Navigating Your First
Mortgage: A Step-by-Step
Guide for New Buyers

Demystifying interest rates, down payments, and loan

options to help young adults achieve homeownership.

This guide concerns U.S. home-purchase mortgages; loan programs and legal
procedures differ elsewhere. Start with an affordable household budget, then compare

lenders, loan features and the cash needed to complete a purchase.

Preparing Your Financial Foundation

Lenders review credit, income, debts, assets and the property. Ask each lender about the
specific program's underwriting requirements rather than treating one credit score or
debt-to-income percentage as a universal approval threshold. Approval also does not

establish that a payment will be comfortable for your household. [1]

Budget for the down payment, closing costs, moving, repairs and an emergency reserve.
CFPB guidance emphasizes keeping money aside for these expenses rather than using
every available dollar as a down payment. Ask for an itemized estimate instead of relying

on a single closing-cost percentage. [2]



Comparing Mortgage Loan Options

Common options include conventional, FHA-insured, VA-backed and USDA guaranteed
loans. Low-down-payment conventional and FHA options have different insurance costs;
VA and USDA programs have additional eligibility conditions. Compare the following

features against the lender's actual offer. [3] [2] [4] [5]

e Conventional Loans: These are not government-insured or guaranteed. Some
options permit a 3% down payment, subject to eligibility; mortgage insurance

commonly applies below 20% down.

e FHA Loans: FHA-insured options can permit a 3.5% down payment for qualifying
borrowers. Include upfront and annual mortgage-insurance premiums when

comparing costs.

e VA Loans: Eligible borrowers may obtain a purchase loan without a down payment
and without monthly mortgage insurance. A funding fee may apply unless an

exemption is available; lender and entitlement conditions matter.

e USDA Loans: The guaranteed program offers eligible borrowers no-money-down
financing for qualifying primary residences in eligible areas, with household income

generally capped at 115% of the applicable median.

Mortgage insurance rules depend on the program. For covered conventional borrower-
paid PMI, cancellation may be requested at 80% of original value subject to conditions;
automatic termination generally follows the scheduled 78% point. FHA annual MIP
instead follows HUD's term and loan-to-value schedule, which can require 11 years or the
mortgage term. Reaching 20% equity does not automatically remove every kind of

mortgage insurance. [6] [7]



Understanding Interest Rates and Loan
Terms

The interest rate measures borrowing interest; APR incorporates additional charges, but
is not a complete decision rule. In particular, an ARM's APR does not show its maximum
possible rate. Compare like-for-like terms, adjustment rules, fees and payment scenarios.

Fixed interest does not freeze taxes or insurance expenses. [8] [1]

Obtain offers from several lenders close together in time, and compare the Loan
Estimates, including rate-lock status, points, lender credits and cash to close. Avoid

choosing a loan based on an unsupported prediction about where market rates will move.

[1]

The Approval Process: Prequalification vs.
Pre-approval
Prepare documents and ask what the lender has verified before relying on a letter. CFPB

explains that lenders use the terms prequalification and preapproval differently; neither is

a guaranteed loan offer. [9]

1. Financial Assessment: Review your credit reports, recurring expenses, debts and

available funds before choosing a price range.

2. Prequalification: Ask which information the lender used and whether it has been

verified; the label alone does not establish the level of review.

3. Pre-approval: Ask about credit checks, supporting documents and remaining

conditions. Treat the letter as conditional rather than final funding approval.

4. Offer Stage: Use a suitable lender letter and agree appropriate contractual

protections and deadlines with your advisers.



A letter can help support an offer, but check its conditions, expiration and what remains
to be reviewed. It does not replace final underwriting, property assessment or a current

budget. [9]

Executing the Purchase and Closing

After selecting a home, arrange an independent inspection promptly and keep track of
contractual deadlines. An inspection examines condition; an appraisal addresses value for
lending. Whether you can renegotiate or cancel depends on the contract and applicable

circumstances. [10]

For most covered mortgages, the lender must provide a Loan Estimate within three
business days of receiving the application and a Closing Disclosure at least three business
days before closing. Compare the final terms and cash to close with earlier estimates and

ask about discrepancies before signing. [11]

Critical Warnings and Common Pitfalls

Coordinate with the lender, agent and any legal adviser throughout the purchase. Report
material changes to income, employment, debts or funds, and ask how proposed new
borrowing could affect underwriting. There is no universal rule that speaking to an agent

before a lender is itself a mistake.

A 20% down payment is not required for every program, but a smaller deposit can affect
insurance, fees and the amount borrowed. Compare the overall costs while retaining an
appropriate cash reserve. Financing permitted fees may preserve cash but increases the
balance and can increase interest; evaluate the trade-off using the actual loan documents.

[2] [4]
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