


A recent NAR study found that young people are hesitating when is comes 
to purchasing their first home. While the majority of folks would chalk this 
up to seeming financial failure setups (*cough* crippling student loan debt 
*cough*) this same study discovered that the majority of the hesitation stems 
from simply not knowing where to start. 

Lucky for you, we’ve put together a comprehensive guide for first time home-
buyers! We’ll walk you through the entire process with a series of in depth 
guides that demystify each step. The best part: no jargon. Purchasing a home 
is one the largest milestones in adulthood but that does not require all infor-
mation surrounding the subject to be delivered in pretentious gibberish. 

So ditch the monocle and leisure suit, slip into your favorite pair of sweats, 
and relax as we drop some serious home buying knowledge. 

http://www.realtor.org/sites/default/files/reports/2014/2014-profile-of-home-buyers-and-sellers-highlights.pdf


Volume I: Organizing Your Finances 2

ORGANIZING YOUR FINANCES

Here’s the ugly truth: Before house hunting comes ratios, credit scores and 
saving regimens. That means it’s time to take a break from pinning to your 
“dream home” board and get serious about organizing your finances. We 
know, finances are rarely fun but, completing this first step diligently will save 
you tons of time and frustration later on. We’re not ordering you to stop 
dreaming. We’re just peppering in that much needed bit of realism.

In this guide, we’ll cover…

If you want to have skin in the home buying game, you’ll need to achieve a 
certain level of financial stability. We’d like to help you get there. 
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This is the most frequently mentioned type of down payment. Though it strikes fear in the heart of most potential buyers, putting 20% down is one of the best 
ways to make a good impression with lenders and sellers. It significantly improves your chances of getting approved and ensures a better interest rate. Your 
monthly mortgage payments will also be lower. We’re talking $55,000 on a $275,000 home so 20% down as a non-option is totally understandable. Luckily, 
there are a few alternatives. 

The 20% downpayment

Now, before we get you all excited about down payments that don’t require a pint of blood and your first born, there’s something you should know. Putting 
less than 20% down will usually require mortgage insurance, which serves to protect the lender if you default on your loan. Typically, there is an upfront fee 
(which can also be financed through a higher interest rate or as part of the loan amount) and monthly payments to be made thereafter. The chart below details 
which loans require mortgage insurance.  

Mortgage Insurance

80% loan-to-value (20% 
down payment)

MI not required

FHA Loans MI always required

Conforming Loans
MI required until 20% of 

purchase price is met

VA Loans
Funding fee required (veterans re-

ceiving VA disability are exempt)

USDA Loans
MI required (rates are typically 
lower than those of FHA loans)
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The Federal Housing Administration is a government owned agency who specializes in making homeowners out of folks who don’t have $55,000 on hand 
for a downpayment. They, essentially, guarantee a portion of the balance, which puts lenders at ease. With a minimum down payment of 3.5% of the home’s 
purchase price, that $55,000 investment could very well become a much more realistic $9,625.

FHA Loans

Fannie Mae (Federal National Mortgage Association) and Freddie Mac (Federal Home Loan Mortgage Corporation) are the two government-sponsored en-
terprises that drive the residential mortgage credit market. Big news: Fannie and Freddie recently announced the Home Possible Advantage program which 
requires just 3% down. It requires first-time buyers to participate in an acceptable borrower education program and is available for 15, 20, and 30-year fixed 
rate mortgages.

Conforming Loans

Most military personnel, reservists, National Guard members and veterans are in the clear to apply for a VA Loan. If your spouse passed away while on active 
duty or as a result of a service-related complications, you are also eligible. These loans do not require a down payment but National Guard members should 
be aware that they are only eligible to apply for this loan after six years of service.

VA Loans
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Most folks advise against borrowing from your 401(k) because of the risk factor. You’re withdrawing from your retirement nest egg and if you get laid off or 
decide to leave, you’re usually required to repay the amount borrowed within 60 days. On the flip side, if your job is super secure and you’re confident in your 
ability to get caught up in time for retirement, this may be a possibility worth considering. 

