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Shopping For Your Home
So you're considering buying a home. This will be one of the most exciting events of your life and will probably be the 
most expensive and important purchase that you will ever make.

As part of the Department of Housing and Urban Development's commitment to help consumers navigate the home 
buying process, we have compiled a list of questions - and their answers - that we most frequently receive from 
homebuyers like you. This booklet is the first in a three-part series that covers what you should expect and what you 
should be aware of when buying a home. The series addresses Shopping for Your Home, Shopping for Your Loan, and 
Closing the Deal. There are also three videos that can help you understand the information in these booklets and can 
be found on our website at www.hud.gov or through your real estate agent. The general HUD website also has a link 
titled "Buy a Home" that presents much useful information.

The questions below focus on the first part of the home buying process, from deciding whether or not to buy a home 
to finding the right house for you.
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Understanding Your
Financial Situation
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The choice to purchase a home is probably one of the most significant financial decisions you'll 
make in your life. As a result, it's important that you understand your financial situation so that 
you can determine if buying a home is the right option for you. The questions below will help 
you evaluate your present financial situation and begin to prepare for the process of finding and 
purchasing a home.
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1. HOW DO I KNOW IF I'M READY TO BUY A HOME?

Ask yourself these questions:

• Do I have a steady source of income (usually a job)? Have I been employed on a 
regular basis for the last 2-3 years? Is my current income reliable?

• Do I have a good record of paying my bills?
• Do I have few outstanding long-term debts?
• Do I have money saved for a down payment?
• Do I have the ability to pay a mortgage every month, plus additional costs?

If you can answer "yes" to these questions, you are probably ready to buy your own home.

2. HOW MUCH CAN I AFFORD TO SPEND ON A HOME?
The amount of money you can afford to spend on a home is dependent upon two primary factors 
- the size of your down payment and the amount of money you can put toward monthly mortgage 
payments. A down payment is the money you will pay upfront toward the purchase of your home. 
The larger the down payment, the less you have to borrow, and the more equity you will have in 
your home. There are mortgage options now available that only require a down payment of 3.5% 
of the purchase price or less. However, mortgages with a down payment of less than 20% of the 
purchase price generally require you to buy a mortgage insurance policy to protect the lender in 
case you default on the loan. When considering the size of your down payment, remember that 
you'll also need money for closing costs, moving expenses, repairs and furnishings.
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3. HOW DOES PURCHASING A HOME COMPARE WITH RENTING?
There are a number of pros and cons to both renting and buying. By renting you are generally free of most 
maintenance responsibilities, will pay lower insurance premiums for renter's insurance, and are more^easjlpbJe 
to relocate to another location if you desire. But by renting, you lose the chance to build equity, take advantage 
of tax benefits, and protect yourself against rent increases.

n
If you buy a home, there are a number of benefits associated with this choice. Wheo;^|mp 
payment, you are building equity, which is an investment. You can also get a deduction on|y^p| 
interest you pay on your mortgage loan. The potential return on investment, coupled with|||| 
often make home ownership financially preferable to renting. In addition to these fihah^lhen 
your home also permits you to have a sense of stability and control in your housing sTtuatio 
home is not for everyone. In addition to the monthly payments, home ownership involves _ 
time and money for upkeep and repairs. Make sure that you understand your persoftd||^ 
and weigh your options carefully.
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4. WHAT IS A MORTGAGE / DEED OF TRUST?
One of the documents that you will sign at settlement will be either a "mortgage/|«|^] 
state determines which of these documents is required. Both are legal documents by-wHic] 
pledge the home itself as collateral for your loan. If you don't make the required payments, 
states that your lender (or a trustee) is entitled to foreclose on your house - to s|fi^0i 
sale price against the amount you owe, plus expenses. This is also known as a "lien'' oo|L*

The note (sometimes called a "mortgage note" or a "promissory note") is a separate docurtil 
the loan terms, including your total debt, interest rate and payment details. By sigfilnp^* 
repay the loan.

