Your Debt-to-Income
(DTI) Ratio
Debt is a part of life for most people. Mortgages, car loans,
personal loans, even store credit at the local dairy.
But how much debt is too much?

HOW CAN YOU

COMPUTE YOUR

DTI RATIO

?

This is a measurable way to tell if you have too
much debt. Your debt-to-income (DTI) ratio
compares your gross income to your debt
expenses.

WHAT ARE
MONTHLY
DEBT
PAYMENTS

?

This includes:
To find out your debt to income ratio, add up
all forms of income from all sources to find
your total gross income. Then, add up your
monthly debt payments.
Then, divide your debt total by your gross
income figure. This gives you your ratio.

Mortgage or rental costs
Property expenses such as rates,
insurance and body corporate fees
Credit card payments
Car loans
Investment loans
Personal loans
Hire purchases

For example, assume your salary is $5,000 a
month and your debts are $2,000. 2000
divided by 5000 is 0.4 (40%). While there’s no
perfect ratio/ percentage that is a maximum, if a
bank or lender is considering your finances,
around 35% (a third of your income) is often
what they consider to be the maximum
preferred amount.
HOW TO LOWER

If your debt percentage is more than 35%, then
you have less leeway in your budget, less ability
to pay for incidentals as they arise, and a
curtailed lifestyle.

YOUR DEBT

-

TO

-

INCOME RATIO

FIVE GIANT RED FLAGS
THAT YOU HAVE TOO
MUCH DEBT

If you have one or more of the following
warning signs, it’s time to take action, get
rid of debt, and manage your finances
better.
Your debt balance isn’t going down,
despite regular payments
You’re living pay cheque to pay cheque
You don’t contribute to KiwiSaver or a
superannuation scheme because you
need the money
You feel you’re unable to save enough to
create an emergency fund equivalent to
at least one month’s income
You use credit cards for cash advances.

To reduce your DTI ratio, there are
some basic steps you need to take.
Get rid of your debt faster. Paying
off more debt means less interest
charges, making your debt
payments much lower in the long
term. Short term, it’s a bit of belt
tightening and could mean a lot of
camping in your back yard
instead of trips to Fiji, but it’s
worth it.
Don’t create more debt. Freeze
those credit cards and stop
buying things you can’t afford
right now.
Postpone big purchases. If you
need a new car or are wanting to
buy a home, considering waiting.
Save for a bigger deposit and a
smaller loan.
Consider consolidating your debt.
This may not be the best answer
for everyone, but if you can
negotiate a low interest amount,
this could mean lower
repayments and less overall loan
total.

Additionally, if you keep your debt to income ratio low, it shows a dedication to reducing financial
risk and makes you much more attractive to lenders. It also should give you more surplus cash in
your day to day life, easing tight budgets, and giving you more financial freedom in the future.

Life stage counts; as does expert advice
If you’re overwhelmed or unsure where to start to reduce your debt
burden, book your meeting now. We can find a way to make your debt
management easy, advising you on the best course of action, so you get
out of debt and into financial freedom and build the healthy financial life
you want....

www.samkodi.co.nz
sam@samkodi.co.nz
021 283 5065
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ENLIGHTENED LIFE LTD (FSP532766, TRADING
AS SAM KODI) HOLDS A LICENSE ISSUED BY
THE FINANCIAL MARKETS AUTHORITY TO
PROVIDE FINANCIAL ADVICE.

