Effect of Down Payments of a Mortgage
Name: __________________________________________ DATE: ________________ HOUR: _________

DIRECTIONS: Calculate what effect a down payment will have on the length of your loan and answer all questions. Use the formula M = -log(1-(i*P)/A)/log(1+ i)
1. Frodo Baggins bought a hobbit home for $120,000. His loan has a 4.25% fixed rate and pays $600 a month. Use this information to answer the following questions.

a. How long will it take Frodo to pay off his house paying $600 dollars a month?

b. If Frodo make a down payment of $2,000 how long will it take for him to pay his house off?

c.  If Frodo make a down payment of $8,000 how long will it take for him to pay his house off?

d. If Frodo make a down payment of $12,000 how long will it take for him to pay his house off?

2. Legolas bought an Elfish fortress for $250,000. His loan has a 5.65% fixed rate and pays $1,200 a month. Use this information to answer the following questions.

a. How long will it take Legolas to pay off his fortress paying $1,200 dollars a month?

b. If Legolas make a down payment of $10,000 how long will it take for him to pay his fortress off?

c. If Legolas make a down payment of $20,000 how long will it take for him to pay his fortress off?

d. If Legolas make a down payment of $25,000 how long will it take for him to pay his fortress off?

3. Faramir bought a castle in Gondor for $520,000. His loan has a 3.25% fixed rate and pays $2,500 a month. Use this information to answer the following questions.

a. How long will it take Faramir to pay off his castle paying $2,500 dollars a month?

b. If Faramir make a down payment of $3,000 how long will it take for him to pay his castle off?

c. If Faramir make a down payment of $15,000 how long will it take for him to pay his castle off?

d. If Faramir make a down payment of $100,000 how long will it take for him to pay his castle off?

e. EXPLAIN and be SPECIFIC in a paragraph, how did making and increasing the down payment affect Frodo’s home loan, Legolas’s fortress loan, Faramir’s castle loan?

4. Explain why creditors would require a down payment for their debtors.

5. If your friend asked you how to minimize their cost of credit, what four points of advice would you tell them?

