
Are there any significant life changes 
you expect in the next several years? 
Major changes like switching careers or having a baby can have a big impact on your 
financial situation, so it’s important to assess how your finances might change due to 
significant events like this: 

• Are you comfortable committing to staying in a house for at least 

five years? 

• Is your income stable, and are you reasonably sure it will stay 

that way? 

• Can you handle repairs on the house yourself, or if not can you 

afford to hire a professional in the event something breaks? 

• How long should I plan to own my home to make the purchase 

worthwhile? 
You should generally only consider buying a home if you expect to live there for 5 years or 
more. This is a general guideline, but can vary depending on the local real estate market, 
rental rates, and the size of your down payment. 

Renting vs. Buying 
Both renting and buying have benefits, so you’ll need to decide what’s most important to 
you, and what best matches your situation. 

Benefits of Renting: 

Typically the landlord is responsible for repairs and maintenance, so you won’t need to pay 
out of your own pocket if something breaks. 

You won’t pay property taxes or homeowner’s insurance. It’s a good idea to carry renters 
insurance, but it’s typically a lot cheaper than homeowners insurance. 

Flexibility: if you decide you don’t like the home, or need to relocate for a job or other 
reason, moving out of a rental is much easier. You won’t need to sell the home or find 
someone to rent it. 

You don’t have to worry about any of the risks involved in homeownership, like natural 
disasters or falling real estate markets. 
Benefits of Owning: 

You can upgrade, change or improve the home as you see fit, without needing approval 
from a landlord. 

Interest you pay on your mortgage can be tax-deductible, unlike rent payments. 



Mortgage payments build your equity in the home, so a portion of your monthly payments 
will be building future wealth. 

If you choose your home and mortgage wisely, your monthly payments will fit comfortably 
within your monthly budget, and you don’t need to worry about increasing rent payments 
as the market grows. 

Evaluate your financial situation to ensure buying a house makes sense 
For many people, buying a home is the largest purchase they’ve ever made. So it’s vital to 
be sure your financial situation is healthy enough to support the costs. Begin by taking a 
look at your bank accounts and bills, and figure out how much you make per month versus 
how much you spend on bills and living expenses. If you’ll be buying a home with your 
spouse, you should look at their finances as well. Once you have a good idea of your 
financial situation, answer the following questions. 

• Do you have a reliable income, either from a job or your own 

business? 

• Do your finances allow you to save some money each month, or 

are you living paycheck to paycheck? 

• Do you generally pay down credit card balances quickly, or do 

you carry debt for a long time? Persistent high balances on 

revolving debt like credit cards will make qualifying for a 

mortgage more difficult. 

• Do you have a savings already set aside for emergencies? 

Generally it’s best to have at least 3 months of total household 

income saved to deal with unexpected expenses or income 

interruptions. 

• Do you have money saved for a down payment and closing costs? 

This should be separate from your emergency savings, because 

you don’t want to wipe out all of your savings on a down 

payment. 

Figure out your down payment and closing costs 
The down payment is the portion of the purchase price you’ll pay for a home up front at 
closing. A higher down payment means you have to have more money upfront, but it also 
means lower monthly payments, and can often get you a lower interest rate. Different 
mortgage programs have different down payment requirements. Conventional loans 
usually require at least 5%, and many require more – though some first-time homebuyer 
conventional loan programs go as low as 3%. Federal Housing Administration (FHA) loans 
require at least a 3.5% down payment. 



In addition to the down payment, you’ll pay closing costs, the fees for processing and 
securing your mortgage. The purchase price and the type of mortgage will determine the 
exact closing costs, but typically they fall somewhere between 2% and 5% of the total 
purchase price.of mortgage. 

