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As you prepare to buy a home, this guide will help you answer these important questions.

1. Am I ready to buy?

The first step in buying a home is making sure you understand the homebuying process.

2. What do I need to know before I apply for a loan?

Feel confident that you’re making the right choice.

3. Do I understand the cost of homeownership?

Learn what expenses typically come with owning a home.

4. Is my credit mortgage ready?

Understand your credit health and determine if your scores are ready to get qualified for a mortgage.

5. How much home can I afford?

Understand how much home you can afford and the estimate of down payment funding you will be required to

have.

K e y  Q u e s t i o n s
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“ D o  I  u n d e r s t a n d  t h e  c o s t  
 o f  h o m e o w n e r s h i p ? ”

Your mortgage payment is only one portion of the overall cost of owning a home. Beyond that

large expense, there are still many additional ones you’ll need to budget for, if you’re planning to buy a

house. Want to make sure you’re financially prepared to be a homeowner? Here are the costs you’ll

need to know about.

Upfront Costs

When you first buy

your home, you’ll face several one-time costs. You also may need to cover several “prepaid” charges,

likely placed in an escrow account, to pay for interest, insurance premiums, property taxes, and more

that accrue from the date you close on your mortgage until your first monthly mortgage payment.

Here are some other costs you’ll face at the outset of your homebuying journey:

• Inspection:

fee: While the average home inspection costs for a single-family home will generally run $350 to $500,

keep in mind that the exact price will depend on the size of your home, where you live, and what you

want inspected or is required to be expected.

• Appraisal Fee: 

The minimum amount necessary for a credible home appraisal is likely going to be somewhere

between $450-$550.

• Closing Costs: 

These usually clock in between 2% to 5% of the purchase price. However depending on the lender you

select I have seen fees as high as 7%. So be sure to choose wisely.

• Down payment:

Down payments vary by mortgage type. FHA loans require at least 3.5% down, while conventional ones

require 3% at minimum. Rule of thumb I always suggest is to save at least 10% down towards your down

payment. 



“ D o  I  u n d e r s t a n d  t h e  c o s t  
 o f  h o m e o w n e r s h i p ? ”

• Fees and taxes: These include local real estate taxes and fees charged by the city, county, state, or

federal government. Transfer fees (which some states charge when a piece of real estate transfers hands)

are a good example.

• Points: If you opt to pay mortgage, or discount, points to lower your interest rate, you will also pay these

upfront.

• Lender charges: Mortgage companies charge various application, underwriting, and origination fees

you’ll need to pay. These vary by lender.

• Moving costs:

This will include the costs of moving supplies, renting a truck, booking movers, etc. Moving-industry analysis

site Move.org estimates the average cost of a local, full-service move with no additional services is between

$550 and $2,000.

All these costs, minus the moving costs, should be broken out on your official loan estimate given by your

lender. If you have any questions, be sure to ask your loan officer to clarify before sitting down at the

closing table.

Your upfront costs can vary greatly depending on the mortgage lender you choose and how much you

shop around. 

Be sure to compare options from several lenders to ensure you’re getting the best deal.



 

 

There are great advantages to owning a house, financially and emotionally. But there are 

also a lot of responsibilities: repairs, taxes, insurance and utilities. Weighing these against 

the advantages helps make the decision clearer. Complete the chart below to see if you’re 

better off buying or renting at this time: 

 

 

 

 

 

 

 

 Yes No Not 
Sure 

I want a house that’s mine without restrictions from a landlord. Renting may 
restrict the changes you can make—sometimes you can’t even repaint the 
walls. 

   

I understand I’ll have to pay for repairs and upkeep. If the toilet stops working 
in a rental, you call the landlord. When it’s your house, you pay for the 
plumber or do the work yourself. 

   

I understand I’ll have to pay for property taxes, insurance, utilities and 
homeowners association fees (if any). Property taxes, insurance and utilities 
add up quickly. 

   

I understand the value of my house may decrease. While your house could go 
up in value, it can also go down, depending on the housing market. 

   

I’ve talked to an accountant or tax professional to see if I can benefit from 
the tax deduction on mortgage interest. 

