
Wrap-Around Mortgage
Enhancing Lender and
Investor Wealth

by Richard T. Garrigan

During the last decade. intt'rest rates on permanent mortgage loans uscd to
finance income-producing properties have moved irregularly up'*'ard and
currently are at just belou' their peak levels. These high levels of interest
are a principal reason why many proposed real estate developments are not
economically feasible, especially in the case of multi-family residential
projects. The continued existence of high interest r:rtes has resulted, how-
ever, in more frequent use of an unusual form of second mortgage financ-
ing, the wrap-around tWA) mortgage loan.

The WA mortgage loan offers a lender the advantage of an above-market
yield while at the same time enabling an investor-borrower to increase the
wealth contribution of an existing real e'state investment Just how 6otlr
parties to the transaction can thus benefit has not been previously analyzed
in articles dealing with WA mortgage financing. This article, therefore,
strives to present the essential financial characteristics of a typical WA
mortgage loan lrom two perspectives: 1) that of a lender seeking to
enhance the value of its mortgage portfolio, and 2) that of an investor-
borrower seeking to deal with the adverse financial and tax effects of
increasingly larger amortization payments on a low interest rate perma-
nent mortgage loan. r
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THE WA MORTGAGE LOAN:
ENHANCING THE LENDER'S YIF]I,D

The WA mortgage loan is a second lien which has as its principal amount
the sum of 1) the outstanding balance on an existing first mortgage loan



and2) theadditional fundsadvanced. Afterthe WA mortgage loan closing,
the WA lender receives debt service payments on the total debt and agrees
to make principal and interest payments on the existing first mortgage
loan, but only to the extent that such payments are received from the
borrower. In addition, the WA mortgage lender has the right, subject to the
provisions of the existing first mortgage loan, to pay off the existing
mortgage debt and succeed to its priority.
The WA mortgage note generally carries an interest rate which is less than
the going market rate for first mortgage loans. The WA lender, however,
obtains the advantage offinancial leverage because the interest rate on the
existing first mortgage loan is lower than the interest rate on the WA
mortgage loan. For example, assume that a first mortgage loan in the
amount of$1,000,000, carrying a 6% interest rate, existsona multi-family
residential property. Assume further that a WA mortgage loan of
$1,500,000 at 87 is negotiated. At the mortgage loan closing, the WA
lender actually advances only $500,000, and during the first month this
lender will earn a lWt annual yield on the net amount advanced.2

The WA lender's yield will change each month as debt service payments
reduce the existing mortgage debt. Furthermore, as will be clear from the
following example, the net amount invested through a typical WA
mortgage transaction (whereby both additional funds are advanced and the
amortization term is extended) increases each month until the existing
mortgage debt is completely amortized.

A Hypothetical WA Mortgage Loan Transaction

The following assumptions apply to a hypothetical WA mortgage loan
transaction.

Existing First Mortgage Loan
Original amount:
Unamortized balance:
Original amortization term:
R.emaining amortization term:
Interest rate:
Monthly debt service payment:

\lA Mortgage Lcnn
Initial

Amount:
Amortization term:
Interest rate:
Monthly debt service payment

Modifying
Balloon note provision: l0 years (120 months)

The above listing of assumptions portrays circumstances whereby an exist-
ing first mortgage loan in the amount of $3,000,000 has an unamortized
balance of$2,290,559 following ten years ofdebt service payments. At this
point, it is assumed that a WA mortgage loan is made in the amount of

$3,000,000
$2.290.559
25 years (300 months)
l5 years ( 180 months)
6C.

$19,330

$3,000.000
25 years (300 months)
8C.

$23,155
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$3,000,000, requiring monthly dcbt scrvice payments based on a 2s-year
amortization term. The interest rate on the WA mortgage note is 8'Z while
that on tho existing mortg:rge note is 67r. The monthly debt service pay-
ments are $23,155 for the WA mortgage loan and $19,330 for the existing
mortgage loan. Finally. under a modilying assumption. the WA mortgage
note provides that tht, unamortized balance on the WA mortgage loan
existing at the end of ten years will be repaid at that time.
Given thtse assumptions. Toble t has been prepared to shou'the financial
flows associated with the hypothetical WA mortgage Ioan. The information
appearing in the table presents financial data for 37 selected months: I ) the
first six months. 2) the final month for each ofthe 25 years of the WA
mortgage amortization term. and 3t the six months following the final
payment on tht, oxisting mortgage loan.