Loan Type 
The mortgage type is determined by the size of the loan, and if the loan involves private 
investors or a government agency. 
Federal Housing Administration (FHA) loans are the easiest type to qualify for, and are 
generally intended for first time homebuyers. Their down payment and credit score 
requirements can make homeownership a reality for people with less than perfect credit or 
minimal savings. A downside to FHA loans is that they require mortgage insurance, adding 
to the monthly payments. FHA loans are insured by the Federal Housing administration, 
meaning lenders are protected from losses by a government agency in the event 
homeowners default on loans. FHA loans are serviced by private lenders, meaning you can 
get an FHA loan from any lender who is FHA approved. 
Conventional loans are serviced by private lenders, without backing from any government 
agency. They generally have somewhat stricter credit and down payment requirements 
compared to FHA loans, but can potentially save money over the life of the loan. If you put 
at least 20% down on a conventional loan, you won’t be required to carry mortgage 
insurance, which can reduce monthly payments by hundreds of dollars. Some conventional 
loans intended for first time homebuyers have down payment requirements similar to, or 
possibly even less than FHA loans, but these will require mortgage insurance. 
Veterans Administration (VA) loans are only available to veterans, active-duty service 
members, and eligible surviving spouses. For those that qualify, VA loans can be a great 
option. They generally have low credit score requirements, don’t require mortgage 
insurance, and often require no down payment. 
Jumbo loans are mortgages larger than the conventional loan limit. They are similar to 
conventional loans, but are only necessary in cases where the loan is between $453,100 
and $3 million. 

 

Rate Types 
Mortgages are either fixed rate or adjustable rate. Choosing which is right for you is a 
matter of deciding which best fits your situation. 
Fixed-rate mortgages stay at the same interest rate for the entire life of the loan. They are 
best for buyers who plan to stay in the home for a long time, and want to be able to rely on 
a monthly payment that will never change. 
Adjustable-rate mortgages have a given period of time in which the rate stays the same, 
typically the first 5, 7, or 10 years of the loan. After that period, the rate will go up or down 
once a year based on market conditions. This rate type typically allows for a lower interest 



rate compared to a fixed-rate mortgage, and is ideal for buyers who intend to sell or 
refinance before the fixed rate period ends. 
Term 
Term is the full length of the loan. Adjustable-rate mortgages generally have a 30 year term. 
Usually fixed-rate mortgages have a 15 or 30 year term, but many lenders allow buyers to 
choose other terms. Both term types have advantages, so chose the type that works best for 
your situation. Longer terms keep monthly payments lower, meaning you can have more 
cash on hand to save or improve your home. Shorter terms mean the mortgage will be paid 
off sooner, plus you pay less interest over the life of the loan and build equity more quickly. 
Parts of your monthly mortgage payment 
Each monthly payment will be composed of three parts – principal, interest, insurance and 
taxes. 
Principle is the portion of your monthly payment that goes to paying off the balance of the loan. The 

portion of your payment that goes to principal builds your equity in the home, as it increases the 

percentage of home you’ve paid for. 

Interest is the fee paid to your lender, to cover the cost and risk of providing the loan. 

Insurance and taxes go to paying property taxes to your local government and homeowners 

insurance premiums to your insurance company. This part of your monthly payment is only 

included in your payments to your lender if you have an escrow account. An escrow account is a 

special type of account that lenders use to hold money that’s used to pay property taxes and 
insurance premiums. If you don’t have an escrow account with your lender, you’ll need to pay 

property taxes and insurance premiums separately from your monthly mortgage payments. 

Mortgage Pre-Approval 
This will prevent you from wasting your own time and your real estate agent’s time looking 
at houses outside your budget, and can prevent the heartbreak of finding the perfect home 
but then realizing you just can’t afford it. There are two ways to get an idea of your budget, 
by getting either a pre-qualification or a pre-approval. 
With a pre-qualification, you’ll answer some questions from your lender about your debts, 
income, and assets, and they will pull your credit report. Pre-qualification is a more 
general, less detailed approach. Some lenders will give you a pre-qualification letter, telling 
you roughly how much you could possibly borrow. 
A pre-approval is similar to a pre-qualification, but is more detailed and thorough. You’ll 
provide your financial records and the lender will pull your credit report, but you will also 
fill out a mortgage application, and the lender will verify your information in a process 
called underwriting. When your pre-approval is finished, the lender will give you a pre-
approval letter detailing how much you’ll be able to be approved for. 

