HOMEOWNERSHIP EDUCATION
This section provides readers with information on the home buying process. VHDA developed its homeownership education program because it is important to educate potential homeowners about the home buying process. The educational program supports VHDA's mission of helping Virginian's obtain safe, sound and decent affordable housing otherwise unaffordable to them. If you are interested in attending a homeownership education class, please call the Homeownership Hot Line: 1-(888)-643-2696 
Are You Ready To Buy?
Before you begin preparing for the home buying process, you should decide if you are ready to buy. There are many questions you should ask yourself to determine if homeownership is right for you. This section will provide information concerning the advantages, disadvantages and responsibilities of homeownership. The decision to become a homeowner will be much easier if you understand what is involved. 
Advantages of Homeownership 
There are many good reasons for buying a home, provided you are ready for the increased responsibility of homeownership. 
A place of your own: A home is a place to call your own. It allows you to settle down, and it helps you to become a part of the community. You will have the opportunity to get involved in community activities and make a real difference in the areas where you live. 
Sound investment: Buying a home can be one of the best investments you can make. It is somewhat like a scheduled savings plan. Each monthly payment reduces your loan balance and you build equity in your home. Equity is the difference between the value of your home and the amount you owe on your loan. You are, in effect, paying yourself instead of your landlord. If properly maintained, homes typically increase in value. As your home's value increases, you build additional equity. 
Stable housing cost: While rent payments typically increase year after year, your principal and interest payments will stay the same on most mortgage loans for the term of the loan. You can then better budget and plan for the future. 
Tax benefits: Most homeowners realize significant tax benefits from homeownership. Your mortgage interest and real estate taxes are deductible and therefore may reduce the amount of income tax you will owe. 
Disadvantages of Homeownership
As you can see, homeownership offers many advantages; however, it is not for everyone. Buying a home is complex, time-consuming and costly. It brings with it additional long-term costs and responsibilities. 
High cost: Homeownership usually costs more than renting. If you are renting now, you can usually expect to pay more per month for the first few years. 
Decreased mobility: Owning a home makes moving more difficult. You must plan ahead if you anticipate moving so that you have time to sell your home. You cannot simply give notice and move. Selling a home can take several months to a year or more. You will be responsible for the payments and upkeep until your home is sold. If you have owned your home for only a short period, you may not have enough equity built up in your home to sell without losing money. You should plan on keeping your home for several years before attempting to sell or move. 
Repairs and maintenance: You will be responsible for all repairs and maintenance of your home. Home repairs can be costly. You should consider the size of the yard, exterior maintenance and the overall condition of the home before you buy. New homes initially require less maintenance and fewer repairs. Many people also consider buying condominiums or town houses because some maintenance and repairs are covered by their monthly homeowners' association fee. 
Possibility of foreclosure: Foreclosure is the sale of a mortgaged property by the lender if the borrower defaults on the loan. A mortgage is a large financial obligation extending over a long period of time. Financial institutions can and do foreclose when borrowers fail to make their payments. 
Responsibilities of Homeownership
When you decide to purchase a home you must assume new responsibilities to protect your investment and to meet your new financial obligations. You will most likely obtain a long-term mortgage loan to purchase the home. When you sign the loan documents (note and deed of trust) you will agree to certain terms related to repayment of the loan and property maintenance. 
Pay back the loan: You will be required to make monthly payments on the day determined by the lender (most likely the first day of the month). The full payment is due each month. If you do not make your monthly payments, you may: 
· lose your home;
· lose the money you have put into your home;
· lose your credit rating and the ability to be approved for future credit. 
Maintain sufficient hazard insurance and pay property taxes: Most likely, the hazard insurance premium and real estate property taxes will be added into your monthly payment and will be collected by the lender. In most cases, the lender then receives and pays the insurance and tax bills when they come due. However, you are responsible for notifying the lender if you receive any hazard insurance or real estate property tax bills. These must be paid on time to keep the insurance policy in effect and keep tax liens from being placed on your property. Be aware that a property tax reassessment or a higher insurance premium will increase your monthly payment 
Maintain the property: As a homeowner you agree to keep the property in good condition. Your home is a major investment, and you are responsible for maintenance, repairs and routine upkeep. You should regularly set aside an amount for annual maintenance. 
Budgeting
Once you have decided that you want to buy a home, the next step is to determine how much house you can afford. You need to look at your own financial picture and calculate how much you can put toward a house payment. 
A good place to start is with your current rent. How much more could you comfortably pay? You can try out the cost of homeownership by starting now to put aside each month whatever amount you decide you would be able and willing to pay over and above your current rent payment. This will demonstrate to a mortgage lender your ability to handle the increased expense of your new home. 
If you need help developing a budget, contact the National Foundation for Consumer Credit for a referral to the local Consumer Credit Counselor near you. They provide free budgeting assistance: 1-800-388-2227 or 1-800-388-CCCS