In examining these data, it is useful to evaluate each of the three table
segments beginning with the first four columns. The information appear-
ing in theso columns consists of an amortization schedule for the existing
mortgage loan. As shown, this debt is amortized through level payments of
$19,330 each month. with varying amounts being applied to interest and
amortization as the loan is repaid over the remaining 180 months of its
term. 'Ihe next four columns of data arc applicable to the WA mortgage
loan and consist of an amortization schedule for this loan. The significance
ofthese first two sets ofcolumns lies in thcir use in interpreting the flow of
funds on the WA mortgage investment as prcsented in the final six columns
of Tablc I .

An examination ofthese latter columns reveals a unique characteristic ofa
WA mortgage investment: the net amount invested by the WA mortg:rge
Iende'r is not reduced through amortization during the initial years, but
rather increases in amount. For example, during the first month the nct
funds advanced by thr WA mortgage lender total $709.441. the difference
between thc $ii.000,000 WA mortgage loan and the $2,290.559 outstanding
on the existing first mortgage debt. The cash flow for this month realized by
the WA mortgage lender, holvever, amounts to only $3.825. which is the
difference betlvr:en the $211,155 debt service payment on the WA mortgage
loan and the $l9,llll0 debt service payment required on the existing loan.

A comparison ofthe interest levels ltrr the two loans, on the other hand.
discloses that the net interest earned of $8,547 on the WA mortgage
investment is substantially more than the cash flow of $3,825: tht'rt'fort', ar

large part oftho earnt'd interest is deferred. This difference is accountt'd for
as a change in the net funds advanced: in effect, the net investment by tht'
WA mortgage lt'ndt'r increases by $4.722. Hence for the second month the
net funds advanced becomes $714,1611. This lact may be verified by compar-
ing thc amounts of amortized debt ol$2.996.845 for the WA mortgagc loan
and $2.282,6U2 lor tht'cxisting mortgage loan as ofthe second month.'l'ht'
difference in these amounts is the $714,163 net investment made hy tht'
WA mortgagr lender.
As noted above. tho principzrl enticement for a WA mortgago lender to
make such a loan is thc financial lcvcrage afforded through the existing
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debt remaining outstanding. For the hypothetical loan portrayed through
Table 1 . the irnnual yield for the first month is $8,547 + 7O9,441 x 12 =
.1446, or 14.467. During the second month, however. while the amount ol
net funds advanced grew by $4,722, Lhe net interest earned increased by
only $ l9 {from $8,547 to $8.566). Thus the annual yield declined to 14.3V1 .

a pattern that is shown to continue until the 18lst month.

This pattern is attributable, ofcourse, to the fact that the financial leverage
afforded the WA mortgage lender undergoes continual change, with the
yield declining until the point in time when the existing first mortgage loan
is fully amortized. By the 24th month, the net funds advanced has in-
creased to $822,796 while the existing debt has been amortized to
$2,099.061. The annual yield as a conscquence has declined to 13.107r. By
the 60th month the annual yield has dropped to ll.437c; by the 120th
month it has become 9.43%; and by the 180th month (the final month that
the existing mortgage loan is outstanding), the annual yield is only 8.OTl .