How long is a pre-approval letter good for? 
Pre-approval letters are generally good for 90 days, though this may vary for certain loan 
types. If it’s been more than 90 days since you received your pre-approval letter, you 
should get a renewal from your lender before making an offer on a home. 



 



Why pre-approval is a better choice 

• A pre-approval is a more accurate and detailed representation 

of how much you’ll be able to borrow. It’ll give you a more 

reliable idea of what you can actually afford when home 

shopping. 

• A pre-approval lets your real estate agent know that you are a 

serious buyer, and that you can afford the homes you are 

looking at. 

• A pre-approval letter gives the seller more confidence in your 

offer, showing you can actually afford the offer price. In a 

competitive buying market, this can make a big difference. 

Many lenders don’t bother with pre-qualifications, because pre-approvals are a more 
detailed and accurate way of gauging what a borrower can afford. Whether your lender 
gives you a pre-qualification, pre-approval, or both, your loan is still subject to formal 
underwriting review once your offer is accepted by a seller. 

How the lender determines your pre-approval amount 
Lenders are concerned with three primary criteria when calculating your pre-approval: 
income, savings, and credit. 

• Income 

Your lender will look at your income to verify what monthly 

payment you can afford. They will also review your debt-to-

income ratio, to see what amount of your income is offset by pre 

existing debt obligations. 

• Savings 

Your lender needs to know how much you have saved, to gauge 

how much of a down payment you can afford. In the past lenders 

typically expected a down payment of 20%, but recently that 

number has come down. FHA loans require a down payment as 

low as 3.5%, while many conventional loans require at least 5%. 

• Credit 

Many lenders will require a minimum credit score to approve a 

loan, and a better credit score will often mean you can qualify for 



a lower interest rate. A high credit score shows lenders that you 

are a lower risk borrower, while low credit scores indicate 

lending to you is a riskier investment. 

• Will getting a pre-approval hurt my credit? 

When a lender processes your pre-approval, they will pull your 

credit report, which may knock your credit score down a few 

points. This small drop is temporary, and if multiple lenders pull 

your credit report in quick succession the credit bureaus treat 

these as a single inquiry, meaning your score will only drop once. 

How to choose the best mortgage company 
Deciding on a mortgage company is a vitally important part of the home buying process, 
and will continue to have an impact long after you’ve closed on your home. A low interst 
rate is often the primary concern when looking for a lender, but shopping simply for the 
lowest rates, without considering other factors, is generally not the best idea. 
When looking at various lenders, ask the following questions: 

What rates do you offer, and what are your fees? 

How long on average does it take to close a purchase home loan? 

Do you have a client satisfaction rating, and what is it? 

Will you continue to service my loan after closing, or will it be sold to another company? 

Will you continue to service my loan after closing, or will it be sold to another company? 

Will you be readily available if I have questions or need to contact you? 

Finding the right house 
A real estate agent’s primary job is to help you find the right house. Agents have access to 
the Multiple Listing Service (MLS), which gives them access to information about all homes 
currently on the market. Real estate websites can be a good place to start because they 
generally have the same information, but they are often not totally current or accurate, 
whereas the MLS is. Experienced agents will have a good eye for signs that might indicate 
expensive problems, and should have a good sense of what you should be looking for in a 
home. Their experience can be incredibly helpful, especially for first time home buyers. 
Refine the area you are looking in 
Looking for your ideal home isn’t just a matter of knowing which homes are on the market. 
An agent will help you decide which neighborhood or area will best meet your needs. 
Whether you priorities are the quality of school districts, neighborhood amenities like 
shops, parks, or bike paths, or market growth and resale values, an experienced real estate 
agent will know where to look to find what you want. 



