7-3
MORTGAGE
APPLICATION
PROCESS
To do now:
1. Write down the objectives
2. Take out earbuds

OBJECTIVES

You will need:
• Papers on the
student table
• Textbook
• Calculator
• Pen or Pencil
• Notebook Paper
Red Items are needed
during the lecture

Compute a monthly house payment.
Compute the total amount of interest paid on a mortgage.
Understand the bank’s criteria for a mortgage.

How do I calculate my
monthly payment if I
want to buy a house?

Example 1A
➢ Heather is planning to buy a home.
➢ She has some money for a down payment already
saved.
➢ She sees a home she would like and calculates that
she would need to borrow $190,000 from a bank for a
30-year period.
➢ The APR (Annual % Rate) is 6.4%. What will be her
total interest for the 30 years?

Example 1A
Heather is planning to buy a home. She has some
money for a down payment already saved. She sees a
home she would like and calculates that she would need
to borrow $190,000 from a bank for a 30-year period.
The APR (Annual % Rate) is 6.4%. What will be her total
interest for the 30 years?
12t

Step 1: Determine the
monthly payment
Monthly Payment
Formula (from Section 3-2)
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M
M = monthly payment _____
190,000
P = Principal ________
.064
r = annual interest rate (converted) _____
30
t = number of years _____
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Example 1A
Heather is planning to buy a home. She has some
money for a down payment already saved. She sees a
home she would like and calculates that she would need
to borrow $190,000 from a bank for a 30-year period.
The APR (Annual % Rate) is 6.4%. What will be her total
interest for the 30 years?
12(30)
 .064  .064 
190, 000 
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Step 1: Determine the
12
12



M=
12(30)
monthly payment
 .064 
−1
Monthly Payment
1 +

12 


Formula (from section 3-2)

M
M = monthly payment _____
190,000
P = Principal ________
.064
r = annual interest rate (converted) _____
30
t = number of years _____

$1,188.46
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How much will I
actually pay for that
house?

Example 1A
Heather is planning to buy a home. She has some
money for a down payment already saved. She sees a
home she would like and calculates that she would need
to borrow $190,000 from a bank for a 30-year period.
The APR (Annual % Rate) is 6.4%. What will be her total
interest for the 30 years?

Step 2: Determine the total payments
total payment = amount of payment x # of payments

= 1,188.46 x (12 x 30)
= $427,845.60

How much will I pay
in interest
for that house?

Example 1A
Heather is planning to buy a home. She has some
money for a down payment already saved. She sees a
home she would like and calculates that she would need
to borrow $190,000 from a bank for a 30-year period.
The APR (Annual % Rate) is 6.4%. What will be her total
interest for the 30 years?

Step 3: Determine the total interest

total interest = total paid – total borrowed
= 427,845.60 – 190,000
= $237,845.60

Is there a way to
reduce the amount
of interest I’ll pay
for that house?

Example 1B
Heather wants to know how much interest she will save
if she does a 15 year mortgage instead of a 30 year
loan.

Guess:

How much will her 15 year payment be if the
30 year payment was $1,188.46?

•
•
•

Example 1B
Heather wants to know how much interest she will save
if she does a 15 year mortgage instead of a 30 year
loan. The bank has a 15 year loan rate of 5.5%

12t

Step 1: Determine the
monthly payment
Monthly Payment
Formula (from section 3-2)

r 
 r 
P  1 + 
12  12 

M=
12t
r 

 1 +  −1
 12 

M
M = monthly payment _____
190,000
P = Principal ________
.055
r = annual interest rate (converted) _____
15
t = number of years _____
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Example 1B
Heather wants to know how much interest she will save
if she does a 15 year mortgage instead of a 30 year
loan.
12(15)
 .055  .055 
190, 000 
1 +

12 
12 

M=
12(15)
 .055 
−1
Step 1: Determine the
1 +

12 

monthly payment

Monthly Payment
Formula (from section 3-2)

$1,552.46

M
M = monthly payment _____
190,000
P = Principal ________
.055
r = annual interest rate (converted) _____
15
t = number of years _____
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Example 1B
Heather wants to know how much interest she will save
if she does a 15 year mortgage instead of a 30 year
loan.

a) How much more is her monthly payment?
$1,552.46 - 1188.46 = $364.00

How much will I save by
having a 15 year mortgage?