   

“Am I better off buying than renting?” 
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Let’s determine how much you can spend on housing based on some common guidelines: 

Enter your monthly gross 
income (before taxes)  

 
$_____________  

 

Multiply your monthly gross 
income x .36  

$_____________ = Common guideline for the 
maximum monthly debt you 
should have, including your 
new mortgage payment 

Multiply your monthly gross 
income x .28  

$_____________ = Common guideline for the 
maximum monthly mortgage 
debt you should have 

 

 

EXAMPLE (Using a gross income of $36,000/yr.) 

Enter your monthly gross income (before taxes)   
$3,000 

Multiply your monthly gross income x .36  $1,080 

Multiply your monthly gross income x .28  $840 

 

Rule of Thumb:  

36% of income should go to pay debt with no more than 28% going to your mortgage 

payment.  

• You’ll also want to consider how much of your monthly income you are comfortable 

devoting to your house payment and how much you’ll have left over after purchasing your 

home. 

 

 

 

 

 

 

 

“How much home can I afford?” 
 



 

 

 

 

 

 

 

 

Homeownership expenses  What How Often 

Homeownership expenses What 
How often 

Credit Report  
Home Appraisal 
 Home Inspection  
Termite Inspection 

One-time Fee  
One-time Fee  
One-time Fee  
One-time Fee 

Before You Buy Origination Fees  
Closing Costs  
Title Insurance 

One-time Fee  
One-time Fee  
One-time Fee 

During the Process Property Taxes Private Mortgage 
Insurance Homeowners Insurance 
Homeowners Association Dues Utility 
(Water, Gas, Sewage, etc.) Maintenance 
& Repairs  
Lawn Care/Landscaping 

Monthly  
Monthly Monthly/Annual 
Monthly  
Monthly  
Ongoing  

Homeownership expenses 



“Does the house I can afford meet my needs?” 
 
 
You need to know if you can afford to buy in the neighborhood you want, or if you’re willing to 
make sacrifices, such as having a longer commute. If you can’t afford the house that meets your 
needs, it may make more sense to wait before buying. 

You may want to purchase a new home if: 

• You need more or less space because your family size has changed. 

• You plan to relocate and purchase a home because of a job offer in a different city. 

• You have been in your house for a while and want newer features or want to move to a 

different neighborhood. 

Depending on the purchase price you can afford, will the house meet your needs 

based on: 

 

 

 

 

 Yes No Not 
Sure 

The size of the house that amount buys (bedrooms, bathrooms, yard)?    

The area of town/neighborhood?    

The schools?    

The commute to work?    



 

 

A down payment is the money you pay toward the cost of the house when you first buy it. 

You 

borrow the rest from the bank as a mortgage. The day after you close on your house, your 

down 

payment becomes the equity you have in your home. 

You have several down payment options. Some of the options include: 

• 20%: One of the more conservative options banks may use; equals 20% of the home 

purchase price. 

• 3.5%–5%: May be available for some government loans and some conventional loans. 

• Additionally, a VA loan requires little to no down payment for eligible borrowers. 

 

 

 

 

 

 

 

 

Your possible down 
payment 
options include: 
 

Your home price 
for today’s session 
 

Percent 
down 
 

Your down 
payment 
 

Option #1: 20% $_____ X 20% $_____ 

Option #2: 10% $_____ X 10% $_____ 

Option #3: 5% $_____ X 5.0% $_____ 

 
 
 
Option #4: 3.5% 

$_____ X 3.5% $_____ 

Option #5: 0% $_____ X 0% $_____ 

“How much do I need for a down payment?” 
 



 

If you’re like most people, the down payment on your house will likely be one of the biggest 

cash investments that you’ll make. There are a number of ways that you can get that 

amount of cash together. 

Savings 

• Buyers often save regularly for years by reducing expenses, taking a second job or 

getting 

a smaller apartment if they are renting. 

Gift 

• If you accept a gift, you’ll need to get it clearly in writing that the person making the gift 

has no 

financial interest in or obligation toward the property. A bank will not accept it if your 

“gift” is 

really a loan. 

