Knowing your budget
Homebuying is an exciting experience that borrowers dive into headfirst. One of the first questions I ask my new customers is, “Have you thought about what are you comfortable paying for your new mortgage on a monthly basis?” More often than not, the answer is “no” or “not really.” As a homebuyer, you are urged to get prequalified or pre-approval by a mortgage company. This is an important step, but so many times people are tempted or even get their heart set on a property that is really out of their comfortable price range. Your first step as a new buyer should be to review your own budget and figure out what you are comfortable paying on a monthly basis.

When you meet with a mortgage originator, you’ll be asked for your income, assets, and permission to check your credit history. Mortgage companies use various guidelines for allowable total debt compared to total income (called the "DTI" ratio), but remember this is only a guideline. It doesn't represent your whole situation as a homeowner. There are simple steps in creating an effective budget every homebuyer should complete on their own – or we can help you construct the budget when we meet.

First, look at your total monthly income. While mortgage companies usually qualify people based on their gross income (before taxes come out), remember that is not your true take home pay. Look at your paystub and calculate out your monthly net take home pay. Net income means the actual income deposited into your bank account after taxes, social security, health insurance, and any other payroll deductions are taken out. Make a simple spreadsheet listing net take home pay in your “income” category. If you have multiple incomes in your household, list them all in one column and create a “total income” at the bottom. 
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Second, review your monthly expenses. When a mortgage company calculates what you can qualify for, they generally only consider debt that shows up on your credit report. This typically includes loans, mortgages, and credit cards. Remember you have other monthly obligations including utility bills, maintenance, car insurance, and (if applicable) child care expenses that are not usually on your credit report. Create a column for monthly expenses labeled “expenses” and add all of your expenses together at the bottom to create your “Total Expenses” category. If you are paying rent, do not include rent payment in your calculation as the new mortgage payment will take its place. 

Finally, subtract your “total debt” from your “total income.” The number you are left with represents your extra money left over to pay for your new house expense. 
The housing payment will usually include the principal, interest, real estate taxes, and homeowners insurance. Double check your budget to be sure that you factored in utility bills such as heat, water/sewer tax, electricity, trash removal, and cable. 

Surprisingly, your mortgage officer might tell you that you can qualify for more than what you are actually comfortable paying. Creating a budget beforehand ensures you will not get into a situation where you fall in love with a house outside of your comfortable range. Now you are ready to find out from your mortgage officer a reasonable price range based on your comfortable monthly budget. Happy house searching!

Find a copy of our budget worksheet attached here: 
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Monthly Expense  [Est.Cost Monthly NET Income

Cable/ internet S 205.00 Job1 S 3,500.00
cell phone S 150.00 Job 2 S 4,500.00
Electric S 200.00 Job 3 S -
Heat S 200.00 TOTAL S 8,000.00
Student Loans 1 S 400.00

Student Loans 2 S 350.00

Carl S 350.00

Car 2 S 275.00

Credit Cards S 100.00 Monthly NET Income | $ 8,000.00
car insurance S 75.00 TOTAL Expenses S 6,385.00
car insurance 2 S 70.00 NET AFTER EXPENSES S 1,615.00
Gas S 500.00 for housing payment

Groceries S 750.00

Entertainment S 500.00 Based on this budget, this household

Gym Membership S 150.00 would have room for a houseing payment
Netlix/Hulu/Itunes/Amazol $ 30.00 of $1615 (Net After Expenses above in

Pets $ 50.00 Green). The housing payment typically

Day Care S 1,200.00 includes principal & interest, real estate
Transfer to Savings S 750.00 |Budget this in!! taxes, homeowners insurance, and PMI if
Water/Sewer Bill (qtr) s 50.00 you're putting less than 20% down

Trash pick up qtr S 30.00 payment.

Total Expenses S 6,385.00

Depending on how much you have
available for a down payment, we can
work from there to determine the correct
purchase price!