This yield decline poses a dilemma for the WA mortgage lender. The
justification lor the lower-than- ma rket- rate of interest on the WA
mortgage loan is the financial advantage afforded by the still lower interest
rate on the existing loan. However, with a substantial portion of the
original term of the existing loan h:rving expired by the time the WA
mortgage Ioan is made, the increasingly heavy amortization ofthe existing
mortgage loan adversely affects the WA mortgage lender's position. Thus,
between the 132nd and the 144th months (eleventh and twelfth years) the
yield on net funds invested declines to less than 9/r.
Were the hypothetical WA mortgage loan to remain outstanding beyond
the I UOth month, the WA lender wou ld be saddled with an 8% loan for up to
another ten years. Further reference toTabk, I supports this last observa-
tion. Beginning with the 181st month, the six columns portraying the flow
of funds on the WA mortgage investment essentially duplicate the second
set, which presents the WA mortgage loan amortization schedule. As of the
181st month, the cash flow becomes the entire $23,155 monthly debt
service payment, which for this month is comprised of $12,722 of interest
and $10,433 ofamortization. At this point, no interest is deferred and the
change in net lunds advanced is negative. consisting of the amortization
payment. Furthermore, as noted, for this and subsequent months, the
interest rate remains level at 87 .

The Balloon Note Provision

Fortunately, the lender's dilemma can be easily remedied through use ofa
balloon note provision, a frequently encountered means of protecting
mortgage lenders against the risk ofrising interest rates. In this case, its
use would interrupt the continuous annual yield decline noted above. For
example, were a balloon note provision to take effect after ten years (this
being the modifying assumption specified above), the annual yield on the
net funds advanced would decline only to 9.43%, that return associated
with the WA lender's investment during the 120th month. As of the begin-

Garrigan: \l'rap-Antund Mortgage tr'i nurtci rtg



ning ofl this month, the amount of debt outstanding on the WA mortgage
loan would be $2,429,762, of which $1.415.854 would represent the net
investment made by the WA mortgage lender. Assuming that the value of
the property has at least remained at its previous level. refinancing ofthe
unamortized portion of the WA mortgage debt should not present much
difficulty. lndeed, the WA mortgage lender's experience with the
investor-borrower may cause this lender to be a primary candidate for such
financing.:t

An Observation on Realized Yields

While the above presentation accurately depicts the annual yields obtained
through the WA mortgage lender's net investment in the WA mortgage
loan itself, it does not show the realized yield that would obtain both from
this investment arrd from the reinvestment ofthe monthly cash flows. The
subject of realized yields on WA mortg:ige loans is largely unexplored in
financial literature, and a detailed examination ofthis question is beyond
the scope of this article. However. given the assumption of a ten-year
balloon note provision, the $3,825 nronthly cash flows can be treated as an
ordinary annuity. Through assuming that this annuity can be invested at,
say, a 9l interest rate, compounded monthly, the future value can be easily
computed through using 193.5143 as the appropriate interest factor. The
future value' of the monthly cash flows is thus $3,825 x 193.5143, or
$740,192. By adding this sum to the $1,423,158 net WA investment exist-
ing after ten years (that is, at the <'ruL ol 120 months), the combined future
value is shown to be $2,163,350. From:r financial perspective, this wealth
accumulation can be attributed to the origin:rl $709,441 net investment in
the WA mortgage loan. To solve for the realized yield, one simply deter-
mines the rate ofreturn r+'hich equates $2,163,350 to $709,441 as a present
value. In this case. the solution is a rate of return or realized yield of
11.24/,.

Clearly. with reinvestment occurring at only 9l . the relative contribution
which the rt,invested cash flows make to the realized yield is very modest in
comparison to that due to the net investment in the WA mortgage loan
itself.4 From a lender's point of view, this characteristic is a major advan-
tage of the WA mortgage loan. For while the cash flows are subject to the
vagarie's of interest rate levels, a properly structured WA mortgage loan
permits a growing net investment to be made at consistently high annual
yields.

ENHANCING THE INVESTOR'S WEALTH

Until now, this article has been primarily concerned with the financial
position ofthe WA mortgage lender. At this point, three selected financing
alternatives facing a prospective investor-borrower (hereafter called the
investor) will be considered in determining the wealth contribution pot€n-
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tial of the WA mortgage loan. In making this evaluation, it is first neces-
sary to specify the characteristics of the property to be financed through
each of the three mortgage loan alternatives.

