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I’ve been a professional in the mortgage industry for 20 years. I started as a 
loan officer and worked my way up to managing my own branch of almost 
100 loan officers. Throughout my career, clients and consumers asked me the 
same question, “what’s a mortgage?” And I realized there was such a lack of 
information and education about mortgages out there! 

So, in 2017, I created the What’s a Mortgage channel to solve that problem, and I 
started focusing my 20 years of experience on training, informing, and educating 
consumers like you! 

My specialty is communicating transparently 
to help consumers understand the mortgage 
process. I’ve found that my passion is helping 
people, not selling unrealistic expectations. 
I believe that by educating consumers with 
honesty and setting realistic expectations, 
they will be best positioned to achieve their 
homeownership dreams.

Thanks for reading,
				    Minh

Hi there! My name is Minh,
and I'm the founder of What's A Mortgage
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Privacy Policy
Certain pages of this mortgage guide summary provides approximations for 
informational purposes only and is not intended to provide financial, legal, or 
tax advice. All summaries are hypothetical for illustration purposes and do not 
constitute an offer to lend. Contact a licensed mortgage professional for an 
official loan quote for your individual financial scenario. We do not guarantee the 
accuracy or applicability of the summary to your individual circumstances. Your
use of the mortgage guide does not impose any legal obligations or responsibility 
on WHAT'S A MORTGAGE. The summary should not be relied on as the only source 
of information for making financial decisions. Consult a qualified financial advisor 
before making important personal financial decisions
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Chapter 1: 
The secret to budgeting a mortgage payment

The secret to budgeting a mortgage payment is understanding your debt-to- 
income (DTI) ratio. 

Before deciding which program is best for you or how much you need for a down 
payment, you need to first calculate your DTI ratio. DTI factors in how much of 
your income goes towards paying off debt and is given as a percentage. Banks 
use DTI to determine the risk of foreclosure on a home. 

A high DTI means you have a higher chance of facing foreclosure. This means 
banks are not likely to qualify you for homeownership, OR they qualify you for 
a lower purchase price. A low DTI means you have a lower chance of facing 
foreclosure, which is ideal for banks. Banks need evidence that you are fully 
capable of managing debt before approving you for a mortgage loan. 

Understanding DTI will help you decide if you can manage a mortgage payment 
or get an idea of when to start the mortgage process. With this, you can avoid the 
heartache of not getting approved, or not being able to afford your dream home. 

The number one rule of homeownership is to…

The first chapter of this guide will teach you how to calculate your mortgage 
budget and how to qualify for more home if you are not happy with the 
estimated amount you qualified for. 

There are two parts to understanding your mortgage budget. Part 1 is how to 
identify your mortgage budget. Part 2 is how to manage your mortgage budget. 

fall in love with the payment
before you fall in love with the house!
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Part 1: How to identify your mortgage budget
Identifying your mortgage budget FIRST will help you avoid the heartache of not 
being able to afford your dream home. Time and time again I have come across 
clients who fall in love with a home and then try to qualify, only to realize they 
cannot afford that home. Follow these three steps to identify your mortgage 
budget so you can find the right mortgage payment for you and enjoy home 
ownership.

Step 1: Determine who is going to be on the mortgage loan. If someone is helping 
you with the mortgage payment, but they will not be on the loan, you cannot use 
their income to help you qualify for the loan. You will have to qualify with your 
income. I have seen this happen many times. People get excited about having 
their friend or relative help them make their mortgage payment and in their mind 
they think it will help them qualify for a higher purchase price. Only to find out, 
they end up qualifying for a much lower price because they can’t use their friend 
or relatives income. However, if you do decide to add co-borrower, they must 
have the following: 

	 • Social Security Number (SSN)
	 • Must meet credit qualifications
	 • Proof of permanent residency, US citizenship, VISA, or be Deferred 
	    Action for Child Arrival (DACA)

Step 2: Understand your debt. Now that you have determined who will be on the 
loan, it’s time to understand how to budget for your payment aka understanding 
your DTI. There are two factors that make up your DTI - front end ratio and back 
end ratio.

Front end debt includes all household debt, such as:
	 • Total mortgage payment for current property
	 • Principle and interest
	 • Property tax
	 • Hazard insurance
	 • Private Mortgage Insurance (PMI)
	 • Homeowners Association (HOA)

Back end debt includes front end debt, plus:
	 • Credit debt- Court ordered debt (alimony, child support, lawsuit)
	 • Government ordered debt (IRS)
	 • Investment/Second home

Does not include: Utility bills, phone bills or personal insurance.  
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Step 3: How to calculate your mortgage budget. For a more conservative 
mortgage payment, I typically tell my clients to multiply their gross monthly 
income by 45% DTI. If you want to be a little less conservative, multiply your gross 
monthly income by 50% DTI. This will let you know how much you can afford to 
spend on a mortgage payment. 

For example:
Let’s say your monthly gross income is $10,000. Multiply that $10,000 by 45% which 
will give you $4,500. That means $4,500 is the max you can afford to spend on 
your mortgage payment. However, keep in mind that this does not  include any 
of your debt. Which we will go over later on in this chapter. Use this cheat sheet to 
help determine your mortgage budget. 

DTI Cheat Sheet

Annual 
Household 
Income

Monthly 
Household 
Income

40% 45% 50%

$60,000 $5,000 $2,000 $2,250 $2,500

$70,000 $5,833 $2,333 $2,624 $2,914

$80,000 $6,667 $2,667 $3,000 $3,333

$90,000 $7,500 $3,000 $3,375 $3,750

$100,000 $8,333 $3,333 $3,749 $4,166

$110,000 $9,167 $3,667 $4,124 $4,583

$120,000 $10,000 $4,000 $4,500 $5,000

$130,000 $10,833 $4,333 $4,874 $5,416

$140,000 $11,667 $4,667 $5,249 $5,833

$150,000 $12,500 $5,000 $5,625 $6,250

$160,000 $13,333 $5,333 $6,000 $6,667

$170,000 $14,167 $5,667 $6,375 $7,083

$180,000 $15,000 $6,000 $6,750 $7,500

$190,000 $15,833 $6,333 $7,125 $7,917

$200,000 $16,667 $6,667 $7,500 $8,334
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Conventional Loans 
45/50:

$10,000  x 50%  =  $5,000

Monthly 
Gross

Max 
Mortgage

max you 
should spend 

Government Loans 
45/55:

$10,000  x 55%  =  $5,500

Monthly 
Gross

Max 
Mortgage

max you 
should spend 

Conventional Loans 
43/43:

$10,000  x 43%  =  $4,300

Monthly 
Gross

Max 
Mortgage

max you 
should spend 

How to manage your mortgage budget
Now that you’ve identified your mortgage budget, let’s uncover how to manage 
your mortgage budget in order to qualify for more home.

The graphic above shows perfect budget scenarios for each loan type based on 
DTI ratio. 

The first number in the DTI ratio represents the percent you should budget for a 
max mortgage payment. 

The second number in the DTI ratio represents the percent that you should put 
towards paying off debt each month, including your max mortgage payment. 
Conventional loans require a DTI ratio of 45/50, Government loans (such as FHA & 
VA) require a DTI ratio of 45/55, and Jumbo loans require a DTI ratio of 43/43. 

Let’s say you’re getting a Conventional loan and your gross monthly income. To 
budget for a Conventional loan, you first want to multiply your monthly gross 
income by 45%. This will tell you the max mortgage payment you can afford. 
Then, you want to multiply your monthly gross income and multiply it by 50%. 
This is the max you should spend on your monthly debts, which includes your 
mortgage payment.

The secret to the
mortgage industry

is by mastering
the seesaw game. 
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The less debt you have weighing you down, the more buying power you have. 
Here are four ways you can conquer the seesaw game:

	 1. Drop your purchase price 
	 2. Bring in a bigger down payment
	 3. Pay off debt
	 4. Add a co-signer (only if they help you pay for the mortgage)

1. Dropping your purchase price is the first option to managing an affordable 
mortgage budget. Bring it down to fit your DTI ratio. Make sure you have validated 
income for everyone on the loan first, before dropping the purchase price. 

2. Bringing in a bigger down payment is a second option to managing an 
affordable mortgage budget. First, make sure income is validated for everyone 
who will be on the loan. Second, determine what is the best down payment to 
bring down your DTI. Third, determine how long it will take to save for that bigger 
down payment. This is important because you want to make sure you can save 
enough before purchase prices increase. I highly recommend finding out how 
fast homes appreciate in the area you are looking to purchase. Lastly, you can 
bring in a bigger down payment to buy out your Private Mortgage Insurance 
(PMI) which will help make your mortgage payment affordable. 

3. Paying off debt is a third option to managing an affordable mortgage payment 
and the strategy I recommend the MOST. Depending on the rates, paying down 
debt each month can increase buying power on your mortgage payment.

Here is an example scenario: 
On a $50,000 mortgage with the rate at 3%, the monthly mortgage payment 
would be $340 a month. This means paying down $340 or more of your monthly 
debt can increase your buying power by $50,000-so you can then qualify for a 
$100,000 mortgage. 