Professional insight and guidance 
The average person will only buy a handful of homes in their entire life. Guidance from a 
pro who has worked through dozens, or perhaps hundreds of real estate deals is 
invaluable. Good agents will often talk you through the whole buying process before you 
start house hunting, so you know what to expect. 
Handle the paperwork 
The process of buying a home involves a great deal of paperwork, and the average person 
won’t know how to do things like writing a purchase agreement. A real estate agent will 
know how to properly write up and review paperwork, so you’ll just need to read and sign. 

 
Having a network of industry professionals 
Once you’ve had an offer on a home accepted, you’ll have quite a few things to get done in 
the month or so before closing. You’ll need to hire a home inspector, shop for homeowners 
insurance, find movers, arrange for necessary repairs, and purchase a home warranty. 
Fortunately a good real estate agent will have extensive experience with all of these things, 
and in some cases they’ll handle much of it for you. They will know trustworthy home 
inspectors, movers, and contractors, and be able to provide your with recommendations 
for insurance and a home warranty. 
How much does hiring a real estate agent cost? 
As a buyer, working with a real estate agent won’t cost you anything out of pocket. Your 
agent will be paid out of the commission paid by the seller. Generally the total commission 
is 6%, with 3% going to the listing agent, and 3% going to the buyer’s agent. 

Finding a trustworthy real estate agent 
Having a great real estate agent can mean the difference between a stressful, chaotic 



process, and a smooth, low stress process when buying a home. So find a good one is vitally 
important. 
One of the best places to start when looking for an agent is referrals. If you have family, 
friends, or co-workers who’ve recently bought a home in your area, as about their 
experience with their agent. Hopefully you’ll know someone who can offer a glowing 
recommendation of a local agent. If not, you lender may be able to give you a 
recommendation. Many lenders have agents they regularly work with, and they can vouch 
for an agent’s professional conduct. 
It can be good to look for an agent who is a REALTOR®, meaning they are a member of the 
National Association of REALTORS. NAR members hold to a strict code of ethics, so any 
agent with the REALTOR designation should be trustworthy. It may also be worth finding 
an agent who has a real estate broker license, indicating that they have a greater scope of 
knowledge and experience beyond that of other agents. 
But ultimately, the most important qualities a real estate agent will have are loyalty, 
integrity, and respect for you. There are amazing agents out there without any special 
designation, who will go above and beyond in every way to make sure your home buying 
process is enjoyable and fruitful. 
Should you find an agent, or get pre-approved first? 
Generally agents prefer if you have a pre-approval before seeking them out. This ensures 
that they won’t waste your time showing you homes you can’t afford, and lets them know 
up front what your budget is. 

What you should expect when you start working with an agent 
Every agent has a slightly different approach to the home buying process, but in general 
you can expect the following steps. 

You’ll show your agent your pre-approval letter from your lender to set your budget. You’ll 
discuss what you are looking for in a home, and choose the area(s) you want to target. 

Your agent will send you listings of homes that fit your budget and criteria, for you to 
review. Once you’ve looked at the potential listings, you’ll let your agent know which 
properties you’d like to see. 

Your agent will contact the listing agents of properties you want to see, and set up 
showings. In a competitive market home will often sell quickly, so your agent should work 
fast to set up showings. The more availability you have during this stage, the better. 

Your agent will bring you to showings, until you find a home that you want to make an offer 
on. Then you and your agent will discuss the offer you intend to make, and you agent will 
draft an offer letter to give to the listing agent and seller. 

The Three Parts of Preparing to Close on 
Your Home 
After the seller has accepted your offer on the house, closing on the loan has three stages: 
getting a home inspection, having the home appraised, and the loan company underwriting 