A Hypothetical Real Estate Investment

The following cost. depreciation, financing, income, and investor tax as-

sumptions apply to a hypothetical multi-family residential property. These
assumptions provide the financial inputs needed to evaluate the investor's
position following ten years' ownership, that being the point when financ-
ing alternatives including the WA mortgage loan are to be considered.

Cosl
Total:
Land:
Improvements:
Undepreciated basis-improvements

Depreciation
Original useful life:
Method:

f inanc:ing
Original loan amount:
Unamortized balance:
Original amortization term:
Remaining amortization term:
Interest rate:
Monthly debt service payment:

Net Operating Inutnte
Eleventh year:
Rate of increase:

Inuestor Taxation
Ordinary income tax rate:

$4,000,000
$ 600,000
$3,400,000
$2,035,706

40 years
Double declining balance

$s,000,000
$2,290,559
25 years (300 months)
l5 years (180 months)
6a/(

$19,330

$367,000
17. per year

4V/(

The above assumptions depict a property for which construction was as-
sumed to have been completed in 1968 at a total development cost of
$4,000,000. Following ten years' ownership, the $3,400,000 of im-
provements cost has been written down to $2,035,706 through use of the
double declining balance method of depreciation. The financing char-
acteristics shown here were purposely made identical to those shown above
for the assumed existing first mortgage loan. As indicated, the original
loan was in the amount of$3,000,000 and thus provided frnancing for 7 5%'

ofthe property's cost. The loan's terms, assumed to be negotiated in early
1966, called for amortization to occur over a 25-year period at a 67r, interest
rate. Remaining assumptions depict the anticipated levels ofnet operating
income and the investor's ordinary income tax rate.

The Existing Mortgage Loan Alternative

As alternatives to using WA mortgage financing, the investor could:
1) either retain the existing first mortgage loan as the only debt financing

Garrigan: Wrap-Around MortEoge Financing 27
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For year 11, the $367.000 net operating income' produces g135.052 in
before-tax cash flou'which. after a tax payment ofg52,170. results in an
after-tax cash flow of $U2,882. In subsequent years. despite the assumed
growth in net operating income of one percent per year, the after-tax cash
flows decline steadi ly to 960,72 1 in year 20. This dt'cline occurs because net
taxable income is growing at a much faster rate than net operating income
and consequently the tax payments are shown to grow to $108,713 by the
20th ycar. Further evaluation reveals that this growth in net taxable
income is largely attributable to the decline in deductions for both loan
interest and depreciation during the second ten-ye:rr ownership period.
Continuing with this anal,ysis, reference to the second part of the table
discloses that the depreciation deduction exct'eds the loan amortization
payments only during year l1 and then only by a ratio of 1.05. Conse-
quently, beginning with year I 2 the investor pays income taxes on amounts
of net taxable income u,hich are greater than the amounts realized as
before-tax cash flows. By year 20, the depreciation to loan amortization
peryments ratio had declined to 0.39. The net operating income subject to
tax during this year is 9271,783, but only $169,434 of this amount is
realized as before-tax cash flow.'fhe second ten years'ownership period
thus may be described as one where reduced interest and depreciation
deductions result in substantinl income tax costs which. in turn. cause an
uninterrupted decline in after-tax cash flows.
F'urther reference to'l'ablt 2 discloses much useful added information.
Were the existing loan ust'd as the sole source offinancing, the net operat-
ing income to debt service ratio would increase from a high 1.58 in year I I
to a very high 1.73 in year 20.6 From the lender's perspective, this change
would represent an improvement in loan quality.'fhen, as shown, the
cumulative after-tax cash flow grows to $722,528 over the ten-year period
:rnd thus averages about 972,253 per year.'fhe undepreciated basis-
inrprovements is shown to decline to $1.218.852 at the end ofyear 20 while
the unamortized mortgag(, Ioan balance declines to $9gg,ll05 by the end of
thc 20th year.

