b
5.Oa
5.88
6.7?
7.5
8.'('

16.79
25.t0
33.t
4i.e6
50.s
3A-75
6'.11
75.53
63.P

r25.88
l67.8il
2€.&
25t.78
8.7i2
335.58
3n.s
3e6.(!.
394.€
1e..e,
all,2l
atg.dt
44.q'
/430.9
14.7a
ia53.t7
il6l.56
469.S
i178.35

46.7'l
45.t3
500.5e
sfi.0t
seo.3l
%.m
53t.09
5il5.€
566.116
*7.4
€c9.ao

67r.$
7r3.3?
756.8
797.2a
8$.20
08t.16
,23.12
965.6

1007.0i1
1049.@

1000.9€
il3492
fi71.6t
1216.&a
t25AEO

.at

.81

t.6r
212
3.2.

4.03
4.&t
5.6,a

6.ait
7.6

8.05
re.t0
21.14
3219
10.4
14.4
56.sit
6,4.37
7Za2
@,a7

t20.70
t60.e3
20t.t6
2at.3t)
2,1.Aiz

3at.85
36209
gro.t 3
978.1A
w.2,
c,a.27
lo23it
ill 0.36
4ra4t
aa6.ias

€4.50
42.55

'1s0.50/l58,G.1

i166.69

471.73
1627C
iago.82
ilg&87
506.ea

51,a.96
5e30t
543r3
583.24
5O3ia7

643.70
683.93
7'124.17

764.i10
&ia.63

E44.85
885.09
P5.32
55.55

'r@5.7E

I 0a6.0t
t06625
t t28.48
r'r66.7r
I 206.ea

.5t
l.@
403
305
4.6
5.08
5.Oe
7.t0
6,t2
9.t3



9.5"/o MONTHLY PAYMENT
necessary to amortize a loan

AMOUNT vJan Yelns Yeins veins rrto%"
t la

100
200
$0
6
t00
600
?00
ao
so

too
260
300
ado
tooo

a@o
tso
8@0
eoo

to@o
1500
2000
ztooo
$@0
t500

'l0OO/('60
/a6o0o

a?60
tl8(Ito

ilgooo
!00o0
5160
5t@0
!it60
5am
tttoo
t6@o
Itoo
t800
300
ao@o
6t(Eo
u60
io@o

Sl(FO
it@0
6?500
t!@0
ttoo
&@o
8ltqro
gxlo
t!t@o
to00
1050q,
1t000
I1500
tztoo
i250@

t3oqF
t3!t00
14000
1a500
tlooo

4.3e
a.7f

17.5'a
26.3t
35.08

4385
5462
6t.38
70.15
7&e.

87.60
t 75.gt
2A!l_6
35o.Zl
13l.12

526.rt
6r3.79
70t.47
769.t6
E76.6il

1315.26
t753.68
2rc.@
26S.5r
3068.e9

3507.35
39'15.76

'a033.i154ta.r3
'126.8t
a2s.50
ia384.tE
,a47t.S

'455e.55H7.8
a7g.cl
a822.6

'1910.28lgrf .e7
5065.85

5t73.33
5261.e
5348.n
stl$.3E
5s2a.o7

56t1.75
5699.i13
sgt8.Ga
6ttt.85
637A.Z'

70ra.6e
7i153.10
789t.5e
&129.9a
8768.S
g&.n
06{5.19

t6a3.6t
r0522.03
l@6o.il,a

I t393.66
fl837.2E
1275.m
1nl1.1l
t3t5a.53

t.6t
IA
6.,ai
9.6t

12.82

t6.02
19.22
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t I'159.3a
tteo.('
1m.81
rzfi.55
1W2.9

l.eg
423
a5t
0.7t

laol
la2G
19.51
274
26.0t
n.a
3a5t
G5.01

e7.5t
t30.0t
16254
t95.02
27.9
m.a
,,xLig
9e5.03
,167.5,a

860.05
&257
tts.06

I rg7.3o

too.t0
ra6z6r
I'O512
15c7.C|
rsco.r2

1!i,a.6p.
'1615.t3
't657.63
t600.t3
172L63

17S3.'lil
17A7.9
t&lo.ta
t$a6a
Itts.l5
t9tt-&5
rso.r5
rGl35
20tar0
2U7.*
2CO.t6
21126/8
2to3,e
zEtt
2417.60

2600.20
276e71
zx&zz
3067.tt
3i50.25
341276
35'5.27
g7!t7.7t

3&0.30
46'ltt
a245.9
ia3t7.G!
i4550.35
aA28
aa?5.g7

t.0t
2t5
,tgo
&45
aGo

t0.75
tzeo
r5.05
17-20
re.35

2t.50
&tt
6a.ae
c5.0c

lo7.17
t28.97
tso.iaA
r7r.06
t9:l.il5
4a.v
3e2.'ll
4:l9.8t
3t735
G,'1.&,
7A22t

t59.76
s723
u.72

10tozt
t6r.7r
1632r
r074.70
loe.ro
Iil7.69
fi30.1a

I l60.ct
ii&j7
r203.G8
tzls.tc
ra.6.a5
'126E.r5

t2r.6a
Itrr.rS
r3:P.t3
r3sa.l2

tEr53t
1o7.il
lilsora
t!0456
t6t2.6
t71 952
1C26.99
t$a.aa
20tl.93
2149./O

225G.86
2S4.33
2.,1-&
291927
w.r1
ma21
2St.6t
300.t5
3ll6.6a
322a.0e

.?t
rt6
3.0o
1.U
a.rt
7.4
e./f
to.d
t2.s
t3-o
t5.4t
o.t.
116.3tq.n
n.4
a-G5

r6.0t
t23.5il
r38.t
l5a.al
23i.61
308.61
3A.Ot

'l8ii.a5&.at

Et7.Ot
Sea.tt
710.8
,a.e
711.1t

75t.57
fn.ol
7'/.45
te.0
ttc.3il
tit3.z
t/4921
l6a_66
tt.(D
t6.s0
et0.tt
gr.,at
ta't.6g'r.t
t72.73

ec!.t7
t003.61
roaz2t
t@.81
il33.0t
t23i2r
t312at
t3e9.6t
tt66.tt
lsaa.0t
tGai.2t
iGoo.al
t7r5.6t
r$e8r
t930.ot

?0o7.21
200/4.4i
a6t.6t
w.al
at€.ot

.6t
l.stt
zm
a.05
5.i.o

475
ar0
e.a5

tce,
t215

la50
26.9e

'lO.ag53.94
47.47

&r.97
ea.'lC

i07.06
,2t.rts
t3a.ea

&Lal
280'87
3t7.34
aoa.tt
a7z6
530.74
@7.21
db.7t
434.20
C,at ao

66i.la
tTiLat
6tat7
70r.67
7t$a
zacS
7aar5
715.6a
80.13
ttitSit
7$.t2
&0.61
&ttrtt
t36.80
t50.to
saSe
an.ot
oto.tz
04t 55

t012.@,

1gn.u
t ta6,e5
1?t1.at\
r2tt.89
't3a9.35

lin6't2
ltl.-zl
t56t.78
161t22
r8$.6e

tt!t.t6
t62t 3il
t8t9.0e
rs656
244.03



MONTHLY PAYMENT 10.5"/o
necessary to amortize a loan

AMOUNT 12 15 20 25 30YEARS YEARS YEARS YEARS YEARS

t go

100
un
!o
iloo

too
400
t00m
D

loo
2@0
t@o
/U!O
5d
Gd
7@O
860
e@o
t@
't560
2060
2t@o
s@o
35AO
4000
at@o
46@0
4t@o
a8@o

aem
to@
Stoo
la00
titoo
ll.ilo
t6@o
t60o
J'@o
t6@o
lDOo
GOd
aroo
ailoo
a3@o

aa60
6600
.7t00
tlo
?500

DO
8560
n@
GOo
to00
1600
t'to(x!
ttt00
tzttoo
12!OO

1$00
t3to6
'l/t00O
taloo
Ito@

1223
24.49
36.73
il&e7
6r.21

73.'l!t
65.6e
07.9i1

I r0.r8
12,.p,

t8lt.6tt
2U.El
36.0{
3/'t.5
'l2t.a5
agt.8
55o.At
tdt.fi
575.35
5rr.5e

5€.rs
6r2.08
62.3a
636.56
6a8.&
€at.o4
373.28
6€5.5e
897.V
71o.ot

72,.6
7g.o
7,6.74
758.97
7.4
783.{6
76.70
&F.C,
856.9'
Itt.fi
t70.34

t0ao.52
I l0'1.71
I r62.04
1U.15
t2t5.35
t3i6.56
laof .7t
1&Bjn
t5g).tc
t59.r
r 35e.5e
t7t3.et
t7r5.ot
18t5.2