4. It can be tempting to add a co-signer to help you qualify for a mortgage. 
However, they can end up hurting your qualification. I’ve listed the qualities of 
the perfect cosigner to help you avoid any headaches during your home buying 
journey:

	 • Must have equal or better credit than you.
	 • Must have a solid job.
	 • Must have low to minimal debt.
	 • Must not currently pay for rent or a mortgage. 

https://youtu.be/wKEf5sWVyuM
https://youtu.be/wKEf5sWVyuM
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Chapter 2:
How credit is used to qualify for a mortgage

The second chapter of this guide covers how credit is used to qualify for a home 
mortgage. Remember, banks need security before loaning you money for a 
home. First, lenders will check your public record for any issues. After that is 
cleared, your credit is used to determine your financial behaviors and your ability 
to pay back debt. 

There are two factors to your credit that go into qualifying for a mortgage loan. 
The first part of this chapter explains your credit score. The second part breaks 
down your monthly credit debt. 

Public Records
Public records are the first thing your lender will check before approving you for 
a mortgage loan. Think of it as a background check on your finances. Lenders 
will look for any bankruptcies, shortsales and foreclosures. Lenders and banks 
will season any public records after a certain number of years, depending on the 
loan program. 

Chapter 7- Personal bankruptcy. This chapter of the Bankruptcy Code provides 
for “liquidation” - the  sale of a debtor’s nonexempt property and the distribution 
of the proceeds to creditors.  

Chapter 11-Business bankruptcy. This chapter of the Bankruptcy Code generally 
provides for reorganization, usually involving a corporation or partnership. A 
chapter 11 debtor usually proposes a plan of reorganization to keep its business 
alive and pay creditors over time. People in business or individuals can seek relief 
in chapter 11.

Chapter 13- Reorganizing debt. This chapter of the Bankruptcy Code provides 
for adjustment of debts of an individual with regular income. Chapter 13 allows a 
debtor to keep property and pay debts over time, usually three to five years.

VA LOAN 2+ 2+ OK 2+ 2+ 2+

FHA 2+ 2+ OK 3+ 3+ 2+

CONVENTIONAL 4+ 4+ 2+ 4+ 7+ 2+

Chapter Chapter Chapter Short Foreclosure

All numbers are depicted in years

Repos
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Short Sale- A short sale is the sale of a real estate property for which the lender 
is willing to accept less than the amount still owed on the mortgage. For a sale to 
be considered a short sale, these two things must be true:

	 1. The homeowner must be so far behind on payments that they 
	 canʼt catch up.
	 2. The housing market must have gone down so much that the 
	 house is worth less than the remaining balance on the mortgage.

In most cases, the lender (and the homeowner) will try a short sale process in 
order to avoid foreclosure. For example: You bought the house for $400,000 and 
sold it for $300,000. You owe the bank $100,000.

Foreclosure: the legal process by which a lender attempts to recover the amount 
owed on a defaulted loan by taking ownership of and selling the mortgaged 
property. Typically, default is triggered when a borrower misses a specific 
number of monthly

Repos: Also known as a repurchase agreement. A repo is a form of short-term 
borrowing for dealers in government securities. In the case of a repo, a dealer 
sells government securities to investors - usually on an overnight basis - and 
buys them back the following day at a slightly higher price.

Your credit score is a grade that shows your lender or bank your ability to pay 
back debt. It is a qualification factor that tells your lender or bank if you can 
manage more debt. The higher the score, the better chance of getting approved 
for a mortgage loan. 

Knowing how your bank or lender obtains your credit score, what makes up your 
credit score, and what is the best credit score that banks look for will help you 
understand why it is an important factor in getting approved for a mortgage. 

This is how lenders obtain your credit score. They will pull three different scores 
from the three main credit bureaus:

Credit bureaus use different scoring models when calculating your credit score. 

Part 1: The truth about credit score
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Understand the difference between them so you can make sure you use the right 
model to run your credit when applying for a mortgage. 

Credit scoring models and what they’re used for:
	 • FICO 8 credit scoring model is used for credit cards and student loans. 
	 • FICO Auto Score model is used for car loan(s).
	 • VantageScore 3 is a model used by Credit Karma.
	 • FICO Score 2, 4, and 5 models are used when getting a mortgage. 

Getting an accurate credit score is a process you need to go through to qualify 
for a mortgage. The best way to do that is to reach out to a lender and ask for a 
hard credit pull. DO NOT ask for a soft credit pull. Next, your lender will pull three 
credit scores from the three credit bureaus mentioned above. Then, the lender 
will use the middle credit score of the three for your mortgage qualification. 

For example:
Your lender pulls 680, 700 and 735 credit scores for you. They will use 700 to score 
your credit.

*If you have a co borrower on your application, ask your lender if they will score you based 
on the average of the two middle scores, OR the lowest middle score depending on the loan 
program’s requirements.*

Example:
	 • Borrower 1 has 600, 700, 800 credit scores. 
	 • Borrower 2 has 650, 750, 850 credit scores.
	 • Depending on the loan, lenders will take the average of the middle 
	    scores, 700 and 750 which equals 725, to use for your qualification. 
OR
	 • Depending on the loan, lenders will take the two middle scores, 700 
	    and 750 and use the lowest middle score, 700 for your qualification. 

There are five factors that make up your credit score. Each one has a different 
percentage of impact. Your credit score will range from 300-850 depending on 
each factor.

1. Payment history makes up 35% of your credit score. This includes how often 
you make payments on time. If you don’t make on time payments, your credit 
score will go down.

2. Amount owed makes up 30% of your credit score. This is also the balance 
owed. This shows the amount of credit available vs. the amount spent. Keep your 
credit balance under 30% of your total credit limit or it will negatively impact your 
credit score. 
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	 Example: You have a credit card limit of $10,000- if you spend more than
 	 $2,900 it will make your credit score go down. 

3. New credit makes up 10% of your credit score. This includes hard credit inquiries 
that show on your credit report. 

4. Credit history makes up 15% of your credit score. Maximize your credit score 
by having a long term credit history. If you get a new credit account, your history 
length will decrease, causing your credit score to go down temporarily until you 
start making payments. 

	 Example: You have 4 credit accounts all open for 10 years. You get a new
	 credit account added to your report. Instead of 10 years of
	 average account history, it will go down to 8 years of credit history. 

5. Credit mix makes up 10% of your credit score. This includes a mix of revolving 
debt and installment debt. 

Banks and lenders look for qualifying credit scores depending on the loan 
program. Each loan program has different credit score requirements in order 
to be approved for a mortgage loan. Be aware that just because you meet the 
program’s minimum required credit score, doesn’t mean that you will get the 
best deal on your mortgage. Learn the requirements for each program to see 
what credit score maximizes the best deal. 

Government: 580 minimum          Conventional: 620 minimum          Jumbo: 680 minimum

• For a government loan, you will get the best deal with a 660+ credit
  score for automated underwriting. 

• For a conventional loan, you will get the best deal with a 700+ credit
  score for lower rates and cheaper private mortgage insurance if you
  can’t put 20% down. 

• For a jumbo loan, you will get the best deal with a 740+ credit score
  for affordable monthly payment. 
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Affective monthly credit debt

After pulling your credit score, the next factor of credit that your bank or lender 
will look at is your monthly credit liabilities. Reviewing your monthly debt helps 
them determine if you are able to manage a mortgage loan and how much you 
can afford to pay off monthly. This is also based on your (and any co borrowers’) 
gross monthly income. Refer back to Chapter 1 on DTI to get a refresher on 
understanding your mortgage budget. There are debts that count against you 
during your qualification process. By understanding and calculating your debt, 
you can decide what to pay off that will help you qualify for more home. 

There are six debts that lenders will use to determine your qualification:

Revolving debt: the debt you’ve accrued from those various revolving credit 
lines. The two most common types of revolving debt are credit cards and lines 
of credit, like home equity lines of credit. With revolving debt, payments are not 
a set amount,  but change based on your balance plus interest charges.

Installment debt: An installment debt is a loan that is repaid by the borrower in 
regular installments. An installment debt is generally repaid in equal monthly 
payments that include interest and a portion of the principal.

Mortgage debt: mortgage payment on a property you own. 

Collection debt: not charge offs or medical collections. 

Court ordered debt: Alimony, child support, lawsuits.

Government debt: IRS payments

Remember, the less debt you have, the more you qualify for. 

Calculate your gross monthly income (and any co-borrower’s income) before 
you start listing out your monthly debt expenses. Then, make a list of all your 
monthly credit liabilities and use our monthly debt worksheet to total your 
monthly debt expenses. 