FAQs
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What’s the deal with borrowing from my 401(k)?

Yes, but lenders are a bit picky about who’s gift they’ll accept. “What business is it of theirs?!” you might ask. Well, it’s sort of for your own good. A large deposit 
raises your income and therefore, alters your bank statements. This may cause you to qualify for a loan that is actually outside of your budget. Because of this, 
gifts from parents and grandparents are, typically, the only ones that qualify. Friends and other family members may be considered although this is less common. 

Lenders will also ask for proof that the gift is not actually a loan. This requires an affidavit that includes:
• a statement of the gift amount
• the address of the property or home for which you intend to use the gift 
• some sort of explicit statement confirming that the gift is not a loan and does not need to be repaid
• the name and address of the gift-giver
• signatures of the gift-giver and borrower

Can I use gifted money? 

God bless those realist friends and family members who threw you some cash in lieu of a registry gift. One of the underwriter’s first tasks is to examine your 
bank statements. Any large deposits will require some explaining. Our advice is to allow your wedding checks to hang out in a savings account for a few 
months before embarking upon homeownership. If/when the underwriter asks about the spike in income, explain that your friends and family were generous 
enough to contribute to your nest egg, not your down payment. If your credit score and other credentials meet the requirements, you should be okay. 

What about my wedding checks? 
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Your credit score is a quick way for lenders to asses how responsible you are with your finances. For most of us, a mortgage is the largest loan we will 
ever take out. A healthy credit score assures lenders that you are responsible enough to pay your mortgage on time.  Here’s how your credit score is 
broken down:

Why your credit score matters

Payment History

35% 30% 15% 10% 10%

Have you kept up with 
your payments? How much of your avail-

able credit is in use?
For how long have 

you had your lines of 
credit? 2, 5, 10+ years?

Debt to Available 
Credit Ratio

Length of 
Credit History

How many times have 
you applied for credit 

over the last two years?

New Applications 
for Credit

Do you have a healthy 
credit “mix” (auto loans, 

credit cards etc.)? 

Your Types 
of Credit

Although the federal qualification for an FHA loan is 580, many financial experts recommend working to get your score to 640 or higher before applying 
for a mortgage. The housing crisis wasn’t so long ago and during that time, lenders found that most people who couldn’t pay their mortgage had a 
score of 620 or lower. As a result, lenders became a bit more rigid with requirements so although you can certainly get a loan with a score below 640, 
landing around this figure will reduce the stress of your mortgage process and will ensure a better interest rate.

What credit score you need

RE/MAX of New Jersey | remax-nj.com



Volume I: Organizing Your Finances 9

Improving your score comes down to two things: 1.) Having credit and 2.) using it wisely. Taking care of your bills on time shows your commitment 
to settling your debts and small credit card balances indicate that you do not live beyond your means. You should never max out lines of credit. Never. 

If your score is in pretty bad shape, don’t freak out. There’s still hope in a secured credit card, which is a great option for folks who can’t qualify for a regular 
credit card but need to build credit. With a secured credit card, you’ll receive many of the same benefits of a regular credit card but, you’ll be required to 
make an upfront deposit to get the ball rolling. You’re deposit can range anywhere from $200 - $3,000. Whatever you put down will be your limit.

Improving your credit score

Your credit utilization ratio significantly impacts the 30% of your score that accounts for “amounts owed.”  Simply put, it is the amount you owe on 
your credit cards compared to the limit on those cards. As a general rule of thumb, keep your credit utilization ratio low. Swipe happy folks who max 
out are seen as a risk in the eyes of lenders making it more difficult for them to secure a mortgage.

There are two ways to calculate this ratio. Your per-card credit utilization (or line-item utilization) is the amount you’ve used on each card. This is 
calculated by dividing what you owe on each card by its individual credit limit. 

