11.5-Home
Ownership

We will discuss the effects of compound
Interest on mortgages (loans for houses).




Ini’ridlégxpenses

>(W"hen you buy a house, you normally make a
down payment, and fake a mortgage for the
remaining amount. lborous

» In addition to the down payment, you also
have to pay closing costs (fees); these fees
may be expressed in points. (I peitt = [ /s of 4o
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Example | Jpamg o lease s
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» The purchase price ofa home is $225,000. A
down payment ofQ0%)is made. The bank  add+

charges $500 in fees plus 2% points. Find the

total of the down payment & the closing
COsts.

» Down payment

200/ of $A5000 =
0. 20 @25,000) = $LI-SQQQ




Example |

» Find the total of the down payment & the
closing cosfs.

»22points = 2.5 pas = 2.5%0 o morlgess,
ynor\m = 9.95) OOQ— down Wv\ml\lv _—_—‘ $l80)0
- " et 005,000

) :2,50/6 og' ISOJCC@:- O:OQ-S(l&O)(ﬂ.))

» Total costs = down \aozmn’r + Q\z pnts + 500
= L4, 54+ 500
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Example 2

+=30
» You purchase a home and obtain a 30-year

loan of $180,000 at an annual interest rate of
A= 180,00
4.375%, ’
!‘=O.0Ll-3:|-5
» (a) Whatis the morr’rgage payment? (M,t'__*_\iﬂ\z paymut for
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PMT = A r_\nt _
" |- (1+ %) s, /g
004335
— I 2z —2G0 =
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Example 2

» You purchase a home and obtain a 30-year
loan of $180,000 at an annual interest rate of
4.375%.

» (b) What is the total of the pay fn’rs over the

ife of the loan? e
el = (PO \
= @38‘18.11(\2)(3%
= UCH \mgher
lim:s) 535. ¢O M\;O)&&‘




Example 2

» You purchase a home and obtain a 30-year
loan of $180,000 at an annual interest rate of

4.375%. _epren
» (c) Find the total amount of interest paid on
the loan. Aekel — on&u\a(
Jotol wwsest = 1323,533.60 ~ \ {0,000 \
= |$143,535.60

(> poeked $!




Main Point 1 A applies o s

loan

» To save time & money, pay more than the
monthly payment!

» In the previous example, if we paid $100 extra
each month, we would pay off the loan in ~25
vears and save over $30,000 in interest!

» In the previous example, if we paid $1000
extra each month, we would pay off the loan
in under 10 years and save about $103,000 in
interestll!
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Example 3

» You purchase a home for $150,000 and
obtain a 20-year mortgage at 8.5% after
making a down payment of 20%.

» Of the first month’s mortgage payment, how
much is interest & how much is applied 1o the
principal? > o mudn oS GC—W()/ borrowed \

1. FiInd the mortgage amount.

down WM = 0.20 (I5Q)OOO>-‘— 30,000
V“oc*w = 150,000~ 20,000 = $20,000




Example 3 (Acadly)

» You purchase a home for $150,000 and
obtain a 20-year mortgage at 8.5% after
making a down payment of 20%.

2. Find the monthly payment.
0.0%5

12

PMT = 120,000 _ 940

N =




Example 3

» You purchase a home for $150,000 and
obtain a 20-year mortgage at 8.5% after
making a down payment of 20%.

3. Find the interest after 1 month.
Thueresk  abec | moth: prt CP"%%%O\

r=0,085
=120, 085)62) L

PB?SO
o v _

Amowny- a,pp\\e,ck o poand PMT —inkeres-
P Fal Z oul.2a-850 = | 8




Example 4

PMT = €98.3\ >

» After making poymen’rs of % %§571 for 6 years
on your 30-year l[oan af 4% 3 you decide to
sell your home. What is the loan payoff?

A= PMT




Other Expenses

» In addition to your mortgage, you also have
to make monthly property tax & insurance
payments.




Example 5

» You have a mortgage payment of $898.71,
anfannualproperty tax bill of $944 and an
annuablinsurance premium of $1462. Find the

total monthly payment.

MOHBT * propesty dax + nswmnce - \

Q44 46 L

298. 1 . *\' o
> month &
| $1079.9] \ ’Fa,mefa-s




Example 6

oo ot

» You have saved $35,000 for a down payment,
and you want to make a minimum down
payment of 20%. What is the maximum price
you can afford for a home? (Geed *""‘g +o know! )

down  paymt = Q0% of pace of (/\ovm.—\

0. 20

35,000 = 0.9.6( P ok \/\om.,\
35,000 P
P(\CL o(' home. = 5. 20 *:lﬂ’;\%)




Main Point 2

» Just because you CAN borrow money doesn’t
mean you SHOULD.

» Borrowed money is not free money! Trtecest!

» Try saving ahead to a goal, instead of going
into debf.




Example (Acadly Review) |
P= 8000 r=0.0%
» If you leave $8000 in an Gcc_:gun’r earning 2%
. n=
iIntferest, compounded quarterly, how much

money will be in the account after 3 years?
Com(-’d‘““k Amu_t‘t\' Formula <=3

A=P(\+7;)n




Example (Acadly Review) |I.
A=18,000

» You buy a Honda Civic for a total price of
$18,000 (including taxes and fges) and - o0,064
finance that amount for 10 years with a 6.4%
Inferest rate. Find the monthly payment.

@m’r Formula =12

PMT= A




Example (Acadly Review)

» You buy a $220,000 home with a down
payment of 15%. Find the amount of the
down payment and the mortgage amount.

otowmo.yw 15 of 290,000
= 0. 15 (220 000>
32,000

Mo MM“' bOfTOWC(‘.
H-ajk 20,00 — 33,030
oV \ - ‘8 7) OO (




