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	Getting a loan for a mortgage is a long and complicated task, and there are a lot of different factors that affect you getting a loan. Every person’s situation is different, and the lender has to evaluate many different things about each person while deciding whether or not to loan them money, and if so, how much. In this particular situation, I have been denied a loan for a mortgage from two different lenders, meaning that they do not trust me to repay this loan. It is now my job to figure out why I was denied this loan so I can fix it and get my dream home! In general, there are five different things that lenders look at, known as the five C’s of credit. The five C’s are: Character, Capacity, Capital, Conditions, and Collateral. Character is basically who you are as a person; your credit history, work experience, and reputation. This is important because it lets the lender know how trustworthy a person is. Capacity is a person’s ability to repay the loan. Having a stable job and a stable income allows the lender to know that you will be making enough money to repay the loan. Capital is the amount of money that a person has. If a person has a substantial amount of money in the bank, the lender knows that they have enough money to pay the loan back, and will be more inclined to give them the loan. Last but not least, there is collateral, which is something you give to the lender to ensure that you will repay your loan. 
	With an annual income of $46,000 I have a monthly income of $3,833. With the number given to us, we have payments totaling $1,525 a month. Our FICO credit score is 550, which is not good, but it’s not necessarily bad either. We are under our credit card limit, and as long as we pay that off we should be ok. We don’t know anything about our savings, but I’m going to assume that it’s about average. Paying $1,525 per month means that we are paying 39.79% of our income without factoring in mortgage. The 33/38 rule says that you should be spending about 33% of your income on mortgage, and including other factors housing costs should not exceed 38% of your total income. With the ~40% being paid to other factors and this 38% assumed housing payments, that equals a total of around 78% being paid. This means that about 22% of your income would be able to go to savings or whatever else you want. With a monthly income of $3,833, the 33/38 rule would mean that we can safely have a mortgage payment of between $1,264.89 (33%) and $1,456.54 (38%). For calculations’ sake, let’s use the 33% value to find our mortgage. With 7% interest on a 30 year loan, the monthly mortgage payment factor is 6.75. If we divide the monthly payment by that factor, then multiply by 1,000, we will get our affordable mortgage payment. After doing the calculations, our affordable mortgage comes to be $187,391.11. With a down payment of $5,000, our total payment without insurance would be $192,391.11. Given that we are in a stable financial situation with no obvious reasons that our loan would be declined, the most likely reason that our loan was declined would be that we are asking for a loan of more than $187,391.11. The lender did the math to know what mortgage we could afford, and saw that the mortgage we are requesting is above what we could afford. With this in mind, it would not be financially smart to give us the loan we are requesting. 
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