Compare your gross monthly income with your gross monthly debt to start 
budgeting payments towards debts that hurt your qualification. This will help you 
get an idea of what debts you can eliminate to qualify for more home. 
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Monthly Debt Worksheet:
Revolving, installment, collections & student loans

Mortgage Debts

Total

Total

Total Monthly Income

Debts/Name of Creditor
Monthly
Payment

Remaining
Balance

Months
Remaining

Property
Year: 

Property
Year: 

Property
Year: 

Property
Year: 

Property name

Gross rent recieved

Full mortgage payment

Other costs

HOA

Total
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Credit rules for tallying up debt

There are some general rules when tallying up your monthly debt:

	 • Add debt that is on your credit report. This includes all credit
	   payments except for medical collections and charge offs.

	 • Collections with no payment. If you have an outstanding collection
	   balance under $2,000, leave that debt alone. If the collection balance
	   is $2,000 or higher, multiply the total balance by 5% to start a monthly
	   payment and add that payment to your total monthly debt.  

	 • Student loans with no payment. If your student loan is in deferment
	   or forbearance, take the total balance and multiply by 0.5% to start a
	   monthly payment and add that payment to your total monthly debt.
	   If your student loan is on income based repayment, add that to your 
	   monthly debt. 

CO-SIGNER RULES

Rule 1: You cannot be the main signer on the loan to omit the debt. This is only 
applicable to FHA loans.

Rule 2: If you are a co-signer on someone else’s credit, they have to make 12 
payments before you can omit or eliminate that debt. 

Rule 3:  If you are the co-signer and wrote off the mortgage, you cannot omit the 
payment.
	 • If your balance has less than 10 payments left, you can omit that
 	  debt for a conventional mortgage loan. For a government loan, the
 	  installment debt payment has to be less than 5% of your monthly
 	  gross income in order to omit that payment from your monthly debt.

Now that you understand how the two factors of credit affect your mortgage 
qualification, you can start increasing your buying power. 

https://youtu.be/1sk75yF7iR0
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Chapter 3
How income is used to qualify for a mortgage

Chapter three of this guide covers how income is calculated when applying for a 
mortgage. Banks and lenders need proof of stable income before approving you 
for a mortgage loan. Not all gross earnings and income types are used to help 
you qualify. Part 1 reviews the who, what and how income is used to qualify for a 
mortgage. Part 2 explains how your income is calculated by banks and lenders 
to determine your mortgage qualification. 

Chapter 3: Part 1
Who, why & how income is used to qualify 

Before we get into how your income is calculated, you need to know whose 
income can help you qualify and what types of income are reviewed to 
determine your qualification. The gross income you earn doesn’t determine how 
much you can afford to qualify for a mortgage loan. The amount you qualify for is 
based on the income(s) a lender will allow you to use when approving you for a 
mortgage. 

First, confirm whose income you can add to help you qualify: 

• Only use the income of the people who are going to be on the loan. 

• Must be a permanent resident, U.S. citizen or DACA (Deferred Action
  for Childhood Arrivals)

• Must meet credit qualification,
	 • Government loans require 580 < FICO
	 • Conventional loans require 620 < FICO
	 • Jumbo loans require 680 < FICO 

• For Government loans, spousal debt must be included even if they’re
  not on the loan. 

• For VA loans, only use spousal income if they meet loan  
  requirements. You can add other veterans only if they meet loan
  requirements.

Income you CAN’T use:
• Borrower who does not meet loan requirements.
• Income with less than 2 years of history on tax statements unless you
  recently graduated school. That time will apply towards your income. 



19What's a Mortgage: The Ultimate Mortgage Guide

• Temporary disability income unless you are planning to go back to
  work for the same company. 
• Unemployment income. 
• GI bill income.
• Undocumented income:
	 • Consider a non qualified mortgage for this option. 
	 • If you’re W2 and have not filed taxes yet, you can still use that
	   income to qualify. 

When you apply for a mortgage loan, you will need to provide proof of income 
amount and income type. There are four types of income that lenders will review 
to determine your qualification:

1. FIXED 
2. RENTAL
3. SELF EMPLOYED
4. WAGE EARNER (W-2)

Fixed Income
Fixed income is income that is set at a particular figure and does not vary or 
rise until inflation occurs. To verify fixed income you need to provide any of the 
following: 
	 • State documents
	 • Court ordered documents 
	 • Bank statements of successful deposit history for (at least) the past 2
	   months.
	 • Documentation that you will be receiving fixed income for (at least) 3
  	 more years.

Award letters:
	 • Permanent disability 
	 • Social Security
	 • Pension (retirement)

Court Ordered Income- This type of income can be used to qualify, even if 
you receive less than what was court ordered. Income from non court ordered 
agreements cannot be used in your total income under any circumstances. No 
matter the length that the other parent has faithfully paid you child support or 
alimony, if it is not court ordered then it is not guaranteed and therefore canʼt be 
counted.

Child Support - You’ll need documented proof that you will receive child support 
for at least 3 more years. 
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Foster Care – You can utilize up to 25% of your foster care income.
	 Ex. If you collect $4,000 a month in Foster Care, you can use $1,000 
	 a month to qualify for a mortgage.

Alimony income - a divorce decree is needed to prove the finalized terms of the 
divorce.

Social Security (SS) income - can be ‘grossed up’ because it is not taxed. That 
means you can take your total SS benefits and gross up the amount to a higher 
amount.

If the fixed income is non taxable, you can gross it up, depending on the loan 
program.

Non-Taxable Up-Grossed Rates

*For veterans, the GI Bill Does not count as qualifying income.*

Rental income

Rental income is payment you receive for the use or occupation of a property you 
own. When using your rental income to qualify, note that the qualifying amount is 

not the total rent payment. It’s the amount left over after all the bills are paid.

Here is a simple equation to help figure it out:

You can use rental income to make your monthly mortgage payments on that 
property. In order for you to receive valid rental income, you have to become a 
landlord. There are 2 types of landlords: New & Experienced landlords.

Conventional/VA/USDA 125%

FHA 115%

Rents Received
(Gross)

- -- =

Costs
(Net)

HOA 
(If Applicable)

TotalMortgage Payment
w/Tax & Insurance
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New landlords: 0-2 years history of receiving rental income. When buying or 
vacating property you can use up to 75% of the future/expected monthly rental 
income to help contribute to your total monthly income that is being used 
tocalculate your DTI.

If 75% of the rental income is higher than the mortgage payment, you can only 
use up to the amount that covers the monthly mortgage payment.

For example:
Let’s say you rent out a duplex, you charge $2,000 rent per unit, totaling as $4,000 
rent per month and the mortgage payment for the duplex is $3,000. You can use 
up to 75% of the $4,000 as monthly rental income, that’s $3,000 of your future 
rental income you can contribute to your total income.

Experienced landlords: 2+ years history of receiving rental income.
If you’re purchasing future property, you can use the full 75% of rental income 
to contribute to your total income when calculating your DTI. The income is not 
limited by the monthly mortgage payment amount.

If you’re vacating a property to turn into a rental to purchase a new property, you 
can use up to 75% of the future/expected rental income of the vacated property 
to contribute to your DTI for the new property.

For example:
An experienced landlord has a monthly mortgage payment of $2,000 on a duplex 
and is collecting $2,000 in rent per unit, totaling as $4,000 in rental income. They 
can use $3,000 (75%) to contribute to their total income for the new loan.
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Self Employed Income

Qualifying for a home with self employed income can be a challenge. In this 
section, we teach you how to calculate your self employed income to qualify for 
a home mortgage. Each type of self employed income has a different tax filing 
process. Below each income type is a link to the appropriate IRS tax forms. 

There are 4 types of qualifying self employed income:

• Sole Proprietorship (Schedule C)
	 https://www.irs.gov/pub/irs-pdf/f1040sc.pdf 

• C-Corp (1120)
	 https://www.irs.gov/pub/irs-pdf/f1120.pdf 

• S-Corp (1120-S)
	 https://www.irs.gov/pub/irs-pdf/f1120s.pdf 

• Limited Liability Corporation (1120 or 1120-S or 1065)

Schedule C (Form 1040)
https://www.irs.gov/pub/irs-pdf/f1040sc.

https://www.irs.gov/pub/irs-pdf/f1040sc.pdf
https://www.irs.gov/pub/irs-pdf/f1040sc.pdf
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Form 1120
https://www.irs.gov/pub/irs-pdf/f1120.pdf

C-Corp

C-corporation is a legal structure for a corporation in which the owners, or 
shareholders, are taxed separately from the entity.

Steps to calculate usable income as a C-Corp:

Step 1: Look at your completed 1120 Form, line 30 is your Taxable income.
Step 2: On page 1, line 20, Depreciation. Add back to line 30.
Step 3: On page 1, line 21, Depletion. Add back to line 30
That will give you your total yearly income.
Step 4: Then on page 6, Schedule L, Line 17C. Subtract from line 30.
Step 5: Take that sum and divide by 12 and that will give your total monthly 
usable income.

https://www.irs.gov/pub/irs-pdf/f1120.pdf
https://www.irs.gov/pub/irs-pdf/f1120.pdf
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S-CORP

S corporation (aka S subchapter), is a domestic corporation not
having more than 100 shareholders. To qualify as an eligible shareholder you 
must have one class of stock. 