So, if you have a $1000 balance on a card who’s limit is $5,000 then you’re credit utilization ratio for that card would be 20%. 

You’ll also need to calculate your overall credit utilization ratio (or your aggregate utilization ratio). This is the amount of credit you’re using across 
all of your cards.

Your credit utilization ratio

$1,000 balance 
$5,000 limit

$300 balance 
$1,000 limit

$2,000 balance
$6,000 limit $3,300 total amount owed

$12,000 total limit

$3,300 / $12,000 = .275

Your overall (or aggregate) 
credit utilization ratio is 

27.5%
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Well, not really. They are both important when it comes to getting a mortgage. Having just one of four cards near its limit or maxed out could affect your 
chances of approval even if your utilization ratios are generally low. 

FAQs
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Is one credit utilization ratio more important than another? 

It’s recommended to keep your per card and overall credit utilization ratios at 30% or lower. 
Keeping your ratio low is no cake walk but there are a few habits you can form that will do your score some good. Check your balances weekly and make payments 
twice a month. If you’re paid semi-monthly, allocate a chunk of each check to paying down your cards. Yes, it takes discipline and yes, you’ll have to have a few 
less beers on the weekend. You’ll thank yourself later, trust us. 

So what should my credit utilization ratio be? 

That, of course, depends on your individual score and how much improvement it needs. Generally speaking, it can take anywhere from six months to five 
years to get your score into the home-buying range. You are, by law, allowed three free credit reports per year so stay informed of any changes and see where 
you stand after 12 months of diligently working on improving your score. It’s never too late so even if you’re in pretty bad shape, stack a bit of cash, open up 
a secured credit card, pay your bills on time and keep the faith. 

How long will it take to improve my credit score?
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Your debt to income (DTI) ratio plays a vital role in your mortgage process. Your DTI holds the amount of debt you have against your total income 
and, essentially, proves to lenders that you are capable of making your monthly mortgage payments. Sounds simple enough but let’s dive a bit deeper 
so you know exactly what to expect. 

Income: This is more than your pre-tax annual salary. Any money earned on a regular or semi regular basis will be taken into account. This includes 
bonuses, child support, freelance jobs and things of the like. Be aware that money earned on a semi-regular basis will be placed under certain require-
ments as lenders will want to stay away from factoring any unstable sources of cash into your gross income.

Debt: If you’re obligated to pay it, chances are it’ll be factored into your debt. This means student loans, car payments, credit cards, child support and 
housing costs. The lender will also include your would-be mortgage payment. Your credit report should detail all of your debts so obtain a copy before 
compiling your list of financial obligations.

Assessing your debt and income

Step 1: Divide your pre-tax annual 
salary by 12 to get your gross 

monthly income. 

The most basic formula divides your your total monthly debt by your gross monthly income. 

Calculating your DTI

Step 2: Combine all of your 
monthly payments to get your 

total monthly debt.  

$1,175 / $6,250 = .312

Your Debt to Income Ratio is 

31.2%

Step 3: Divide your total monthly 
debt by your total monthly income.
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Plenty of people overlook DTI assuming that their income and credit score have it all covered but, this may not be enough for lenders. For example, an 
above-average income may do very little for someone with insanely high student loan debt. To that same effect, no debt sounds great but if your income is 
not so high, lenders may see you as a risk. Obtaining a mortgage has a lot to do with striking the right balance.

FAQs
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Why is my DTI important?

You want your DTI to be as low as possible but homeowner hopefuls are most often advised to shoot for a figure around 36%. If you’re planning to purchase your 
home with less than 20% down, it’s best to try getting down to a 31% DTI. 

What should my DTI be?

Your DTI can be improved by paying down your debts or raising your income. It’s best to try for both. Focus on paying off what you owe and try for a higher 
paying position while you’re at it. If you know that you’re deserving of a promotion, ask for it. If you know you’re underpaid with no hope of rising up, get the 
heck out of there. You make your reality! …hm that sounded pretty good. We should make that into a motivational Instagram post. 

