MATED 1030-008
Quiz 5

Answer the guestions in the spaces provided on the question sheets. I you run out of
Show all your work.

room for an answer, continne on the back of the page.
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1. {20 points) Using the Loan Pavment formula:
i / 2 !

solve the ollowing problem:

Suppose vou take out a 30-vear $200, 000 mortgage with an APR of 6% You make payment for 5 vears
(66 monthly payments) and then consider refinancing the original loan. The new loan would have a term
of 20 vears. an APR of 5.5%. and be in the amount of the unpaid balance on the original Joan. (The
amount you borrow on the new loan would be used to pay off the balance on the original loan.) The
administrative cost of taking out the second loaa would be $20006.

{a). What are the monthly payiments on the original loan?

{(b}. A short caleulation shows that the unpaid balance on the original loan after 5 vears is $186. 046,
which would become the amount of the sccond loan. What would the monthly pavments be on the
second loan?

{¢). What would the total payment be if you continued with the original 30-year loan withoust refinancing?
(d). What would the total payment be with the refinancing plan?

{¢). Compare the two options and decide which one vou would choose. What other fuctors should be
considered in making the decision?
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