Amortization Schedule
The Informed Consumer's Secret Weapon
An amortization schedule is a little known, but very useful tool.  When used correctly, it becomes one of the most valuable secret weapons in an informed consumer's economic arsenal.  

An amortization schedule is essentially a table detailing each periodic payment on a loan (typically a mortgage).  Most amortization schedules will break down each payment separately into interest and principal portions.  It is important to note here that this will not include any amounts that the lender is collecting for periodic escrow disbursals such as real estate taxes and homeowner's (a/k/a hazard insurance) and is solely based on outstanding principal and interest due on the Note.  

In addition, an amortization schedule will also detail interest paid -to- date, principal paid- to- date, and remaining principal on each payment date.  

It is here that we want to focus our attention.  The fact which is largely unknown by consumers;   the more money you pay towards your principal, the more money you save yourself in the long run.  Lots of money!!

As a consumer an amortization schedule is an invaluable tool as it will allow you to actually see where best to apply/allocate your money to your best financial advantage.  

There are many kinds of amortization schedules including:

         Straight line (linear) 

         Declining balance (used most)
         Annuity

         Bullet (all at once)

         Increasing balance (negative amortization used in some adjustable rate mortgages)

Generally, amortization schedules run in chronological order.  The first payment is assumed to take place one full month or payment period after the loan was consummated.  The last payment completely pays off the remainder of the loan and often will be a slightly different amount than all of the earlier payments.

There are a couple of very important factors worth noting when you mortgage a home.  First, there is a substantial inequality between the amount allocated towards interest and principal in approximately the first 18 years of the mortgage.  In these payments, about 90% of the payment made will be allocated towards interest and only about 10% will be applied to principal.

Second, the payment on an amortized fixed rate mortgage will remain the same for the entire loan term.  Any additional payments made to principal will reduce the number of years that you pay on that loan not the monthly payment amount.

Third, understanding the above fact is often overlooked by borrowers and is the key to using an amortization schedule to your advantage.  Because, although you will not reduce the payment amount of your amortized loan by making additional payments to principal.  You will however, substantially reduce the term that you must pay on that loan and thereby save yourself literally thousands of dollars in interest.  

 The following examples will show just how much you can save by paying as little as $50.00 to $100.00 per month towards your principal:

*These examples are based on a loan with a principal amount of $100,000.00 for 30 years @ 7.0% interest*

Standard amortization with NO extra payments to principal:

	Payment #
	Payment Due
	Payment to interest
	Payment to principal
	Total paid to principal
	Total paid to interest
	Left to pay

	1
	$665.30
	$583.33
	$81.97
	$81.97
	$583.33
	$999,918.03

	2
	$665.30
	$582.86
	$82.45
	$164.42
	$1166.19
	$99,835.59

	3
	$665.30
	$582.37
	$82.93
	$247.34
	$1748.56
	$99,752.66

	4
	$665.30
	$581.89
	$83.41
	$330.75
	$2330.45
	$99,669.24

	5
	$665.30
	$581.40
	$83.90
	$414.66
	$2911.86
	$99,585.34

	6
	$665.30
	$580.91
	$84.39
	$499.04
	$3492.77
	$99,500.95

	/359
	$665.30
	$7.69
	$657.61
	$99,338.67
	$139,504.89
	$661.31

	360
	$665.17
	$3.86
	$661.31
	$100,000.00
	$139,508.75
	$0.00


 

In the above example, the amount that you pay to interest is substantially higher than the amount applied to principal.  In fact, not until year 21 would the amount applied to principal start to exceed the amount applied to interest.  Furthermore, at the end of the 30 year term you will have paid a total of $139,508.75 to interest, which in effect is the bank's profit. 

Amortization with $50.00 extra paid each month to the principal:

	Payment #
	Payment Due
	Payment to interest
	Payment to principal
	Total paid to principal
	Total paid to interest
	Left to pay

	1
	$665.30 + $50.00
	$583.33
	$131.97
	$131.97
	$583.33
	$999,918.03

	2
	$665.30 + $50.00
	$582.86
	$132.74
	$264.71
	$1165.90
	$99,735.29

	3
	$665.30 + $50.00
	$582.37
	$133.51
	$398.22
	$1747.69
	$99,601.77

	4
	$665.30 + $50.00
	$581.89
	$134.29
	$532.51
	$2328.70
	$99,467.48

	5
	$665.30 + $50.00
	$581.40
	$135.08
	$667.59
	$2908.92
	$99,332.41

	6
	$665.30 + $50.00
	$580.91
	$135.86
	$803.45
	$3488.36
	$99,196.54

	/290
	$665.30 + $50.00
	$6.55
	$708.75
	$99,585.69
	$107,852.08
	$414.31

	291
	$416.73
	$2.42
	$414.31
	$100,000.00
	$107,854.49
	$0.00


 

In the above example, by just paying $50.00 extra each month you would start paying more towards principal at 15 years 3 months. This loan would terminate at payment 291 or 25 years and 3 months and the total interest paid for the term would be $107,854.49.  You will have saved yourself $31,654.26 interest.

Amortization with $100.00 extra paid each month to principal:

	Payment #
	Payment Due
	Payment to interest
	Payment to principal
	Total paid to principal
	Total paid to interest
	Left to pay

	1
	$665.30 + $100.00
	$583.33
	$181.97
	$181.97
	$583.33
	$999,918.03

	2
	$665.30 + $100.00
	$582.86
	$183.03
	$365.00
	$1165.61
	$99,635.00

	3
	$665.30 + $100.00
	$582.27
	$184.10
	$549.10
	$1746.81
	$99,450.90

	4
	$665.30 + $100.00
	$581.20
	$185.17
	$734.27
	$2326.94
	$99,265.73

	5
	$665.30 + $100.00
	$580.13
	$186.25
	$920.52
	$2905.99
	$99,079.48

	6
	$665.30 + $100.00
	$579.05
	$187.34
	$1107.86
	$3483.95
	$99,892.14

	/246
	$665.30 + $100.00
	$8.69
	$756.61
	$99,267.00
	$88,997.42
	$732.99

	247
	$737.26
	$4.28
	$732.99
	$100,000.00
	$89,001.70
	$0.00


 

In the above example, by just paying $100.00 extra each month you would start paying more towards principal at 11 years 7 months. This loan would terminate at payment 247 or 21 years and 6 months and the total interest paid for the term would be $89,001.70.  You will have saved yourself $50,507.05 interest.

If you are contemplating mortgaging a property, you should request that your lender representative provide you with an amortization schedule for your loan.  

However, if you are not currently in the market to mortgage a property but would like to see an amortization schedule on your current mortgage, there are various programs which allow you to generate your own amortization schedule (Quick Books, Quicken or almost any accounting software).  If you do not have this software available but have access to the internet, you can search the words "amortization schedule" and you will have literally hundreds of options available to you.

In summary, an amortization schedule is one of the tools you have at your disposal to help you minimize your debt.  Properly used it can help you track your loan payments, manage and understand your total financial picture and potentially save you thousands of dollars.