How can I improve my DTI?
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There are those who got their nest egg started around the age of 18 and there are those who have decided to get the ball rolling now because this 
guide has lit a fire under their butts. Whatever your case, the tips in this bonus chapter will surely get you off to a great start.
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Open a “dream home” savings account
What’s wrong with a standard account? Why does it have to be specifically for my first home? Because, let’s be honest; if you have all of your savings 
in one place, the likelihood of accumulating cash for your home is lower. You’re withdrawing and transferring for other needs and before you know it, 
you’ve only got $1,000 stacked for the downpayment. Life happens so staying on track will be much easier if you know that each withdrawal is actually 
placing you further away from the homeownership finish line.

Pay yourself first
Stipulate an amount from each paycheck and stick to making that deposit as if you’re paying a bill. Many financial experts recommend paying this “bill” 
before all others and doing so on pay day. This way, you wont have a chance to blow the money on a trip to the bar or spa. Think about this: if you take 
home $1,400 twice monthly and stick to depositing 15% of each check, you will have accumulated over $15,000 in just three years…three years that 
could be spent getting your credit score and DTI ratio into the home-buying range.

Assess frivolous expenses
Sit down with your bank statement and examine where you spend your money each month. Cabs, coffee and beers add up quickly. 
• If you’re taking three cabs per week at $6.00 per ride, that’s about $72.00 per month. 
• If you’re buying four iced coffee per week at $2.75 per cup that’s $44.00 per month. 
• If you accept four happy hour invites in a month at $25.00 per trip, that’s $100.00 in your pocket (and that doesn’t even include what you’d save if 

you cut down on the weekend partying).
Eliminating these three frivolous expenses could save you $2,592 in a year which is another $7,776 toward the money you accumulated in the previously 
mentioned three year saving period. We’re starting to go down a bit of a rabbit hole but you get the picture. Small expenses add up quickly.

Make a budget spreadsheet
Many folks resolve to be more budget-conscious but fail to create an actual document that allows them to visualize where their money is going. Wheth-
er it’s a spreadsheet or a notepad, the physical act of tracking your expenses will make for a much smoother saving period. The $72.00 you saved on 
cabs is much easier to keep track of when it becomes a line item. 
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ORGANIZING YOUR FINANCES: RECAP

So there you have it! Organizing your finances is rarely a rip roaring good time but don’t you feel a bit more confident about tackling this task now that you’ve 
got all this great info? The recap below is a good TL:DR version of this guide to keep on hand. Print it out and hang it on your fridge as a friendly reminder. 
See yah next time!

• 20% down is ideal
• Other options are available but 

may require mortgage insurance
• Homes can now be purchased 

for as little as 3% down
• Borrowing from your 401(k) is 

risky but may be an option for 
those with secure jobs/no desire 
to leave their company

• Gifted money/wedding checks 
are applicable to the down pay-
ment but should sit in savings 
for a few months and may re-
quire explanation to the lender.

• The minimum credit score for 
most loans is 580 but it is ad-
vised to shoot for 640 or higher. 

• It can take anywhere from 6 
months to 5 years to get a credit 
score into home buying range. 

• Those with little or poor credit 
should look into  getting a se-
cured credit card

• Your credit utilization ratio 
should 30% or lower. 

• Never max out credit cards

• Divide your gross monthly debt 
by your gross monthly income 
to get your Debt to Income 
Ratio (DTI).

• Your DTI should be between 
31% and 36% depending on 
which loan you choose. 

• You can improve your DTI by 
paying down debts and/or rais-
ing your income. 

• Open a “dream home” savings 
account and deposit a portion of 
each paycheck religiously.

• Assess and reduce frivolous 
expensed like cabs, coffee and 
happy hour.

• Create a budget spreadsheet 
and track your expenses monthly.
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