your loan. Understanding how these three parts work together will help you preparing to 
close on your loan. 
Having the home inspected 
Once your offer is accepted by the seller, you’ll want to schedule a home inspection. 
Typically this step isn’t required by mortgage companies, but it’s in your best interest to 
make sure the home is actually worth what you are paying for it, and it doesn’t have any 
major costly problems you aren’t aware of. It’s your responsibility to hire a home inspector 
and pay for the inspection, not the seller’s. There’s a good chance your real estate agent will 
be able to recommend a trustworthy home inspector they have worked with before, and 
they might be willing to set the inspection up for you. 
Generally a home inspection will look at surface-level aspects of the home, examining 
electrical, plumbing, structural elements, heating and cooling systems, appliances, and 
more. They will check out the basement or crawl space if the home has either of these, and 
go up into the attic. As long as the home isn’t more than two stories, and the roof isn’t 
overly steep, they should check the roof to check for missing or warped shingles and to 
make sure gutters are in good shape. 
Be aware that normal home inspectors won’t be equipped to check or test for less visible or 
accessible problems like mold, asbestos, pests, lead paint, or radon. If there are obvious 
signs of such problems, or the seller indicates that any of these issues may be a concern, 
you’ll want to hire a specialized inspector. 
You should absolutely attend the inspection, and ask the inspector any questions you can 
think of. This is your opportunity to walk through your new home with an expert, so make 
the most of it. They’ll be able to spot signs of deeper problems you may not have noticed, 
and make recommendations for what you should prioritize and how to go about fixing 
problems. 



 
How much should you expect to pay for a home inspection? 
The typical range of costs for a home inspection is between $200 and $500, but it can vary 
quite a bit depending on the size of the home, the inspector you hire, you location, and 
some other factors. Different inspectors have differing levels of experience and knowledge, 
so some inspectors might charge a bit more, but generally you get what you pay for. 
  
Not all states require inspectors to be licensed, so it’s usually a good idea to get a 
recommendation from your real estate agent, or friends or family who’ve worked with 
inspectors before. Many inspectors will offer additional tests or inspections beyond the 
standard home inspection, such as radon testing or air testing for mold spores. If you opt 
for one of these additional options, expect to pay an additional fee. 

The appraisal 
Having the home appraised is a mandatory part of the home buying process, which your 
lender will require. The appraisal is intended to protect both you and the lender from 
paying more than the home is actually worth. The lender will arrange the appraisal, but the 
appraiser is always an independent third party. To ensure the appraisal process is handled 
fairly and objectively, by law the appraiser can’t be affiliated with you or the lender. 



If the appraisal finds that the value of the home is equal to or greater than the purchase 
price, the process will move forward. And an appraisal higher than the purchase price 
means you got a good deal and gain some immediate extra equity in the home. But if the 
appraisal comes back lower than the purchase price, this will cause problems because the 
lender won’t lend an amount greater than the appraised value of the home. In the event 
your appraisal is low, you have some options. 

• Increase the size of your down payment to make up the 

difference between your offered price and the appraised value 

• See if the seller will negotiate the price down to meet the 

appraised value 

• If you are concerned that the appraisal wasn’t accurate, you can 

contest it 

• Walk away from the purchase 

How much should you expect to pay for a home appraisal? 
A home appraisal typically costs between $250 and $600, but this can vary depending on 
the location of the property, and the type of property. If you are buying a property in a 
remote area, where the appraiser needs to travel, that will likely increase the price. And if 
you are buying a multi-unit property, that will also make the appraisal more expensive. 
  
Underwriting 
While the home inspection and appraisal are happening, your lender will work on 
underwriting your loan. Underwriting is the process of verifying all of the details of your 
income, assets, debt, and specifics of the property, before they will issue the final approval 
of the loan. 
The majority of this work happens behind the scenes without your involvement, but your 
lender may request additional documents from you during the underwriting process. For 
example, they may ask for documentation showing the origins of deposits in your bank 
account, or documentation of assets held outside of your bank account. Make sure you 
provide anything the lender may ask for promptly, to avoid slowing down the underwriting 
process. 