.55
t.t l
222
3.3C
4.'$

5.slt
6.64
7.f1
8.e5
e5

r 1.06
?211
g3.t 7
4.2,
55.27

G8.3t
Tt.g
68.44
90.49

tt0.5/t

t65.Et
21.@
t6.35
$r.64
346.80

./.216
497.43
50449
5t9.5,4
sto.€o

54r.65
55e70
gaTa
s'ia.tt
565.t7

5e6.e2
a7.97
5t9.(xt
Ggo.0t
64t.t'l
65at 9
G83.24
5,4.30
€65.35
6e6.al

to7.aa
7tt 5t
7il&15
n3.78
840.05

t8,4.34
clo.50
s4.88
t@.r3
I lO5-r.o

I t60.67
iat94
tnl2l
t346./B
r38r.75

1at7.@.
119'?3
1 547.56
r60483
r65ei0

.50
t.00
400
400
4.00

5.00
6.00
6.90
7.te
aee

o.oo
't9.97
29.e6
3e.g'l
10..92

50.0'l
69.49
79.68
t9.86
9e.84

lilg.76
19e.60
2'l9lO
29952
34e.44

90.36
u9?c
ase26
$e21
17023

ilag2l
iago.l9
500.tt
519.t6
sCe.r5

539.1 3
3t9.t t
559.r0
569.08
t0.07
589.05
599.Ott
600.o2
6ie.00
GAt.9A

93t.97
6aa.$
373.9t
a6.rt
74t.79
t96-?r
t1e.63
8e855

',,4.17s8.38
l0il6.3o
t@.a,
ll'lE.l'a
r 198.03
1?.7il
la?.n
tg1.u2
1g,7.71
1U7.8
14r757

.aa

.95
t.p
2.U
3.76

a.7a
5.6''
6.61
7.$
t.50

e.'(i
rt-80
2t.glg.n
a7.a
56.66
€8.r0
75.54
ta.$
ea.a:l

l4t.6il
'l68.til
236.6
213_26
33!.47
3V.64
ia2'l.tO
43a.33
aag.7t
4$.2l
/Ga.6s
172.1O

'a8l.5aas.s
5m.'l2
5(p.E4
5i9.Sg.E
538.r0
5a7.6lr

5t.07
566.51
575.$
SOS.r(t
5o4.ta

€oa.28
613.72
a:I'.st
G60.S
76.lil
755.35
@.56
w.n
896.S
9aa.'to

00(.io
rd18.60
r065.tr
il3S.@
I t80.23

147.4
|271.65
r331.06
r369.07
liat6.28

9.r5
t&30
27.a5
36.50
15.71

sil.89
6,4.04
73.tt
623{l
0t.ia6

137.4.
t4295
2A.69
zt1.1l
320.19

s5-eo
al L6,4
&.79
il2g.93
,.39.00

'l.423i157.37

a66.52
175.67
aaa.&

a93.96
503.r r
51 426
Set.,al
530.55

530.70
5a8.8s
558.00
567.14

'/6.24
5E5.iaia

5e4.59
617.45
640.3iI
866.06

73r.80
Tn.s3
8cu27
869.0i
tla.71
so.aa
1ffi2.
r6r.96
1097.69
ll,(t.'.3
I tEg.l7
123/4.90
t280.6'a
r9636
1Sr2.ll

.&

.tn
r.&t
275
3.86

'4.54
5.,19
6.4r
7.3i2
a.2a

.62
t.23
z1s
3.6t
{to
6.t 3
7.35
r,57
9.to

It.@



11o/o MONTHLY PAYMENT
necessary to amortlze a loan

AMOUNT 1
YEAR

3
YEARS

5
YEARS

8
YEARS

10
YEARS

I lto
t00
a
s0
400

300
400
t00
oo
TO

100
2@0
360
460
!@
c@o
700
t@o
e@o

t060
t5m
20@o
2500
!@o
atoo
ao@o

'4360|5@0
tl?@O
/|a60

a9@0
t0qt0
$qto
tiloo
lllm
laoo
!t300
!660
5t60
5860
too
f0m0
6ro0
aeoo
4300

6a@0
c500
c7500
tooo
?500
&60
asmo
so0
4360

1606
1600
'll00o
Itt00
t2000
t2s06
rsoo
t3to@
1400@
l/3506
ts

1.12
t.t4

.t7.68

26.54
3t33
4.&
53.03
6r.87
70.71
70.55

6a30
174.7f
265.r5
353.5s
a4t.9t
sil'.20
6t8.68
707.6
TS.itil
tE3.@

I 325.73
1767.U
22e.55
265t.45
3oql.$
93'5.27
stn.t6
4065.56
ial Sl.ga
1212.E2

,l3lD.7t
4.4t9.09
1507.17
l.ss.&t
&.a
a7t2.6l
4€6t.6
/49|O.38

505t.E
5rt.t4
5al'4.5e
53@.S
5i!9t.20
5479.67
5588.6

5856.i43
s7ilil.8l
50€5.7t
Et86.t2
G6C8.dt

707!.ta
75l2.,l5
7e31.35
63$.28
6ai!6.t7
gitdt.6
974.S

l0rdl.s
tG6.&
Ito47.n
tt'Fe.6?
I t93t.5it
1?373.4
t28t5.36
t:'25'.E

t.64
t.a
e55
e.6it

't 3.t0

le37
t065
ag2
26.20
8.47
9271
65.'O
1,6.22

r30.96
taa70
l96...|
n.1a
26t.91
204.65
3e7.3e
il't.0O
6ta.7t
tt8.'17
$ai7

I i45.e6

t00.55
t 473.8
r50t9e
t53t z
r57t.4a

t60'a.20
t$6.e4
t66E€8
17&"12
t735.r6
t767.00
t00.63
t t3it.37
ts6.t't
r0e&85

tst.5,
t96i4.33
197.07
2@9.Et
26e54
2005.28
2128.02
ar.g7
m.n2
2aa5.al

26t9.t0
27A28/J
2ea6.49
3ltol8
3:r'3.86

3497.57
3€0r.23
3764.06
3e8.65

'aoea3a
466.(X
,!4t9.73
4583.'(!
1717.12
ilgl06l

t.09
zta
'1.35
6.53
t.70

10.86
la05
15.2
17.10
r0.57

2t.E
ll3.4e
85.23
t6.e7

t06.72
l30./t6
15220
173.9,a
't95.69
?t7.19

3e6.t a
43435
sa:t57
€5228
7to.9e
s9.70
o7a11

r000.16
t@t.90
toa3.6a

r6536
i(B7.13
fi@37
rt30.6t
fi5e35
I l7a.t0
ll95t4
la75E
r239.32
t25t.07

r28a.tl
t30a.55
l3a6.29
l346.Oa
t36e_72

rctSa
'l'41326
1{67f,.z
rset.97
t630.60

1739.i(t
lSila.tt
r68A2
2(E554
2174.8

&,.*
2S'r.67
2500.38
2e00.t0
2A7.tt
2ta654
2S523
3043.9a
3t52.66
523r -37

.79
t.50
3.t5
a.72
a.a
7.S
O,,B
'll.o
12.57
l'a.l 'l
15.7'1

31.€
il7.l3
6a.Eil
7:E.55

94.26
r00.96
125.67
l,al.3E
't5t.0s

235.63
3lia.t7
ga.fiz
4n.26
si.e.&

828.3,4
76.8t
72.9
736.S
754-Or

74t.7i2
785.a3
tot.l3
Er6.8a
&t2.55

8i18.26
889_97
879.68
t5.9
eil.00

e26.S
01a.5r
egE.2,
,73.Ct
e8e.6't

r005.34
toat.05
t060.32
r00e.59
il78.14
t256.68
r335.?2
tat3.76
l,age.3l
1570.85

l€,49.99
1727.93
tEoaaT
r885.@
r96it.56

alllet0
2t?o..u
2t00. r8
4n.73
a$.27

.60
r.36
z7a

'a.ta
5.s2

6.69
&27
0.65

I t.03
lzao
t178
27.8
,4i.33
55.t t
6&Et
82.66
e6.'(t

ro.2'l
te3.96
t37.76
20aat:l
?55t
3a,a.3t
ill3.26
a6:lt3

56r.0t
8t9.64
6it3.66
647.i(t
€6t.21

611.8
668.76
7!4.53
7te3t
730.08

743.65
757.63
n1.$
785.16
7e8.96

a12.73
626.5t
uo.2a
694.06
s7.43

88t.6t
805.38
P0.82
96i1.26

t(B3.t3
l102.o1
't t7o.8a
t2,,9le
l$4.63
1in.5l
r95.36
l5t52G
r 584.t9
rG63.01
,I72ITE