Proceeds from sale of existing home 

• If you sell your home before you buy your next home, you may have proceeds from that 

sale 

that can be applied to the down payment on your new home. 

Special programs 

• State and local governments offer down payment assistance to homebuyers. Many 

nonprofit 

organizations also offer down payment assistance. Contact your bank or your state 

housing 

authority for information on these programs. 

 

Savings $_____________  $_____________  

Gifts $_____________  

Proceeds from existing home sale $_____________  

Other $_____________  

Total $_____________  

“Where can I get a down payment?” 
 



�����������	��
����
���



���������	�
��������	����
�����



 

 

 Yes No Not 
Sure 

I’ve missed/been late on some payments on other loans or my credit cards. How well 
have you repaid other loans in the past? Did you miss payments? Did you fail to pay 
back a debt entirely? Have you ever declared bankruptcy or gone into collections? 

   

Some of my credit cards are maxed out.    

I have other debts or loans. Do you have other outstanding loans, like car loans or 
student loans? 

   

I’ve applied for other loans or credit cards somewhat often. Your credit score will 
also take into account how often you apply for new credit. 

   

The length of my credit history is relatively short. Your credit score will take into 
account not only how well you’ve been handling credit, but for how many years. 

   

Do I have good credit? 
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Enjoy a smoother homebuying process by gathering your 

paperwork beforehand. 
Here is a list of important documents your lender will need from you 

and any co-borrowers to get started. 

 

 
Your most recent year-to-date pay stub(s) reflecting a minimum of 30 days of income 

 Pay stub(s) cannot be more than one month old at the time you submit your 
application. 

For conventional, home equity and VA loans: 
 One pay stub may be sufficient, provided it contains at least 30 days of year-to-date 

earnings. 
For FHA loans: 

 If you’re paid weekly, send your last five pay stubs. 
 If you’re paid every two weeks, send your last three pay stubs. 
 If you’re paid monthly, send your last pay stub. 

Your most recent two years of your Form W-2 from your employer 
 Your W-2 is given to you every year by your employer so you can do your taxes. 
 A copy of your W-2 should be attached to your tax return, so you should be able to 

find it there. 
 • If you filed electronically, you or your tax preparer should have a copy of your W-2. 

Your most recent three months of bank and investment statements 
• Be sure to copy all pages of your statements (front and back). If you don’t receive paper 
 statements, please print your entire online statement. 
• Don’t forget to include all of your accounts (checking, savings and investments). Your accounts 
must 
 show that you have enough money to afford your down payment and several mortgage 
payments. 
• You will need to provide a detailed letter to explain any large deposits or wit 

          
           A completed and signed Form 4506-T or 4506T-EZ •  

Your Mortgage Banker will give you this form. (It allows authorization to access your tax 
return.) 

Additional required documents (varies by individual situation): 
 
___________________________                                       ___________________________ 
___________________________                                       ___________________________ 
___________________________                                       ___________________________ 
 
___________________________ 



 

Now that you’ve gone through each section, consider whether 

you’re ready to buy. If you don’t think 

you are, think about what steps you need to take from here. 

 

 

 

 

 

 Yes No Not 
Sure 

I’m better off buying a new house than staying where I am.    

I know what I can afford to meet my needs.    

I know the cost of homeownership.    

I’m financially stable.    

I have good credit.    

Summary: Are you ready to buy? 



 

Do you feel comfortable with starting the process to find 
and finance your new home? 

             
             
             
             
            

 
 
 

Yes No Not 
Sure 

I know what paperwork I will need.    

I know how much home I can afford.    

I know how much my down payment will be.    

I know where my down payment will be coming from.    

I’m financially stable.    

I have good credit. 
 

   

Summary:  

 



Planning To Purchase Process 

 

1. Self-Assessment 

Access your current situation to determine if you are ready to buy. 

 

2. Homeownership Expenses 

Understand the cost that are associated with homeownership. 

 

3. Find out how much you can afford 

Understand how much home you can afford and the estimate of 

down payment funding you will be required to have. 

 

4. Access Your Credit 

Understand your credit worthiness. 

 

5. Gather Paperwork 

Understand and prepare documents you will be required to provide 

to the lender for preapproval. 
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