 



What to do to help make sure your loan closes 
The most important thing you can do to ensure you don’t run into any issues with your loan 
closing is to avoid any major spending or other big financial changes. Your loan officer 
should go over this with you, but make sure you don’t apply for any new loans or credit 
lines, or make any large purchases that will deplete your savings or assets. Wait till after 
your loan closes. 
Taking on additional debt will change your debt-to-income ratio (DTI), which is one of the 
most important factors a lender uses to determine how much you can borrow. An increase 
in your DTI could reduce the amount you can qualify to borrow, and if you purchase price is 
close to the limits of what you can qualify for, this can cause a serious problem. If your DTI 
rises past around 45%, you may not be able to qualify for a mortgage at all. 

What to expect in the days before 
closing 
You’ve found a home that satisfies your need and preferences, agreed on a purchase price 
with the seller, and been approved for a mortgage. Now it’s time to finalize the sale. Closing 
is the final step in purchasing a home, where you sign all of the loan paperwork and take 
possession of the property. This is everything you’ll need to know about closing. 
You’ll need to acknowledge your Closing Disclosure 
Your lender will send you a document called a Closing Disclosure before your closing, 
which summarized the final costs of your mortgage. 
It’s vital that you acknowledge receiving this document as soon as possible. Your mortgage 
company is required by law to provide you with the Closing Disclosure three business days 
before closing, so you need to acknowledge receiving it quickly to avoid delaying the 
closing. 
Can closing costs change between the Loan Estimate and the Closing 
Disclosure? 
Yes, but changes should be small. The costs detailed in the Closing Disclosure should be 
within 10% of the estimates that were provided in the Loan Estimate. 



 
Do a final walk-through of the property 
Generally you’ll have the opportunity to do a walk-through inspection of the home up to 
one day prior to closing, to make sure everything is as it should be. This allows you to 
ensure the property is in the condition it was supposed to be in, as per your purchase 
agreement. You should ask the following questions as you do the final walk-through. 

• Were any agreed-upon repairs completed by the seller? 

• If you requested certain appliances, window treatments, or 

other items be included in the sale, did the seller leave them in 

the home? And are they in the condition you expected? 



• Was there any damage to the property as the seller was 

moving out? 

• Do all the faucets and light switches still work? 

• Is the garage door functional? 

• Did the seller remove paint cans, cleaning products, 

construction materials, and any other hazardous materials? 
If you identify significant issues during the final walk-through, you may want to ask to 
delay the closing, or get in touch with the seller’s agent to resolve the issues or negotiate a 
solution. 

What to bring to closing 
Some items you’ll need to bring to closing are: 

• The Closing Disclosure from you lender, to verify the final 

paperwork against 

• A list of important contacts like your lawyer and your real estate 

agent, in case you have questions or concerns 

• Valid government issues photo ID, normally your driver’s license 

• Payment for your down payment and closing costs, normally in 

the form of a cashier’s check or proof of wire transfer 

Who will attend the closing 
Typically all buyers on the loan will need to attend closing. In a situation where a buyer 
cannot attend closing, they will need to give a representative who can be present power of 
attorney. 
Depending on state laws, both the buyer and seller will be at the closing, or the buyer and 
seller have separate closings. So you may see the seller at closing, but you may not. 
Generally there will be a closing agent to oversee the closing. They will be a neutral third 
party there to assist both the buyer and the seller with the closing process. Your real estate 
agent can attend the closing, but they don’t need to be there. 
Costs you’ll pay at closing 
You’ll get the keys to your new home at closing, and you’ll pay all closing costs. The 
following are the most common costs paid at closing. 
Down payment: Your down payment becomes your equity in the home. 
Escrow funds: These funds will be held in an account by your lender, to guarantee there is 
adequate money to pay insurance and tax bills as they come due. 
Third party fees: These are costs for services your lender uses in processing your loan. 
Generally they include title insurance costs, credit report costs, and appraisal fees. 
Discount points: Points are fees you pay to lower your interest rate. If you’ve chased to pay 
these, you will pay them at closing. 



Per diem interest: You’ll pay an amount equal to the daily interest charges on your loan 
between the date of closing and the date of your first mortgage payment. 
Homeowners association dues: If your home is in a neighborhood with HOA dues, you may 
need to pay a quarter or full year of dues at closing. 

 