In order to buy a home you will need to obtain a loan to cover the cost of the purchase. You must meet certain qualifications to be approved for a loan. It is important to understand what these qualifications are so that you will know approximately how expensive a home you can afford. Even if you do not currently qualify for a loan, you should know what is required so that you can prepare for purchasing a home in the future. Obtaining a "prequalification" is your next step in buying a home. 
The lender will discuss qualification requirements before you begin looking for a home. This meeting can help you to determine what price home you can afford. The lender will perform only a brief analysis of your financial information. An official loan approval can only be granted after formal application and verification of all your financial information. Many lenders will issue pre-approval commitments upon review of your credit report and financial data for a set loan amount. If you have a pre-approval you will need only to find an acceptable property within the set sales price limits and go on to closing. 
Loan Approval Requirements
Each lender may have some special loan approval requirements; however, most will use the same basic criteria when considering someone for approval of a loan. The lender will review your past financial history to determine your willingness and ability to handle this increased financial responsibility. 
Six primary areas of consideration for credit approval are discussed below: 
Income: The lender will need to determine that you have sufficient income to pay your new house payment. There are standard guidelines which must be met to qualify, based on the type of loan for which you apply. In addition, the lender will have to consider the monthly payments that you are already obligated to pay. If your present debt is too high to qualify, you may have to wait until you pay off some of your current debt before you can buy a home. 
Income stability: In addition to having sufficient income for the new house payment, it is important to show that this income is received regularly. Your house payment must be paid every month on time. Therefore, it is important that you expect to receive sufficient income to make the house payment as well as pay for your other living expenses. The lender will need to verify that you have maintained stable employment for two years and that it is likely that your income will continue to be received regularly. 
Credit history: The lender will review your credit report to determine your past history of repaying debt. The manner in which you have paid your past obligations will be an indication of the way you may handle future obligations. A good credit history is important in considering an applicant for a new loan. Even if you have had credit problems in the past you may still be eligible for a loan. The lender will consider the circumstances surrounding the problems, how long ago the bad credit occurred and if you have paid your obligations on time since the credit problems. Most lenders will require at least the most recent 12-month credit history to be satisfactory. You should consider requesting a copy of your credit report from your local credit bureau in advance of application so that you an see if there are credit problems that you need to address. You may find some credit information reported in error. If you do find an error, remember, the credit bureau only reports what the creditor gives them each month. You need to contact the creditor and have them correct what they report to the credit bureau. Many lenders are utilizing credit scores to determine how likely you are to pay on a loan. Your credit score is based solely on the information in your file at the credit bureaus. 
Housing increase: If your proposed house payment is larger than your current rent payment, your lender will look carefully at your ability to handle this increased monthly debt. It is important that you be able to adjust your living expenses to handle the increased payment as well as the additional cost of home maintenance. If you have paid your past debt on time and have also saved money for emergencies, you will likely be able to handle the increased debt. The lender will review your checking and savings accounts to show savings patterns and to see if you have handled your accounts satisfactorily. If you have had checking account overdrafts, this may indicate a difficulty in handling your current expenses. 
Funds for closing: The lender must document that you have sufficient funds available to pay the required down payment and any required closing costs. Most loans will cover only a portion of the cost of the house. The purchaser is required to pay for a portion of the price of the house, and the loan will cover the rest. The portion that you are required to pay usually cannot be borrowed. The money must come from funds that you have saved or a gift from a relative. It is important to know approximately how much money you will need before you start looking for a house. The lender will consider the size of your investment during the evaluation of your loan for approval. If you have saved your own money for the down payment through good money management, the lender will consider this as a good indication of your ability to afford the house, as well as your commitment to homeownership. If you do not have sufficient funds to purchase a home now, remember your budget can assist you in obtaining your goal. 
Property: The lender will consider the house that you wish to purchase. The property will serve as security for the loan. The lender will want to be sure that the property is worth at least as much or more than the loan you are getting. If the house has to be sold because of foreclosure, the lender wants to be sure there will be sufficient value in the property to pay off the loan. The property should also be in good repair and should be easily marketable should the home need to be sold. 
If there is a problem in one or more of these areas, see a lender and let them help you find a way through the problem(s). You may determine that you are not ready to buy at this moment but perhaps, with effort, you will be able to buy six months from now.
HOUSEHOLD SPENDING PLAN