The WA Mortgage Loan Alternative

ln Toblt, J, the financial flows to be associated with usr of the WA mortgage
kr:rn alternative are illustratt'd. As neither the net opt'rating income ofthc
property nor the depreciation deductions are:rffected by the use of thc. WA
mortgage financing, the amounts given for these itenrs are the same as
those shown in Ia61c2. However. as the mortgage financing now consists of
a $3.000,000. 8? interest rate. 2s-ycar amortization torm WA mortgage
loan. tht' loan interest for year I I has increased from the g 134,7g 1 shown in
7'ablc 2 lo $238.581. 'lhis expense. together u'ith the de'preciation deduc-
tion of$ 101.785, results in yenr I I's net taxable income being only $26.634.
After adding back the depreciation expense and deducting the loan amorti-
ziltion payments, before-tax carsh flow of $89,146 is shou'n to have been
generated. This cash flow amount is 945,906 less than the 9135,052 shown

i)0 Ikol Eslult Issuts, Sumntr lg7!)
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before-tax cash flow are much smaller, being limited by the growth in net
operating income ol 1% per year. As a result, tax payments each year
increase by more than the increase in before-tax cash flow. causing an
uninterrupted decline in after-tax cash flow from $78'493 in year 11 to
$67,581 in year 20.

Notwithstanding this decline, however, the investor would realize more
after-tax cash flow through use ofthe WA mortgage loan alternative. Over
the entire ten-yeitr period, ?ablt'3 shows that the cumulative after-tax
cash flow attributable to the use ofthe WA mortgage loan is $732.557, in
comparison to that of$722,528 showninTable 2. This advantage in favor of
the WA mortgage loan develops irregularly over the ten-year period. Dur-
ing years 11 through 14, the yearly advantage rests with the existing
rno.igug" loan; at the end ofthe 14th year, the cumulative after-tax cash
flow i'oithe existing mortgage loan is $318,033 compared to $307,193 for
the WA mortgage loan. Beginning with the 15th year, however, the annual
after-tax cash fio* associaled with the WA mortgage loan exceeds that for
the existing mortgage loan; by the 19th ycar, the cumulative after-tax cash
flow listed in ? o61r'ii also exceeds that for the existing mortgage loan

The selected financial characteristics segment of Table 3 provides
additional useful information. The declining amounts of depreciation are
adequate to cover loan amortization payments in all but the last two years,
ranging from a rzrtio of 2.59 in year il to 0.80 in year 20. Furthermore, the
net-opJrating income to debt service ratio improves each year, ranging
from i satisfactory I .32 duringyear 1l to a relatively high 1.45 duringyear
20. Since depreciation policy does not change' the amounts shown for
undepreciated basis-improvements are identical to those in Table 2' ht
comparison to Tabte 2 . however, major and very signiftcant differences do

occur in the amounts shown as each year's unamortized mortgage loan
balance. During ench ofthe ten years, the unamortized balance for the WA
mortgage loan exceeds that for the existing mortgage loan to an increas-
ingly"giater extent, an obvious result of the WA mortgage loan being for a
hi[]iei amount and having lower amortization paymgntg: At the end ofthe
20-th year, the $2,422,899 unamortized balance for the WA mortgage loan
exceeds that of $999,805 for the existing mortgage loan by $1,423,094.7

In analyzing the significance of this difference, four elements would nor-
mally be considered: 1) the net amount advanced under the WA mortgage
loan,2) the difference in annual after-tax cash flows,3) the difference in
unamortized mortgage loan balances, and 4) the reinvestment rates re-
quired to equate tlie financial flows involved. The difference between the
annual after-tax cash flows is not significant, and on a cumulative basis
favors the WA mortgage loan. Therefore, the relative advantage of the WA
mortgage loan alternative can be evaluated in terms olitems l, 3' and 4. In
maklng this evaluation, it will be assumed that the WA mortgage loan
terms ircorporate the balloon note provision described above and that both
the WA mortgage lender and investor contemplate a ten-year financing
term. Given this assumption, the investor will thus have obtained $709,441
in additional mortgage funds at a cost ofhaving a mortgage liability which

