Banking on Life Chapter Test

Show all formulas and explain all of your work.
The Penrod family is planning to buy a new home. The purchase price of the house is $70,000 and their banker has offered them two possible payment plans.
· Under plan A the Penrods would make a down payment of $20,000, and then borrow $50,000 for 20 years at an APR of 8%.

· Under plan B the Penrods would make a down payment of $30,000, and then borrow $40,000 for 30 years at an APR of 8.5%.

Describe some advantages and disadvantages to each plan and explain which plan you would recommend to the family. Support your recommendations.
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