■ *v

Most people also use the word "mortgage" interchangeably with "home loan" (e.gv. "I pgjd;^y|ji^TO^| 
This can be a little confusing, but just remember that the word also refers to a legal documentl: Sirrijfa|l^the 
deed of trust shouldn't be confused with the "deed," which is a separate document that shows the transfer of 
property ownership from the seller to you.

yV’ ■ - V-5. WHAT DO MY MORTGAGE PAYMENTS INCLUDE AND WHAT FACTORS AFEEfff^?
The monthly mortgage payment is primarily used to pay off the principal and interest of a loan, but many 
lenders also include local real estate taxes, homeowner's insurance, and mortgage insurance (if applicable) 
These lenders collect money to pay such costs on your behalf and keep these funds in an escrow account. Be 
sure to remember that tax and insurance payments can significantly increase your mortgage payments if you 
have an escrow account. On the other hand, if there is no escrow account, you will need to budget money
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1 s.separately to pay these bills. The amount of the down payment, the size of the mortgage loan, 
the interest rate, the length of the repayment term and the payment schedule will affect the 
size of your mortgage payment. There are many mortgage payment calculators available on the 
Internet, including one at www.hud.gov.
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6. HOW MUCH OF A MORTGAGE PAYMENT CAN I AFFORD EACH MONTH?
When determining a monthly mortgage payment that you can afford, you should take into 
account your current monthly expenses, other costs that may arise that could impact your 
monthly mortgage payment, and expenses that are related to the new home. Your current 
monthly expenses include expenses that you now pay and will continue to be responsible for 
after you buy a home, like car payments, student loans, and credit card bills. You typically want 
your mortgage payment to be 31% or less of your gross monthly income.

The chart below will help you determine how much of a mortgage payment you can afford 
based upon your income.
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Gross Annual 
Income

Gross Monthly 
Income

31% Available for 
Housing

$20,000 $1,667 $517
$25,000 $2,083 $646
$30,000 $2,500 $775
$35,000 $2,918 $904
$40,000 $3,333 $1,033
$45,000 $1,163$3,750
$50,000 $4,167 $1,292

$1,420$55,000 $4,583
$1,550$5,000$60,000
$1,680$65,000 $5,417
$1,808$5,833$70,000

i.$1,938$6,250$75,000
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7. WHAT OTHER FEES AND EXPENSES WILL I BE RESPONSIBLE FOR AFTER I 8U^|H^»E?
When you buy a home, you will be responsible for paying property taxes and homeowner's insura‘m 
not included in your monthly payment. You should also take into account expenses that come with' 
home, such as:
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• Repairing or replacing broken appliances or more expensive repairs 
(e.g., replacing your furnace or roof)

• Regular maintenance expenses; (e.g. cleaning out the gutters and basic upkeep)
• Homeowners' association fees if you buy a home in a planned development
• Monthly condo fees; If you purchase a condominium
• Utilities, phone, cable, and Internet service
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8. HOW CAN I FIND INFORMATION ABOUT MY CREDIT H\U0M
Lenders will rely on your credit report and credit score to determine whether to offe „ 
terms of the loan will be. Every person has a right to obtain one free credit repojt 
three credit reporting companies, and the right to dispute inaccurate information wf 
Double check the "high credit limit," "total loan," and "past due" columns. You 
at www.annualcreditreport.com. It is advisable to do this as early as possible, ibH 
problems that could affect your loan. "

■

9. WHAT IF I NEED ANOTHER COPY OF MY CREDIT REPORT?
If you have already received a free copy of your credit report and would like to' see ant* 
buy a copy from Equifax, Experian, or TransUnion. It is a good idea to get copies from':; 
assure there are no mistakes since any of the three could be providing a report to your... 
from $10-$35. Contact the reporting companies at the websites or numbers listed below
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Company Name Phone Number Website