Example 1B
Heather wants to know how much interest she will save
if she does a 15 year mortgage instead of a 30 year
loan.

Step 2: Determine the total payments
total payment = amount of payment x # of payments

= 1,552.46 x (12 x 15)
= $279,442.80

Example 1B
Heather wants to know how much interest she will save
if she does a 15 year mortgage instead of a 30 year
loan.

Step 3: Determine the total interest

total interest = total paid – total borrowed
= 279,442.80 – 190,000
= $89,442.80

Example 1B
Heather wants to know how much interest she will save
if she does a 15 year mortgage instead of a 30 year
loan.

b) How much did she save in interest by
having a 15 year loan?

interest saved =
= 30 year interest – 15 year interest
= 237,845.60 – 89,442.80
She saved =

$148,402.80

❖ Reasons to get a 15 year mortgage instead of
a 30 year mortgage:
• Save a LOT of money on interest!!!!!
• Your lifestyle will change after 15 years
when you no longer have a mortgage
payment. (Ask your parents if they would
have a different lifestyle if they did not
have to pay rent or a mortgage right now.)
• If you can’t afford the increase in payment,
then PICK A DIFFERENT HOUSE that you
can afford!

(Beside principal
and interest?)

Kevin and Cathy Mackin have a mortgage
Example 3
with National Trust Bank.
The bank requires that the Mackins pay their
homeowner’s insurance, property taxes, and mortgage
in one monthly payment to the bank.
Their monthly mortgage payment is $1,233.56.
Their semi-annual property tax bill is $5,206.
Their annual homeowner’s insurance bill is $1,080.
How much is the monthly payment they make to
National Trust?
Step 1: Determine the monthly amount of taxes and
insurance (Escrow).
Monthly taxes = Amount/# of months
= 5,206/6
Monthly ins. = Amount/# of months
= $867.67
= 1,080/12
= $90.00

Kevin and Cathy Mackin have a mortgage
Example 3
with National Trust Bank.
The bank requires that the Mackins pay their
homeowner’s insurance, property taxes, and mortgage
in one monthly payment to the bank.
Their monthly mortgage payment is $1,233.56.
Their semi-annual property tax bill is $5,206.
Their annual homeowner’s insurance bill is $1,080.
How much is the monthly payment they make to
National Trust?
Step 2: Determine the total monthly payment
Total payment = mortgage + taxes + Insurance
= 1,233.56 + 867.67 + 90
= $2,191.23

Will the bank loan me the
money for that house?

Banks use several guidelines to determine if they will
lend someone money. One of them is the:

Acceptable
Front End Ratio:
ratio is
Monthly Housing Expenses x 100 = __%
28% or
Monthly Gross Income
less
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Example 4
Tom and Kyra Courtney are considering buying a house and
are researching the potential costs.
Their adjusted gross income is $135,511.
The monthly mortgage payment for the house they want
would be $1,233.
The annual property taxes would be $9,400.
The homeowner’s annual insurance premium is $876.
Will the bank lend them the money to purchase the house?

Front End Ratio:
Monthly Housing Expenses x 100 = __%
Monthly Gross Income
1,233 + (9,400/12) + (876/12) x 100 = 18.5%
(135,511/12)
Yes. The acceptable range is 28% or less
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Another way banks determine if they will lend someone
money is the:

Back End Ratio:
Total Monthly Expenses x 100 = __%
Monthly Gross Income

Acceptable
ratio is
36% or
less
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Example 5
Bill and Terry Noke are considering buying a house
and need to figure out what they can afford and what a bank will lend
them.
Bill’s annual income is $166,988.
Their monthly mortgage payment for the house they want would be
$1,544.
Their annual property taxes would be $9,888.
The home-owner’s insurance premium would cost them $1,007 per
year.
They have a $510 per month car loan.
Their average monthly credit card bill is $5,100.
Will the bank lend them the money to purchase the house using
the back end ratio?
No. The
Back End Ratio:
acceptable
Total Monthly Expenses x 100 = __%
range is 36%
Monthly Gross Income
or less
1,544+(9,888/12)+(1,007/12)+510+5,100 x 100 = 57.9%
(166,988/12)
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What do I do now?
The 7-3 Assignment

When is it due?

Next Class

