MORTGAGE LOAN AMOUNT PRE-APPROVAL: EXAMPLE

OBJECTIVE: Be able to determine Maximum Loan Amount (4.D) and Maximum House Amount (5).
Important Assumptions:

Usual payment/income ratios - assumes loan/value ratio is <= .80 and no PMI is required.

A. Total monthly housing and all debt payments/before-tax monthly income = 36%

B.  Total monthly housing and housing-related debt payments (PITI)/before-tax monthly income = 28% where PITI = principal, interest, property taxes, and hazard insurance (and sometimes HOA fees).
Note:  These assumptions may be violated today but risk increases as % increases and gap between two ratios increases, e.g., FHA guidelines are 43 and 31%.

STEP 1. Determine Monthly Income ($30,000/12)                                     


A.  Your Gross Monthly Income (before-tax)


2,500___


B.  Co-borrower’s  Gross Monthly Income (before-tax)

________


C.  Interest Income






________


D.  Other Income






________



Total







2,500___
STEP 2.  Determine Non-Housing Monthly Debt Payments


A.  Car payments






  250____


B.  Other Installment/ Credit Cards 




________


C.  Alimony/Child Support





________


D.  Other, e.g., student loans





_100____



Total







_350____

STEP 3.  Calculate Total Monthly House Payment (PITI)


A.  Maximum Allowable Debt Payments (36% of Gross Income)
  900____       

B.  Less: Total Non-housing Monthly Debt Payments

  350____


C.  Amount Available for Total Monthly Housing Expenses

_550 ____

       (Total Housing Expenses must be <=28% of Gross Income or $700)


STEP 4.  Determine Maximum Loan Amount (30 years at 8% compounded monthly)

A.  Amount Available for Total Monthly Housing Expenses
 
550


B.  Less: Monthly Property Taxes and Hazard Insurance



(Rule of thumb is 1/4 of total monthly PITI payment)

137.50


C.  Amount Available for Monthly Loan Payment



412.50



D.  Maximum Loan Amount 
=         



           56,217

The value in 4.D., the maximum loan amount is found by calculating the present value (PV) of the payment, PMT, in 4.C at 8% and 30 years) using monthly compounding (P/Y=12).  
Another example based of $40,000 annual income; no debt; property taxes & ins. = 233.33; i = 6.5%; and n = 30 years with monthly compounding.  Answer =  3.C = 933.33, 4.C. equals $700, , 4.D. = $110,748. 
Change in previous example: add $500 in non-PITI monthly debt payments to previous example; 3.C. = 700, 4.C. = 466.67, and 4.D. = 73,832
STEP 5.  Determine Maximum House Amount for original example = (Maximum Loan Amount)/(loan/value ratio): maximums for 56,217 loan at 80, 90 and 95% loan/value ratios = 70,271.25, 62,463.33,  and 59,175.79, respectively.