Indicate # of people in household:
Adults ________ Children _________
NET MONTHLY INCOME
NOW 

W/HOUSE

Source 1 
________ 
________

Source 2 
________ 
________

Other Income
 ________ 
________

Total Income (A) ________ 
________

FIXED EXPENSES
NOW 

W/HOUSE 

Rent/Mortgage
 ________ 
________

Electric 

________ 
________

Gas/Oil

 ________ 
________

Water/Sewer 
________
________

Telephone (basic) ________ 
________

     long distance 
________ 
________

     cellular/pager 
________ 
________

Trash pickup 
________ 
________

Cable 

________ 
________

Auto payment(s) 
________ 
________

Auto Insurance 
________ 
________

Life Insurance 
________ 
________

Child Support/

Alimony 
 ________ 
________

Medical Insurance ________ 
________

Child Care 
________ 
________

Other 

________ 
________

Total (B) 
________ 
________

CREDITOR PAYMENTS
NOW 

W/HOUSE 

Installment Loans ________ 
________

________ 
________

Credit Card
________ 
________ 
           Payments 
________ 
________

Total 

Payments (C) 
________ 
________

FLEXIBLE EXPENSES
NOW 

W/HOUSE
Savings 

________ 
________

Groceries 
________ 
________

Lunch 
    (work/school) 
________ 
________

Eating Out 
________ 
________

Entertainment/
    Hobbies 
________ 
________

Laundry/
    Dry-cleaning 
________ 
________

Cleaning Supplies ________ 
________

Clothing 
________ 
________

Travel (Gasoline/
    Bus/Taxi) 
________ 
________

Newspaper/
    Magazines 
________ 
________

Alcohol/Tobacco ________ 
________

Church/Charity 
________ 
________

Tuition/Books 
________ 
________

Barber/
     Beauty Shop 
________ 
________

Auto Maintenance ________ 
________

House Maintenance ________ 
________

Doctor/Dentist 
________ 
________

Pets

________ 
________

Parking/Tolls 
________ 
________

Lottery/Bingo 
________ 
________

Other 

________ 
________

Total (D) 
________ 
________

EXPENSES

FIXED (B) 
________ 
________

CREDITOR (C) 
________ 
________

FLEXIBLE (D) 
________ 
________

TOTAL 
EXPENSES (E)
________ 
________

Subtract Expenses from Income (A - E):

TOTAL 
INCOME (A) 
________ 
________

TOTAL 
EXPENSES (E)
________ 
________

DIFFERENCE + or - ________ ________

Note: If you have accounted for all your expenses, including savings, your difference should be $0.00. If you come up with a positive number, you may want to consider allocating the extra money toward your debt and/or savings.  If you come up with a negative number, you are spending more than you make. Review the spending plan thoroughly to examine where you can trim your expenses.