Steps to calculate usable income as a S-Corp:

Step 1: Look at your completed 1120-S Form, line 21, Ordinary business income
Step 2: On page 1, line 12, Depreciation, Add back to line 21.
Step 3: On page 1, line 15, Depletion. Add back to line 21
That will give you your total yearly net income.
Step 4: Then on page 4, Schedule L, Line 17C. Subtract from line 21.
Step 5: Take that sum and divide by 12 and that will give you the total monthly 
usable income.

Form 1120-S
https://www.irs.gov/pub/irs-pdf/f1120s.pdf

https://www.irs.gov/pub/irs-pdf/f1120s.pdf
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LIMITED LIABILITY CORP (LLC)

Limited liability corporation (LLC) is a corporate structure in the U.S. where the 
owners are not personally liable for the company’s debts or liabilities. An LLC is a 
hybrid entity that combines the characteristics of a corporation with those of a 
partnership or sole proprietorship. 

*To calculate usable income as an LLC, follow steps for S-Corp 1120-S.*

WAGE EARNER W2 INCOME

Wage earner (W2), is the most common type of income. 
To calculate your base income as a W2 employee, take your hourly rate and 
multiply it by the hours you worked.

For example:
• $20/hour multiplied by 40 hours/week. Your weekly income is $800.
• Since there are 52 weeks in a year, multiply $800 by 52.
• Your base annual pay, if you work 40 hours regularly, is $41,600.
• Take that $41,600 and divide it by 12 (months) and your monthly  
   income is $3,466.

Bonuses are averaged over a period of 24 months. Therefore, there must be a 
history of receiving bonuses for the past 2 years. An underwriter may exclude this 
income if there is no history of bonuses. Declining bonuses will also affect the 
average.

Overtime is averaged over a period of 24 months. Therefore, there must be a 
history of receiving overtime for the past 2 years. An underwriter may exclude this 
income if there is no history of overtime. Declining overtime will also affect the 
average.

Commission is averaged over a period of 24 months. Therefore, there must be a 
history of receiving commission for the past 2 years. An underwriter may exclude 
this income if there is no history of commission. Declining commission will also 
affect the average.

Base Salary

+ + +

Overtime
(If applicable)

Bonus
(If applicable)

Commission
(If applicable)

Total Income
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	 VERIFICATION OF EMPLOYMENT (VOE)

Verification of employment (VOE), is a US form used by banks and mortgage 
lenders to review the borrower’s employment history to determine job stability 
and cross-reference income history stated on the Residential Loan Application 
(Form 1003). Lenders require a complete VOE declaring all positions held for the 
last two years of employment history. 

VOE Guidelines
• Copies. We can accept faxed or emailed forms (does not need to be 
  the original).
• Printing instruction. This form must be printed on letter size paper 
  using portrait (vertical) format.

Instructions: 
• The applicant must sign this form to authorize his or her employer(s) 
  to release the requested information. 
• Separate forms should be sent to each firm that employed the 
  applicant in the past two years.
 
However, rather than having an applicant sign multiple forms, the lender may 
have the applicant sign a borrower’s authorization to release information form, 
which gives the lender blanket authorization to request the information he needs 
to evaluate the applicant’s creditworthiness. 

When the lender uses this type of blanket authorization, he must attach a copy 
of the authorization form to each 1005 form which is sent to the applicant’s 
employer(s).

First mortgages
The lender must send the request directly to the employer(s). They will
not permit the borrower to hand-carry the verification form to the employer(s). 
The lender must receive the completed form directly from the employer. The 
completed form should not be passed through the applicant or any other party.

Second mortgages
The borrower may hand-carry verification forms to the employer. The employer 
will then be required to mail this form directly to the lender. The lender retains the 
original form in the mortgage file.
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Request for Verification of Employment
https://singlefamily.fanniemae.com/media/13861/display

https://singlefamily.fanniemae.com/media/13861/display
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Law of Averaging

When calculating your income, you need to look at all of the different sources you 
can pull your income from. If your current annual income is higher than your last 
year’s income, add your two years of income of your net proceeds and divide 
that by 24. On the other hand, if the recent year is less than your prior year, you 
can total your current year income and divide by 12. With this number we will be 
able to determine your DTI ratio percentage later on in this workbook.

The next few pages will help you figure out all of the numbers you need to fill in 
the blank

Total Income

Fixed Income

Fixed Income

2019

2020

Rental Income

Rental Income

Wage-earner

Wage-earner

Total Income

Total Income

Self-employed

Self-employed

Income Calculation

If you made MORE this year

2019 + 2020 Total Income

24 Months

If you made LESS this year

2019 + 2020 Total Income

24 Months
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How is income calculated?

Income is calculated in many different ways, depending on the type of income 
and loan  program. These are the seven ways it can be calculated: 

As is: The number currently stated on your income.

Grossing up: Round up your annual income.
	 (FHA- Gross up to 115%)
	 (Conventional/USDA/VA- Gross up to 125%)

Grossing down: Round down your annual income. 

12 month average: Gross average monthly income for the last 12 months.

24 month average: Gross average monthly income for the last 24 months.

Year to date: Gross number you’ve earned from the start of the year to the 
current date. 

Worst case scenario: Income from your lowest grossing year. 

HOW FIXED INCOME IS CALCULATED

Taxable Fixed income: Calculated “as is”.

	 • Court ordered/government documents the banks will go off of your
	   award letter or court ordered documents and use that income to
	   qualify you.

	 • When using Retirement income, the banks will go off of your
	   distribution letter or tax returns and use that income to qualify you.

Non taxable fixed income: Gross up 15-25% depending on the loan program.

	 • Conventional loans will gross up your monthly income by 15%
	          Example: $2,500 monthly X 15%= $2,875 monthly 

	 • Government loans will gross up your monthly income by 25%
	          Example: $2,500 monthly X 25%= $3,125 monthly
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How rental income is calculated

New or vacating rent:
	 • Gross down 75%. You can use up to 75% of your rental income to qualify for 	
	   a mortgage.  
		  Example: $4,000 monthly rental income X 75%= $3,000 qualified as 	
		  rental income. 

Existing rent:
	 • Take the average of 12-24 months.
	 • Rental income is calculated as the amount left over as profit on tax
	   returns. It is NOT the total rent amount received.
	 • The banks will look at your Schedule E form and take the average
	   of either 12 or 24 months, depending on how long you have had the
	   property.
	 • You can use 75% of the fair market value rent.

How self employed income is calculated

24 month average:
• The company has existed for at least 2 years. 
• Applies to all loan programs. 

12 month average loophole: 
Only applies to conventional loan program IF
• You have a 700+ FICO credit score 
• Downpayment of 5-10%
• The company has existed for 5 years OR
• You have been self employed for at least 5 years

How Wage earner (w-2) income is calculated

Hours and salary income: Calculated as is.
	 • If you receive a raise, you have to wait 30 days to use your new income.
	 • If you start a new job or change companies, you have to wait 30 days to 	
	 use your new income.

Overtime/Bonus/Part time/Seasonal/Commision: Calculated as average
	 • 12 month average
	 • 24 month average
	 • Year to date
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Income rules
Rule 1: You’ll need two + years of documented proof that you’ve received 
bonuses, commission or overtime. If you don’t have proof, then just your yearly 
base income will be used to qualify. 

Rule 2: If you transition from W2 income to self employed income, you will need to 
match the income earned on W2 for 12 consecutive months. 

Rule 3: If you transition from self-employed to W2, you only need to provide one 
month of paystubs.

Rule 4: If you’re a recent graduate, you can provide a copy of your diploma/
transcripts as employment history if you were unemployed for at least 2 years 
during school. 

Rule 5: If you have an employment gap that is under a 6 month long period, 
you only need one month of paystubs to qualify as your income. If you were 
unemployed for longer than 6 months, then you will need to work for 12 months 
and provide 12 months of pay stubs to be eligible. 

Rule 6: If you change to a job that now provides bonuses or overtime, you cannot 
use those as qualifying income. You need proof of stable bonuses/overtime for at 
least 2 years. 

Rule 7: If you work a seasonal or part-time job, you need 2 years of work history in 
order to use that income to qualify.

Rule 8: If you currently have two jobs, you need to provide simultaneous income 
history for both in order to qualify. If you recently got a second job, you will need 
at least one month of paystubs in order to use both incomes. 

Rule 9: If you’re employed through a temp agency or union, you will need to 
provide income history for 2 years with gaps no longer than 6 months. If you have 
less than 2 years of income history at a temp agency or union, your income is 
calculated using the law of averaging.

COVID Rule: If you were laid off due to covid and found employment within 12 
months, you only need to provide one month of pay stubs to qualify. 

(Grossing up)
• FHA- 115%
• Conventional/USDA/VA- 125%

https://youtu.be/QyLvVwylnhw
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Chapter 4:
Finding the Perfect Down Payment

Down payment is an essential factor of financing a home mortgage loan. When 
budgeting to buy a home, expect to cover closing costs and an upfront down 
payment. These costs don’t necessarily need to be pulled out of pocket. 

