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From the Heart...






. . . Life Skills for Today





By Sharon L. Benedict MS, ACC
Purchasing Your First Home

Home/Vehicle/Possessions Series

When you think about buying your first home, do you get all warm and fuzzy all over? Yet, after the initial search starts, does reality meet you at the door? Do you start to ask yourself, “Is this where I want to live? Can I really afford this? How much responsibility do I really want?” The questions only continue as the search goes on. 


Don’t let your American Dream become your American Nightmare! Remember, home ownership has both advantages and disadvantages. It is not always the best choice at a given time. According to K.R. Tremblay Jr., Colorado State University Cooperative Extension housing specialist, for most families the advantages of buying a home far outweigh the disadvantages [http://www.ext.colostate.edu/pubs/consumer/09937.html].

Advantages

· Home ownership is a forced savings plan—mortgage principal payments retained as equity in the home. 
· If properly maintained, it becomes a good long-term investment.
· You can deduct property taxes and interest payments from income tax. 
· Because inflation causes prices and incomes to rise, over time mortgage payments become cheaper in "real" dollars. 
· As equity builds, you can step up to a larger home or borrow against your home to finance large purchases.
· Home ownership can enhance your family's sense of control over your lives and environment, as well as promote stronger community ties.
· You can customize the home to suit special needs and tastes. 

Disadvantages

· Monthly payments (principal, interest, taxes and insurance) may be higher than rent payments, at least initially.
· You must pay for regular maintenance and periodic repairs. There is no landlord or manager to call if something goes wrong with your home. 
· Owning is less flexible than renting; it's more difficult to pick up and move.

· Like any investment, there is no guarantee that its value will increase.
Here are five top questions from Quicken Loans (www.quickenloans):

1. How long do you plan on living in the home?

2. Can the home meet your future needs?

3. What does your financial picture look like?

4. Where will the money come from?

5. Have you considered the ongoing costs of home ownership?

So, if you have already asked yourself some of these questions, you are on the right track. 

How Long at the Homestead?


Americans, on the average, live in their homes from seven to nine years. Some reasons for leaving may range from a job change, a income step-up to a larger/more expensive home, and sadly divorce or death in the family. The short time you live in that home, the less time there is for the value to appreciate in order to recover the buying and selling costs. If you live in an area where appreciation averages 5% per year, plan to stay in your home for at least three to four years. With economic upturn, it may take less time; if a downturn happens, it will take longer. A choice of a mortgage package will also depend on how long you intend to live in your home—fixed or adjustable rates with lower payment options.

Does it Meet Your Future Needs?

As you can imagine, finding a home and a home loan that meets your current and future needs are important decisions to your overall life goals. This is particular true if you are planning to have children, or start a business. Wise planning will help you save on your finances and avoid added stress in the long run.
Can You Afford It?


Just about any lending company will find a way to set you up with some type of loan. However, be cautious about stepping out beyond your means. If you do, your good credit rating will take a dive, or the already poor credit rating will hike your loan rates and fees up big time. Even if you are sure you will get that raise next year, consider well any financial strain that may occur if you don’t get the raise. 


Quicken Loans again suggest following the “28/36” rule. This means your monthly housing costs shouldn't exceed 28% of your monthly income. In addition, your total debt payments should not exceed 36% of your total monthly income. Yet, you may be able to find a workable plan customized to your assets, credit history, job potential and other factors. Although not typically recommended, some lenders use a ratio that are 40-60% or higher. 

Where Does the Down Payment Come From?


The first question to ask yourself here is, “How much can I afford to shell out for my down payment and closing costs?” You don’t always have to put a large down if you are a good credit risk, and can afford the monthly payments. There are zero down and low down payment home loans out there.  

Can You Afford To Take Care Of It?


Here are the added basic costs to your mortgage payment—maintenance, improvements, taxes and insurance. Then possibly add a monthly/yearly homeowner's association fee. Be sure to stay within the overall costs you can routinely afford each month.

As you consider these five questions for your own home shopping adventure with the advantages and disadvantages, next week’s article will offer more essential tips for buying your first home.
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