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CLASS AGENDA

Advantages & Disadvantages of Homeownership
How to Create & Work with a Budget

The role of Credit in the home buying process
Housing Ratios, Can you afford to buy a Home?
Saving for a Home & Budgeting for Future Home Maintenance
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WHY YOU MAY WANT TO BUY A HOUSE

Owning may be better than renting for the following reasons:

Meeting your housing needs

* You need more space now

* You want space to grow in the future

Pride and Independence

* You don’t have to depend on the landlord or deal with other tenants
* You'll be able to redecorate and renovate any way you like

* You have more privacy

A good Investment

* Many homes increase in value
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WHY YOU MAY WANT TO BUY A HOUSE

CONTINUED.....

Tax Benefits for Owners

* Mortgage interest and real estate taxes are deductible from your income for tax
purposes, so you may not have to pay so much in federal taxes.

Good Financial Credit
* Making mortgage payments on time builds good credit.

* With good credit, it is easier to get a loan if you need one.
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Owning May be WORSE Than Renting for the Following Reasons:
The Financial Risks

* A house can lose value (especially if not kept up) and you may not be able to get
your money back when it comes time to sell.

* Neighborhood quality can decrease if other owners are not keeping their houses
up or if there is increasing crime, more noise and traffic, etc.

* You are in charge of repairs and maintenance.
The Long Term Commitment
* Mortgage payments go on for 20 to 30 years.

*  Your ownership (equity) builds very slowly - most payments to the lender go for
interest during the first 10-15 years.
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IS NOW A GOOD TIME TO BUY?

Do you have enough cash?

*  Money for down payment?

* Money for closing costs?

*  Money for upfront fees?

* Money for emergencies

Is Your Job and Family Situation Stable?
Is your Credit Good?

Is it a Buyer’s or Seller’'s Market?

Is Financing Available?

Are There Special Opportunities?
How Long Will You Live in the Home?
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_MONEY MANAGEMENT AND BUDGETING

Get Your Game Plan On and Start SAVING!

Develop a Savings Goal and Start Saving.

Create a Budget and Stick with it.

Stop adding to your Debt: Cut up cards & Pay off Balances.

Establish an Emergency Fund.

YA/ORKING IN

EIGHBORHOODS

Harnessing the Power of Neighborhood Leadership
to Build Strong Communitics across Greater Cincinnati




QUESTIONS TO ASK YOURSELF

What are your short term, medium term, and long term financial goals?

e Short term (reached within a year or two) e.g., repairing credit and
paying off bills.

 Medium term (reached within 2 to 5 years) e.g., earning a degree, buying
a car or a house.

* Long term (reached within 5 years or longer) e.g., buying a house, saving
for retirement

How can | budget with the funds | have?
What do you think you can’t live without?
How can | save my money?
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QUESTIONS TO ASK YOURSELF '

Continued
HOW DO YOU SPEND YOUR MONEY?

= Fixed expenses are generally consistent and do not change
(rent/mortgage, student loans, car payment, car insurance).

= Flexible expenses vary from payment to payment (credit card debt,
hair/barber, tobacco, manicures, etc.).

= Periodic expenses are not frequent (back to school shopping,
holiday shopping, oil changes).
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BUDGETING
FLEXIBLE EXPENES & USEFUL TOOLS

Use the envelope system for these monthly expenses:

e Eating Out

* Lunch Money

* School Supplies

e School Field Trips

* @Gasoline for your Automobile

 @Groceries
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BUDGETING
FLEXIBLE EXPENES & USEFUL TOOLS o

Various ways to save

: : A@Ar
* Using Christmas Clubs )

* Vacation Clubs

* Regular Savings Account
 401ks

* Envelope System

 When Opening a Savings Account, don’t open
accounts with a financial institution that has a
bank/credit union on every corner.

 Don’t request an ATM or Debit card with these
accounts.
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QUESTIONS TO ASK YOURSELF

Continued
* Determine what your NEED Expenses are?
* Determine what your LIKE to Have Expenses are?