1790.76
t$e.63
rP8.5r
t 9073a
2685



MONTHLY PAYMENT
necessary to amortlze a loan

11o/o

AMOUNT vdats vEXns velons vffns rr3o%"
I t0

too
2oot0
400

to
too
too
a0
n0
to
26
loo
ado
t@
aoo
t@0
t@0
too

'1000

i5@0
2060
ztoo
oqb
t!@
4000
/('(D0
46U
a7@0
aem
aoo
3r@o
!t@0
sloo
!'to
l.@
56m
t60
tt@o
lto
too
aoqtr
6t@0
cloo
400
raoo
t5m
6t!00
t000
tt@
EM
8500
s@0
3500
l@00
10500
ll0oo
ttt00
t20oo
t2300
Itto@
13306
taoo6
l/.500
tsooo

.6i,
t.26
25t
\7t
5.dt
4.27
753
t7t

'ro.oil
t t.2t
t25'l
25'0c
37.6t
50.t5
6a3t
EZz
47.?5

r@29
112.&.
i25.36

Itl-oa
&.72
3t3.3e
E 5.07
43t.75
501./(|
56'a.10
576.3a
$e.l!
60r.7t

6ta.5
626.rE
oiil.3a
65r.6
66a.!
dta.gl
6t9.a8
7e.@
7ta.st
7n.o
79.O
75a.ra
76,.6'
7n.d
7c.71
8d2.t
8'l'l.te
8,a6.t5
an.&
oio.t7

t@.t5
1065.53
il2l.20
fis.t8
1253.56

r313.a
t37t.P
I'l4l.5e
150a.?
r5G6.5

t629.33
t8g.s
t 75a_s
r8t7.86
rts.3a

,57
t.t'l
2.4
3.4t
4.55

5.Ce
ae
7.4
e.!o

to23
fi.37
zLTa
SiLt0
45.47
58.til
aa20
7e.57
oo.9g

t@.30
fi3.C6

lTO.ilg
227.92
23iLl5
340.9t
37.tt
iasa.64
til.a7gu
534.21
sat57

56Agia
56t'30
3t9.67
set.oa
G@./O

313.7f
cltr3
30E 50
C.7.t7
66/t2t
670.co
a8t.ta
Seogl
D{.m
71e08
,n.a3
73aTe
737.21
?e3.6il
tgza5

so.2t
$6.fi
l@Lg
Itn.7t
I i36.60

fi41a3
'r250.23
t07.0e
1333.€
liPO.75

1a7f .s
1534.'ll
l59l.2il
r6at07
lDa-to

50
.9e

1.O
2.6
3.S
a.rt
5.r
6.O
7.t5
t.tg
e.tl

t9.6t
,.11
s.a
'o.0t
5t-a
6t.6t
7E.ill
8.2
$.e

t7.e.
ts.6
2/('.(xl
29a.Oa
3,l3.Oa

3TI.G
,aial.6
iaso.6
460.33
a?O.rl3

g.a
4S.6
4t.a
56.33
Ito.a3
5,..n
5iI.07
w.6t
55E.67
s0a.'47

57427
$lqt
39t.gt
Gdr.68
6t7.€
3Zr.A
69.C
68r.53
0s.6
7Sa.O

7t..t0
833.r0
8t2.il
cil.tr
e&.r2

l@e.r2
io7at3
1127.14
il79.t4
tzl5.l5
ta.'r5
r3il3l6
rs7ar6
1121.17
1170.17

.il6

.03
t.9t
zu
3.tt
a.7t
s.72
4.67
7.92
e5a

e.53
to03
a.s1
34.r0
17.312

57-l ia

e&67
7et9
t5.71
s.24

t,a2t5
l0o.ia7
23/,^.09
,5.70
3itE3C

sto.9:t

'(le55
'l3E.07u7.8
457.12

{6AGa
06.17

'105.30ioe2t
g.7a
5ra.2c
!a3.7t
5933t
3t2dl
55435

561.t3
tl.i('
560.e
5e0.45
9t.e7
6pe./at
610.@
uz8;l.
e8a63
n.25
7Att6
&o.aa
t57-ro
$4.7t
5e33
so.e4

toa756
t0e5.t8
I t42.79
I leo.lat

r23E.0it
1285.6i1
t33it26
rg8olT
1AS.ag

roSit
4r.65
30.et
a1.n
5r.tt
6t.ea
72?16
taStn*

10ts.22,

rtrlS
206.'!l
2rt.05
o.88g't2,
112.U
€r.49
a74tt
,O5.13
ao5.4a

505.7t
5t3.to
528./ail
l(r.7a
547.03

557.30
567:t,l
tt.oit
5t4.35
$6.37

3oe.oo
0le.3l
GC9.6a
qD.96
a60rr
@.ar
G70.9ll
806.73
7A.g
n1.15
tas.76
6n37
gn.e7
$ost

t(l32-re

i063to
I l35.iai
'r rt7.0:l
r238.63
1&2a
rsat 15
ro3.ll5
l,lia5.07
1496.68
154629

.54
t.0a
zo7
Ito
a.t3
5.t t
a20
7.25
a2a
0.29



11.5o/o MONTHLY PAYMENT
necessary to amortlze a loan

AMOUNT 1 -__3__ -5__ I roYEAR YEARS YEARS YEARS YFh:Rs
lr !olrmI roo
loolro
lt-
looI toclm
lm
Ittm
I zoo

lm
I roo

!60
ado
?oo
8@O
too

t060
rltoo
2000
2roo
oqtr
33e
'OOo45q!0
|600
a70o
4800
.e60
to@o
510(D
5il@o
!i!@o

3@O
53@0
tc@o
J'oo
$oo
loo
aod
fim
aa@o
434
aaoo
it@o
o!00
to60
?t@o

&ooo
Gtlr,0
$(mso
l006
t0500
ir0oo
1150(D
12006
12500
tooo
13500
l/Oo(!
14500
lloo@

.71
l.ilt
2e
1.4,
5.53

203
0.'l'l
9.85

I t.25
reG6

1.4
&a7

17.7C
26_5e
35.'l5

i!1.31

53.t7
ca(x
70.00
7tt.l6

ta.6a
l7r.a
265.85
354.'17
ttt3,6
53t.?1t
6?0.3t
7e.gt
7gr.g
86.t6

r3e0.23
17n.31
22r5.38
265t.{5
3td-$
35,44.6t
3987.6r
/lotB.3}
4l6il.9l
4253.sit

/l3/tz..l'a
L3/J.76
aslt.g,
lcd1.6
il6$.GO

17G..2.

'4873.E3
a9€?.ias
5051.G
5rc.68
sa.a
53r6.ot
S,aG.5a
5,a9a.t4
55&!.75

*A.EI
5759.$
598r.5a
Gaq!.6
66'16.13

7089.a
7r3?,.A
7975.S
ul9.4
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MONTHLY PAYMENT 11.5o/o
necessary to amortize a loan
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12/o MONTHLY PAYMENT
necessary to amortlze a loan
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MONTHLY PAYMENT
necessary to amortlze a loan
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12.5o/o MONTHLY PAYMENT
necessary to amortize a loan
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5tG6.tr

5e55.r
53.4.S
5434.6
55Atr4
*12.4
570t.3t
s70.o
cor3.t0
6235.tl
GE.r.2.

7tt.€3
7572.6
00t7.i16
t462.tt
8eG.2'
aarit.a
e?d.t2

te|.59
l6&-6
ltt35.$
fl5&.7t
t20a8.to
t2an.3r
1Al7.e.
lELll.,l3

t,6E
3.35
6_i

lo.O/t
ta39
t6.73
20.08
2a.12
a.7t
30.t I
33ilg
88.0t

too.37
r$.&!
167.27

200.73
4.14
267.83
or.0e
33a.sil

sot.tt
€5e.08
G15.35

t03.6r
fl70.tE
!304r5
'1505.,42

i50et7
r5tas3
lc0a7r
t$e.23
lgTiLa9
lt06.l'l
t7t9.5e
I7'E(E
l&4.50
r&e.e5
tt73.at
to6.t6
teao.Sl

19'47t
&7.2,
20.o.ct
zgt11t
2toz5t
2liat.O,a
217L19
&12
234t.tt
250e.oit

2t3.30
2tia358
30r0.83
3t7ArO
$ir5.37
35l26il
3679.90
3[.7.t7
aola.aa
4tfi.71

43a8,0C

'lst6:'l
'16035t
'lt!b.7t501405

1.t3
2A
4.50
e75
t(xt

I 1.25
't350
1575
te00
20.25

2.9
ils.O
37.90
00.00

ll2.ae
r34.09
t57.49
179.90
204..9
2|.*
i,ll7.a7

'lil9.9a
562.ias
674il
7E7.aS

r99.92
tot2.al
r6a.0r
t67.4l
iqte.el

11d?..&
It?'l.to
'It'17.'O
I t8t.eo
tle2.rlo

raat9
1?3739
t25e.8t
'l&,.3tt
rs4te
rEl7.3t
l3a9.t8
tE it.St
r$att
tar73t
t4n.c7
l'162.37
t5t6.6a
l'''1.t3
tGE735

lTletia
r0r 2.33
&ap.
2't37.3r
4e.&
?s22i,
2471.76
2'l727
?g,t-7A
28r225

2g2a:tt
30973
3t49.72
3a622r
s.na.m

fft
r.G5
3.3t
4.6
8.G?

