Team ____  Family ____


          Your Name ___________________________
Exercise 1:  Family Decisions

1. Consider the four types of individuals in the Doyle* article.  Select and briefly justify the individual type for each of your family’s adults. Then briefly paraphrase the meaning of housing for each adult. 

2. Select the individual development stage for your family’s adults and what meaning shelter has for each adult (they may be the same).

3. Briefly list what type of family matches your family and how this type could influence their meaning of housing according to Doyle.

4. List what family stage matches your family and how this stage may influence the meaning of housing for your family. 

Use the above information when answering Q. 1 in Part 1 of your case study.

*Doyle, K. O. (1992). The symbolic meaning of house and home.  American Behavioral Scientist, 35.  790-802.
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Team ____  Family ____


          Your Name ___________________________
Exercise 2:  Pre-qualifying

Henry Duff is a single guy living with a big black dog named Gus.   Currently, Henry is living in a two-bedroom townhouse and would like to buy a modest home because he is tried of paying rent.  Also, Gus would like better accommodations! 
Henry is an electrical engineer and makes $60,000 a year.  He pays $400 a month for his new car (24 month contract) and pays about $400 a month towards his credit card debt (he took a vacation to Spain and has $6000 charged on his card).  Henry has saved over $40,000 in short term CD’s and is willing to use $25,000 towards the costs on a home. 

Income Multiplier Guidelines…

Use Henry’s info and calculate by hand using the “traditional rule of thumb:”

   the home price he can afford  (2.5 X annual gross income)

$ ___________

   the amount of loan he can quality for  (2 X annual income)  

$ ___________ 

Pre-qualifying Ratio Guidelines…

Monthly Gross Income


Borrower’s annual income


$___________


Co-borrower’s annual income


+___________


Total gross annual income


$___________



Divide total gross income by12
/___________12


Total monthly gross income


$___________

Allowable Monthly Housing Cost


Total monthly gross income 


$___________



Multiply by 28%


*_________.28

Allowable Monthly Housing Cost


$____________


Allowable Debt


Total monthly gross income 


$____________



Multiply by 36%


*__________.36

Allowable total monthly debt


$____________

Current monthly debt payments


Car payments




$_____________


Credit cards payments



$_____________


Student Loans




$_____________


Other





$_____________

Current monthly debt payments


$_____________

(www.realtor.com, 6.5% interest rate,

5% down, 2.5% closing, 1% T, .5 I & .5 PMI)

Estimated sales price of home






$ ____________

Estimated monthly mortgage payment 

$_____________

Estimated Monthly Debt with mortgage

$_____________
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   Team ____  Family ____


          Your Name ___________________________                                      
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Exercise 3: Compare 15 and 30 Year Fixed Rates

1. What is the monthly interest rate for the following interest rates?  For every $1,000 borrowed, how much interest would you owe for one month?  How much interest would you owe for a $85,000 mortgage?

Math note: 
monthly interest rate  =  interest rate/12

	Interest Rate
	Monthly Rate
	Interest Owed

for $1,000
	Interest Owed

for $85,000

	7.5%


	.075/12=.00625
	.00625 X 1000=6.25
	6.25 X 85=$531.25

	7.0%


	
	
	


2. What would the monthly payments be for the following $85,000 mortgages?

Math note:  
payment  =  factor  x  (loan amount/$1000)

	Interest Rate
	Term
	Payment Calculation
	Monthly Payment

	7.0%


	15 years
	8.99 X 85
	$764.15

	7.0%


	30 years
	
	


3. How much would be paid in total payments for a $85,000 mortgage for the following rates and terms?  What would be the total interest?  Total principal?

Math note:
monthly payment  x  (# of years x 12)  =  total payments

           principal  +  interest  =  payment 

	Interest Rate
	Term
	Total Payments
	Total Principal
	Total Interest

	7.0%


	15 years

180 X 764.15
	$137,547.00


	$85,000.00
	$52,547.00

	7.0%


	30 years
	
	
	


Factor Table Monthly Payment for each $1,000 Borrowed (page 152 in text)

	               Interest Rate
	15-Year Mortgage
	30-Year Mortgage

	7.00%

7.50%
	$8.99

$9.28
	$6.66

$7.00



Henry decided to pay off his credit card debt, all $6,000 and continue with his car payments of $400 a month.  He now has $19,000 available for down payment and closing costs.  He has an accepted offer for a home with the following details:

· Asking price (list price) 
     $  __$109,000 _________.
· The earnest money      
     $  ____$1,000__________.
· The purchase price      
     $  __$105,000__________.
· The mortgage amount 
     $  ___$89,250__________.
· The down payment     
     $  ___$15,750 (15%)____. 

