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7 percent, over the remaining 20-year life of the current mortgage, the monthly payment
: would drop to §564. The Philipatoses plan to live in their house for at least 5 more years,

ﬂ\ # They will not have to pav a penalty for prepaying their current mortgage, and closing and
S = - : “ . < R —

M”Z other costs associated with the new—mortgage are $2,400 after taxes. Subsurtuting these
4( values into Worksheet 5.4 reveals (in [rem 7) that it will take the Philipatoses 23 months

/ to break even with the new mortgage. Because 23 months is considerably less than thetr
"BLJ anticipated minimum b years (00 mpnths) in the home, the economics ms,ﬂs_suppmj refi-

Sl e —
Jﬂ‘l’!‘ﬂ,ﬂ' nancing their mortgage under the specitied terms.
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$702 for 20 more years. If they refinance the $72,750 balance at the prevailing rate of _(_Aﬁr -

Mortgage Refinancing Analysis for the Philipatos Family

Using the form below, the Philipatoses find that by refinancing the $72,750 balance on
their 10-year-old, $80,000, 10-percent, 30-year mortgage (which has no prepayment
penalty and requires payments of $702 per month) with a 7-percent, 20-year mortgage
requiring $564 monthly payments and $2,400 in total after-tax closing costs, it will take
23 months to break even. Because the Philipatoses plan to stay in their home for at least
60 more months, the refinancing is easily justified.

MORTGAGE REFINANCING ANALYSIS

Demi and Micholas F’ru'ﬂzpa—t.ns D ate. September 6, 2005

-ﬁﬁ“‘ i r ‘77 Egﬂm “ Amount
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Name

[tem Description

'U' I v
Current monthly payment (Te& $30 000, 0%, 30 UZSU‘S 97'-1 702

New monthly payment (Terms: 72,750 , 74, 20 Years )
. i &p '2 $ 158

Monthly savings, pretax (ltem 1 — ltem 2)
Tax on monthly savings [ltem 3 X tax rate (_25 %)]
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the “l.‘.li-.hl‘i- thL An.ilwa is Itl.’ltl\ ely almplc DLtlemL how long it “j_LI__L._J.LTL for thc,

-.—___..._.....
monthly savings to equal your closinge (see Worksheet 5.4 ).
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[f your objecrive is to reduce the total interest cost over the life of the loan, the

analysiSTs more complex. The term of The new Toan yerSus the existing loan is o criti-
e ———

cal element. If you reffnance a 30-year loan that 1s already 10 years old, with another

30-year loan, you are extending the total loan maturity to 40 years. Consequently, even

with a lower interest rate, you may pay more interest over the life ot‘tlw newly extended

loan. Thegefore you should refinance with a shorter-term loan, | > that matures

no later than the orieinal Toan maturity date. ( Lhe example in Worksheet 5.4 is pIL.PﬂlLd
S

11 on this basis )

Manag.f'ng- Buasic Assats

C‘ai:{u( Monthly savings, after-tax (ltem 3 — ltem 4) IG5
mT Costs to refinance:
sL a. Prepayment penalty $ o
| % Tﬂ' o b. Total closing costs (after-tax) 400
C osﬁ c. Total refinancing costs (Item 6a + ltem 6b) $ 2,400
i 7  Months to break even (ltem 6¢ + ltem 3) % 2 L{%ag 15,




