Buying a home and then maintaining and improving it is
likely to be the largest single expenditure most people will
make in their lifetime.

After determining the family needs and deciding to
purchase a house (seé Service in Action sheets 9.907, 9.908),
this worksheet may be used o determine how much can be
invested comfortably in a home. It will be time-consuming, but
may save a family later discouragement and disillusionment
and perhaps financial loss if there is a failure to make a
realistic analysis of their ability to buy

Service in Action sheet 8.910, How to buy a house—Find-
ing one you can afford, will help in evaluating a particular
house in terms of what fotal amount will be required before
moving in, as well as estimating the fotal monthly housing
costs for that unit.

Rules of Thumb

There are & number of rules of thumb that have been in use
for some time to help persons ‘“‘guess” what house and/or
monthly payments they can afford. The rules are easy to use
but can be misleading and cannot be used alone because they
do not take into account the individual situation of each
family.

These guidelines may be used {o initially give youarange
of “affordable prices.” But a family must take precautions not
to find itself “house poor” by spending more than if can afford
and having fto give up things that are really important.
Although monthly mortgage payments should be as large as
possible in order to pay less interest in the long run, at the
same time guard against getting in too deep.

Comipleie the answers to the following popular rules of
thumb in terms of your income. Y ou probably wil get different
answers for each rule—a good reason to read further.

*Spend no more than one week's take-home pay on
monthly payments on principal, interest, property taxes and
homeowner’s insurance.

*The purchase price should not exceed 2 to 2% times the
family’s gross annualincome . (Lowerincome
persons should lean toward the lower figure.)

*One per cent of the sales price of the house should not
exceed one week's pay.

*Total monthly housing costs should not exceed 50 per
cent of monthly take-home pay.

*If it would be necessary to extend payments beyond 30
years to keep within the budget, the house may be too
expensive for that income.

There are other reasons why these rules of thumb must be
carefully used and only as a begining in the analysis. Not all
the rules define “income” and “housing.” There are great
differences between grose and net income; the income of one
wage earner and ftwo; full- or part-time income; and
supplemental income from “moonlighéing.”

A mortgage payment which includes only repayment of
principal plus interest, and does not include property tax and
homeowner’s insurance payments, will be significantly less
than a payment which includes all of these.

If housing costs include only the morigage payment, it
would be much less than if the following alsc were included:
utilities, house service costs, furnishings/eguipment
payments, repair and maintenance costs and reserves, and
housing-caused sxpenses. Together they represent the total
ocoupancy ¢ost.
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F?nally, what yz)u7cg&n ariora depends on income level,
stability and prospects. As income rises, the percentage spent
on housing usually goes down even though the dollar amount
may go up. It also depends on other expenditures resulting
from the stage in the family life cycle, size and health of
family, lifestyle and housing-caused expenses.

The best way to determine how much your particular
family can afford is fo examine your current income and
expenditures, financial reserves and future financial
prospects, and answer the “more” or “less’” questions in the
following worksheet. The time to complete the sheet will be
well spent when the family selects and enjoys the home most
affordable.

Monthly Income

In this section list all income that is “steady’” and can be
expected to continue (exclude unreliable income from
overtime, or nonrecurring income). Include income from both
wage earners, even though the family may later decide not to
include the income from a secondary wage earner or include
only part of it.

Lending institutions are required to “count” all reliable
income in the mortgage loan gualification process, but the
family needs to give careful thought as to whether to make
long-term financial commitments on the basis of two full,
continuing incomes. This is an individual family decision.

Husband Wife: Total:
GROSS (TOTAL) MONTHLY
INCOME (salary/wages): % $ $

Payroll deductions made from gross income:

Federal income tax withheld $ % $
State income tax withheld % $ %
Local income tax withheld $ $ %
Social Security (OASDI) $ $ $
Pension/retirement plan $ $ $
Disability benefits % $ 3
Insurance (life and/or health) $ $ %
Savings (bonds, etc.) $ $ $
Charities $ $ $
Other-list 3 $ $
Total deductions: % ) (8 )3 )
NET(TAKE-HOME)MONTHLY
INCOME: $ $ $
Now add the following only if they apply:
Monthly net profit from farm, business, or

investment property [ J—
Monthly interest/dividend payments received $
Other steady monthly income (source: ) 8
TOTAL NET MONTHLY INCOME: $

Present Monthly Housing Costs

How much money is now being spent on housing? If the
family has no records of monthly housing expenses, they can
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To simplify technical terminology, fradenomes of
products and equipment occasionally willbe used.
No endorsement of products named is infended
nor is criticism implied of products not mentioned.



be compiled usmg cancened checks, recelpts ‘tax: f@rms al
other records. The total annual expense divided by twelve
the avera,ge total monthly housing cost.