Garrigan: W rap-A n tt nd Mortgage Firurnci ng



is $1,423,094 larger than u,ould have existed had the WA mortgage loan
alternative not been elected.
Without considering the question of risk. the attractivt'ness of the WA
mortgage loan can be judged in light of the rate of return which would
equate $1,423,094 to 9709,441 in a present value sense. Through dividing
$1,423,094 by $709,441. an interest factor of 2.00593 is obtained. Thii
compares to the interest factor of 2.00966 for a 7,'/t compound interest rate,
based on monthly compounding over a ten-year period. Thus, iftht, investor
could achieve an after-tax return of 7c,i on g70g.441 advanced through the
WA mortgage loan, it ll'ould be economically advantageous to enter into
that transaction. A yield of 77, hou'ever. repre'sents only the threshold of
acceptability. The following information depicts the financial advantage of
investing the $709,441 at the highor after-tax returns of U, 9. and 107.
based on monthly compounding over a ten-year period:

Percent
I nterest
fitcto r

Net additiona I

mortgage
liability

I nvt'stor
fi na ncial

advantage
F uturo
va lut'

8 2.21964 $1.574.704 $1.423.094 $t51.610I 2.45135 I ,739.011U 1.423.094 3 15.994l0 2.70704 1.920.485 1.423,094 497.391

Unfortunately, relatively little information is available on the after-tax
returns which actually have been achieved through equity investment in
real estate. After-tax returns of, say, 9 to 1CXlr would, however, be in line
with th-ose on equity capital achieved by many of the larger U.S. corpora-
tions. Were the investor able to achieve after-tax returns in this range.
choosing the WA mortgage loan alternative rvould considerablv enharice
his wealth.

The Refinancing Alternative

Be-fore concluding that the WA mortgage loan is the prefcrrcd financing
veh.icle, it is appropriate to examine the third alternative, the refinancin!
of the existing first mortgage loan. Here, it is assumed that the availabli
financing consists ofa 93.000,000.9.5? interest rate. 30-vear amortization
term mortgage loan. Given these speeifications, this aiternative will be
evaluated through use of Table 4.

Flxamination of this table discloses that neither the net operating income
nor the depreciation deductions are alfected by the refinancing transaction.
An evaluation of the much higher interest expense associated with this
transaction, however, reveals that the refinancing would result in much
lower amounts of net taxable income than either of the other tu,o alterna-
tives. For years 1 1 and 12. a net loss u'ould occur r+'ith the result rassuming
the applicability of a 4U'/r marginal ordinary income tax raterbeing tai
savings of $7,597 and 93,359, respectively.
This financing alternative also has much lower Ioan amortization pay-
ments associated with it, especially compared to the existing mortgage loan

IlcuI Estutt' h^r-rrr,s, lirrlrarr'r' /.979
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The unamortized mortgage loan balance schedule conveys the added in-
formation needed to conclude that the refinancing transaction is inferior to
the WA mortgage loan alternative. Examination of this schedule in com-
parison to the one presented in ?abl,3 reveals that the refinancing alter-
native has a higher unamortized loan b:rlance during each year than that
associated with the WA mortgage loan. At the end ofyear 20, the difference
in unamortized debt amounts to $2811.;l;12 ($2.706.231 - $2.422.899). Con-
sequently, since the refinancing transaction has both higher unamortize'd
mortgage loan balances and lower after-tax cash flows than the WA
mortgage loan, it is clearly not an economical alternative to tho WA
mortgage financing.