There are several qualifying types of down payment you can use immediately 
that don’t require you to take out a lump sum from your savings account. Many 
assets are a qualifying source of down payment. Also, there is no finish line 
in sight when racing to save for your down payment. Many buyers can’t save 
money fast enough compared to the rate of homes being bought. 

The key to saving is to pace yourself and be ready to buy when the time is right. 
How much you should save should be calculated after you evaluate all your 
qualifying sources of down payment. Chapter 4 breaks down types of qualified 
down payment and how much you should save for down payment. 

Types of Qualifed Down Payment

Part 1 helps you evaluate your assets to see which ones you can use towards 
down payment before you start the race to save. Once you discover the 
qualifying assets, you will need to provide proof of assets. We go over how to 
source them and what information you need to do so. Here are the five qualifying 
assets for down payment:

	 • Liquid 
	 • Retirement
	 • Equity
	 • Gift
	 • Down payment assistance (DPA)

1. Liquid
Liquid assets are any sources you can liquidate and turn into cash. These are 
sources that put cash directly into your bank account, such as:
	 • Checking/savings accounts
	 • Certificate of deposit (CD)
	 • Crypto currency
	 • Sales from cars, furniture, jewelry (any items you can pawn) etc.
	 • Business accounts
	 *You cannot liquidate credit cards!*
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In order to use liquid assets that qualify for down payment there are some rules:

Rule 1: You have to be the owner of the asset.

Rule 2: You have to be able to source the money immediately. 
	 • Payroll deposits are the easiest to source.

Rule 3: Lenders need proof you’re not a straw buyer (waiting until escrow to 
deposit the money from assets).
	 • 2 months of recent bank statements.
	 • Quarterly statement.
	 • Beginning balance determines your ability to cover down payment
	   and closing costs.

Rule 4: For crypto, CD and item sales-
	 • Must provide proof of ownership, proof of value and the receipt must
	   match the deposit. 

Rule 5: Proof of ownership when transferring money between accounts. 
	 • If you own a foreign account, banks will need an affidavit with
	   translated proof that you own that account. 

Sourcing Hacks
Conventional loans: You’re allowed one random deposit that you don’t have to 
source as long as it’s less than 50% of your monthly income.
FHA loans: You’re allowed one random deposit that you don’t have to source if it’s 
less than 1% of the purchase price. 

2. Retirement
If you have a retirement account through your job, you can use that as a 
qualifying source for down payment. There are two types of qualifying retirement 
assets:
	 • Pre taxed
	 • 401K/Traditional IRA
	 • 457 and 403B. Technically, your 457 and 403b can not be used as a 	
	   source of down payment because you can only withdraw from these 
	   accounts 	for unforeseeable emergencies. BUT, as of recently, third party 
	   custodians (the third party that manages that retirement) have been 
	   allowing people to declare buying a home as an unforeseeable emergency. 
	   Reach out to your servicer and see if they will allow you to declare buying 
	   a home as an unforeseeable emergency.
	 • Post taxed
	 • Roth IRA
	 • Sep IRA

*Delayed income is NOT a qualifying source for down payment (pension income)
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How to use pre taxed:

Hardship:
• Draw up to $10,000 without penalties
• More than $10,000 has penalties.
• Subject to income tax.
• Cool off period.

Loan:
• Can only borrow 50% of contribution.
• Loan typically due in 15-20 years that won’t affect DTI.
• Interest rate varies BUT interest goes back to the consumer.
• Not subject to income tax or cool off period.

How to use post taxed:
• Withdraw direct contributions at any time...you already paid taxes on  
  that money!

Hardship:
• Draw up to $10,000 in Roth IRA earnings.
• Not subject to tax or penalty if you meet certain criteria.

3. Equity
If you currently own a home, you have equity that you can use for down payment. 
There are four ways you can use equity for a qualifying down payment:
• Proceeds from a sale of a house
	 • If you’re selling a home, get a seller’s net sheet
	 • If you’re buying a home, get a fee worksheet

• Home equity line of credit
	 • Variable rate
	 • Interest only
	 • You start paying interest as soon as you use the money
	 • After 10 years it will become a 20 year amortized loan

• Close end 2nd
	 • Fixed rate
	 • Principal and interest payments
	 • Interest starts as soon as the loan closes
	 • Amortized over 10,15,20, 25 or 30 years.

• Cash out refinance
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4. Gift
We all love gifts! There are requirements when using gift funds for down payment:

• Gift funds must be from a family member.
	 • NOT a loan...it has to be a gift with no strings attached.
	 • NOT from a retirement account.

• For primary residents only.

• Gift funds can be used for down payment AND closing costs.

Here’s how to use gift funds towards down payment:

Liquid asset sourced funds:
	 • Proof of ability to gift
	 • Proof from bank to bank
	 • Proof from bank to escrow

5. Down payment assistance
Down payment assistance is a popular choice for buyers. There are three types of 
DPA:
• Loan
	 • 2nd or 3rd loan
	 • Lower interest rate
• Grant
	 • Forgiven over time
	 • Forgiven immediately
	 • Higher interest rate
• Shared equity
	 • Sourced when selling or refinancing your home
	 • Generally 20% down.

Review all your assets and where you can pull from to help spare your savings 
account. Get ready to discover how much to save in part 2!
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*Keep in mind loan limits change every year. We will update this cheat sheet accordingly.*

Chapter 4: Part 2
How much to save for a down payment

The race to save for down payment is winnable if you pace yourself. The 
finish line is not reaching a specific dollar amount, it’s matching the down 
payment percentage with the correct purchase price. Down payment options 
are calculated percentages based on the purchase price and property type. 
Referring back to part 1 of this chapter, qualified down payment is any asset you 
can easily source and prove ownership of. Depending on the loan program and 
property type, down payment options typically range between 0% and 25%.

3% 3.5% 5% 10% 15% 20% 25%

$400,000 $12,000 $14,000 $20,000 $40,000 $60,000 $80,000 $100,000

$425,000 $12,750 $14,875 $21,2500 $42,500 $63,750 $85,000 $106,250

$450,000 $13,500 $15,750 $22,500 $45,000 $67,500 $90,000 $112,500

$475,000 $14,250 $16,625 $23,750 $47,500 $71,250 $95,000 $118,750

$500,000 $15,000 $17,500 $25,000 $50,000 $75,000 $100,000 $125,000

$525,000 $15,750 $18,375 $26,250 $52,500 $78,750 $105,000 $131,250

$550,000 $16,500 $19,250 $27,500 $55,000 $82,500 $110,000 $137,500

$575,000 $17,250 $20,125 $28,750 $57,500 $86,250 $115,000 $143,750

$600,000 $18,000 $21,000 $30,000 $60,000 $90,000 $120,000 $150,000

$625,000 $18,750 $21,875 $31,250 $62,500 $93,750 $125,000 $156,250

$650,000 $19,500 $22,750 $32,500 $65,000 $97,500 $130,000 $162,500

$675,000 Not 
Available $23,625 $33,750 $67,500 $101,250 $135,000 $168,750

$700,000 Not 
Available $24,500 $35,000 $70,000 $105,000 $140,000 $175,000

$725,000 Not 
Available $25,375 $36,250 $72,500 $108,750 $145,000 $181,250

$750,000 Not 
Available $26,250 $37,500 $75,000 $112,500 $150,000 $187,500

$775,000 Not 
Available $27,125 $38,750 $77,500 $116,250 $155,000 $193,750

$800,000 Not 
Available $28,000 $40,000 $80,000 $120,000 $160,000 $200,000
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Loan to Value (LTV)
Look at the value of appreciation in the area of where you want to buy. Ask 
yourself, can you realistically save down payment fast enough compared to the 
appreciating value of homes in that area? If you realize you can’t quite reach 
your down payment percentage goal in the next 24 months, start rethinking the 
location you want to buy in. Also, each loan program has a minimum percent 
required for down payment based on property type. It’s important that you 
explore your options for each loan programs’ requirements. 

Conventional:
Primary residence
	 • Require down payments of 3-5%
	 • Anything under 20% will add PMI to monthly PMI.
	 • PMI can be removed after you gain 20% equity on the home.

2 unit primary residence
	 • 15% minimum down payment requirement

3 or 4 unit primary residence
	 • 20% minimum down payment requirement

Second home
	 • 10% minimum down payment requirement

1 unit investment property
	 • 15% minimum down payment requirement

2-4 unit investment property
	 • 25% minimum down payment requirement

FHA:
• 3.5% standard minimum down payment requirement
• 5% down payments have cheaper PMI
• 10% down payment: 
	 • Must have under 580 FICO
	 • Will have lower rates
	 • After 11 years, the PMI falls off the mortgage payment

USDA/VA:
• 100% financing (no down payment required)
	 • Take a higher rate to cover closing costs.
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There are specific circumstances where you don’t need to save based on 
percentage if you have already met the minimum down payment requirements
	 • Chasing a specific monthly mortgage payment
	 • Bring down the DTI ratio by making a bigger down payment.

