Running Head: INVESTMENT AND Finance		1

Surname1

Name:
Tutor:
Course:
Date:
Investment and Finance
The lenders discourage paying off loans early than the stated time because it can at times be disadvantage to them. Interest rates are known to fluctuate from time-to-time and this could at times make the lenders to earn a loss if they permit their clients to pay off loans early. When a client decides to repay off his or her loan early than the stated time frame when the interest rates falls makes the lender to incur a loss.
[bookmark: _GoBack]I agree with the lenders on the idea of charging a penalty for the clients who happens to have paid off their loans back early. This is because, they will make the lender to incur a loss at times when they pay the loan earlier than the agreed period. It has been pointed out that interest rates might change at any given time. For example, if Smith obtains a loan from bank ABC amounting to $450,000 at an interest of 6.5% per annum for 5 years and then services the loan for two years. After the end of the second year, the interest rates decreases to 4.5% per annum and then Smith decides to take a loan from another bank at the prevailing market interest rate in order to repay the balance. This means that ABC bank will incur a loan and also will be less likely to get a client who will be willing to repay the loan balance at the previous rate – 7% per annum. The ABC bank will result to earn less interest amount than it would have if the client had followed to the repayment schedule that had been set. Thus, I agree with the lenders to impose a penalty for the clients who happen to pay the money back early since it will make them to incur a loss at times.   