· Money for closing costs, etc. $  ___  $3,250__________. 

Go to www.fairmark.com to find your family’s tax rate schedule and find the federal tax percent category for their income. Click on “Reference Room” under Tax Help in the left menu.

Type of Household _____________________________Income______________  Rate _______

Compare Two Mortgages: 

a. Go to http://www.fool.com and click on Calculators in the side bar under personal finance.  Go to “Home” in the middle of the page and click on “Which is better: 15 or 30 year term.” 

b. Fill in the loan amount, purchase price, term in years (15 first, then 30) and the interest rate with no origination fee and no points for Ames Community Bank.  Leave upfront costs at 1,000.  Enter the tax bracket percent from above (we will only consider federal).  Also enter property taxes at $2,000, homeowner’s insurance at $600, years before sell at 7, and savings rate at 3 %.

c. Record monthly payment results: 
15 years

30 years

Principal and Interest


______________
_____________

Taxes and Insurance


______________
_____________

Mortgage Insurance


______________
_____________

Total Monthly Payment

______________
_____________


d.   What is the difference in cost over 7 years?  Why?
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Team ____  Family ____


          Your Name ___________________________

Exercise 4:  Mortgage Points


Henry decided to pay off his credit card debt, all $6,000 and continue with his car payments pf $400 a month for 24 months.  He now has $19,000 available for down payment and closing costs.  He has an accepted offer for a home with the following details:

· Asking price (list price) 
     $  __$109,000 _________.
· The earnest money      
     $  ____$1,000__________.
· The purchase price      
     $  __$105,000__________.
· The mortgage amount 
     $  ___$89,250__________.
· The down payment     
     $  ___$15,750 (15%)____. 

· Money for closing costs, etc. $  ___  $3,250__________. 

· Tax Bracket

         ____25____
To understand the concept of points, go back to http://www.fool.com and to the calculator 

 “Should I Pay Points to Lower the Rate?”  Enter the appropriate information for the mortgage picked, rates for Ames Community Bank on Oct. 2. for no point (less points) and one point (more points).  Leave upfront costs at 1,000.  Enter the tax bracket percent from above.  Also enter property taxes at $2,000, homeowner’s insurance at $600, years before sell at 7, and savings rate at 3 %.  Select the fixed rate mortgage buttons at the end of the calculator.  Enter the results below…

Record monthly payment results: 

15 years, less points
15 years, more points

Principal and Interest


______________
_____________

Taxes and Insurance


______________
_____________

Mortgage Insurance


______________
_____________

Total Monthly Payment

______________
_____________

Explain how the additional points increase the closing costs (Other loan costs of $1000).  First show your math calculations.  Decide if Henry should take the lower rate/highest points and explain why or why not (hint: consider both the comparison results and his savings for closing costs). 

Closing costs with no points  

______________

Addition of cost of points       
______________  (math figuring points ______________)

Total closing costs with points 
______________

Can Henry afford the point(s) at closing?

Will additional point(s) be a wise choice over the 7 year period?
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  Team ____  Family ____


          Your Name ___________________________
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 Exercise 5

Amortization

4. What is the monthly interest rate for the following interest rates?  For every $1,000 borrowed, how much interest would you owe for one month?  How much interest would you owe for a $85,000 mortgage?