6.n
0.c

lt.58
19.4
ta-84

r6.5it
33.G
iO.5e
66.t2
e.65
o.l6

I 15.7'l
rsaa
ti.a.7.3
i65.29
247.v
3tD.5a
419.8
4F.47
57t.5r

aa!.16
z(l.&
7G0.3t
7n.a
TClr
0o.gl
dr.45
w..El
t5e-s
r7t.gt
rnl.53
00.o
oas.ar
eaa.t5
958.68

975.20
e,'t.7t

100a26
10a1.7e
!oa't.&t

t067.c5
ro7t.3t
llri70
ll57.u2
r239.67

l3c23r
iaoa-95
li|87.6O
ts70.21
r6sa0e
t735.gt
r6rat7
rgoo.t:l
19t3.16
20GAt I
aila75
223r.3e
23la.oia
2396.6t
2a7e.33

.7a
1.17
ze3
1.10
5-46

7.9.
a70

t0.25
11.72
late
ta.3il
4t.n
!(|.re
50.54
73.r9
67.t3

1@-17
fi7-t r
l3l.7ia
1,|6.3t

a.9.s7
?p276
s5.95
/a:lo.13
3t23it
5t!t.5r
358.r0
f'3.3a
3.7.t7
70431

A7.A
73r.80
7a4.52
?tt.t3
775.t0

700.ta
e5.07
ue.?t
tsa.35
I'la0e
Gg6a
gTdx
&.90
s7.54
gL17
ct3.tt
Sl.'15
$a0a

i@4.6a
ro7.t3
I t?t.ot
1?t1m
t$73e
tso.sa
1l53.7f
rst6.05
l610.l,a
t683.3:r
rlt8.5a
t8a9.7r

t@.0
tgt8.0t
ut27
212,.44
2te585



MONTHLY PAYMENT 12.5o/o
necessary to amortlze a loan

{MOUNT -._12_ ls 20 2s 30YEARS yEARs yEARs vEARS vrl-ns
t to

t0on
so
'l0O
!00
aoo
t00
60
s0

too
2S0
t00
a@
loo
aoo
?o0
t@
eoo

l0@o

'lloo2060
!m
soo
35@O

{oo0
'43@o46@0
4700

'l8d
'OOt000
Sroo
900
t000
gao
l6m
t6@
3to
5@O
roo
t000
alo
aa60
.0d
ta@
6500
c?500
,!@
ztoo
Emo
85EO
Fd
5AO
lB00
1606
tl00@
ttloo
t2000
t2400
tI00
t3too
lao00
1alt00
r500

.66
1.35
26e
il.0,a

5.3r
e72
407
e.4l

t0.76
t2to
I 3.4,a
26.Et

'l{'.3453.75
47.8
60.6il
9,4.0t

t07.51
r20.s
l3it.O
20t.5r
268.7t
9I'.c7
'a((l.l6ia?!.$

i?.55
60a.7'a
618.t6
83r.dl
345.6

et.50
67t.8
6t5.E,
3$.$
712.6
7?5.e
70.rs
754.s7
765-O
.7n.4
trt.8E
4E.32
619.7t
ItI!.20
t46.G,a

M.q
t73.51
eo7.il
940.71

t0o7.s
t075.@
1ta2.4
t20e.4
1276.67
r3ait.6
lilll.6
1478.6
lsas.rll
t8r2.8it
t3t9.t3
1717.e
l6ta.a
l66l.,ll
t9at.E
20rs.lt

.6e
IA
217
E7!
iLga

6.17
7.5
aG3
t.gr

fl.10
ta3l'
21.6
36.94
ile.31
31.33

73.9C
&29
08.6r

rr0.e3
'r23.26

Itil.tt
2{6.5r
l'elil
so78
.3r.30
iO3.0l
55,a.6ia

586.97
5r9.2t
set.aa

G03.eia

616.27
cl8.5e
w.t2
c53.24

€65.5t
6n.4'
fi.2.
7l)a5a
7tL7
727.le
ne.5a
75r.ta
78,..17
7ra-4!'

7t8.82
tX.r4
tgr.e6
&.27tgu.0
s6.@

t0a7.65
1'tott.21
fim.90
t23e53
l2t4.t5
'It55.7r
1117.11
tl79.0il
r5ao.G5

1&8
t3630r
l7?5..g
ttt7.l3
teeTe

.57
l.l ia

229
3.'al

'4.55
5.99
e82
7.06
o.oo

t0.23

I t.87
273
34.00
ias./l5
5&tt
6al7
79.sit
90.90

r@5
fiss:l
170.i(t
z27Aa.u
34035
3735
a5a.a6

'tl 
27

933
$3.9e
5a5.3!t

s53.7t
568.0t

''g.ia45oolo
&.r6
81354
dlt.8a
59624
64lsl
858.t7

ato33
€tr3e
0e3.05
Da.at
nsif
,z7.lg
73t.50
7G3.S

'5.Ot54.fi
08.m
s5.72

r@2.53
tdl9_sa
I t36.t5
il92.e5
1At.1e
tcr357
r363.37
l,.ao.lt
ra76.r
r53it.79
t5e0to
tcaT.al
ttv22

55
t.l0
2.19
g.a
1.97

5.,15
6-55
7.64
t.73
e.8a

t0.n
21.4
9.72
a3.dl
54.5e

85.€
71.3i'
e7.a
s.la

t@.oa
t6tt.56
218.6
272.9
gl.1l
3tl.3t!

a$.t5
4S.€6
501.5t
512.Og.s,
53a.2t
5a5.t8
556.0e
5e5.'
3n.a
5e6.E)
5S.70
aio-30
6?t.5t
6El.at

643.31
351..2.
665.t2
678.e
t6.cl
69r.ct
7d,.71
735.9

3.2s
4f .n
tnz.a
946.6t
e&.I!

1035.8i1
r090.36

I t a4.tt
il9e.3e
l253et
i30aa:!
t36ao5
11'17.a7
t47l.et
r5ge50
rsfi.@
1635.5,a

g
t.o7
zl1
3.2t
a.27

5.3i1
6.4i
7.4
att
0.61

r0.68
2t.3!t
a@.
4270
5it.37

6,4.(X
,a.71
at30
e6.06

t05.73
rat.0e
ag.,t6
466.&l
340.r8
$ra5.t

'la6.91
aEto.27

oo.et
lot.Ga
512.29

lc206
533.6it
saa.3t
55/4.90
565.65

516.3:r
587.O
597.€7
8oa3a
3t0.01

Gae.6t
Gao-33
6l.ql
63r.m
drzl3t

G63.05
603.72
7&.&
71f.O9
iO.il5
l53tl
$7.17
SO.5'a

tot 3.oo
rG726
I t20.63
lt7t.9e
lZn33
't?d0:n
t 334_oa

,t3i,7.4
tililolo
ttoa.lT
15a753
tGoolo



MONTHLY PAYMENT
necessary to amortize a loan

13o/o

AMOUNT _._1?_ _ ls _2O__ _25__ 5oYEARS YEARS YEARS YEIRS YE-A:RS

t t0
t0
200
$0
400

t00
400
t00
m
s

l6
260
t60
a@0
tao
too
700
aoo
tqto

t0&
1l@
20@0
2J@0
!o0
tc60

'aO0
'ltoo4660
at@o
4800

'llm!0@o
ttoo
go0
llto
ta@o
t60o
gcoo
ttoo
lto
!D@
.0m
4160
aaoo
aito
aaoo
a6@
6t!00
tooo
ts@o

aco
8S@O
F@
E@
tooo
t600
ltmo
tt506
r20oo
t25oo
ts00
13506
I'l0OO0
l'450O
1!000

.69
t.36
275
il.'13

5.50

8.88
425
o.6lt

I t.oo
1236

13.75
27.fi
11.2a
5a.90
6&74
taat
e6.23

r00.96
1At2
137.47

20620
41.8
3.3.GA
at2.se
.,t.12
5ae16
art50
332.33
646.o'
c60.83

673.t
6gt.et
70r.08
711.6'l
nt-*
7e.9
7t8.6
76e.&
7t3.5a
7t7.A
tfi.ct
u.7t
al..sil
,*.n
t68.@
art.7,
ts.5tgt.6
gca.2a

r00.''
ros.7'r
I t68.4a
12E7.17
r36.$
137'1.63

t44Is
t512.o
lsdt.ta
'16,19.56

171A.A

17A?.@.
r8s5.75
l9a4.4
rgct.a
206r.e.

.6'l
Ln
29
a&
5.07

6.3it
7.qt
a-s

10.t3
r t.39

la66
25.3t
37.08
50.6t
63.27

75.n
t4.57

101.2
t13.ta
l2a5it

t80.79
253.05
3t6.3C
g't 5t
,!l2l,l
506.10
560.33
382e
90a.67
G07.&!