— iiEquifax 1-800-685-1111

www.experian.conr
www.transunion.com

Experian
TransUnion

1-800-397-3742
1-800-916-8800

4
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10. WHAT IF I FIND A MISTAKE IN MY CREDIT HISTORY?
Simple mistakes ore easily corrected by writing to the reporting company, pointing out the error, 
and providing proof of the mistake. You can also request to have your own comments added to 
explain the problem(s). For example, if you made a late payment due to illness, explain that for 
the record. Lenders are usually understanding about legitimate problems.
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CQr11. WHAT IS A CREDIT SCORE AND HOW DO LENDERS USE THEM?

A credit score is a number, based upon your credit history, which represents the possibility that you 
will be able to repay a loan. Lenders use it to determine your ability to qualify for a mortgage loan. 
The better the score, the better your chances are of getting a loan and the better the terms of that 
loan may be. Credit scores are based upon your credit payment history, the types of credit accounts 
you have, the extent to which you have used your credit accounts, how long you've had credit 
accounts, and whether or not you've recently tried to get new credit accounts.
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12. HOW CAN I IMPROVE MY SCORE?
The way to sustain a good credit score is by maintaining a good credit history. This means paying 
your bills on time and not buying more than you can afford. Before you begin shopping for a home, 
it is also advisable to 1) pay off or pay down any balances on existing credit accounts and keep 
those accounts open; and 2) avoid applying for new credit.

13. WHERE CAN I GET ADDITIONAL HELP WHEN DECIDING WHETHER OR NOT 
TO BUY A HOME?
HUD sponsors housing counseling agencies throughout the country that provide free or low cost 
advice. These agencies can help you look more closely at your unique situation and evaluate all of 
your housing and homebuying options. To find a housing counseling agency near you, 
visit www.hud.gov.

Once you've evaluated whether or not buying a home is the best option for you, the next step is 
finding the right home. Make sure you take your time and make a choice you will be happy with.

http://www.hud.gov




understands your needs, and whose judgment you trust. The ideal agent knows the local 
well and has resources and contacts to help you in your search. Overall, you want to choose 
agent that makes you feel comfortable and who can provide all of the knowledge and services

area
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you need.

17. WHAT SHOULD I LOOK FOR WHEN DECIDING ON A COMMUNITY?
Select a community that will allow you to best live your daily life. Many people choose 
communities based on schools. Do you want access to shopping and public transportation?
Is access to local facilities like libraries and museums important to you? Keep in mind that the 
true cost of owning a home includes the time and expense of commuting. Over time, a lengthy 
commute can outweigh the benefits of a lower purchase price. When you find places that you 
like, talk to people who live there. They know the most about the area and will be your future 
neighbors. More than anything, you want a neighborhood where you feel comfortable.

;

18. HOW CAN I FIND OUT ABOUT LOCAL SCHOOLS?
You can get information about school systems by contacting the city or county school board, or 
local schools. Your real estate agent may also be knowledgeable about schools in the area.

19. HOW CAN I FIND OUT ABOUT COMMUNITY RESOURCES?
Contact the local chamber of commerce for promotional literature, or talk to your real estate 
agent about welcome kits, maps, and other information. You may also want to visit the local 
library. It can be an excellent source of information on local events and resources. Your future
neighbors can also be an excellent source of information.





23. HOW CAN i COMPARE ALL OF THE HOMES I SEE?
If possible, take photographs of each house: the outside, the major rooms, the yard, and extra 
features that you like or ones you see as potential problems. And don't hesitate to return for a 
second look. Use the HUD Home Worksheet to organize your photos and notes for each house. ;

5*
24. HOW MANY HOMES SHOULD I CONSIDER BEFORE CHOOSING ONE?
Visit as many houses as it takes to find the one you want. On average, homebuyers see 15 
houses before choosing one. Communicate often with your real estate agent about the features 
you are looking for to avoid wasting your time.
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Making An
Offer

Once you've found the house that's right for you, the next step is to make an offer. This is probably 
one of the biggest decisions you'll ever make - you're in charge! Feel free to ask the real estate and 
mortgage professionals you're working with as many questions as you want.

