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SUMMARY: Buying a home can be an exciting and nerve-wracking time. Many consumers believe it as simple as 
touring a home, deciding to buy it and letting your real estate agent work out the financing. However some 
planning can help you avoid disappointment and financial challenges in the future. 

 

START WITH YOUR CREDIT REPORT so you can get your credit in order. It’s smart to obtain all three Credit 

Bureau Reports – they are available for free at www.annualcreditreport.com. Make sure that all entries are 
correct, and dispute any errors. Get everything cleared up before you start looking for homes or talking to 
lenders. Generally your credit score needs to be above 640 to qualify for a traditional mortgages (even higher if 
you are hoping for a low down payment option). Now is also the time to figure out how much you want to spend 
on a home and begin saving for the down payment, closing costs and other costs of homeownership. 

 

SOURCES AND LINKS: 

 Overview the home buying process : http://money.cnn.com/pf/money-essentials-home-buying/ 

 Department of Housing & Urban Development (HUD) answers questions such as how much home is 
affordable, your rights as a homebuyer, finding home buying programs in your state and more. Visit them 
at http://portal.hud.gov/hudportal/HUD?src=/topics/buying_a_home 

 Check out current interest rates. Bank Rate has great calculators you can use to figure out payments and 
compare mortgage lenders, rates and fees http://www.bankrate.com/ 

 Learn all about the different types of mortgages available including the good and bad of each at 
http://www.myfico.com/loancenter/mortgage/step2/choose-type-of-loan.aspx 

 

TIPS, TRICKS AND CAUTIONS: 

 Get pre-qualified for a lender before you start looking at homes. If you first find a house, and then try 
and secure the financing it will be a rushed and frustrating process where you could be led to make bad 
choices because you have fallen in love with a home and “just have to have it.” Know how much you 
qualify for before you shop. 

 Look for home buying seminars in your area. The United Way often has lists of organizations that put 
them on. Often they offer down payment incentives to attend and are a great resource for local 
programs, tax incentives, etc. 

 Start saving for a down payment and closing costs, reworking your budget if necessary. To avoid PMI, 
your down payment should be 20% of the home sales price. 

 Figure out how much YOU are comfortable spending (not your real estate agent or mortgage company). 
A good rule of thumb: your housing costs, mortgage, insurance, taxes, maintenance and utilities should 
not be more than 1/3 of your household net income. Figure the payment you are considering (principal, 
interest, taxes and insurance), then begin saving that amount (minus your current housing payment). Try 
this for a few months to see how it fits in your budget. 

 Find out what property taxes are in areas you are considering. A sometimes similar neighborhoods can 
have drastically different tax rates that make a big difference in your budget. 

 When shopping for mortgage rates, it is wise to shop a bank, credit union, and mortgage broker. Ask 
about fees and other costs not just interest rate. Keep credit inquiries to within 30 days and it will only 
count as one inquiry on your credit report, preserving your credit score.  
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KEY TERMS: 

ADJUSTABLE RATE: As it sounds, the interest rate adjusts causing your mortgage payment to increase or 
(sometimes) decrease, as interest rates in general change. Adjustable rate mortgages can sometimes be difficult 
to manage as interest rates rise, sometimes making the home unaffordable. Another option is a Fixed Rate. 

CLOSING COSTS: Expenses incurred by buyers and sellers in transferring ownership of a property. These may 
include an origination fee, taxes, the costs of obtaining title insurance, transfer fees, etc. They can often total 
several, or many, thousands of dollars. 

HOMEOWNERS INSURANCE: An insurance policy, required when you take ownership, that combines personal 
liability insurance and hazard insurance for the home as well as its contents. You can also obtain coverage for 
valuables such as jewelry, collectibles, electronics, etc. Most homeowner policies have a deductible (the amount 
you pay out of pocket before the policy will pay any benefits). Generally flood or earthquake protection must be 
obtained separately. Often, homeowners insurance is included as part of your mortgage impounds. 

HOA FEES: Homeowners Associations are becoming common in many parts of the country. They provide 
maintenance for any “common areas” of your community (green belts, walkways, clubhouse, gates/fences etc.). 
Homeowners Associations Fees can vary widely depending upon the associations responsibilities. 

INTEREST RATE: This is the cost of the money you are borrowing. Lower interest rates can be achieved with 
higher credit scores and or a larger down payment. 

IMPOUND ACCOUNT: That portion of a borrower's monthly payments held by the lender or servicer to pay for 
taxes, hazard insurance, mortgage insurance, lease payments, and other items as they become due. Also known 
as reserves. 

“PITIA” PRINCIPAL, INTEREST, TAXES, INSURANCE, ASSOCIATION FEE: Often your mortgage payment is 
expressed in terms of P&I (principal and interest) or more commonly PITIA (principal, interest, property taxes, 
homeowners insurance and association fees if any). When considering home affordability, consider all monthly 
payments you would be responsible for. 

PRE-APPROVAL: Getting pre-approved is the next step, and it tends to be much more involved. You'll complete 
an official mortgage application (and usually pay an application fee), and then supply the lender with the 
necessary documentation to perform an extensive check on your financial background and current credit rating. 
With pre-approval, you will receive a conditional commitment in writing for an exact loan amount, allowing you 
to look for a home at or below that price level. Obviously, this puts you at an advantage when dealing with a 
potential seller, as he or she will know you're one step closer to obtaining an actual mortgage. 

PRE-QUALIFICATION: This is the initial step in the mortgage approval process. You supply a bank or lender with 
your overall financial picture, including your debt, income and assets. After evaluating this information, a lender 
can give you an idea of the mortgage amount for which you qualify. 

PROPERTY TAXES: Generally paid once or twice yearly to your county or borough, it can also include school 
taxes, lighting or street assessments and more. Generally property taxes are included as part of your mortgage 
impounds. 