619.97
33adt
6i45.20
c57.93
6'0.5t

6alt.2a
e95.t9
70454
zr.rt
733.65

7a6.50
750.t5
nt.6
?tia.,l8
7lr7.1l

ae.7e
ez4l
tsa.oa
885.37
9aa0a

ro220
l075.il3
I r38,72
t20t.0t
t265.5
t&,tsr
1')1.7t
'l'15t03
l3ra30
'tstr.56

l6ailla
tmaor
1n1.9
ttgia.6t
1C7.4'

.50
t.t8
2.35
3.54
,4.3e

5.ta
7.03
a2r
9.36

lo55

11.72
23.4
35.r5
6.47
58.58

70.9t
&L@.
9373

t05.'45
fl7.t6
175:11
A.g2
*..6
3St.tO
ato.oe

'l8t3ilsl721
53t.oit
t50.65
56236

t'|.0t
505.70
5e75t
&92,
C40.9'l

69il.e8
3aa.37
8r8.0e
66t".o
gtt5P

69t 23
D2.06
7l a.a7
726.38
73t.to

7a9t1
78t5lt
Teora
t20.1 t
a?83,t

ar27
s5.84

lGa.'42
I tt3.00
'tr7t5t
rzto.t6
|mt1
t3a7.gl
I'05.90
1&t7
t543.05
l58r.Git
r6ao2r
1808.70
1rs7.t

57
t.t3
2.4
3.3
a.5e

5.Ga
6.n
7.O
e.dt

to.t6
.fi.2t
2..8
33.8it
s.l2
53.ilo

6t Ga
74.5
$.4

tot.5t
112.7t'

t69.rE
6.n
2E1.S
33t.$
3e..75

ast.ta
50t.sit
5t8.6r
siD.O
silt.E

554.6,r
569.91
579_20
5S.il8
3C7.8

6oe.oa
820.3r
3it!.5e
w,.o
63a.r5

6G5..3
Itt.7l
6c,.4
60e.26
7ro.sa

72t.e
733.10
76I.a
70./O
tas.tt

'.2.2,t5t.6t
i0r5.06
t071.,15
tt27.u
rtta.23
t2&.62
1Zt7.e
r353'4t
l'rce.to
t46Ate
t5ae58
t57a07
r635.37
t6er.76

.56
t.il
za.
E32
,4.43

t5a
A6ia
7.r5
465
9.e6

t t.o7
a-t3
33.t9
aa.%
553r
ca.3t
7t.4
18.50
to.5a

tro.ca
t65.03
221.21
27a55
39r.66
E,7.11

&.Q
,O7.79
soet6
5re.oa
530.0r

5a2:0a
553.1 O

9.17
t5.23
$6.2e
$7.35
@aat
6to.at
630.5a
6at -Go

35464
663.72
61L7t
685.t5
6e6.er

70'.t7
719.09
7116.60

na.u
t?o.3tt
t64.eC

'.0.tt15.5C
1050.89
ri0820
il8t.5t
i48.82
tzn.13
1g|7.4
r$4.75

t'438.06
I 4e337
'r 548.68
t0o:t.99
't65030



13o/o MONTHLY PAYMENT
necessary to amortize a loan

AMOUNT I
YEAR

3
YEARS

5
YEARS

I
YEARS

10
YFARS

Ito
lo
200
!o
'l0O
!00
m
1S
&
,o

1@0
zo,t
lo
ia@O

tao
aoo
?60
a6o
t60

lo@o
1500
20@0
2500
$@o
360
ta0o0

'1300a60o
a7q'o
tat@o

aoo
!0@o
ttdo
ft@o
tit00
5ao0
16@
56@
tt6
Td
tto
4060
atm
ailoo
agao

aad
4600
fzloo
t0@
?loo
n@
8660
lr@o
G@O
t@oo
lo30 I

lrooo I

trffi I

l2ooo Irml
rsoo Iilsoo I

raood I

ras& I

'so@ 
I

4.17
A9,l

17.87
26.80
35-73

ia,a.86

53.60
6453
71.8
to.s
893a

t rE.6a
2G0.S
s5,.n
a4a-5e
g!5.9r
g.a
7lia.54
eB.s
agt.'t8

l3it.7c
I 786.35
w..v
267e.5e
3'l26.tt
3572.70

'Ot9.2tato.q,
1l9f .c
Qn.a
i4371.55

'!165.f'/1555.te
,a6aa.50
i473il.82

M.11
agl2.il6
500t -t7
50er.o
5lO.'ll
saeo.72
$5e.0a
5'!18.6
55ir,.6t
saal.s
57t6.31
566.63
6@8.C
6254.a
G6$.&
7t45.9
73tt.tt
ro3t.56
8485.t5
tolil.7s
e37E.3?
e82'l.et

ter.|o
t07t8.0r
t fl64.G5

tt6il.5
1Nt.U
t&.Q,
r29sr.0t
t3e7.60

t.6a
3.3t
6.71

t0.t I
iaa8
t6.t5
N.2,
215t
26.96
30.33

33.70
67.39

1fi.0e
l3,a.7E
1G..17

&.17
245-84
260.56
&3.25
$6.e,r
505.4t
dt&ta
t42.35

ror0.t2
r't70.2e

13,7.76
t5i6.23
I Sa0-e3
l5E36a
t6t7.3r
r85t.0t
r684.70
t7'l8,ao
r7c.o9
r7t5.7l
Itl0.a8
r853.t7
rt86.rt
leo.56
l5/4,25

tgat e5
2e1.9
&5.34
40.03
21272
21t5.'3:I
2rto.t I
274.35
alsa56
25e7.0s

2695.52
2S3.00
36ail8
3a00.03
3159.'O

4597.87
stDd3a
3E7'4.81

'loa3.2taar.75
43/,0..2,

'15.8,6017'7.t8
4ta5.6i!
sG{t0

1.11
z4
ir.56
6.gt
0.fi

I t.38
r9.66
t5.0il
te2t
m.s
?276
,('.51
66,26
t1.t2

113.77

i33.5a
15926
rt2.03
204.78
227.9

3at 30
i155.07

566.At
c62.60
79336
9ll0.'t3

t@3.t9
'10a6.65
t6e.a0
tc92.t5
I t l,a.gl
I t37.G6
il€o.at
I 163.t3
ia'5.94
1?26.67
i?5l.a2
1211.la
i46.93
t$e,68

1w..4
r365.'ro
t38t.ea
lill0.r!
t433.rl5

'lat1t5
til78.t5
r53534
ts./iz:tit
t706.iag

tta025
'lS4.@
2ol7:t6
218t55
m531
2t6o.o8
2102.4
26t5.6t
271tO.31

u1.11
2$7.90
3p71.87
3lt5.a'l
329920
3i412.97

,5
L60
3.37
5.6
8.73

8.at
t0.o
11.n
l3.,as
t5.t3

t6.61
33.69
50.43
e.a
ta.0a

r0.65
I t7.66
'I 3,a.il6
l5t.z,
I GA.A

2!?.il
3i5.rs
/azo.le
9.2
588.26

6Z.Ct
756.33
7n.ta
7C.6
t6.79
t23.56
w.gf
lsl.rt
E73.S
tqt.70
007.60

'B4.0tat.a
osae
e7,a.tg

eel.qt
l00aa4
re5.25
toaz05
t05a$
to7ia7
roea$
fl34.4e
fi76.5t
r260.55

l3il.(5e
l,l2a62
r5r266
t5e6.69
t600.73

l7G,..n
tgaa)
r$a&l
2016.88
a00.ot

at..es
226e06
2353.@
4.37.06
a21.tt

.75
t.50
409
4.48
i9a
7.17
ae6

I O,aG

t 1.05
l&44

lil.9,a
n.a7
i!1.80
50.73
74.e6

19.59
t(x.52
ll9.,a5
t3a.3a
tao.32
?29.97
296.63
cra28
u7.g
w"re
97.%
5n.90
6e6.83
701.7f
na70
73t.8lt
7l5.54
76r.a9
7t6.a2
701.35

0c28
lc1.21
636.15
8Sr.08
G6-Ot

060.9,4
Ett.E7

't0.a'c5.73
040.88

65.5e
970.54

'r00715
tg5.tt
tiit.tr
I tgia.49
r269.1 5
t3a3.80
tal8.'48
I'lgil.ll
197 J'
t6.2.42
t717.08
t70t.73
tsaSo
l94l.Oia
20t s_70
20e036
2155.Or
??3',67