Math note: 
monthly interest rate  =  interest rate/12

	Interest Rate
	Monthly Rate
	Interest Owed

for $1,000
	Interest Owed

for $85,000

	7.0%


	.07/12=.00583
	.00583 X 1000=5.83
	5.83 X 85=$495.55


5. What would the monthly payments be for the following $85,000 mortgages?

Math note:  
payment  =  factor  x  (loan amount/$1000)

	Interest Rate
	Term
	Payment Calculation
	Monthly Payment

	7.0%


	15 years
	8.99 X 85
	$764.15


6. Figure the first four payments for an 7.0%, 15 year, $85,000 mortgage.  (This is how an amortization table works!)

Math note:
loan amount  -  principal paid  =  loan balance

	Payment Number
	Payment Amount
	Payment for Interest
	Payment to Principal
	Loan Balance

	1


	$764.15
	5.83 X 85=

$495.55
	$764.15 - 495.55 = $268.60
	$85,000-268.60=

$84,731.40

	2


	
	5.83 X 84.7314=
	
	$84,731.40-

	3


	
	
	
	

	4


	
	
	
	


Factor Table Monthly Payment for each $1,000 Borrowed (page 152 in text)

	               Interest Rate
	15-Year Mortgage
	30-Year Mortgage

	7.00%

7.50%
	$8.99

$9.28
	$6.66

$7.00


Henry’s purchase was $105,000 with $15,750 down and a 15 year loan for $89,250 at 5.25% and no points or origination fee and $1,000 other loan costs, $2000 property taxes, $600 insurance and 25% tax bracket.

Schedule of Payments, Interest, and Tax Savings:
	Month
	Monthly Payment
	Remaining Amount Owed
	Monthly Principal Paid
	Monthly Interest Paid
	Cumulative Interest Paid
	Maximum Yearly Tax Saving 

	0
	0
	89,250
	0
	0
	0
	0

	1
	717
	88,923
	326
	390
	390
	0 

	2
	717
	88,594
	328
	389
	779
	0 

	3
	717
	88,264
	329
	387
	1,167
	0 

	4
	717
	87,933
	331
	386
	1,553
	0 

	5
	717
	87,600
	332
	384
	1,937
	0 

	6
	717
	87,266
	334
	383
	2,321
	0 

	7
	717
	86,930
	335
	381
	2,703
	0 

	8
	717
	86,593
	337
	380
	3,083
	0 

	9
	717
	86,255
	338
	378
	3,462
	0 

	10
	717
	85,914
	340
	377
	3,839
	0 

	11
	717
	85,573
	341
	375
	4,215
	0 

	12
	717
	85,230
	343
	374
	4,589
	1,647 


8.  Monthly Housing Costs:

a. Explain the procedure the family must follow to receive the tax savings.  How is tax savings an advantage of homeownership?

b. Explain an amortized mortgage payment using the first and second months of the first year in the amortization table you copied in 9a.  

c. Briefly explain how escrowing property tax and insurance works without using any specific numbers.  
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Team ____  Family ____


          Your Name ___________________________

Exercise 6:  Refinancing and Selling
Henry Duff’s numbers:

The purchase price
$105,000

The mortgage amount        $89,250

The down payment     
$15,750 (15%) 
Interest rate (15 year)
       5.25%

Refinancing:

 Should Henry refinance three years after he bought his home now that interest rates have decreased by one percentage point?  He plans to stay in his home for at least seven more years.  Using the amortization table on the back of this page, find the amount he owes at the beginning of the fourth year of his mortgage.  Now go to www.homepath.com and use the calculator “Is Now a Good Time to Refinance?” to calculate the option of refinancing with one percentage point lower that his original interest rate.  Use the amount he owes for the loan amount, same term, and 5% estimated closing costs.  Copy the results below.

Results:
Amount saved over 7 years due to decreased payment
_______________



Difference in the principal reduction after 7 years         
_______________



Estimated closing costs




_______________



Total Savings/Loss with this refinance scenario

_______________
   

Selling:

Appreciation:

Calculating 3 years compounded of 3 % appreciation:

Start with the purchase price  



        ____________ purchase price

Multiply 1.03 times the purchase price for first year   


  1.03 X  purchase price for year 1


        ____________ year 1 appreciated value

Multiply 1.03 times the value for year 1 for the second year

  1.03 X year 1 value for year 2


        ____________ year 2 appreciated value

Multiply 1.03 times the value for year 2 for the third year

  1.03 X year 2 value for year 3


        ____________ year 3 appreciated value

Set the actual selling price by rounding 

  year 3 appreciated value to the nearest thousand
        ____________ actual sale price

How much in dollars did the home appreciate in three years?

