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Money Smart Module #7: To Your Credit

 Case Study:  Larry and Lucy Prepare to Apply 
for a Mortgage
Supplemental Handout for Exercise 7.7
Larry and Lucy joined the “Dollars Make Sense” IDA Program one year ago and hope to purchase a home for their family of five.  They are making regular deposits into the IDA and have completed their general financial education requirement.  

Larry and Lucy are now taking a first-time homebuyer education course and are meeting with their IDA staff person to discuss current debt.  Specifically, they are concerned that their current debt obligations will keep them from qualifying for a mortgage.  They have brought their paystubs and various account statements to the one-on-one meeting.

1. Determining Income

Larry works as a taxi driver and makes between $80 and $100 for each of the five days per week that he drives his cab.  He works year-round with the exception of two weeks that he takes off each year.

Average gross monthly pay:  To determine Larry’s average gross monthly pay, take the average that he makes per day and multiply it by five days.  Then multiply that figure by 50 weeks per year to determine average annual pay.  Finally, divide by 12 to determine average gross monthly pay.

Average daily pay * # workdays/week * workweeks/year = 

Average gross annual pay

______ * ______ * ______ = ______ Average gross annual pay

Average gross annual pay / 12 months = Average gross monthly pay

______ / 12 months = ______ Average gross monthly pay

Lucy works as a home health aid and makes $12 an hour.  She occasionally works overtime hours and is then paid $18 an hour.  In her last two paychecks (which she receives bi-weekly) she grossed $960 and $1,032.  

Average gross monthly pay:  To determine Lucy’s average gross monthly pay, add her two paychecks together and multiply by 13 (26 pay periods per year) and then divide by 12 months.

[(Paycheck #1 + Paycheck #2) / 2] * 26 pay periods = Average gross annual pay

[(______ + ______) / 2] * 26 = ______ Average gross annual pay

Average gross annual pay / 12 months = Average gross monthly pay

______ / 12 months = ______ Average gross monthly pay

Combined Average Gross Monthly Income:





Larry ________




+
Lucy  ________





Total ________

2. Determining Debt

Larry and Lucy have two credit cards and Lucy has a student loan from studying at the local community college.  They also have a car loan.  The minimum monthly payments on their credit cards are $15 and $20.  Lucy’s monthly student loan payment is $135.  Their monthly car payment is $250.  



Credit Card #1:

$______




Credit Card #2:

$______




Student Loan:

$______




Car Loan:


$______




Total Monthly Debt:
$______

3. Determining Debt-to-Income Ratio

To determine Larry and Lucy’s debt-to-income ratio, we must divide their debt by their income:

(Monthly debt / Monthly income) * 100 = Monthly Debt-to-Income Ratio
(______ / ______) * 100 = ______percent
If Larry and Lucy need to bring their debt-to-income ratio to 8 percent, what are some of the ways that they can alter their monthly debt payments?
Common Grades for Debt-to-Income Ratios

Ratio


Grade


Explanation





0-15 percent  

A


Great

16-23 percent  

B


Good


24-38 percent  

C


Fair (This includes mortgage debt so 








even a score of C is acceptable)

39-50 percent  

D


Poor

51+ percent   

F


Very Poor  
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