
Analyze your personal finances  
Preparing to be pre-qualified by your mortgage broker.   
 

If you are ready to buy a home we encourage you to follow our step-by-step guide to home 

purchase.  It is the smoothest way to get prepared to make your purchase. 

How much are you willing to spend each month on a home? Your monthly amount should include 

your principle, interest, property taxes and house insurance.  It could also include your private 

mortgage insurance if it is required by your loan. Pick a number that is comfortable and that doesn’t 

stretch you too thin. 

i. Determine your net income.  Your house payment shouldn’t be more than 45% of your monthly 

net income. You don’t want to be a slave to your house payments. 

ii. Next, consider your down payment. How much money do you have in the bank for a down 

payment and closing costs?  If you are going to receive your down payment as a gift, many 

lenders require the funds be in your account for at least 60 days (this is called seasoning.) 

1. Your down payment will depend on the mortgage you get. 
a. Conventional loans require from 5% to 20% down, but obviously you can put more 

down. 

b. FHA loans require 3.5% down. 

c. Some special loan programs may require as little as 1% down. 

i. Every purchase has closing costs (There are two types): Non-recurring and recurring.  

Non-recurring costs are made up of title and escrow costs and fees from you mortgage broker 

for your loan. They typically run between 3% and 4% of the loan. Recurring costs are typically 

tax and insurances you may have to pay in advance to get the loan.  Many loans require 

impound accounts.  These are holding accounts set up by your lender to collect the monies to 

pay you property taxes and insurances.  Included in your mortgage bill will be the payment to 

the impound account.  It is not uncommon to pay taxes and insurance payments up to a year 

in advance in the first year of purchase.  

2. Private Mortgage Insurance is called PMI. For loans with less than 20% down, the buyer 

will likely have to pay PMI.  There’s two parts to PMI. First, 1.75% of the mortgage value is 

added to the loan. Secondly, a monthly payment of .00075 is added to the monthly payment.  

PMI calculators are provided on GilsonRealEstate.com for your use. 

3. What’s your FICO score?  This is a critical part of your loan approval. You’ll need a credit 

score of 620 or more to get the best loans and the lowest interest rates.  The best rates are 



available for borrowers who have FICO scores above 700. Go to GilsonRealEstate.com and 

check your credit at Credit Karma. It’s completely free. 

4. What’s your debt to income ratio?  This is another critical part of your approval.  Essentially 

DTI is the percent of your personal monthly debt (house payments, car payments, credit card 

payments, etc.) to your gross monthly income.  Lenders are looking for a DTI of 45% or less.  

Calculate your DTI at GilsonRealEstate.com  

a. Now you can determine how much house you can afford. You may not want to 

spend as much as you can afford, but at least you know what your max is.  Go to 

GilsonRealEstate.com and use our mortgage calculator.  Starting with your payment 

work backward to determine how much you can spend.  Today’s interest with good 

credit is about 3.75%. Don’t forget to add in amounts for Taxes at 1.1% of the purchase 

value, insurance and PMI if you are doing a loan with less than 20% down. 

b. You are now prepared to shop.  In a couple of hours you’ll have all of this figured out 

and be way ahead of the game. Your ready to go shopping for your home.  Here’s what 

you’ve done. 

i. How much of a monthly payment do you want to spend on a home? 

1. How much home will this buy you? 

2. Can you buy in the neighborhoods where you want to live? 

3. Can you get the amenities you want with your home? 

ii. If you can’t afford exactly what you want is it better to wait or buy and then 

upgrade? 

Prepare an overview of the home you want buy.  There’s a lot to consider.  Using our checklist is 

a great way to stay focused on the most important details of your purchase. 

 


