MAT 165
  Financing a New Home
Project 1 

For this project, you will “buy” a house and investigate three options for financing your purchase.  Examine a local newspaper, home flyers, or go to the internet, and find your house.  Be sure to note the options you are getting and the price of the house.  Current interest rates will be used for a 30-year fixed rate loan and for a 15-year fixed rate loan, assuming a person has average credit and isn’t old enough or rich enough to receive a prime rate (most students would realistically expect rates like these). You will also analyze the 30-year adjustable rate mortgage described below.  Assume that you have enough cash to pay closing costs and make a 10% down payment. Use Excel to do your calculations and include the required portions of the tables and results in your paper which must be typed. Sentence structure and spelling count.
Fixed Rate Loans:

Fixed rate loans have existed for as long as there have been banks.  They are the traditional way to finance a home purchase and most often last for 30 or 15 years, although nowadays some banks offer longer terms.  Fixed rate loans have the same interest rate and the same monthly payment for the entire duration of the loan.  The PMT formula in Excel can be used to calculate the monthly payment.  While the interest rate depends on the market at the time the house is purchased, it is also dependent on the credit history of the buyer. Go on the internet and find a fixed rate for a 30 year mortgage and a 15 year mortgage.  Assume you have a good credit score. Be sure you state in the paper where you are getting your loan and the rate you are getting. Discuss the closing costs you will be charged and how you are going to pay them.
PMI:  

Most fixed rate loans require the buyer to pay private mortgage insurance until the buyer has 20% equity in the house (they only owe 80% of the value).  This is used to pay the bank if the buyer defaults on the loan; it doesn’t benefit the buyer in any way.  For fixed rate loans, assume that you will be paying 0.1% of the home’s value (Sale Price, not Loan Amount) for PMI each month until you have achieved 20% equity.  PMI is paid in addition to the monthly payment on the loan.
Adjustable Rate Mortgages:

ARMs can be rather frightening, because the interest rate fluctuates over the lifetime of the loan as financial markets change.  This means that the monthly payment could rise unpredictably.  However, we can chart the worst-case scenario for one of these loans.  There are all different types of ARMs, but the one you are considering for your house is not one of the more dangerous ones.  You are smarter than that!  The loan that you are considering has an introductory APR of 4.75% and can rise or fall no more than 1% every two years with a maximum rate of 10.75%.  Every two years your interest rate will change and your new monthly payment for the next two years will be calculated based on the new rate, on the time remaining on the loan and the balance that you have yet to pay off.  One of the advantages of an ARM is the low introductory rate and the fact that there is usually not any PMI requirement as long as you make a 10% down payment as you plan to do.

The Project:

In groups of two, select a new home you would like to purchase. A single group report is to be submitted. A wiki has been set up for your group to use as you collaborate and compose your paper. Your group will be making amortization tables in Excel to examine and compare these three loans: 1. Fixed Rate for 30 Years, 2. A Fixed Rate for 15 years and 3. ARM for 30 years (Worst Case Scenario as explained above).  Don’t forget to include PMI when considering the total cost of the fixed rate loans and closing costs. Your Excel work should all be in one file and this file is to be submitted through BlackBoard. Your project write-up should include an introduction to what you plan to accomplish, a detailed description of your house (written by you using correct grammar) and the loans available, the first and last ten months from each of the amortization tables, the totals paid for the house with each loan, a discussion of the various merits and pitfalls of each loan, and a conclusion about which loan you think would be best, and why.  Each loan has advantages and disadvantages, and there are valid arguments for using each, so be sure to explain why you made your choice.  Your report should be readable to the average lay person, and it should be something that you could pick up in ten years and find useful if you are thinking about buying a house at that time.