MONTHLY PAYMENT 13.5%
necessary to amortlze a loan

AMOUNT 12 15 20 2s 30YEARS YEARS YEARS YEARS YEARS
3 50

't@
200
TO
/oo
t00
aoo
tlo
ao
FO

to0
2mo
l@o
a@o
lao
ad
?o0
alm
cao

10m
't5@0
20@o
25@O
o@o
3tt@o

t000
/ll'OO

'46004700
tlEoo

a@o
!060
3160
3160
Jloo
taoo
i'@o
ta@o
too
58@0

lto
c000
6l@0
Glqto
ctoo
aa@o
63@0
67!00
t0@0
t!60
&@
8500
s@0
ls
t@00
t0306
tl0o@
1r300
t 2000
l2!00
1300@
t3!t06
I'lO0O
1'l5oo
1lboo

-71
l.,al
2U2
1.2.
5.611

7.Olt
8.1a
0.85

I t.25
lzeS

l,LO6
28.t2
./L1A
56.23
70.4
8i1.35
e&at

112.,la
t26.5a
rao.sa

210.4
2t1.t5
351.'(!
121.72
4c.or
564.23
GP.5E
6a6.€3
G60.Ge

371.8
6tt.8r
7e.s
7r6.gl
7S.$
7il5.Oa

759.6
7r3.t5
1At.n
8,,l.n
81s.El

&r.38
8a:t.iL
85t.a9
871.56
665.61

60e.66
tr3.72
gi€.S
984.0r

1054.,
I l2'1.58
r't9t.E6
1265.r5
135.,L
til05.72

ta7l.0t
ttl6.a
t6!6.5t
r686.r'
1757.t5

lun.4
la97.12
t96at.01
2038.29
216.58

.65
t.l,
zdl
3.q,
5.20

6.50
7.7tt
o0e

t0.3e
I t.co

t2oo
25.e7
3C.t5
51.9,1
4.n
7t.!xt
90.89

t0&87
t t6.6!t
t29.t/a

to4.t5
?59.67
&ta.5a
3t9.50
15...Q.

510-3:t
56,1.25
5,r.29
6to.2t
c13.20

636.r8
6'a9.13
664t5
dts.r3
GSA! t
70r.r0
7t4.00
nn.a
740.05
753.ott

768.01
7n.6
79t.08
&4.96
0r 7.95

tso.e3
443.9t
n6.97
s0.t3
9717'l

t6E.66
I t03.56
I t68.49
l233.at
la&32
I S3.2il
I il26.t6
t i193.07
t 557.0t
1@*
l€a7.e.
175271
't8t7.65
't 88257
19,7.1A

.Gt
1.21
za2
3.63
4.et

6.q
7.4
til6
e.66

t0.67

t 20t
2il.l5
36.23
iae30
60.37

7215
8/t.52
06.50

t0t.67
t&.71
t8,t.t t
2t1 ta
E t35
e.222
&.se

'162.955.33a
555.!lo
567t7
sto5a

set.8i!
803.30
615:f7
62:t3a
639.01

65t.9e
66,a-06
6"'G.t3
6882t
m02E

A2.g
724.43
736.50
7iO.56
7to.65

7n.72
7U.O
tt'l.S
8il5.l7
905.5a

$5.00
lw27
rG6.64
fia7.0t
t207.38

t267.75
t328.12
1340.'49
l'!18.t5
1*t2.
r569.50
r629.96
r60033
175p.70
r8t 1.07

se
1.17
2.v
3.50
1.67

5.8it
7.oo
t.!6
e.33

t0.50

I t.8A
a.a.
sa.97
i.6.63
5t.29
8e.94
at.€o
s.28

't(x.9t
I t6.5'
l7'1.85
2gt.'r3
2tx.4.
349.7!
Nt.a
4€6.26
544.55
5:5.20
547.S
559.51

5 .17
58?.ait
5Oa.rlt
8(F.ta
6t7.4
629.'l5
64t.fi
65e.V
66'3./.2
6tc.6
G'7.71
6S.S
7t1.6
72.70
t3a.s
7i..Q.
75t.61
7S.82
fi5_S
t7a.a
cE.5a
9$.S

t049.09
I t07.37
I t6565

t22303
l2E2.2t
t3ia0.5o
r396.7t
'liasz06

r515.34
l573Gl
tSilt.ot
t690.19
17.6'17

.56
'1.i5
230
3.44
ia.5e

5.73
6.t8
a02
9.17

t0.31

ll.'16
zal
3'a.37

't5.E257.8
G&73
8{r.tE
91.6,1

r0309
I t a.55

171.42
zt.o9
48.36
3iagCt
4oo.eo

'a5al75t s-aa
526.t9
596.35
5'l9.tO

56t.2e
5tiL11
58,t.17
s5 G2
qr7.07

6t t.53
6ae.et
Gat.aa
65489
66i4.34

67tAt
6!7.25
€947r
7to.l6
721.81

73907
74.9
ng.lG
&1.79
E59.06

9t6.Ct
c73.6r

r@0.t8
r66.15
tl/l5.a2
t202.69
r69.06
131723
!37'l5O
ta31 77

t€o.oa
r5a6.3t
1 6035t
1 660.85
t718.t2



13.5o/" MONTHLY PAYMENT
necessary to amortize a loan

IMOUNT I -__3__ __5 I 10YEAR YEARS YEARS YEARS YFAhs
t t0

100
n
!o
400

t00
6m
tlo
TO
TO

t@o
20tto
LDo

'aOO500
coo
t60
loo
lro

1000
rtoo
2000
2300
tt@o
3300
rl0OO
ilt@O
a6@0

'47O0/48@

/o@
tooo
tt00
tI60
liloo
taoo
3SOOO

5600
cto0
58AO
too
ao@o
cloo
aaoo
citoo
a4@o
c5000
6t600
t0@0
t500
&@o
8300
o@
9500

1@OO

10500
t1000
Itto@
1200D
tat00
tsoo
t3!!oo
14000
14500
It000

4.tat
E.96

17.U2
a.a7
35.83

u.78
53.7ia
62.69
7t.65
t(t.60

t956
t70.fi
266.66
35E.a
117.n
srr'.Et
85.8t
tt6.'l:l
t(5.07
86.53

r3$.a
t70l.6
223a.Ct
2686.t
31 3't.3ii

3592.(n
,a@9.t5
4fie.lo
/(16-G
4:n.50
/888.6
4n3t
il56t.l6

'1656.7'l1746.8

'a!l5.8ta9?5.St
50r4.e
5t04.47
5tea.e
5213.t
5373.t3
5a62.68
555e.23
56ill.7t
573r.33
5820.to
604.n
6il68.€5
67t6.'lt

71U.17
76il.9t
co50.Ge
6507_as
89552t

w..gl
06s0.73

r@.']',to.6.5
ilt9..ot
11611.n
t206e.st
15C1.8
r2985.G
r3432.6r

t.70
tr'lo
e7t

t0.tt
tESt
i6.e7
&.37
&75
27.15
30.55

339i1
67.tt

t0't.6t
r35.75
l6e.6t
203.62
237.55
aft.10
Otil:l
330.36

s00.03
c7&71
&8.3e

t o{ e06
1lE?.7a

1367.42
r5e7.0e
r56t.oil
t5e4.e3
r6aa00

r662tit
t606.7'
t730.70
lr8a.6ia
Itoe5t
r$asl
lS8./l5
r$0.3t
ts4.32
l$6.25
2ooet9
266.12
2070.06
210too
2t37.git
2171.*
2205.t0
nfi.aa
291,aa
2545.t 5

271a.89
266i4.50
36il.l6
323.86
3:r3sit
9!t63.2,1
sBa.8e
3S256
10nL2a
1?l1.Q,

'lill l.5e
a*1.27
4750.05
44.62
500.30

t.t6
23r
,4.6t

3.9r
0.21

I t.5t
t3.6t
l6.t I
'I 8.,a1

20.7'l

230r

'16.0269.03
920'a

ri5.05
r36.06
r6,r.07
l8a.@
a)7.09
4b.10
3il5.t 5
ia6o20
5rs25
s0.30
&535
a0.iO

ldl5-a5
l@.'aa
t6t.a7
I to4.at

1127.a9
r 150.50
I t73.5t
'I19652
la95:t
,1212.y

t23555
r28856
r3r t.57
I 33,a"5t

t35750
t380.60
ll.o:1.6t
ligl6.6a
lil4g.6il
t17234
1495.6ia
t553.'t 7
t6t0.69
1725.71

I 8aO_79

l955.Eil
207039
2185.9,1
2&O.tO

2ill6.0tl
2$rl)e
w.1a
27tr.t9
?,.r621

?''tl2A
3t06.33
3i21.9
Eli'a.a3
3a5l,aa

38
t.7'l
3.4
5.r3
6.tit

8.55
t0.28
il.07
t3.68
t5.3tt

17.c9
34.t8
51.t7
68.$
85.i15

t@.3t
fi9.6e
t$.7t
r53.&
t70.&
256.33
i,.l.n
a21.Zl
sr2.65
36.0e

60c.st
768.97
7S.6
t&.r5
8tI.2a
(I,.3e
tgl.,al
871.50
t88.5e
9G.€a
qE2.n
e$.65
956.94
o7a.qt
1il.,t2

100&2t
t0252e
10423t
lo3tt.a7
t076.56

t0e3s5
ll to.ta
l l53.5
I I 96.18
12Al.B2

t367.(b
t,asa.50
1537.0i1
r62138
t70aE:l

l7g,L26
't879.70
t965.1,1
2050.s8
436.0a

2'1.17
2306_01

8Ca35
21Tt.79
255323

,7t
1.53
&05
a.s7
6.t0
7.82
e.l tl

to.e8
tzto
13.71

t5.23
30.'18
45.69
60.9r
7A.la
9t.37

t06.60
121.e.
13205
t5428

29.a2
sa-55
360.69
i153.83
ssaoT

@9.t0
et5.24
7op.17
7t 5.69
73,)..4.

