
 TUTORIALS

Amortization 

... the calculation that turns your loan and interest due on your loan into the same monthly payment 
for each month of the 25 year term of your loan.

Don't ask me why 25 years. I still don't have an answer to this question. If you know; please let me  
know.

In order to achieve this level monthly payment you have to pay back very little of your loan in the 
early years of your mortgage. It takes about 5 years to pay back 10% of what you borrowed.

At the one extreme of house purchase is 'interest only' i.e. you are not paying back any of the money 
you borrowed just interest. While at the other extreme is a cash purchase i.e. you are one of the  
lucky few who can buy you're house outright with your own money; you don't borrow anything and 
therefore pay no interest.

In between these two extremes we have capital repayment i.e. you pay back part of the amount you 
borrow along with the interest due, on what is left to pay back, to the lender with each monthly 
payment.

The  best  thing  you  can  do is  to  overpay your  mortgage  (assuming  your  lender  will  let  you  - 
remember they make a living out of collecting interest). Overpayments reduce the amount you owe; 
paying off your mortgage earlier by paying less interest! Sometimes this can be quite dramatic.
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