The race to winning the perfect down payment all depends on where you can 
source qualified down payments and making sure you can meet the minimum 
required amount before homes start appreciating. By knowing your options you 
might be surprised to find out you already have the minimum requirement saved. 
Or, you might not need to save as much as you thought and can reach the finish 
line faster. 

Know what program requirements you’re saving for and determine how long it 
will take for you to save and win the race to getting the perfect down payment. 

https://youtu.be/--pBt0kkCok


39What's a Mortgage: The Ultimate Mortgage Guide

Chapter 5:
Mortgage Payment 101

Being prepared for budgeting a mortgage payment is the best thing you can 
do before buying a home. Mortgage payment determines other factors of 
qualification like down payment and DTI ratio. When you understand mortgage 
payment then you can decide what factors of qualification need work OR can 
help you bring down monthly mortgage payment. 

Understanding your mortgage payment will help you reach your goals in 
becoming a successful homeowner. Chapter 5 uncovers what’s included in your 
mortgage payment and how to calculate your mortgage payment so you can 
be a confident homeowner.'

Chapter 5: Part 1
What you are really paying for

Most mortgage payment calculators are missing items that you will end up 
paying for. The following are the four main items included in your mortgage 
payment:

• Principal and interest
• Homeowners/hazard insurance
• Private mortgage insurance (PMI)
• Property taxes

PRINCIPAL & INTEREST
When you take out a mortgage loan, you’re essentially paying back the principal 
amount and the added interest. Banks formulate the amount of time it will take to 
pay back the loan through amortization. 
Standard fixed amortization:
	 • 30 years
	 • 25 years
	 • 20 years
	 • 15 years
	 • Any year!

The shorter the term, the higher the monthly payment BUT less interest you will 
have to pay for. 
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Hazard Insurance
Hazard insurance is mandatory when financing a home. It covers any damages 
on the home that occur from a natural disaster. This insurance is to protect the 
lender.

Homeowners Insurance
Homeowner’s insurance protects you from natural disasters and various other 
types of damages on the home. Such as:

	 • Theft
	 • Medical coverage if someone is injured in your home
	 • Legal coverage for injury at the home if someone sues you 

This insurance is typically paid once a year.

Private Mortgage Insurance (PMI)
If you put less than 20% down on a conventional or FHA loan, you will have to 
pay for private mortgage insurance. This insurance protects the lender if you 
stop making payments, causing the lender to foreclose. Depending on the loan 
program, there are different types of PMI.

• FHA:
	 • Upfront
	 • Monthly

Property Taxes
Think of property taxes as the cost of owning land in a specific state. This factor of 
your monthly payment can’t be removed and will never go away. Every city has a 
different tax rate that’s assessed by the county based on the purchase price. You 
can call the county assessor’s to get tax rates for each city that you want to buy 
in. Every state differs on how they reassess properties. 

For example:
In California, Prop 13 caps reassessment at 2% each year. BUT, if you change the 
amount of owners on the title, the county will reassess the home based on the 
NEW market value which will drive up the property taxes. 

Also:
If you make improvements to the home that require permits, the county will 
reassess the value of the home which will increase property taxes. 

• Conventional:
	 • Monthly (most common)
	 • Single premium
	 • Split- upfront and monthly
	 • Lender paid-rolls onto interest rate
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Homeowners Association (HOA)
If you purchase a home in an HOA community, you will pay the HOA fee 
indefinitely. Keep in mind, HOA is included in your mortgage budget, not your 
monthly payment. It’s a separate bill. Make sure to tell your lender to include HOA 
or else your DTI ratio will skyrocket. 

Chapter 5: Part 2
How to calculate your mortgage payment

In order to start calculating your mortgage payment, you need to gather all the 
items that factor into calculating your monthly payment. If you need clarification 
on each item, refer back to part 1 of this chapter to get an itemized breakdown of 
everything included in your monthly payment. 

Part 2 of this chapter gives you step by step instructions on how to properly 
estimate your mortgage payment from home. Stay two steps ahead of the 
mortgage process by running the numbers at home before you talk to a lender. 

Step 1: Determine your purchase price. Use a home search website to research 
home prices in the areas you’re looking to buy in. 

Step 2: Figure out how much you are sourcing for down payment. Without down 
payment, you can’t estimate the loan amount.  Refer back to chapter 4 to get a 
refresher on down payment options. 

Step 3: Determine how much you will need for the base loan amount after you 
cover down payment. Depending on the loan program, there are additional fees 
that are included in the loan amount. 
For example:
	 • FHA loans add a 1.75% upfront mortgage insurance (UMI) fee. 
	 • VA loans add a 2.30% funding fee.

(see chart above for a breakdown of additional fees for each loan program)

Purchase Price $500,000
How to figure out your loan amount

Base Loan

Additional Fees

Complete Loan
Amount

Conventional
5%

$500,000 - 5%

$475,000

n/a

$475,000

FHA
3.5%

$500,000 - 3.5%

$482,500

$8,442.75

$475,000

VA
0%

$500,000 - 0%

$500,000

$11,500

$475,000
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Step 4: Review your budget to properly pace payments to determine the best 
amortization schedule.

Step 5: Track interest rates on sites like Optimal Blue to get an idea of how much 
you will be paying in interest based on your loan term. 

Optimal Blue is a free, online resource owned by LoanSifter which is where loan 
officers upload their rates and is updated every two days. It is the best resource 
to track current average rates without having to speak with a loan officer. 

https://www2.optimalblue.com/obmmi/ 

Step 6: Use our formulas below to calculate your monthly hazard insurance 
payment.

Step 7: Homeowner’s insurance depends on the property’s location and the size 
of the home. Decide if you can afford to pay it yearly or include it in your monthly 
mortgage budget.

Step 8: Use our PMI formulas for each loan program.

How to calculate FHA PMI
Purchase price used for examples: $500,000

Example 1: Down payments less than 5%
Base loan amount x .85% / 12 months
Example 3.5% down: $482,500 x .85% = $4,101.25/12 months= $341.77

Example 1: Down payments less than 5%
Base loan amount $475,000 x .80% / 12 months
Example 5% down: $475,000 x .80% = $3,800/12 months = $316.67

How to calculate Hazard Insurance

Formula:

Or:

Calculating Hazard Insurance Example

Hazard Insurance 
Policy Premium

12 Months

Purchase
Price x .15% or .20%

12 Months

$500,000 x .15% = $750/year

12 Months
=$62.50

$500,000 x .20% = $1000/year

12 Months
=$83.30
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CONVENTIONAL:

When calculating your Conventional PMI payment, refer to the MGIC rate sheet as 
shown below:

https://www.mgic.com/-/media/mi/rates/rate-cards/71-61284-rate-card-pdf-bpmi-monthly-july-2018.pdf
https://www.mgic.com/-/media/mi/rates/rate-cards/71-61284-rate-card-pdf-bpmi-monthly-july-2018.pdf
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Step 9: Get property tax rates from the county for the cities you want to buy in. 
Then plug in the numbers using our formula below. 

How to calculate Property Taxes
Purchase price x tax rate/ 12 months

Examples:
$500,000 x 1% = $5,000/12 months = $416.66
$500,000 x 2.5% = $12,500/12 months = $1,041.66

Most banks use 1.25%
$500,000 x 1.25% = $6,250/12 months = $520.8

Step 10: Ask the community you’re looking to buy in what the HOA monthly 
premium is and include it in your mortgage budget. It’s a separate bill outside of 
your mortgage payment.  

Remember the Seesaw game for down payment? That game applies to your 
mortgage payment too! You can strategize what budget options will afford you 
more home OR lower your DTI ratio overall: 

	 1. Lower your purchase price
	 2. Bring in a bigger down payment
	 3. Pay off debt 
	 4. Add a co signer

Just one, or all of these options could be the key to matching your mortgage 
payment with your estimated monthly budget.

https://youtu.be/bOEj1-fT5XQ
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Chapter 6:
Shopping for closing costs

Closing costs are the fees listed on your loan estimate in the fee worksheet 
section. These are fees you can shop your mortgage with different lenders and 
choose the best one. Part 1 of this chapter breaks down the five types of closing 
costs and where they are on your loan estimate. Part 2 will teach you how to shop 
the fees on your mortgage loan to get the best deal. 

Chapter 6: Part 1
The five types of closing costs

	 1. Lender
	 2. Miscellaneous
	 3. Title
	 4. Escrow
	 5. Pre-paid

1. Lender Fees

Every lender varies in what they charge based on the services they provide. There 
are 8 standard lender fees that are charged across the board.

Origination fee
	 • Down payment assistance
	 • Non QM or hard money loan type

Discount point
	 • Fee for meeting your targeted rate/payment.
	 • Ask your lender to include the par rate to see how much they
	   charged for meeting your requested rate.

Underwriting
	 • Standard fee for writing your loan. 

Processing
	 • Charged from a bank or direct lender.
	 • This fee is included in the miscellaneous category if you’re going
	   through a mortgage broker.
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Loan commitment
	 • Charged from big banks or credit unions. 