746.t5
7tt.3t
718.@
7el.t3
al7.06
eza
837.5r
&74
67.97
833.20

D&,a2
tt3.65
gl8.t8
eaa.t I
so.3t
e7a.S6
60.7'
teT.ta
t065.93
'I lia:1.06

laE3,
l?p4.u
t370.a7
l,l48.6i
r542.?s

t5e8t0
1615.t2
t75t.t6
r&!7.30
l9oil.iB

i97e57
265.7r
2tgtt5
??o736

.12



MONTHLY PAYMENT
necessary to amortlze a loan

14o/o

AMOUNT 12
YEARS

15
YEARS --_?o_^ 25 30-YEARS YEARS YF-ARS

t t0
100
N
t0
/ad
!00
400
t00
&0
&0

r@
2@0
tmo
au
to
460
too
too
e@o

t0@
Itoo
20oo
2'oo
T@
t6&
'1060/as(no
a6m
a?oo
atu
tro
t000
$60
5a0
tld

!am
33m
t600
too
5d
3U
ao€o
lt@0
3to0
lg00
aao
tso
dtoo
t!@0
tld
!@
lt60
oo0
1560
tm@
1600
ltooo
ltltoo
ll000D
laco
im
11500
Irtoo@
la50@
!t0@

.r2
t.ilil
ett
a.3a
5.75

7.t0
6.63

t0.06
t t.50
l20.
Irl.38

^75il3.l2
57.a0
tt.06
t6.23

ioo.eo
ll'a.96
t2e35
ta3.72

21557
?'7.a3
36e5
€t.t4
50t.oo
sta.86
6a5.71
86r.0t
5t5.i.5
6te33

70,,.6
718.5'
na9a
717.91
76t.68

7/€.6
7!xt.e,
00a.&
tt9.r7
t3l.5a
u7.rt
tdl.28
878.65
8tr.@
gqt.'O

1'1e.n
g34.lia

tm.o
to6.s
toz.ts
I lao.7i
l2l.g
1?J,3..A,
t365.2t
'1,(',.13

r56.0
't50.t4
1359.]l'
r7a.56
l7f.4l
ll,6,,'?
t9ao.r3
20fi.$
208it.ra
2t55.'!

.6'
l.ga
26?
,a.(xt

5.33

6.66
aq,
9.rt

r0.63
I t.9e

is.3a
2e6,a
30.96
5E27
63.5e

79.01
0323

t06.5a
I I o.t6
133.t8

1Ut.7f
266.s5
gta04
oe.53g-t r

5tl:l70
$9.20
61261
cas.0:l
6ilt2/a

€52.56
665.6t
€70.re
025t
7!5.t3

n9.15
73P"8
745.78
75E10
fnLa2
78s.7s
799.05
41237
825.66
6it9.00

e6e&l
65.64
oaqt
ct22.
raSr

165./('
'1t3t.90
I19057
t265.t6
t331.75

ioagl
t'l6a.0a
r53r.5t
rse8.0e
r63a.6C

17gt.n
r797.t8
lSa.,a.l
!931.03
t9762

12.4
21.A
37.3t
19.75
c2t6
71.62
t7.05
t9-at

ilr.qr
12,t.38

r86.53
?,,tll
3to.te
cr3.06
43524

07.11
56950
5,2.@
stil.,16
5e6le

60t.3it
cc1.n
G3ia20
6a6.6,1
650.07
grt 5t
68it.94
306.t8
70Elt
7i21*
7il!.6t
7l8.t2
758.55
no.gtt
713.'12

7t536
t082t
0993a
ootT
8?.65
Sia.8A

tG7.00
fi10.t7
r t8t.3ti
12353
lE'5.70
r$7t8
I'130.05
raP23
l55a.'lt

t8t65E
r618.76
tzo.g!
t&3.fi
ts529

3l
1.4
2.11
3.64
+e.
6.@
7.4
C.i(l
9.6a

i0.8a

t2.oa
U,Q
$.r2
at.r6
e0.t9
72.4
u.zt
s.3t

t6.34
r20.38

r&.''
2r0.76
300.5
i!6t.t3
a5.g!
a8r.5l
541.7!
5S!.7a
565.77
5n.a
5C0.dt
60t.s
ct3.c
625.96
G:lt_6

650.0a
6€e.07
57'l.ll
6S.15
G6.te
71o.2
72.4
734.30
7'16.ga
?$.Et
7m.a1
7e..15
8r2.5a
6lp..s
0@.83

e63.Or
1c23.&
1083.30
fi4458
t203.7t

!2&1e5
t32!4.14
t3&a.g!
1i144.52
t50a.7l

l56ia.8e
r625.08
r685.27
l7il5.i|o
1805.55

.60
t.ie
zs7
3.58
1.7a

5.gt
7.11
t.30
9.'o

r0.67

r t.8tt
29.70
35.55
17.&
5e.2s

7t.ro
82.t5
e4.79

t06.6a
r rt.a9
17f.74
46.0t
*.a.
35t47
a1a-71

a73.ott
533.20
5a5.05
556.80
568,7a

s60.59
92U
60..20
616.tt
e7.n
6lig.8'a
G6t.68
683.53
675.3t
G8723

6ee.0t
no93
tn.7a
t34.6lt
7.€..47

756.3:l
7ro.17
7ee.7e
ccg.a2
t48.66
ea7.o0
ro7.t5
163.39
Ir25.dt
I l84lt
1?.1.12
t $:t.33
t*ast
tazt.85
lil8t.0e

l5a0.gt
t50e5t
tG56.4t
t7t607
tm31

.83
r.25
2.0
3.71
,a.eg

a.a
7.17
8.7t
9.95

I t.20



14o/o MONTHLY PAYMENT
necessary to amortlze a loan

AMOUNT 13CU10YEhR YEARS YEARS YEARS YEARS

350
100
200
oo
iaoo

!00
aoo
?00
DO
90

tm
zflO
3@0
aoo
t@o

aoo
t@o
E@0
D@O

to@o
tSqD
20(m
25@0
r@o
tg@o
rl0oo
Ill'OO
/t6S
t?@0
/la@O

/O@O
$o0
tloo
IEOO
t00o
taoo
!600
t600
too
t860
!@o
to@o
aroo
ail@o
airo
aa@
4300
4t500
?000
7lo
a@
8560
s@
GOO
tooo
r600
tr006
1150@
12006
12306
Itoo
t3!too
tiaoo(!
1a500
t50oo

il.ag
aot

17.93
23.9a
35.C

'l4.gO53Ct
Ga86
7t.til
lo.8t

t9.79
't79.56
n.9
350.r5
/U8.ea

53E.7:l
Gaa51
7t8.g'
806.0'
897.tt

l3ia6.tl
175.75
A4.ED
26gt.Ga
3li(!.55
35Sl.,ao
4O/('.i3i!
4t$.a
aa.@
4im.79
i(l90.5,

'a,a0.Sa570-t5
i.664.94
175...72

il8l8.5l
a03a_s
sd2t.6
5ll7.o
sa('r.66

52'97.4
5387.23
54n.e.
5566.t1
5856.5e

s7,l6-38
5E$.17
c060.et
82t5.r0
6734.04

71e.sl
7831_9i
80trr.65
8529.78
a9ra.t2

9a?.c5
9876.5e

to35.5C
lon1.8
fl223.O

r162.33
I,?l.N
t?sm.n
l&19.t'a
I 3468.07

1.71
g.,lz

6.84
t0.26
t3.6t

t7.oe
20.51
23.91t
27.45
30.76

34.t8
8a.36

l@.54
'136..72
t70.tt
205.07
?30.E
2f313
s7.60
341.7t
5t267
643.56
t5..'15

re5.3it
I t96.22

rs7.il
153t 00
r572'r8
t606.35
l6iao.53

16ta.7l
I 70t.89
I 7a3.06
lTn.2a
,6t.it2
r 8a5-60
l6'9..7l
'It|3.95
tta&i3
rsa3l
20t6.49
2G0.6a
2€4.6,4
211t.4.
2t53.20
21n.37
21.fi
207.00
2c,2-1.
25333it

273...2
2$5.t0
3075.90
32/6.88
st7.77
358&C6
3759.54
39gO.,.:|
ill0l.3:l
Elz2t
44aAt0

'l6t3.9e1?U.87
ir965.76
5126.55

l,l7
2sil
i4.66

a9e
o3l

il.6a
r3.97
16.2t
re62
20.95

23.27
i.6.54
60.0i
03.04

tt5.35
t39.61
tGatt
186.15
?ot.Q
&,&
3'19.09
ir65.37
5tr.7r
Gec.05
tl,4.39

cto.7a
r0a7.o8
1070.34
t003.6t
I lt6.8t
I lilo.l5
I l63.il2
I t88.60
r2oo.95
1?342.
12'€.10
lmt16
ts3.o3
r326.30
l3/4953

lgz.t3
'r3tr.10
tat9.J,
l./f?.u
t/t65.S

t.89.r7
I 5tz.aa
r''0.6r
r8e8.78
t 745.t2
lSt.,l7
19nt1
20ea.t5
?210.10
29833
243.17
255t.5r
67s'l5
2Vnn
2St5il
3ea.6E
3lal2.
3257.s6
3373.90
34902i1

.47
l.7a
3.'lt
3.?
8.S
6.G9

'lO.,(!

