FINANCIAL PLANNING FOR HOME OWNERSHIP
How much money will you need to buy your home now, and support it into the future? Whether
you’ve already started hunting or you’re just now considering making the move to home
ownership, you’ll need to get your financial house in order first to put yourself in a positive
financial position.
Start the foundation of your plan by figuring out how much you can afford to spend on a new
home. You’ll find plenty of tools out there to help you, like affordability or monthly payment
calculators. There are several different factors involved with the affordability equation –
including some immediate up-front costs, regular monthly payments and the ongoing expenses
associated with homeownership. This article explores these factors to help you prepare
accordingly.
Get off to a good start
One of the biggest out-of-pocket expenses you’ll need to plan for is your down payment – the
part of your property purchase price paid in cash and not financed with a mortgage. The more
up-front money you can put down, the less you will pay each month for your mortgage.
The minimum required down payment depends on the mortgage program you select. In general,
at least 3.5% of the sale price is required for an FHA or VA mortgage. If you put down less than
20% on a conventional loan, you may need private mortgage insurance – which would add to
your monthly payments. When it comes to FHA loans, in addition to lower down payments they
typically feature higher qualifying ratios than most conventional mortgages.
Don’t forget, you will also need cash for the closing costs, which cover expenses that complete
the transfer of ownership, such as an origination fee, attorney's fee, initial escrow payments and
the costs of obtaining title insurance and a survey. Closing costs are typically based on the home
price and vary according to location.
Prepare for the long haul
Unless you are paying for your home in cash, your financial plan will need to account for a
mortgage payment for a term of your choosing – most likely 15 or 30 years. Your payments are
based on both the principal (the amount of the loan) and interest (the amount you pay to borrow
money, calculated as a percentage of the amount borrowed).
Payments may also include money held in escrow for property taxes and homeowners’
insurance. You can find out property tax information from the home’s seller or your real estate
agent and confirm it with the recording office in the county where your home is located. Property
taxes are reassessed from time to time, so this amount may change.

As for your homeowners’ insurance policy, your lender requires the policy to cover the cost to
rebuild the home. The insured amount may be higher or lower than the actual purchase price, and
your insurance company can give you an estimate based on specific property information.
No financial plan would be complete without full consideration of the “extra” costs of
homeownership beyond your mortgage: Utility bills, homeowners’ association dues and routine
maintenance all come into play.
Remember the benefits
It’s easy to get overwhelmed by all the costs associated with your home. Try to keep in mind that
owning a home also increases your assets, which can open up opportunities for other
investments. Once you’re a homeowner, you may be able to use your home’s equity as a secure
line of credit for future purchases. In addition, you may be able to deduct your mortgage interest,
real estate property taxes and discount points. Consult with a tax advisor for details specific to
your situation.
And you can always learn more about your options by talking with one of our experienced loan
consultants at (855) 550-8500