Rate lock
	 • Fee charged for locking your rate while in escrow. 

Application
	 • Rare charge from big banks or direct lenders typically for low 
	 rates.

Float down
	 • Fee for locking your loan on a new construction or build.

If rates improve you can change once.

2. Miscellaneous

Miscellaneous fees vary depending on how companies collect data to verify your 
information. These fees aren’t charged from the lender. These are charged from 
neutral third party companies to validate your information. Optional fees marked 
with * .

	 • Appraisal
	 • Home warranty*
	 • Flood certificate
	 • Notary
	 • Wire
	 • Recording
	 • Home inspection*

3. Title Fees

When you buy a home, there will be title insurance. This insurance protects 
the lender AND the buyer against previous owner debts and other claims of 
ownership prior to buying the home. You can contact a title company to get 
an estimated cost for the title insurance. There’s two policies included in title 
insurance.

Owner’s policy
	 • Paid for by the seller
	 • Price is based on the purchase price

• Credit report
• Termite inspection*
• Endorsement
• Sub-escrow
• HOA questionnaire
• Upfront mortgage insurance (FHA)
• VA funding fee
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Lender’s policy
	 • Paid for by the buyer
	 • Price is based on the loan amount

4. Escrow Fees

Escrow fees are paid to the title and escrow company or an attorney for 
conducting the closing of a real estate transaction. The price varies from $2-
$2.50 per every $1,000.

Escrow
	 • Charge between $200-$500
	 • Charge $700-$800 in junk fees

Seller price
	 • Based on the purchase price

Buyer price
	 • Based on the loan amount

Closing Costs
5. Pre-paid Fees

Pre-paid fees are costs that you are responsible to cover. Don’t get hustled by a 
lender that tells you they will cover your closing costs. You will still be responsible 
for all pre-paid fees. You can calculate these fees on your own following these 
formulas.

Hazard insurance
	 • 1 year + 2 months reserve (14 months)
	 • Purchase price X .15% divided by 12 months. Multiply that by 14
	   months.

Property tax
	 • Follow the impound schedule
	 • Purchase price X 1.25% divided by 12 months. Multiply that by the
	   number of months of impounds collected.

Interest
	 • Interest rate X loan amount divided by 365 days. Multiply that by
	   days left in the month. 



48What's a Mortgage: The Ultimate Mortgage Guide

Generally, closing costs vary based on the purchase price.
Under $350,000 = 3% for closing costs
Over $350,000 = 2-2.5% for closing costs.

Month of
Funding

First Monthly
Payments Tax Impounds Collected

January March  7 Months Collected (1st Installment Paid, 2nd Installment not paid)

February April  7 Months Collected (1st Installment Paid, 2nd Installment not paid)

February April  2 Months Collected (1st & 2nd Installment Paid)

March May  3 Months Collected  (1st & 2nd Installment Paid)

April June  4 Months Collected  (1st & 2nd Installment Paid)

May July  5 Months Collected  (1st & 2nd Installment Paid)

June August  6 Months Collected  (1st & 2nd Installment Paid)

July September  7 Months Collected  (1st & 2nd Installment Paid)

August October  8 Months Collected  (1st & 2nd Installment Paid)

September November  9 Months Collected (1st & 2nd Installment Paid)

October December  10 Months Collected  (1st & 2nd Installment Paid)

October December**  4 Months Collected (1st Installment Paid, 2nd Installment not paid)

November January  5 Months Collected (1st Installment Paid, 2nd Installment not paid)

December February  6 Months Collected (1st Installment Paid, 2nd Installment not paid)

California Tax Impound Schedule

1st Installment
November 1st
December 10, 5:00 PM
July - December

Due Date
Delinquent Date
Period Covered

First installment Due November 1st

Late payment: Dec 10 Late payment: Apr 10

Jul | Aug | Sept | Oct | Nov | Dec | Jan | Feb | Mar | Apr | May | Jun

Second installment Due November 1st

2nd Installment
February 1st
April 10, 5:00 PM
January - June

*Loans closing February 1st and after require the 2nd 1/2 tax installment be paid prior to or at closing.
** Loans closing November 1st and after requires the 1st tax installment be paid prior to or at closing.
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A. Origination Charges: Lender Fees
B. Services you cannot shop for: Lender Miscellaneous
C. Services you can shop for: Title & Escrow
E. Taxes and other government fees: Title Miscellaneous
F & G. Prepaids, Initial escrow payment at closing: Impounds

Loan Estimate Example

Compressed/Zoomed (from below)

https://files.consumerfinance.gov/f/201311_cfpb_kbyo_loan-estimate.pdf
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Review each section of your loan estimate to see how much you’re being 
charged for each type of closing cost. The next part of this chapter will teach you 
how to shop the fees on your loan.

Chapter 6: Part 2
How to shop for a mortgage

Whether you’re purchasing or refinancing, you can shop around to find the best 
deal on closing costs, fees and rates. Shopping your mortgage is a 5 step process 
that is worth completing to ensure you get the best deal on your home! 

Step 1. Run your credit
In order to start shopping for a mortgage, you need to run your credit with a 
lender. Credit score apps and services use different scoring models that aren’t as 
accurate as models used by lenders and banks. 

Your credit score is valid for 90-120 days after a lender pulls your credit report, 
allowing you to shop with multiple lenders in that time frame without hurting your 
score. Do not run your credit with multiple lenders, you only need to pull it once. 
Other lenders will apply your middle credit score to your application. Refer back 
to Chapter 2 if you need a refresher on how your credit score is calculated. 

Step 2. Creat your profile
After you run your credit with a lender, you can start establishing your buying 
profile. Use our profile worksheet to fill in the blanks at home. Factors of your 
profile include:

Once you have these filled out, you can start shopping for mortgages based on 
interest rates, principle, PMI etc. from multiple lenders. 

Step 3. Call multiple lenders
Start calling different lenders and get quotes on the same day. Use your middle 
credit score from the lender that pulled your credit and

Property type
• Single family 
residence
• Duplex
• Triplex
• Fourplex

Loan purpose
• Purchase
• Refinance
• Streamline
• Cash out
• Rate and term

Owner type
• Owner occupied
• Second vacation 
home
• Investment

Loan program
• FHA
• Conventional
• VA
• USDA

• Credit score
• Purchase price
• Appraised value
• Loan amount
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give that number to the other lenders. Do not run your credit with multiple 
lenders. Then, they will provide you with accurate rates so you can start shopping 
for the best deal. After they give you a fee worksheet, rate, closing costs etc. plug 
those numbers into your profile worksheet to begin the process of elimination. 

Step 4. Compare the fees
Now that you have estimates from multiple lenders, start reviewing the fees. Keep 
an eye on:
	 • Rate
	 • Lender fees
	 • Section A and B
	 • Lender credits
	 • Section J

Keep in mind that lenders have no control over the following fees:
	 • Escrow
	 • Impounds

Step 5. Go with the best deal
There are a few ways you can navigate getting the best deal AND the best lender. 
You should have a good relationship with your lender and feel comfortable 
choosing them to do your mortgage. Here are some options:

	 • Go with the lender that has the best deal.
	 • Take the best deal and bring it to the lender you like the most so they
 	   can run your credit and match or come close to the best deal. 
	 • Take the best deal and go back to your original lender who already
	   ran your credit so they can match or get close to the best deal. 

Make sure to shop during the weekday and call multiple lenders on the same day 
before 3pm to get accurate rates. This 5 step process works for both purchasing 
and refinancing when shopping for a mortgage.

https://youtu.be/U5cHyDar-OU
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Chapter 7:
Types of mortgage programs

Mortgage loan programs are unique to everyone and their needs, much like a 
home. Chapter 7 breaks down the six main loan programs and their qualifications 
so that you can determine which one is best for your family and your wallet. 
There are 6 main residential loan programs:

	 1. USDA
	 2. VA
	 3. FHA
	 4. Jumbo
	 5. Conventional
	 6. Non-Qualified (QM)

1. USDA
The USDA loan program is backed by the government and requires 0% down. 
This is a popular program for experienced home buyers. The income limit for this 
program requires that anyone over the age of 18 living in the home has to include 
their income. This program also requires a USDA commitment review. 

Now, there are some standard guidelines when qualifying for USDA:
	 • Property MUST be owner occupied.
	 • 640-800 FICO = automated underwriting
		  • DTI 33/45
	 • 580-640 FICO = manual underwriting
		  • DTI 29/41
	 • Property must be located in an eligible rural era.

Pro: If the home appraised MORE than the purchase price, you can use the 
difference to cover closing costs. 

For example:
Purchase price= $400,000
Appraised value= $410,000
You can use the $10,000 to cover closing costs. 

2.VA
The VA loan program is 100% financed with no monthly PMI. This program offers 
low rates and encourages renovation loans so the home is made accessible for 
disabled veterans. This program also allows reusable entitlement. If you refinance 
out of VA, you can use your VA benefits over and over again. 