  Actual sale price – purchase price


        ____________ $  of appreciation

Selling Costs:

Calculate a real estate commission of 7% on the sale price   ____________ commission

Estimated seller costs other than commission                        ​​__$1500_____ other costs 

Using information above, calculate $$ Henry will have by selling after paying 39th monthly payment…

	Loan Amount
	$
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89250


	

	Term in Years
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15


	

	Interest Rate
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5.25


	%

	Discount Points
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0


	%

	Origination Fee
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0


	%

	Other Loan Costs
	$
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1,000


	

	Your State + Federal Tax Rate
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25


	%

	Appraised Value
	$
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105000


	

	Yearly Property Taxes
	$
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2,000


	

	Yearly Homeowner's Insurance
	$
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600


	


Schedule of Payments, Interest, and Tax Savings:
	Month
	Monthly Payment
	Remaining Amount Owed
	Monthly Principal Paid
	Monthly Interest Paid
	Cumulative Interest Paid
	Maximum Yearly Tax Saving 

	0
	0
	89,250
	0
	0
	0
	0

	1
	717
	88,923
	326
	390
	390
	0 

	2
	717
	88,594
	328
	389
	779
	0 

	3
	717
	88,264
	329
	387
	1,167
	0 

	4
	717
	87,933
	331
	386
	1,553
	0 

	5
	717
	87,600
	332
	384
	1,937
	0 


	35
	717
	76,911
	379
	338
	12,772
	0 

	36
	717
	76,530
	380
	336
	13,109
	1,536 

	37
	717
	76,148
	382
	334
	13,444
	0 

	38
	717
	75,763
	384
	333
	13,777
	0 

	39
	717
	75,377
	385
	331
	14,108
	0 

	40
	717
	74,990
	387
	329
	14,438
	0 
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          Your Name ___________________________
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Exercise 7:  Equity

Henry Duff’s numbers:

The purchase price
$105,000

The mortgage amount        $89,250

The down payment     
$15,750 (15%) 
Interest rate (15 year)
       5.25%

Actual Sale Price
$115,000

a. Using the short method, calculate the total amount of home equity that Henry has when he sells his home after the 39th payment and based on the actual selling price. 

Sale Price  –  Unpaid Loan  = Equity


$ ______________ - $_____________  = $____________

b. Then use the long method to calculate equity and label the amount of each of the three equity components that Henry has when he sells his home after the 39th payment.

Sale Price  -  Purchase Price   =  Appreciation or Depreciation   

$ ______________ - $_____________  = $____________

Purchase Price – Beginning Loan Amount  =  Down payment

$ ______________ - $_____________  = $____________

Beginning Loan Amount  – Unpaid Loan Amount  =  Principal Paid


$ ______________ - $_____________  = $____________

Appreciation/Depreciation + Down payment + Principal = Equity 


$ ______________ + $_____________ +  $_____________ = $____________

c. Explain how the two equity methods should compare.  Explain how equity “influences” the financial circumstances of a homeowner.

	Loan Amount
	$
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89250


	

	Term in Years
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15


	

	Interest Rate
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5.25


	%

	Discount Points
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0


	%

	Origination Fee
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0


	%

	Other Loan Costs
	$
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1,000


	

	Your State + Federal Tax Rate
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25


	%

	Appraised Value
	$
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105000


	

	Yearly Property Taxes
	$
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2,000


	

	Yearly Homeowner's Insurance
	$
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600


	


Schedule of Payments, Interest, and Tax Savings:
	Month
	Monthly Payment
	Remaining Amount Owed
	Monthly Principal Paid
	Monthly Interest Paid
	Cumulative Interest Paid
	Maximum Yearly Tax Saving 

	0
	0
	89,250
	0
	0
	0
	0

	1
	717
	88,923
	326
	390
	390
	0 

	2
	717
	88,594
	328
	389
	779
	0 

	3
	717
	88,264
	329
	387
	1,167
	0 

	4
	717
	87,933
	331
	386
	1,553
	0 

	5
	717
	87,600
	332
	384
	1,937
	0 


	35
	717
	76,911
	379
	338
	12,772
	0 

	36
	717
	76,530
	380
	336
	13,109
	1,536 

	37
	717
	76,148
	382
	334
	13,444
	0 

	38
	717
	75,763
	384
	333
	13,777
	0 

	39
	717
	75,377
	385
	331
	14,108
	0 

	40
	717
	74,990
	387
	329
	14,438
	0 
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