25. WHAT DO I DO NEXT?
At some point in your home search process, it is a good idea to meet with or call a mortgage lender 
to discuss loan options. Many people find it helpful to do this before even looking for a home. By 
meeting with a mortgage lender prior to beginning your home search, you may be able to pre-qualify 
for a home loan, which will allow you to know the price range of homes you can afford. Keep in mind 
that you don't have to purchase a loan from a lender who gives you a prequalification or preapproval. 
HUD advises all borrowers to shop around and compare lenders' offers to find the best deal possible. 
For more information on loan options and processes, see HUD's Shopping for Your Loan booklet.

Once you find the home you want, your real estate agent will assist you in preparing a purchase 
contract based on the terms you are willing to offer. The contract will include:
• Complete legal description of the property
• Amount of earnest money (deposit)
• Down payment and financing details
• Proposed move-in date
• Price you are offering
• Proposed closing date
• Length of time the offer is valid
• Details of the deal

You may want to hire an attorney to review the contract before you sign it, especially if you are not 
working with a buyer's agent. Some buyers include attorney review as a contingency to the contract. 
You will also need to reach an agreement with the seller about how transitional expenses related to 
the property such as property taxes, water and sewer charges, condominium fees and utility bills will 
be divided. You can also negotiate settlement costs with the seller.
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1526. HOW DO I DETERMINE THE INITIAL OFFER?
Calculating your offer should involve several factors: average prices of homes in the area, tfrfll 
condition, how long it has been on the market, financing terms, and the seller's situation; n‘ 
ready to make an offer, you should have a good idea of what the home is worth and what ybu coin a 
Your real estate agent will be able to help you as you try to determine your initial offer. Lisf|fi|^«tei( 
estate agent's advice, but follow your own instincts on deciding on your offering price. Be prepa'red'Jor 
negotiation, which is very common when buying a home. The buyer and seller may often go bacl^gn^ipfl 
until they can agree on a price.
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27. WHAT IS AN EARNEST MONEY DEPOSIT?
Earnest money is money put down to demonstrate your seriousness about buying a home. It must be 
substantial enough to demonstrate good faith and is usually between 1 and 5 percent of the purchase price 
(though the amount can vary with local customs and conditions). Your real estate agent will hold it in an 
account when you make the offer. If your offer is accepted, the earnest money becomes part of your down 
payment or closing costs. If the seller rejects your offer, your money is returned to you. If you back out of a 
deal after a contract has been signed, you may forfeit the entire amount.



28. WHAT ARE CONTINGENCIES?
Contingencies are conditions that if not met may permit you to cancel the contract without losing your 
earnest money. There are several types of contingencies, such as obtaining financing, the results of home 
or radon inspections, and other terms you identify. One of the most important contingencies is for 
financing. If you have a financing contingency in your contract, you may be able to get your earnest 
money back if you cannot get a mortgage at or below a certain interest rate or through a specific loan 
program.

:
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29. DO I NEED A LAWYER?
Laws vary by state. Some states require a lawyer to assist in several aspects of the home buying process 
while other states do not, as long as a qualified real estate professional is involved. Even if an attorney is 
involved in other aspects of the home-buying process and you are not legally required to be represented 
by an attorney, you may wish to hire your own attorney to protect your interests.
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A lawyer can review contracts, make you aware of special considerations, and assist you with the 
settlement process. Do some research and find a lawyer you feel comfortable with. Find out what services 
are provided, how much they cost, and whether the attorney is experienced at representing homebuyers. .i
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Getting An 

Inspection
;:

You've decided which house to buy, made an offer, and are working to secure your loan. But before 
you jump in completely, make sure that the house you're buying is safe, healthy and without hidden 
defects. A home inspection will help you identify problems you may have missed in your own evaluation 
of the home, and will give you the peace of mind that comes with a thorough, professional assessment 
of the home's condition.