Guidelines when qualifying for a VA loan:
	 • 90 days during wartime
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	 • 181 days during peacetime
	 • 6 years for reserve and coast guard
	 • 580+ FICO
		  • Under 580 FICO is harder to qualify. 
	 • Eligible property types
		  • Single family home
		  • Condo
		  • Townhouse
		  • Units (4 max)
		  • Manufactured homes
	 • Owner type
		  • Owner occupied
		  • Refinance into VA investment loan

3. FHA
FHA loans are backed by the government and require monthly PMI- unless you 
put 10% down. If not, the PMI will typically fall off after the 11th year. This program 
also offers lower rates because it’s backed by the government. 

Qualifying standards for the FHA loan program:
	 • FICO 580+ 
		  • 580-800 FICO = 3.5% down 
		  • Under 580 FICO = 10% down 
	 • DTI 
		  • 620+ FICO: 45/55 
		  • 580-620 FICO: varies
		  • 500-580 FICO: 31/43
	 • Owner type
		  • Must be owner occupied
	 • Property type
		  • Single family home
	 • Townhouse
	 • Units
	 • Manufactured homes
	 • Condos (must be FHA approved OR spot approval from your
	 lender)

Pro: 3.5% down max on units. 

4. Jumbo
The Jumbo loan program is typically used for loan amounts above the 
conforming loan limit. Banks use their own set of rules for risk management. 

Qualification factors for Jumbo loan program:
	 • FICO credit score
		  • 660+ FICO 
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		  • 720+ FICO recommended
	 • DTI
		  • 43/43
		  • 31/43 depending
	 • 10% + down
	 • Property type
		  • Single family home
		  • Condo
		  • Townhouse
		  • Units (rare)
	 • Owner type
		  • Owner occupied
		  • Second home
		  • Investment (higher risk)

5. Conventional
The Conventional loan program is not backed by the government. This program 
requires PMI unless you put 20% down. However, removing PMI is more flexible for 
this program. 

Qualifying guidelines for Conventional loans:
	 • FICO
		  • 620+ FICO
		  • 660+ recommended
	 • DTI
		  • 45/50
	 • Property type
		  • Single family home
		  • Townhouse
		  • Units
		  • Condos (must be warrantable)

Pros:
	 • PMI falls off over time.
	 • Self employed buyers only need 1 year of tax returns. 

6. Non Qualified-Mortgage (QM)
The Non-Qualified Mortgage is popular among self employed buyers. 

There are 3 common programs:
	 • Debt service coverage ratio
		  • Buy a rentatl property
		  • No tax return required
	 • 24 months bank statements
		  • For self employed buyers
	 • Asset depletion
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FHA vs Conventional

Without a doubt, the FHA and Conventional loan programs are the biggest 
competitors in the mortgage industry. Compare both of their requirements using 
the information below to help you decide which one fits your needs.

FHA

DTI
45/55

Credit
• 580+ FICO
• Looser guidelines on bankruptcy
	 • Chapter 7, 11, wait 2 years
	 • Chapter 13, wait 1 year
	 • Shortsale, wait 3 years
	 • Foreclosure, wait 3 years
• Omit debt with less than 10 payments with
   proof it’s less than 5% of gross income.
• Omit debt for co-signers.
• Must have 12 months pay stubs.
• The IRS requires 3 months of proof of    
   payment.

Income
Gross up fixed non taxable income up tp 125%
Self employed buyers need 2 years of tax 
returns

Down Payment
• Gift must be sourced
• 3.5% down for units
• Gifts can cover down payment, closing costs 
or debt. 

Private Mortgage Insurance (PMI)
• Upfront and monthly PMI
	 • 1.75% upfront
	 • 0.80-0.85% monthly
• PMI is permanent unless you put 10% down

Cons
• Requires spouse credit in community states
	 • Arizona, California, Idaho, Louisiana, 	   
	   Nevada, New Mexico, Texas, 	   
	   Washington, Wisconsin.
• 100 mile rule
• Self-sufficiency rule

Conventional

DTI
45/50

Credit
• FICO 620+
• Bankruptcy:
	 • Chapter 7, 11, wait 4 years
	 • Chapter 13, wait 2 years
	 • Short sale, wait 4 years
	 • Foreclosure, wait 7 years
• Omit debt with less than 10 payments
• Omit co-signer debt with 12 months pay 
   stubs.
• IRS payment letter OK. 

Income
Gross up fixed non taxable income up to 115%
Self employed buyers need 1 year of tax 
returns as long as you have been self 
employed for 5 years. 

Down Payment
• Gift can be wired directly to escrow
• 15% down for duplex
• 25% down for triplex
• Gift can cover down payment and closing 
costs.

Private Mortgage Insurance (PMI)
• Flexible PMI
• Cheaper PMI
• Not permanent

Cons
• Rates are typically higher

https://youtu.be/eM41rYPiaLM
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Whether you’re pre approved or recently decided it’s time to buy a home, there’s 
3 key things you should know about the process before you get started. Chapter 
8 breaks down into 3 parts that provide helpful information in preparing to 
become a successful homeowner. 

1. The Complete Home Buying Process
2. How to Stay Qualified
3. The Five Home Buying Checkpoints

The complete home buying process

Follow this 10 step process to guarantee success in your home buying journey 
and avoid common mistakes and headaches!

Step 1: Find a lender
Find a lender you trust that is transparent about their mortgage license, rates 
and fees. Your lender should give you different options and offer under written 
approvals, NOT just pre-approvals.

Step 2:  Find a realtor
Find a realtor who knows how to negotiate in a seller’s market and has knowledge 
on home improvement costs. If you are buying a new build, you want your own 
representation. 

Step 3: Find a house *& open escrow
Determine your purchase price, negotiate terms and clear your earnest money 
deposit (EMD) check. 

Locking your loan is an option in this step.

Step 4: Intiate approval
The lender will send out disclosures and a loan estimate. The buyer will sign 
initial disclosures and send out updated conditions to proceed with approval. 
Appraisal, home inspection and termite inspection will be ordered. 

Locking your loan is an option in this step. 

Step 5: Clear conditions
Clear title, escrow and appraisal. Clear your asset, credit and income conditions. 
If there’s an issue with the appraisal, then you can start negotiating. 

Locking your loan is an option in this step.

Chapter 8: The keys to buying a home



57What's a Mortgage: The Ultimate Mortgage Guide

Step 6: Closing documents
The mortgage banks will issue a closing disclosure before loan documents are 
sent out. Make sure everything matches with the loan estimate. If it does not, 
there’s a 3 day cooling period before loan documents are sent out. 

Make sure you lock your loan or they won’t issue the closing disclosure.

Step 7: Sign loan documents
Sign your loan and escrow documents. Remember to use a notary approved by 
the title company. 

Step 8: Finalize payments 
Be careful of wire fraud, make sure it’s wired from an account that has been 
verified by your lender. 

Complete your final walk through in this step. 

Step 9: Fund your loan, record and get your keys!

How to stay qualified

Your mortgage pre approval status can default in an instant! If you’re shopping 
for a home, you want to stay pre-approved for as long as possible. This section 
will teach you how to stay qualified following the do’s and don’ts of shopping your 
mortgage so you can enjoy homeownership!

https://youtu.be/c-ZlAw4x4nQ
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The Do's:
1. Stay consistent in your work
	 • If you’re self-employed, continue your deposits consistently. 
	 • If you’re a wage earner, continue your regularly scheduled hours. 
	 • If you receive commission, stay consistent in your earnings. 
2. Send your loan officer pay stubs and paperwork swiftly
	 • In order to clear conditions quickly, upload all of the required
	   documents ASAP. The sooner you upload your documents, the
	   sooner your loan officer will review and clear them. 
3. Save money
	 • Don’t make any irregular purchases after you get pre approved. 
4. Pay your bills on time
	 • If you miss a payment, it will bring your credit score down and
	   affect your qualification. 
5. Answer phone calls from unknown numbers
	 • You want to be aware if one of your debts have gone to
	   collections.
6. Refer your loan officer
	 • When someone you know is looking to buy or refinance a home,
	   refer them to your lender and let them know you sent them!

The Don'ts:
1. Don’t work less hours or take time off work.
2. Don’t run your credit multiple times. 
3. Don’t increase your credit utilization. 
4. Don’t transfer money into different accounts. 
5. Don’t finance any new or expensive items (car, jewelry, electronics).

https://youtu.be/CNzeCqaxEDw
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The five home buying checkpoints

1. Update your credit report.
After your initial credit report is pulled, you have 90 days to do a soft pull with 
another lender. After 120 days, your credit report will expire. 

2. Understand your income.
Know your base income calculated by your lender plus any bonuses or overtime. 

3. Keep track of your deposits.
Watch your deposits to make sure everything stays normal. Pay attention to your 
spending and don’t buy things you can’ afford. 

4. Check your pre approval letter. 
Get approved for the payment you want and get your max approval amount 
solidified. 

5. Check rates. 
Check with your lender for current rates. You might not qualify for the same loan 
amount if the rates have changed. 






