Amortization is the technical term for how your mortgage is paid off over time and determines the amount of your monthly mortgage payment
Except for interest-only mortgages, all mortgages amortize, which means the vast majority of mortgages amortize
For amortizing mortgages, the mortgage payment is split between principal and interest

@ The principal component of your mortgage payment goes to paying down the mortgage balance

@ The interest component of your mortgage payment represents the cost of borrowing money from the lender and does not reduce your
mortgage halance

The split between the principal and interest payments that make-up the monthly mortgage payment is determined by a mathematical amortization
formula

You pay a monthly mortgage payment, based on the formula, that will pay down the mortgage balance completely and pay the lender the required
amount of interest, over the life of the mortgage

Even though your monthly mortgage payment may not change over the life of the mortgage, the split between principal and interest changes a little bit
every month

At the beginning of your mortgage, most of your monthly payment goes to paying interest. At the end of your mortgage, most of your monthly payment
goes to paying principal

A fixed rate mortgage has a constant payment over the life of the mortgage, but the principal component represents an extremely small percentage of the
monthly mortgage payment for the majority of the mortgage

Fora 30 year fixed rate mortgage, it takes approximately nineteen to twenty three years to pay down half of the mortgage, depending on the interest rate
® The lower the interest rate, the faster the principal reduction

Understanding how amortization works is key knowing how much of your mortgage you have paid off and how much equity you have in your home at any
give point over the life of your mortgage

The chart below shows how amortization works for a $380,000, 30 year fixed rate mortgage with a 4.0% interest rate

This example illustrates how at the start of your mortgage, the majority of your monthly payment goes to paying interest while at the end of your
mortgage, the majority of your payment goes to paying principal. The chart also demonstrates how the principal balance of your mortgage declines to zero
over the term of the mortgage even though your monthly mortgage payment does not change

B Principal Interest < Mortgage Balance
$22,000 $400,000
S

v ).
$373,308 536},644 < <>
0
S359'092351,553 bt < 7
$18,000 $343,702 .
5335532 N = N
3327,02931\/79 N $299,383

$318,179 2
. < $289,407
$308,969 57 2 <570 094
' // 10,964

6,39
808 7479 $300,000
o5 9092 BT6
1053 10,065 %
$14,000 1793 38
13,266 12919 12,850 12184 T 526821815
13919 13,599 13 N
15,078 14805 14521 14226 = 256072 S8 8
: $245,268\<
5233087/
%
20410

$207,2169"

$12,000
$200,000

$10,000

$6.000 3 19
12677413199
1 704012, 18"~
0806011, 2400
0,383
s 7ol sosf sssoffo20f % ek
7543 7851 Q% g
66920 6.964] 7.248 '+
$2,000 |l

COPYRIGHT FREEANDCLEAR.COM 2013. ALL RIGHTS RESERVED. WWW.FREEANDCLEAR.COM

uejeg abebyioyy pug Jeap

$100.000

Annual Principal and Interest Mortgage Expense