*  Prioritize

 Make a Plan

*  Know your Income - Gross & Net Monthly
* Determine your Basic Expenses

* Determine your Flexible Expenses

*  Follow Your Spending and Review Monthly

*  Keep Track of Expenses by using a handwritten log, or computer generated
form or by keeping receipts.
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STEPS FOR SUCCESSFUL MONEY MANAGEMENT AND
BUDGETING SKILLS

Setting goals.

Calculating your net worth.

Practice good recordkeeping.
Creating a budget.

Getting your spending plan in shape.

Trimming unnecessary expenses.
Most importantly don’t be afraid to fail.
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THE STEPS FOR SETTING GOALS Goq,

Make a plan to pay yoursel '
= Set a deadline for your goal.

= Divide the cost by the number of months until the deadline.
This is what you need to save each month.

= Don’t be discouraged.
= Now set priorities
(Keep these questions in mind when revisiting your goals.)
= Which goals are really important?
= Which can wait a little longer?
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FIGURE YOUR NET WORTH

Calculating your net worth

= Make a list of your assets.

= Write down how much each item is worth.
= Make a list of your liabilities.

= Add up each list.

= Subtract your liabilities from your assets.
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NET WORTH
Continued
Total Assets - Total liabilities= Net Worth
For example: $15,000 (total assets)
-$14,000 (total liabilities)
+$1,000 (Net Worth)
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PRACTICE GOOD RECORDKEEPING

Create an easy filing system.
Use a regular bill-paying system.

Know what to keep and what to throw away.

= Keep tax forms, related receipts or canceled checks for
at least 7 years.

= Keep bank records and canceled checks for at least 1
year.

= Keep credit card and loan documents for as long as you
have the account.
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To demonstrate to you & your children how to manage and save money.
For you and your children's future.

Save money for future goals.

To purchase a house or a car.

Have money for emergencies (a rainy day fund). . RETIREMENT

Improving your standard of living.

Can you think of any more reasons why you shoud budget your money?
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CREATING A BUDGET

* Write down all of your non-housing expenses (i.e. entertainment,
utilities, cable, etc.) then add them up.

* Write down your monthly net income. Then subtract your non-

housing expenses and rent from your net income. Your goal should
be to save what is left.

* Keep a monthly record of your spending habits. Write down what

you’re spending money on or save your receipts to determine if it is
something you can live without
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HOW MUCH I HAVE TO SPEND?
AVERAGE MONTHLY NON-HOUSING EXPENSES

Food $___
Clothing $75
Transportation (bus) $70
Car Payment $250
Car Insurance $65
Gasoline $75
Repairs/ Oil Change $___
Life Insurance $___
Medical Costs $65

(out of pocket)
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HOW MUCH DO I HAVE TO SPEND?

Continued
Dental bills $__
Prescription Drugs $5
Renters’ Insurance $15 (annually $180.00)
Education $____
Installment Loans $____
Savings (pension ) $__
Entertainment $75
(Includes eating out)
Hair $75
(Cuts, salon, accessories )
Vacations $_
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HOW MUCH DO I HAVE TO SPEND?

Continued

Charity (church donations) $20
Pocket/Lunch Money $ 1.20

Laundry $30
Cell Phone $.30
Utilities $150
Water $_0_
Trash Removal $_0_
Beauty Aids $20
Lottery/ Bingo $10
Tobacco Use $___

YA/ORKING IN

EIGHBORHOODS

to Build Strong Communitics across Greater Cincinnati



HOW MUCH DO I HAVE TO SPEND

Continued

Beverages (soda/alcohol) $__ ﬁ D '
After School Child Care  $104 ' ‘
Subscriptions $__ ‘ 9
Revolving Accounts $ 85_ icp, Waimart, Kohr's \‘

Cable $22 h‘ ‘ ' ,
Videos/DVD $_ é‘ '
Maintenance $__ CLEEN ‘

Other $__ A

1. Total Monthly Expenses $1242.20
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GET YOUR SPENDING PLAN IN SHAPE

Your net income (take home) should be divided into these categories with the
following percentages in mind. The percentages below are representative of how
much of your net income should be used toward these items:

o Housing - no more than 30%

o Food - between 15%-30%

o Utilities- between 4%-7%

o Transportation - between 6%-20%
o Installment loan payments -> 20%
o Savings - Strive for 10%
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TRIM UNNECESSARY EXPENSES: SAVING MONEY
SAVING TIPS

Shopping
= Buy generic or store brands when you can, they’re usually cheaper.
= Stop using credit cards

Food

= Plan weekly meals and grocery shop using the meal plans.
= Eat out less.

