
[image: image1.png]AlB




A Guide to 

Assessing and Submitting 

Residential 

& 

Residential Investment Mortgage

 Applications
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Residential Mortgages

 Repayment Capacity

Net disposable income is the key factor in assessing repayment capacity, particularly in starter and medium salary ranges.  In AIB, repayment capacity is assessed by reference to the debt service ratio, ( DSR ) as defined below.  

The DSR measures the proportion of 'after tax' income required to service the proposed borrowing.

It is the monthly mortgage repayment expressed as a percentage of the borrower's net monthly income (i.e. net of income tax and PRSI). Net monthly income is calculated using the Bank's calculator 

The DSR is calculated using a Stressed Interest rate of 2.75% above prevailing ECB rates to reflect the long-term potential for interest rate increases.  The margin for sensitivity is particularly important in the case of introductory offers where the initial interest rate can fall well below a prudent assessment of likely levels of future interest rates.

The maximum advance for any borrower will be determined by repayment capacity, recognising that the personal circumstances and commitments of each individual could differ significantly.

Other Committed outflows

The framework of mortgage criteria set out in this Mortgage Lending Policy gives an indication of the maximum levels of finance which AIB would be prepared to consider in a given case.

Within this framework, due cognisance must be taken of a borrower's other regular committed outflows (if any), when determining the absolute level of mortgage debt which is appropriate for each case. The analysis below should be undertaken to take cognisance of all such circumstances 
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Classification of Income

The Bank will undertake a careful assessment as to the nature and sustainability of the income of the applicant. 

Where the borrower is heavily reliant on commissions / bonus / overtime income or if the borrower’s employment is of a highly cyclical or seasonal nature, verification of income over a prolonged period, ideally 3 years, should be sought. 

Windfall bonus payments and other non-recurring income should not be included when calculating a borrower’s annual income.

The following documentary evidence should be obtained and submitted:

 P.A.Y.E. Employment

  P60 (or if unavailable, a statement of income from the applicant’s employer) and salary

  payment slips for the most recent 3 month period should be obtained 
 Where inconsistencies are evident between the stated income and the P60 and

  supporting documentation, as outlined above, the Broker should obtain a full 

  explanation which should be submitted together with any supporting information

 e.g.  a breakdown of the P60 income from the applicant’s employer.

 Self Employed / Director, Shareholder Applicants

  Certified or audited accounts to be provided. ( 2 Years Accounts)

  Confirmation of overall remuneration package 

 Other Income

Some applicants may derive their income from a mix of more than one source, e.g. salary, dividend income, other investment income.  The Bank requires confirmation of this income and the sustainability of such income. A Revenue Tax Balancing Statement could be sought in these instances 

The following are not considered for Repayment capacity

Welfare Payments

Room rental (e.g. in a shared house) 

Separation Maintenance

Uncertified Income

Contract Employment

The sustainability of income is an important factor when determining capacity to repay.  In the case of contract employments, a careful judgement must be made concerning the borrower's ability to maintain future income flows.  Career qualifications, industry outlook and individual performance will influence an individual's employability.

Funding of Balance of Purchase Price

Documentary evidence should be obtained to verify the source of funding of the balance of the purchase price. 

a) If balance from savings, then copy of the savings record to be obtained. (typically over a six month period)

b) If balance (or part of balance) is from a gift, then the donor should confirm in writing that monies are not repayable.

c) If from other source full details to be provided.
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Investment Mortgages

Assessing Repayment Capacity

Repayment Capacity for Investment properties is assessed on the basis of net disposable income after all running expenses and Tax liabilities have been discharged.

The following calculation sheet may be used to calculate repayment capacity on a single property or on a portfolio of properties

 

The Bank assesses investment mortgages on a Capital and Interest basis and stresses repayments at 2% above current interest rates to reflect long term potential for interest rate increases. 

If there is a deficit in the above calculation an explanation as to how the applicant intends repaying the loan should be submitted together with any relevant supporting documentation. 

Lenders will also take a view on the sustainability of the rental income and how realistic projected rental income is into the future. 

In order to assess applications for multiple Investment properties or single properties for portfolio investors the bank will require a full statement of affairs in order to calculate repayment capacity and consider other associated risks. 

The following is an example of the details that need to be included when drawing up a statement of affairs 


Other associated risks that are considered are:

                   Location and condition of properties

                   Geographic Spread and Mix of properties

                   Capital Gains Implications ( As Above )


Background: 

The purpose is to synopsise the application demograpichs and create a brief picture of the client for the underwriter 
John Smith aged 45 is married with three children. He is a self employed electrician for the last 10 years

He ownes his own House valued at €550,000.00  with a mortgage of €180,000.00, he has savings of €20,000.00    

  

Proposal / Sought:

Brief description of what the applicant wants and the purpose of the mortgage 
Mr Smith intends selling his own property and buying a house in a nearby development costing €700,000.00

He will require a mortgage of €350,000 to complete the purchase and pay fees, over a 20 year term with an interest only option for the first 2 years 



Income:

Comment on level, quality and consistency of  Income 
Mr Smith is in business for the last 10 years as a sole trader. His income after all business expenses is €120,000.00 and has been consistently at that level for a number of years  



Repayment Capacity:

Analyse and comment on repayment capacity 


Mr Smith qualifies for €350,000.00 over the 20 years and his DSR based on calculator is 38%

Net monthly Income                        €6946.00

Proposed Mortgage Repayment      €2640.00

Other repayments                            €1250.00

Ner Disposible Income                    €3056.00



Pro’s & Cons:

Bullet points handling  short comings  and highlight  strengths 
Mr Smith has a well established Business

He has a consistent income over a long period

He has a good savings record

Strong Bank accounts with good credit balances

There are no apparent weaknesses in the application



Recommendation:

A summary of the above setting out why the application should be sanctioned 
As the applicant is within your DSR and LTV criteria

And has evidenced repayment capacity  I recommend sanction  



Segment
First Time Buyer


Customers in early/mid 20’s in full time employment 


buying their first home 










Max Loan  To Value
92% Standard


100% Professionals




Term
35 Years to age 65 for PAYE 


35 Years to age 70 for Self Employed and Directors 




Repayment Options 
Capital & Interest  (Standard)


Interest only 2 Years LTV > 70% 


Interest only 5 Years LTV < 70%


Interest only 5 Years Professionals




Supporting 
P60

Documents
Employer Status Report


3 Most recent payslips   


3 Months Bank Statements for non AIB Customers


Confirmation of equity input













Segment
Trading Up


Customers Selling or retaining existing property 


and Trading up or down.










Max Loan  To Value
92% Standard


100% Professionals




Term
35 Years to age 65 for PAYE 


35 Years to age 70 for Self Employed and Directors 




Repayment Options 
Capital & Interest  (Standard)


Interest only 2 Years LTV > 70% 


Interest only 5 Years LTV < 70%


Interest only 5 Years Professionals




Supporting 
P60

Documents
Employer Status Report


3 Most recent payslips   


3 Months Bank Statements for non AIB Customers


Current Mortgage Statement


Savings Statements













Segment
Remortgaging or Equity Release


Customers Remortgaging their existing Facilities or getting an equity release for all purposes other that Debt


Consolidation










Max Loan  To Value
92% Standard


100% Professionals




Term
35 Years to age 65 for PAYE 


35 Years to age 70 for Self Employed and Directors 




Repayment Options 
Capital & Interest  (Standard)


Interest only 2 Years LTV > 70% 


Interest only 5 Years LTV < 70%


Interest only 5 Years Professionals




Supporting 
P60

Documents
Employer Status Report


3 Most recent payslips   


3 Months Bank Statements for non AIB Customers


Current Mortgage Statement


Savings Statements


Proof of Spend


Estimates where Applicable







Segment
Self Build Applications


Customers Building Their own property either by Direct Labour or Fixed Price Contract













Max Loan  To Value
92% Standard


100% Professionals




Term
35 Years to age 65 for PAYE 


35 Years to age 70 for Self Employed and Directors 




Repayment Options 
Capital & Interest  (Standard)


Interest only 2 Years LTV > 70% 


Interest only 5 Years LTV < 70%


Interest only 5 Years Professionals




Supporting 
P60

Documents
Employer Status Report


3 Most recent payslips   


3 Months Bank Statements for non AIB Customers


Current Mortgage Statement


Savings Statements


Fixed Price Contract  


Architects 6 point Letter and Detailed Costings


Copy of Planning Permission 




Segment
Single Investment Property 


Mature Applicants with strong personal and financial profiles who wish to invest in the property market. They must show the


capability to manage any shortfall in the mortgage payments


out of their personal income after existing debt







Max Loan  To Value
85% Standard







Term
25 Years  







Repayment Options 
Capital & Interest


Interest only 5 Years










Supporting 
P60

Documents
Employer Status Report


3 Most recent payslips   


3 Months Bank Statements for non AIB Customers


Current Mortgage Statement


Savings Statements













Segment
Multiple Investment Properties or Single investment for Multiple Investor 


High Net Worth Individuals or High Earners who currently own 


or wish to buy more than one investment property.










Max Loan  To Value
85% Standard


75% as over all exposure increases Normally 3 or more properties




Term
25 Years







Repayment Options 
Capital & Interest


Interest only 5 Years










Supporting 
P60

Documents
Employer Status Report


3 Most recent payslips   


3 Months Bank Statements for non AIB Customers


Current Mortgage Statement


Savings Statements


Statement of Affairs


Income Analysis  ( Personal and Rental Income )


Confirmation of Tax Affairs




Repayment Capacity





Net Monthly Income--------------------------------------€





Less


Proposed Mortgage----------------------------------------€


Existing Repayments--------------------------------------€


Other (Maintenance)-------------------------------------- €





Add 


Net Investment (Surplus/Deficit)------------------------€





Overall Surplus / Deficit--------------------------------- €





Is this sufficient to fund applicants living expenses





�
€,000�
�
�
Cash Flow Calculation�
�
�
�
�
�
�
�
Gross Rental Income�
0�
�
�
�
�
�
�
Less Outgoings�
�
�
�
Expenses�
0�
�
�
Life Insurance�
0�
�
�
Tax Liability�
0�
�
�
Loan Repayments  ( Annuity for assessment purposes)�
0�
�
�
�
�
�
�
Add Back Annual Tax Allowances


( If Capital Allowances Available)�
0�
�
�
�
�
�
�
Net Cashflow Surplus / Deficit�
0�
�
�






Property Address�
Description�
Year of�
Original �
Estimated�
CGT Due�
Net of CGT�
Debt�
Rent�
Repays





C+I or I.O �
�
�
�
Purchase�
Purchase Price�
Value�
�
Value�
�
�
�
�
�
�
�
IR £ / €�
€�
€�
€�
€�
€ p .m.�
€ p.m.�
�
�
�
�
A�
B�
C = �
D = (C-B)�
�
�
�
�
�
�
�
�
�
(B-A) x 20%�
�
�
�
�
�
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