
GIVE ME SOME OF THAT OLD TIME AMORTIZATION 
By Patrick Niland 

 
Most co-ops will benefit from the discipline of “forced savings” inherent in an 

amortizing loan. 

 
What a time to be shopping for a new underlying mortgage!  Interest rates are again 

nearing a 30-year bottom and several dozen lenders are scrambling to fill their portfolios.  

Spreads -- the incremental amount which a lender adds to an index (such as the 10-year 

Treasury rate) to determine a loan’s interest rate - are narrowing and other terms are 

loosening as well.  To be even more competitive,  a few lenders have resurrected the 

“standing” or “interest only” loan, a product rarely seen since the free-wheeling ‘80s.   

 

The monthly payments on standing loans are substantially lower because they include 

just interest on the outstanding loan balance and no additional amount to repay the 

principal.  These lower payments are very attractive to board members struggling to hold 

the line on shareholder maintenance charges.  And, under certain circumstances, 

payments can be low enough to allow some board members to seriously discuss what 

they previously had only dreamed about - reducing maintenance! 

 

As appealing and politically rewarding as this might be, most boards should resist the 

temptation.  After all, everyone has adjusted to the current level of maintenance.  Any 

relief from a maintenance reduction will only be temporary and relatively minor.  Instead, 

boards would be wiser to adjust the amortization schedule of their new loan to absorb 

most, if not all, of any savings in their monthly payment.  There are six important 

arguments to support this recommendation.  But first, let’s make sure that we all 

understand what amortization is and how it works. 

 

Of all the words in the financial lexicon, “amortization” may be the most difficult to 

pronounce, its syllables regularly rearranged into a wondrous array of stammered 

approximations.  It is, however, one of the easiest to define.  Quite simply, amortization 

is the repayment of some or all of the amount borrowed in a gradual and systematic way 

over the life of the loan.  It is impossible for the schedule of amortization (or repayment) 

to be shorter than the term (or life) of the loan, but it can be longer. 

 

For example, a five-year loan could have a 25-year amortization schedule.  In this case, 

monthly payments would consist of interest on the outstanding balance computed at the 

stated loan rate plus a small portion of the principal.  The amount of principal in each 

payment grows over the life of the loan and is calculated to repay the entire amount 

borrowed if the loan were in place for the full 25 years.  When the loan comes due at the 

end of the fifth year, however, a substantial balance remains that must be repaid or 

refinanced.  Loans with this structure are called term, balloon, or “bullet” loans. 



 

 

MONTH 

MONTHLY 

PAYMENT 

INTEREST 

(e.g., 8.00%) 

 

PRINCIPAL 

REMAINING 

BALANCE 

0    $1,000,000 

1 7,718 6,667 1,051 998,949 

2 7,718 6,660 1,058 997,890 

3 7,718 6,653 1,066 996,824 

4 7,718 6,645 1,073 995,752 

* * * * * 

* * * * * 

* * * * * 

57 7,718 6,193 1,525 927,377 

58 7,718 6,182 1,536 925,842 

59 7,718 6,172 1,546 924,296 

60 7,718 6,162 1,556 922,740 

5-Year Loan with 25-Year Amortization 

 

Alternatively, a five-year loan could have a five-year amortization schedule.  As you 

might guess, the monthly payment for such a loan would be much higher since the 

repayment period is shortened from 25 to just 5 years.  Loans with amortization 

schedules equal to their term are called “self-amortizing” or “self-liquidating” loans. 

 

 

MONTH 

MONTHLY 

PAYMENT 

INTEREST 

(e.g., 8.00%) 

 

PRINCIPAL 

REMAINING 

BALANCE 

0    $1,000,000 

1 20,276 6,667 13,610 986,390 

2 20,276 6,576 13,700 972,690 

3 20,276 6,485 13,792 958,898 

4 20,276 6,393 13,884 945,014 

* * * * * 

* * * * * 

* * * * * 

57 20,276 532 19,745 60,027 

58 20,276 400 19,876 40,151 

59 20,276 268 20,009 20,142 

60 20,276 134 20,142 0 

5-Year Loan with 5-Year Amortization - A “Self-Liquidating” Loan 

 

So, is there any benefit to an “interest only” loan.  Certainly!  They produce the lowest 

monthly payment of any loan structure.  Therefore, for the co-op whose budget demands 

the absolute lowest payment, a standing loan may be the appropriate option.  But, for 

everyone else, amortization is the way to go.  As I noted earlier, there are six reasons. 



 

The first reason is the current market.  The rare coincidence of some of the lowest rates in 

thirty years and a larger universe of hungrier lenders presents a unique opportunity to pay 

down co-op debt, build shareholder equity, and still reduce what is most co-ops’ largest 

single expense.  What a great (and easy) way to offset the inevitable increases in real 

estate taxes, energy costs, and other budget items! 

 

The second reason is tomorrow’s market.  Right now, demand for co-op apartments is up 

and values are rising fast.  Bidding wars are the rule rather than the exception, and review 

committees are being very selective as to whom they admit as new shareholders.  But 

markets change.  Remember, it wasn’t all that long ago that apartments went begging and 

committees had no one to interview but subletters.  In a down market, both lenders and 

buyers are much more critical of a building’s financial profile.  Having lower debt will 

make your co-op relatively more attractive.  So, learn from the past and prepare for the 

future by amortizing. 

 

Third, lenders use a host of factors to decide whether or not to make a loan.  Market value 

is one such factor.  Sell-out and owner-occupancy percentages are two more.  But one of 

the most important determinants is loan-per-unit.  The lower your loan-per-unit, the 

better your credit rating.  So, use this (temporary) market dip to lock in not only a great 

rate, but also some debt reduction. 

 

Fourth, more rapid amortization can make today’s good loan terms even better, since 

amortization reduces a lender’s risk.  Anything that reduces risk should be reflected in a 

lower interest rate and/or other concessions.  You shouldn’t expect more than a few basis 

points (a basis point equals one-one-hundredth of 1.00%) for increasing your 

amortization, but why pass up the savings if your budget will accommodate a bigger 

payment? 

 

A fifth reason for including amortization in any new loan is that it improves the 

marketability of apartments. There is no doubt that low maintenance is a boon to sales.  

But most prospective purchasers expect their maintenance to go up over time.  A short-

term reduction in maintenance following a refinancing most likely will be seen for what it 

is - a temporary bone to current shareholders or a blatant attempt to boost sales.  Savvy 

buyers look at the overall picture of a co-op and place a higher value on a financial 

structure that guarantees fiscal discipline and equity build-up over the long term. 

 

The last reason is perhaps the most compelling.  Without amortization, a co-op is almost 

certainly doomed to increase its debt with every refinancing, just to cover closing costs - 

not to mention repairs and capital improvements.  Since so few co-ops save regularly for 

repairs and improvements, and even fewer save for future refinancing costs, amortization 

is a simple form of debt control.  Virtually every co-op has some debt, but that debt 



should remain relatively constant.  Allowing your debt to creep higher over time is a 

dangerous habit.  Amortization is an easy cure for that problem. 

 

As a mortgage broker, I often am asked, “What is the best kind of loan?”  What always 

comes to mind is the comedian’s response, “One that you don’t have to pay back!”  But 

we all know that there is no such loan (forgetting for the moment all of those “loans” our 

parents gave us).  In today’s world, an amortizing loan is the best choice. 
 