Clothing
= Take advantage of off-season sales.
= Consider buying from used- clothing stores.

Transportation
= Combine trips to save on gas.
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TRIM UNNECESSARY EXPENSES:
SAVING MONEY SAVING TIPS

= Look into free events for adults and children offered around town. Your
local chamber of commerce may have more information.

= Rent a movie or go to a matinee instead of paying full price.
= Keep furnace thermostat in winter set at 68 when everyone is home

= Keep air conditioner thermostat in summer set at 78 when everyone is
home

= Learn how to make simple repairs yourself to save money. But please
follow all safety guidelines.
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CAN YOU AFFORD TO BUY A HOUSE?

Analyzing your current expenses

Do you usually have some money left over at the end of the each pay period?

The Costs of purchasing a home
Upfront Costs

Lender’s Application Fee usually for the Appraisal of the home

Home Inspection Fee = Average cost of $350.00

First Year’s Annual Premium of your Homeowner’s Insurance Policy

Down Payment = 3.5% for FHA and minimum 5% on Conventional Mortgages
Closing Costs or Settlement Costs = Average between $3500-$5000

Cash Reserve s
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RATIOS - CAN YOU AFFORD TO BUY A HOUSE?

Back End Ratio/Housing-to-Income Ratio is the Maximum Limit for your housing
expenses. Some estimated percentages 28% and 31 % of your gross monthly income

Example:

$2500

x .28

$ 700 Maximum Limit for house expenses

Back End Ratio /Income-to-Debt Ratio is the Maximum limit for your Housing Expenses plus your
other monthly expenses. Some estimated percentages 41% and 43% of your gross monthly income:

Example:
$2500
x .41

$1025 Maximum Limit for house expenses plus your other monthly expenses




WHAT DOES YOUR CREDIT SCORE SAY ABOUT YOU?

& Payment History (35%)

& Amounts Owed (30%)

“ New credit (10%)

& Types of credit used (10%)

“ Length of credit history (15%)
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IMPROVING YOUR SCORE

Pay bills on time

Reduce the amount of outstanding debt

Keep balances low in relationship to credit limits below 30%

Apply for and open new lines only when you need them

Check your credit report for accuracy and clear errors as soon as possible
Read and understand loan terms and agreements before you sign anything

Avoid too many inquiries into your credit report
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THE THREE C’S OF CREDIT

 There are three things creditors look at to determine credit-
worthiness: Character, Capacity and Collateral.

> Character is how responsible you are in handling life. You can demonstrate
auloAtftAlGE GgAUK SYLIX 2eYSYyuU KAAUZ2NET AY
your current address; owning a home; and establishing and maintaining a
savings account.

> CapacityAd | O0O2NNRSSNRa FoAfAGe G2 NBLIF &
Honoring your promise to repay loans or credit cards as agresdtime and in
the amounts scheduled

» Collateral can be property or other valuables used as security to guarantee the
repayment of a loan. Lenders want to be sure that you have something of value
that could be sold in case you default on the loan.
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What Are the Score Ranaes?

Cxedi\T Score Raxnnags

Creow Score
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HOW LONG DOES NEGATIVE INFORMATION STAY
ON MY CREDIT REPORT?

