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How to Calculate DTI Ratio

The debt-to-income (DTI) ratio is a financial metric that compares an individual's monthly
debt payments to their monthly gross income. It's an essential measure used by lenders to
assess a borrower's ability to manage monthly payments and repay debts.

DTI Ratio Formula

1. Add Up Monthly Debt Payments: This includes all recurring debts such as mortgage
payments, car loans, student loans, credit card payments, and any other personal loans.

2. Calculate Gross Monthly Income: This is your total income before taxes and other
deductions. It includes salary, wages, bonuses, and any other sources of income.

3. Divide Debt by Income: Divide the total monthly debt payments by the gross monthly
income.

4. Convert to a Percentage: Multiply the result by 100 to get the DTI ratio as a percentage.

Example Calculation

e Monthly Debt Payments: $1,500
e Gross Monthly Income: $5,000

DTI Ratio = ($1,500/$5,000) X 100 = 30%
Why DTI Ratio Matters

e Lender's Perspective: Lenders use the DTl ratio to evaluate the likelihood that a borrower
can repay their debts. A lower DTI ratio indicates that a borrower has a good balance
between debt and income, suggesting lower risk.

e Borrower's Perspective: Understanding your DTI ratio can help you manage your finances
better. A high DTI ratio might indicate that you are over-leveraged and could struggle to
meet your debt obligations, while a lower ratio suggests financial stability.

Ideal DTI Ratios

e ldeal Range: Most lenders prefer a DTI ratio of 36% or lower. This means that no more
than 36% of your gross monthly income should go towards debt payments.

e Maximum Limit: Some lenders might accept a DTl ratio up to 43%, but anything higher
can significantly reduce your chances of securing a loan.



Ways to Improve DTI Ratio

e Increase Income: Find ways to boost your gross monthly income through side jobs,
bonuses, or other income streams.

e Reduce Debt: Pay down existing debts, avoid taking on new debt, and possibly refinance
high-interest loans to lower monthly payments.

Understanding and managing your DTl ratio is crucial for financial health and can significantly
impact your ability to borrow money for significant purchases like a home or car.
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