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FN281: Assignment 4 
[bookmark: _GoBack]1) a. A single parent with two school-age children.
	This parent should rent a house to stay with his children. A rental house has a suitable environment and some degree of home security for the children. It is easier to move and has less maintenance cost than buying a house. The lower cost can decrease his burden of take caring of his children by himself.
b. A two-income couple without children.
	Since they have no children, they have the freedom to make a choice of buying a condominium for a flexibility lifestyle or buying a house for more privacy. They may buy a condominium first since it’s cheaper and also provide tax benefits. After they have saved some amount of money, they might buy a house for more privacy and permanent ownership.
c. A person with both dependent children and a dependent parent.
	Since this person has to take care both the children and a parent, he should rent a house rather than buying one to reduce the cost of housing. He has to use his income to look after many people so he has to save the cost as much as possible. Even though the house has a higher cost than a condominium, it gives more suitable environment for family than a smaller condominium.
d. A couple near retirement with grown children
	This couple should purchase a house that requires minimal maintenance. The house offers convenience and provides needed services for them. They don’t have to take care of anyone else so they can prepare for their stable after-retirement life. The house also provides the most space for activities than any other housing. Retired couple may enjoy gardening and walking in their garden.
2) Mortgage A: $970 a month for 30 years   
    Mortgage B: $760 a month for 5 years and $1005 for 25 years 
 Assume a 8% loan interest rate, the monthly interest rate is 8/12 = 0.667%
Using a financial calculator to calculate the net present value of each mortgage,
PV of Mortgage A: $ 132,144.7677
PV of Mortgage B: $ 124,831.0024
Comparing the two mortgage, mortgage A results in a higher total payments.
3) The two main types of consumer credits
	1. Closed-End Credit
· Used for specific purpose and involves a specified amount and time period.
· It usually involved a written agreement for each credit purchase. A down payment may be required, with the balance to be repaid in equal monthly payments over a period of time.
· For example, mortgage loan and automobile loan
	
2. Open-End Credit
· Continuous loan as you purchasing items.
· Normally used to make small purchases at different store.
· You can make credit to make any purchase you wish if you did not exceed the maximum amount of credit the lender has made available for you.
· You may have to pay interest or other finance charges for the use of such credit.
· For example, credit card and overdraft loan
4) The general rules of measuring credit capacity are
	1. Debt payments to income ratio = monthly debt payments/monthly income
	    Should not exceed 20%
	2. Debt to equity ratio = Liabilities/Net Worth
	   Should not be above 0.5
5)	 Today, the home is worth $150,000 and Michael can borrow up to 80% of the market value. So, he can borrow 80%x$150,000 = $120,000. But he still have the remaining mortgage balance of $50,000 which need to be deducted from the amount he can borrow as it is a remaining debt. Hence, the maximum amount he can borrow is 120,000-50,000 = $70,000.