Credit Accounts:
* Negative information remains for 7 years from the initial missed payment that led to the
delinquency

Collection Accounts:

. Negative information remains for 7 years from the initial missed payment that led to the
collection

Public Records:
*  Chapter 7 remains for 10 years from the date filed

*  Completed Chapter 13 bankruptcies remain for 7 years from the date paid and 10 years if not
completed

* Paid tax liens remains on file for 7 years from the date released (paid)
* Unpaid tax liens remain on file indefinitely
* All judgments remain for 7 years from the date filed
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RESOURCES

Equifax
Trans Union

Experian
The www.annualcreditreport.com - FREE report
www.myfico.com

www.creditkarma.com
www.ftc.gov/idtheft
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GETTING PRE-APPROVED FOR A MORTGAGE

Required documentation

e Bank Statements

e Pay Stubs, W-2 forms, or other proof of employment and salary

* Information about debts, including loan and credit card numbers and
names and addresses of your creditors;

* Evidence of your rental payments,
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’ Paoniot
TYPE OF MORTGAGES é

Government-insured loans

* FHA = Federal Housing Administration
* To help more families afford homes
* 3 1/2% minimum down payment

* VA = Department of Veterans Affairs
* Qualified veterans can buy a home with no down payment

* RHS = Rural Housing Service
* Offers low interest rate loans with no down payment to low and moderate

income families.

- State and local loan programs are also available.
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HOW TO SELECT A REAL ESTATE AGENT

Questions to Ask:
1. How long have you been in residential real estate sales? Is it your full time job?

2. What designations to you hold?

3. How many homes did you and your real estate brokerage sell last year?

4. How many days did it take you to sell the average home?

5. Will you represent me exclusively, or will you represent both the buyer and the seller in
the transaction?

6. What type of support and supervision does your brokerage office provide to you?

7. What'’s your business philosophy?

8. How will you keep me informed about the progress of my transaction? How frequently

9. Could you please give me the names and phone numbers of your three most recent

clients?

Visit the Ohio Department of Commerce, Division of Real Estate at www.com.state.oh.us/real
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WHY YOU NEED A HOME INSPECTION

Important Questions to Ask

1. What does your inspection cover?

2. How long have you been practicing in the home inspection profession and how many
inspection have you completed?

3. Are you specifically experienced in residential inspection?

4. Do you offer to do repairs or improvements based on the inspection?

5. How long will the inspection take?

6. How much will it cost?

7. What type of inspection report do you provide and how long will it take to receive the report?

8. Will | be able to attend the inspection?

9. Do you maintain membership in a professional home inspector association?

10. Do you participate in continuing education programs to keep your expertise up to date?
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HOMEOWNERS INSURANCE ﬁ

HOMEOWNERS

You will need to purchase homeowners insurance prior to closing on the
home. Contact your current insurance agent to see if their company
provides homeowners insurance. You can also visit www.ohioinsurance.gov.

Homeowners insurance may pay for repairing or rebuilding your damaged
home, temporary shelter if your home is uninhabitable, damage to your
home’s contents and the replacement of your personal belongings that are
damaged or stolen. It may also cover medical expenses of injured guests,
damage to some else’s property, legal fees and court judgements if you are
found to be liable. A Standard homeowners insurance policy does not cover
damage caused by flooding.



http://www.ohioinsurance.gov/

CLOSING DOCUMENTS

Good Faith Estimate - The lender or the mortgage broker must provide you with a
GFE within three business days of receiving your application or other required
information.

Truth In-Lending Disclosure Statement - The lender or the mortgage broker must
provide you with the Truth In-Lending Statement with the GFE document.

HUD-1 Settlement Statement - is a standard form which is used to itemize services
and fees charged to the borrower by the lender or broker when applying for a loan for
the purpose of purchasing or refinancing real estate. You should receive this
document one day prior to closing.

Please Note that all these documents will change effective October 2015.
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LIFE AS A HOMEOWNER

*  Protecting and maintaining your home T gy dlorsscnmer

* Getting to know your major systems

*  Preparing for home emergencies

* Keeping your manuals and warranties
* Local collection services

* Finding out about nearby services

* Making a house file and storing documents
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HOW TO AVOID FORECLOSURE

If you are unable to make your mortgage payment:

* Don'tignore the problem. ...

* Contact your lender as soon as you realize that you have a problem. ...
* Open and respond to all mail from your lender. ...

*  Know your mortgage rights. ...

* Understand foreclosure prevention options. ...

* Contact a HUD-approved housing counselor by going to HUD.gov




WORKING IN NEIGHBORHOODS (WIN)

For additional services or to schedule an
2 One-on-One Counseling Session
| Please Contact

Myra Boggs
(513) 541-4109 ext. 112
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