:

30. WHAT DOES A HOME INSPECTOR DO, AND HOW DOES AN INSPECTION FIGURE 
INTO THE PURCHASE OF A HOME?
HUD strongly encourages potential homebuyers to obtain an independent home inspection. Home 
Inspectors focus especially on the structure, construction, and mechanical systems of the house, and 
will make you aware of any repairs that are needed. It is advisable to find an inspector independently 
of those involved in the purchase transaction, including your buyer's agent. For more information on 
home inspections, read HUD's For Your Protection: Get a Home Inspection booklet, which can be found 
at www.hud.gov.
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The Inspector does not evaluate whether or not you are getting good value for your money. Generally, 
an inspector checks: the electrical system, plumbing and waste disposal, the water heater, insulation 
and ventilation, the HVAC system, water source and quality, the potential presence of pests, the founda
tion, doors, windows, ceilings, walls, floors, and roof. Be sure to hire a home inspector that is qualified 
and experienced.

It's a good idea to have an inspection before you sign a written offer, or make the written offer 
contingent upon a satisfactory Home Inspection because once the deal is closed you have bought the 
house "as is." An inspection clause gives you an "out" on buying the house if serious problems are 
found, or gives you the ability to renegotiate the purchase price if repairs are needed. An inspection 
clause can also specify that the seller must fix the problem (s) before you purchase the house.

17 :
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31. DO I NEED TO BE THERE FOR THE INSPECTION?
It is not required, but it is a good idea. Following the inspection, the hor 
on the home and will be able to answer questions about the report and| 
opportunity to hear on objective opinion on the home you w " M 
general maintenance questions. For further information on question 
Ten Important Questions to Ask Your Home Inspector at www.

32. ARE OTHER TYPES OF INSPECTIONS REQUIRED?
If your home inspector discovers a serious problem, another rntfrej 
It is a good idea to consider having your home inspected for tle|5, 
like radon gas, lead, asbestos, or possible problems with theyvat^ 
want to have a pest inspection. You can reserve the right to^aH^ 
and repairs by the seller if problems are discovered

33. WHAT ARE "HOME WARRANTIES", AND SHOULD
Home warranties offer you protection for a specific period ofttjmej 
problems, like unexpected repairs on appliances or home systems 
insurance. Warranties offer protection during the time immediately 
when many people find themselves cash-strapped. Do some resSaj 
is a good idea for you.
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UD HOME WORKSHEET!JF

Basic Information
Home address____
General description
Asking price ___
Total sq. footage__
Age_____________

Taxes_________
Lot size________
.No. of Bed/Bath

I

Interior

FeaturesSizeRooms

Living Room
Kitchen
Dining Room
Master Bedroom
Bedroom 2
Addt'l Bedrooms 1

jBathroom (s)
Closets
Basement/Attic
Laundry Area
Storage
Other

i

Appliances
Stove/Oven____
Refrigerator_____
Dishwasher_____
Garbage disposal 
Other__________

Condition & Comments
!

HVAC
Heat type
Forced air, heat pump, baseboard, radiators, etc.
System age/condition________________________
Heat source______
Electric, gas, oil ___ ___________
Air Conditioning Type:_____________ __________

I



HUD HOME WORKSHEET

Exterior
Condition
Surface (Wood, Stucco. Brick, Siding, etc.)
Comments__________________________
Gutters______________________________

Yard
Comments____
Natural features 
Landscaping__

Additional Features
Porch, Deck, Patio, etc. 
Garage/Carport_____

Neighborhood
Location/Community
Close to: ___________
Work______________
Schools or Daycare _ 
Other___________

i l

Water source (City or Well)

Sewer or Septic

Trash pickup

Emergency services
Police station_____
Fire station________
Hospital__________

Other observations/comments:
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