't2.17
t3.s
t5.64

t7.30
3i4.75
54.12
6e.'O
a.s

t0a.23
ra.6r
r38.$
'r56.36
173.72

2G0.5ty7.4
1:,,.E
sAt.t5
6C.ol

69'l.tt
741.72
79e.Oe
tt6.47
6i]3.ta

t5t.a
868.5t
t85.5
903.32
9D.69

036.c'
$5.i..
072.d
tm.it

t00t.56

lea.g2
t0az30
r050.67
$n.u
r0o4.ar

lt I t.7t
't't29.r5
'rt7z5!
l2t6.0t
t30at7
't38t 73
t'176.6t
1583.44
1650.30
t737.16

r824.0t
r9ro87
t907.73
206/t.59
a71.4
225&30
23,15.1G

2I,32@.
6t8.t7
2605.73

.74
r.56
1t'l
'1.06
9.22.

7.77
9.34

10.67
lzil:l
t&00

1553
3r.06
il6.56
6att
n.u
03.18

t08.69
121.2,
l39.7ia
15427
&8
3rosa
$al7
'165.80
SaAta,a

6et.07
c06.70
7!a.23
7dr.76
7i45.28

7E0.tr
n6.y
79r.t8
&7.39
eLn
83e,!a
653.97
69.50
t65.@
so.55
n6.06
sr.e0
9a7.t3
sa66
c'6.tt
9037r

l@e24
t(xt.05
r6837
tt€450
1?l2.11
131977
tc7.ao
t'475.04
r554.57

leto.30
t707.9a
I 7a5.57
t86r!20
to4oL
?o18t7
2096.10
2173.71
2251.37
232e.OO



LOAN PROGRESS CHART
Unpaid Princlpal Balance on a 91,000 Loan, 30-Year Term

Interest
Rate

Elapsed Term ln Years
12 15 18 2A 25

7.O

7.5

8.0

8.5

9.0

9.5

9.75
10.0

10.25

10.5

11.0

11.5

12.0

12.5

13.0

13.5

14.0

14.5

15.0

15.5

16.0

16.5

17.O

17.5

18-0

816

827

839

849

859

869

873

878
882

886

894
902

909

915

922

927

933

938

942
947

9s1

9s5

958

961

964

740
7s4
768
781

793

805

811

817

822
828

838

848

857

866

874

882
890

897
903

910

916

921

926

931

936

u7
663

678

693

707

721

728
734
741

747

760

Tl2
783
794
805

815

824

834

842
851

8s9

866

874
880

887

s73
589

605

620

63s

650

657

664

671

678

691

704
717
729
74',1

7s2
763

774

784
793

803

812

820
829

836

336
349

362
375
388

400
407

413
419
426

{r8
450

462
474
486

498
509

520
s32
s42

s53

563

574
584

593



LOAN PROGRESS CHART
Unpaid Prlncipal Balance on a 91,000 Loan, 30-year Term

lnterest
Rate

Elapsed Term ln Years
345810

7.O

7.5

8.0

8.5

9.0

9.5

9.7s

10.0

10.25

10.5

11.0
11.5

12.0

12.5

13.0

13.5

14.0

14.5

15.0

15.5

16.0

16.5

17.0

17.5

18.0

967
970

973

975
978

980

981

982
982
983

985

986

988

989

990

991

992

993

993

994

99s

99s

996

996

997

9s5
959

962

966

969

971

973

974
975

976

979

981

982
984
986

987

988

990

991

992

992

993

994
995

995

941

946

951

95s
9s9

962

964

966

967

969

972

974

977

979

981

983

984

986

987

988

990

991

992
992

993

89s
903

910

917

924

930

933

93s
938

941

94s
950

954

9s8
962

965

968

971

973
976

978

980

982
983

98s

8s8
868

877

886
894

902

906

909
913

916

923

929

934
939
944

949
9s3

9s7
960
964

967

969

972
974
977



MONTHLY PERCENT
Dlvlde by 12 to Determlne Monthly Payment

lnterest
Rate

Loan Term ln Years
25 30 35 40

7.O

7.5

8.0

8.5
9.0

9.5

10.0

10.5

11.0

11.5

't2.o

12.5

13.0
13.5
14.0

14.5

15.0

15.5

16.0

16.5

17.O

17.5

18.0

18.5
19.0

8.49

8.87

9.27
9.67

10.08

10.49

10.91

11.34

11.77

12.20

't2.64

13.09

13.s4
13.99

14.4s

14.91

1s.37

15.84

16.31

16.78

17.26

17.74

18.21

18.69

19.18

7.99
8.40

8.81

9.23
9.65

7.67
8.10

8.s3
8.97
9.41

9.86

10.32

10.78

11.25

11.72

12.19

12.67

13.1s
13.63

14.11

14.60

1s.09

15.58

16.07

16.s6

17.05

17.55

18.04

18.54

19.03

7.46
7.90
8.35

8.80

9.26

10.10

10.54

10.98

11.43

11.89

12.3s

12.81

13.28

13.75

14.22

14.70

1s.18

1s.66

16.14

16.63

17.1',|

17.60

18.09

18.58

19.07

9.73

10.19

10.67

11.14

11.62

12.1',!

12.59

13.08

13.s7
14.06

14.55

15.04

1s.54

16.03

16.s3

17.O2

17.s2

18.O2

18.52

19.02

Monthly Mortgage Payment = (Loan Amount x
Mortgage %l +12



MONTHLY PERCENT
Divide by 12 to Determlne Monthty payment

Monthly Mortgage Payment = (Loan Amount r

lnterest
Rate

Loan Term in Years
5101520

7.O

7.5

8.0

8.5

9.0

9.5

10.0

10.5

1 1.0

11.5

12.0

12.5

13.0
13.5

14.0

14.5

15.0

15.5

16.0

16.5

17.O

17.5

18.0

18.5

19.0

23.77

24.O5

24.34

24.62

24.92

25.21

25.50

25.80
26.10
26.40

26.70

27.00

27.31

27.62
27.93

28.24

28.55
28.87

29.19

29.s1

29.83

30.15

30.48
30.80

31.13

13.94

14.25

14.56

14.88

1s.21

15.s3

1s.86

16.20

16.s4

16.88

17.22

17.57

17.92

18.28

18.64

19.00

19.37

19.73

20j1
20.48

20.86
21.24

21.63
22.O1

22.41

10.79

1 1.13

11.47

11.82

12.18

12.54

12.90

13.27

13.64

14.02

14.41

14.80

15.19

1s.58

1s.99

16.39

16.80

17.2'l

17.63

18.05

18.47

18.90

19.33

19.76

20.20

9.31

9.67
10.04

10.42

10.80

1 1.19

11.s9

1't.99

12.39

12.80

13.22

13.&
14.06

14.49

14.93

15.36

15.8'l

16.25

16.70
't7.15

17.61

18.06

18.52

18.99

19./l5

Mortgage o/ol + 12



Other Pablications hy the Author

. The Living Trust:A Cure for the Agony of
Probate

<lso available in software for PC
. Lawsuit and Asset Protection Kit
. Estate Planning for the 1990s: A Practical

Guide to Wills, Thustq Probate and Death

Thxes for Everyone
. The Legal Forms Kit

<Iso available in softwarefor PC
. How to Protect Your Assets, Perfectly

Legally, from the Catastrophic Costs of
Nursing-Home Care

. How to Deal With the IRS

. The Durable Power of Attorney

. You and Your Will: A Complete

Do-It-Yourself Manual

<Iso available in softwarefor PC
. How to Cut Your Mortgage in Half
. Facts About AIDS
. Teach Your Baby to Swim-vldeo






