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BUYING A HOUSE
THE MONTHLY MORTGAGE PAYMENT

What is a Mortgage ?
A loan for the purpose of purchasing, and secured by, a property

Amortization - 1he structuring of a loan repayment into periodic payments
of both principal and interest over the term of the loan.

According to Bankrate.com, the average interest rate for

a 30-year, fixed-rate mortgage is currently:
4 48 4 (see bankrate.com) o

Getting Pre-Approved for a Mortgage

Pre-Approval is when a lender reviews your finances in order to determine the maximum
amount that they will agree to lend. The borrower will be required to supply these documents:

1. _ldentification and Social Security # to access a credit report

2. Income records to prove consistent employment / earnings

3. Bank statements to prove ability to make a down payment

4. Taxreturns to validate earnings / income

5. Statements of any existing debt obligations (see below...)

A lender does not want a borrower's total debt-to-income ratio to be too large! For
most mortgage programs, a borrower's overall debt-to-income ratio is capped at around 40%,
with the mortgage payment itself being no more than 30%. Here's a simplified example:

Gross income: $8,250/month Debt-to-income ratio = 69—0 = 8.36 %
8,250 -

Student Loans® $340/month

Car Payment: $275/month > A monthly mortgage payment of $2,200/month

Credit Card Debt: $75/month/ would bring the overall debt-to-income ratio to

35%, with the mortgage itself being 26.7%.
Total: $690/mo.


A loan for the purpose of purchasing, and secured by, a property

(see bankrate.com)

The structuring of a loan repayment into periodic payments 

of both principal and interest over the term of the loan.

 Identification and Social Security # to access a credit report

 Income records to prove consistent employment / earnings

 Bank statements to prove ability to make a down payment

 Tax returns to validate earnings / income 

 Statements of any existing debt obligations (see below…)

Total: $690/mo.
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The Monthly Mortgage Payment

Loan Amount *i,,
1 _( 1+l )—months
m

Loan Payment =

Eddie is in the market for a new home! He found a property for $185,000 and his lender has
already approved him for a 30-year loan fixed at 4.20%. He is prepared to make a down
payment of $30,000. Let's calculate his monthly payment!

I Determine jy: 420 o~ 0.0420 - o _ 0.0035
2. Determine the Loan Amount: _ 185,000  _ 30,000 - ¢ 155,000
3. Into the formula!
155000 x 0.0035 B 542.50
1-(1+0.0035)°360 —  0.715721

-¢ 757.98 / month

The Escrow Account

The lender will require that certain items be paid along with the loan payment each

month. These items include:
Property Taxes

Homeowner’s Insurance

Private Mortgage Insurance

An escrow account will be set up by the lender to hold funds for these items, and the
lender will take care of paying for these items out of the escrow account when they come due.
For Eddie, his annual homeowner's insurance premium is $720, and his annual property taxes
are $2,280. Since his down-payment amount of $30,000 was less than 20% of the purchase
price, he also has to pay a monthly PMI premium of $62!

In all, Eddie's monthly mortgage payment will be:

PMI
g 757.98
+
§ 60 +¢ 190 +g¢ 62
/ - ¢ 1,069.98 ; month

homeowner’s insurance property taxes
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