In the list below; enter those items that apply. DoNOT list .

instaliment payments on furnishings or equipment. Mark a

“F” beside those items which are fixed or not easily changod :

and 8 “V” beside those that may vary from month to month.
Rent or mortgage payment $

Property taxes (if separate) $ -
Property insurance (if separate) [
Utilities:
Heat/air conditioning $_ =
Electricity $
- Water/sewer $ -
Services:
 Trash removal $
Yard Care $
Other $
Maintenance and repan' & __
Housing- caused expense.’ )
Liaundry $
Storage/ garage rent ) $ .
Other._ i i $
Other——hst i $
: $
TOTAL MONTHLY HOUSING COST: s S8 *

*(This represents. .. % of the family's total net monthly

income.)

Estimated Monthly Nonhousing Costs

Use an “F7 and “V” again fo note f1xed and variable
expenses.
Food/ houqehold supphes (mclude meals eaten
away from homey
Clothing. (mcludmg upkeep) and personal care
Transportatmn costs {car paymernts, msurance
gas, Tepairs, cemmutmg) $.
Education (tmtzon board travel, supphes for )
_ children and adults) L S
Insta,ﬁment debt (furniture, apphances,
revolving charge accounts, credit card
payments)—list

$—

R PP PP

- Total & ___
Life insurance {if not payroll deduction)
Medical expenses (including health insurance
premiums if not payroll deductions)
Recreation a.nd entertainment (movies, hobbies,
sports, books, records, vacation fund)
Church/charity contributions, membership
dues/fees, personal gifts (including

Christmas club)

Telephone

Child (day) care

Pet costs (fosd, grooming, vet)

Other fixed expenses {alimony, support pay-
ments to children or elderly relatives)

Regular savings/investment program
Emergency fund L

Gther recurring monthly ce}sts-—-nsi

TOTAL MONTHLY NONHOUSING EXPENSES $ . *

“
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*List only those asseis ihat can be liquidated: list st
present cash value minus capital gains faxes and commis-
sions, if applicable. Realize that in liguidating investmenis
and closing savings accournts, you will be losing some
potent;a,l income from income-producing properiy, loss of
interest, or lost appreciation.

‘How puch of the total will you hold in reserve for
emergencies reia,ted tothe new home, the family, me car,
etc.?8 . .

© I more cash IS pee 9(% for the éewnpaymem etc., can it be
borrowed from parems or avamsi life insurance, or from other
sources? __

What human resdurces do you and vour f&mﬂv possess
that mlgk‘t allow yrm f;a spendlessincashandmoreintime and

Financial Prospects

To be reasonably sure that the family can manage
payments in the years ahead, answer two questions;
1. What are the future income prospects (steady, up OR down,
a‘,’ndhowmu*ch}?

2. What .are the fumm *iOﬁhOtl&lng expense prospects
(excludmg hsmeb%zyzng costs), particularly in the next five
years (up OR down, and how much)?

The “Bottom Line”

Finally, & family can afford to buy a higher-priced house
‘and/or make larger monthly payments if it ig able to check
most of the statements in the first lisgt below:

1. There is & ldrge aawnpaym»nt or eqmtv available
from & previciusly-owned house.
8. Incorme is steadily rising and expected to continue to
do s0.
3. The family doesn’t have or expect major financial
obligations.
4. Bavings and insurance are available for emergencies.
— 5. Nonhouss expenses (including transportation) can be
keptio a minimum,
B, The family IS willing to give up other thmgs for the
home.
7. The home being purchased is eqmppeﬁ wzt‘z new
“applisfices and reqguires Yittle or no maintenance and
repair and/orthe familymembersare “handy” and can
do-it‘fhemselves. ‘
B, Properiy taxes and specisl assessmentsinthe areaare
low and expected to stay thal way,
8. Expenditures related fo family size are minimal.

If the family must check most of the statements in the
following ligt, it shouldbuy slower-priced houseand/or make
lower monthly payments:

1. An adeguate downpayment or financial reserves for

*{This represents % of the family's total net monthly
income.} )

If the percentage of siet monthly income going to housing
were to go up, which if any of the above areas would the family
be willing to lower and by how much? (Lock at the variable
items.} .

Financial Resem’es

How much cash/savings, etc. does the family have on
hand and how much is potentially available (that is, can be
converted to cash) to apply to the downpayment, settlement
costs, moving expenses, furnishings and equipment? The
minimum accepiable downpayment depends on the age
and/or price of the houss and the lender, Other pre- -QCCUpancy
costs vary from community o community and will depend
upon the size of the house, level of living desired, and
amenities.

that use aré not available.

—2. Income 18 ‘expécted to decrease,
interrupted or stop altogether.

.3, Family members expect fo change jobs,
transfers, and/or the future is uneertain.

A The family is carrying heavy debt, or epxects unusual
expenses or heavy financial obligations, such as a
major savings plan for children’s education,

— 5. The family is not prepared for emergency expenses.

e B, Other wants e&qua}a house in importance, thus other
expenditures are high.

7. The home being puzf‘basgd is older Or one in ae?d of
repairs that are expensive and/or the famm cannot
make their own repairs.

. B. Property taxes and special assessmentsinthe area are

high and going up.

—..9. Expenditures related to family size are

fluctusate, be

re¢éive

significant.



