To Buy Or Not To Buy (House)
Names: _____________________________
group component




    __________________________________

Directions:  

· Work in small groups of 2 to 3 people.  Feel free to send a representative to another group if your group gets stuck. 
· Each group will hand in only one completed project at the end of the class period. This version will be graded. Make sure it is an extra write-up, not a group member’s original work.
· You must SHOW ALL WORK (including set-ups) to receive full credit. Pay attention to details.
· Don’t forget to include dollar signs. 
· Do not round within an expression, wait until the end of each part.
· Round money values to the closest cent.

1. Is this house affordable?
When a financial institution reviews a mortgage application, it usually follows some basic guidelines in determining for which amount the applicant(s) qualify and what monthly mortgage payment they can afford: (FACT: Gross Income is income before taxes.)
a) The house price (before the down payment is subtracted) should not exceed 2.5 times your Annual Gross Income; and
b) Monthly PITI (Principal, interest, taxes, and insurance) may not exceed one Week’s Gross Income; and
c) Monthly PITI may not exceed 28% of the Monthly Gross Income; and
d) Monthly PITI plus monthly payments on other long term debt may not exceed 36% of the monthly gross income. (Long term debt includes any debt that will take more than ten months to pay off, such as car loans, installment loans, alimony, child support, and balances on credit cards or charge accounts).
Use these guidelines to judge the following scenario (Show a calculation for each):

John and Pat Harrell earn $98,000 annually. They have two car payments, an older car that will be paid off in 4 months with a payment of $325 a month and a newer car that still has 4 ½ years of car payments at $458 per month. The couple has $9600 on credit cards on which they pay the minimum monthly payment, currently $430 per month. They have no other debt. 

The Harrels are first time home buyers and have a 20% down payment and the closing costs at hand.  They would like to buy a $240,000 home (this is the price of the house without the down payment applied.) Their fixed rate mortgage to finance this home will result in monthly payments of $1750 over the next 30 years. (This amount includes the mortgage payment, interest on the mortgage, real estate taxes, and home owner’s insurance). 
· Fill in each list and explain briefly if the requirement is met. Then give a conclusion.


a) House price (before down payment is subtracted) =  $

Annual Gross Income = $
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Annual Gross Income =  $
Is the requirement met? Explain briefly.


b) Monthly PITI =  $



       


One Week’s Gross Income =  $
Is the requirement met? Explain briefly.


c) Monthly PITI =  $
  Annual Gross Income = $
Monthly Gross Income = $

28% of Monthly Gross Income =  $
Is the requirement met? Explain briefly.

d)                                 Monthly PITI = $
Monthly long term debt payments = $


Sum of PITI and monthly long term debt payments =   $

                    Annual Gross Income = $
                  Monthly Gross Income = $

                                                             36% of Monthly Gross Income =  $
Is the requirement met? Explain briefly.
· Will the Harrels be approved for the loan? Explain briefly.
· How much will the 20% down payment on this house be?
· How much will the Harrels pay in house related mandatory expenses over the life of their loan?
· Does this seem fair to you?  Briefly explain why or why not.
2. How much house can the Smiths afford? 
[In the following, ignore all taxes and fees.] 

The Smiths can afford a mortgage payment of $1600 per month. 

· If mortgage rates are 6% for a 30-year fixed rate loan, calculate the loan principal that the Smiths can afford.  (Round down to the closest $5,000.) [Hint: Solve the loan payment formula for the principal once you have substituted all known values]
· If a 20% down-payment is required, the rounded financed amount from the part above makes up the other 80% of the house value. Assuming that the Smiths have the cash saved up to make the required down payment, what home purchase price can they afford? (Again, round down to the closest $5000.)
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