CONCLUSIONS

This article has provided examples of how a properly structured WA
mortgage loan can enhance the wealth of two traditional adve.rsaries, the
mortgage lender and the borrou'er. In tht' opinion of this author, a WA
mortgage loan transaction can also e,ntail less risk than a mortgage loan
resulting from a refinancing transaction. F'or while both loans vvould
provide the same amount ol funding. a WA mortgage loan would absorb
fewer dollars of a property's incomc stream than would a mortgzrge loan
arising from the property's being rcfinanced.
This point is supported by tht'net operating income to debt service ratios
portrayed in Tabh: 3 and Tabb 4. In the case of the WA mortgage loan
alternative. the ratios ranged from I .32 to 1.45. For the refinancing alter-
native, the ratios rnnged from l.2l to 1.33. Although there is no uniform
industry standard for this particular ratio, cleerrly a mortgage le'nder has
more protection from default thc more comfortably a property's net operat-
ing income exceeds the annual debt servict' p;ryments. F urthermore. the
amortization term of the WA mortgage loan may result in there being less
debt outstanding as the loan is amortized than would be the case for a
refinancing alternative. Finally. in the typical casc. the WA mortgage
lender obtains the right to cure erny default in the existing mortgage loan.
Should it be necessary, the WA mortgage lender could ultimately acquire
the senior lien position and thus succeed to the role it would have occupied
through having initially cntered into a refinancing transaction.
Were each of these elements present in the case of a particular WA
mortgage loan. a financial anoma ly cou ld exist: less risk and more reward.

RI.] F'I.] RI.] N ('},]S

As this rrtirl('frrcuscs specifirallv i,n lh{ linllncrll (hrr:x1( ristr(s r)l lh( $A nn)rtArtr{' ll,trn. lhr
rcad.r mav wish to consrrlt oth|i s,^rr({ s li,r DLrt( rit|l p.rlrrining to its li l,{i'l (,r opcmtri,nr'l chllr
act('ristics Among thc m,)r(,usclul r(l{.s d(,alins qith thrs ml'l!,rs:rrr': Jrihn ll ( rxhranr'.
''Wrap-Around Mortg:rg. I'inrn(ing. l4.1l lr lltti rfiptemlxr l1)71). pp. It{t2l):li l'rirn(rs l,
(lunning. "Th('Wrap'Around lurntlllllt. t'rirndortI.1..().? /n,tl l !it, lldrrtl lSLrmnn,r I1)72).
pp. i]5'48: and Arnold L('idcr. "Wrap-rrrorrnd N'lrllgrrg| l'inttncing l,v rr (irrnn1(.rrial l}rnk. 7/rI
Jour,nl 4 (\,nnoriol llonh ltn<lint ,April I1|74,. pp 2-22.
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2. The first month's interest on tht, $1.500.000 WA mortgngr loan would I)r, gt0.000 rgl..! 0,000 ,
.08/12|whileth€int€restow{donthecxistinsmortgngeloanwouldtx.gl,.0(X)(91,oo0.000, .06 t2)
The WA lender thus would receive 95,000 in n('t ink,r{,st. or a l!7 annual vicld

3. After 20 years. it is lik('ly thdt thr.(,xistins first mortgngo d.bt coul<i bc reirrut wrrh,,ul p.,nirtly.
Alternatively, tht. WA mortg gf lrnder's nrt invostmrnt could tu repaid tlnd thc t,xisting nrortgagc
could remain in eff.ct for five mor. yrars.

4. Evenifthereinvestmentratr*.asSri.theroaliz(,dvr(,ldnonerh.l(,sssr)uldsrrlllx,ahiAhltot,i
5. Here it is assumt'd that no restrictions or p(,nnlti(.s r.xisr ro prfclud(,propavmr.nt ofrhc existjng

mortgage lL,an.
6. Although there is ni) unrform industrv stnndrrd rogrrrding th. {.xttnt t{, s hich tr pr(,B,rtv s not rrntll

income should exce(d the dollar amr)unt requircd to s(,rvict a proprxrd toan. lifr rnsurlncc rom.
panies *hich financ(.multi,famrly r(,sidcnti:rl pn,B rtits Srn(,nrlty seck nrrnimrrnr dcbt scnict,
coverage ratios ranKing fri)m L25 to I :l:1.

7. Tho examples used in this artrcl. $(,r('prep.rred thr(,ugh rh(, use ofrwo st,parart.comput(,r progrlms
$'hich incorporatc diflcrent prftrdur('s for rounding to *holc dollar amounts 'fhl: $6i diffcrcnfl,
b('tween the $ 1.12:1.09.1 m,)u ni pros('nt{.d hrre and th. $t..t2tt.l5il ner \\'.\ nn,rra Af invesrm.nt
amount descrih€d ubove is a diiTr.rrnc. in roundins
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