Borrow money to buy a
house. What do you pay
monthly? What’ s escrow?

Business Mathematics
Class notes o O
Real Estate L oans (section 12.5)

The monthly payment for a home loan depends on the amount borrowed (P), the interest rate (R),
and the term of the loan (T, time).

The table this section uses will give us the monthly payment (principal plusinterest) for every
$1,000 borrowed, given the number of years and the interest rate. Hereiit is.

Real Estate Amortization Table
(Principal and Interest per Thousand Dollars Borrowed)

"Terms Terms .
inYears 4% 41% 5% 5% 6% 63% 7% 7% 8% inYears
10 10.12 1036 10.61 10.85 1110 1135 11.62 11.88 12.14 10
15 740 765 791 817 844 871 B899 928 956 15
20 6.06 633 660 688 7.6 746 776 806 837 20
25 528 556 585 6.4 644 675 707 139 172 25
30 477 507 537 568 600 632 665 700 734 30

(source: Business Mathematics, Clendenen and Salzman, 14™ edition)

To find the monthly payment for ahome loan, divide the principal needed by $1,000. Multiply
that by the table value for the appropriate interest rate and term (in years).

To find the total amount that will be paid (over the life of the loan) for the home, multiply this
monthly payment by 12 and also by the number of years the loan isfor.

The finance charge (or total interest to be paid over the life of the loan) is the difference of the
total amount paid and the principal.

Let’stry some examples.



expl 1: Usethereal estate amortization table to find the monthly payment for this loan.
Amount of loan: $132,000 ° 0 0
Interest rate: 6 %2 %

Term of loan: 25 years

First, divide the amount
of theloan by $1000.

OOO

Second, look up the
interest rate and number
of years on the table.
What value does it give?

Third, multiply to
find the monthly
payment.




Repayment Schedules:

These are similar to the amortization schedules that we did previously. It will show the monthly
payments, broken down into how much goes toward interest (interest payment) and how much
goes toward the principal (principal payment), along with the balance after each month.

expl 2: G. Godwyn purchases atiny home. After alarge down payment, he finances $88,600 at
5% for 10 years. Prepare a payment schedule for the first two payments.

Repayment Schedule

Payment | Total payment Interest payment | Principal payment Remaining
number balance
0 $88,600
1
2

Step 1: Figure the
monthly payments
(al the same).

Step 2: Use | = PRT tofind the
interest for that month. Remember
that P will change as we go.

Steps 3 & 4: Subtract the interest from the
payment to find how much to apply to the
principal. Find the new principal (balance).

Continue down the
table. Recall P
changes as we go.



Escrow Accounts (aka |l mpound accounts):
Property tax and insurance is calculated for the year and the borrower pays /1, of thetotal each
month. The lender pays these bills for the borrower from these funds.

We will add those amounts to the monthly payment cal culated above to figure the true monthly
payment needed.

expl 3: Find the total monthly payment including taxes and insurance for the loan.
Amount of loan: $195,000

Interest rate: 5%

Term of loan: 30 years

Annual taxes. $3,920 o

Annual insurance: $850

Step 2: Add the taxes and
insurance, and divide by 12
to get amonthly portion.

Step 1: Figure the
monthly payment
using the table aswe
have done before.

So how much should
this person expect to
pay each month?




