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Attaining Your Asset: First-Time Home Ownership

How to Buy a Home: 10 Steps to Home Ownership


1.  Are you ready?

Do you know what you want?

Are you planning to move to a new community due to a lifestyle change or is buying an option and not a requirement? What would you like in terms of real estate that you do not now have? Do you have a purchasing timeframe? Whatever your answers, the more you know about the real estate marketplace, the more likely you are to effectively define your goals. 

Do you have the money?

Homes and financing are closely intertwined. In addition to a down payment, purchasers also need cash for closing costs (the final costs associated with closing the loan). Several newly emerging loan programs not only allow the purchase of a home with no money down, but also underwrite closing costs. Not everyone, however, elects to purchase with little or no money down. Less money down means higher monthly mortgage payments, so most homebuyers choose to buy with some cash up front.

Those great loans with little or nothing down are not available to everyone: you need good credit. For at least one year prior to purchasing a home, you should assure that every credit card bill, rent check, car payment and other debt is paid in full and on time.

How much can you afford?
As you think about applying for a home loan, you need to consider your personal finances. How much you earn versus how much you owe will likely determine how much a lender will allow you to borrow.  You have to determine your gross monthly income. You must also calculate your monthly debt load. Your monthly housing expense, including monthly payments for taxes and insurance, should not exceed about 28 percent of your gross monthly income. Your proposed monthly housing expense and your total monthly debt service combined cannot exceed about 36 percent of your gross monthly income.

How will your credit affect your getting a loan?/ Is your credit report on target?

How well you have handled your credit obligations in the recent  past is of utmost importance to lenders today. Find out about your credit and correct any errors now. The credit scoring system preferred by most lenders is produced by Fair, Isaac & Company Inc. They generate a credit “score” (a.k.a. FICO scores) based on a borrower’s credit history. Factors used to calculate scores are, in order from most to least important: late and delinquent payments, bankruptcies, outstanding debt, length of credit history, new applications for credit, and types of credit in use.

2. Hiring a realtor versus ‘looking’ for yourself
In every community you’re likely to find a number of realty brokerages. The best places to find a local realtor include open houses, local advertising, Web sites, referrals from other realtors, recommendations from neighbors and suggestions from lenders, attorneys, financial planners and CPAs. 
Be certain to be provided with agency/realtor disclosures and have a good sense of current market conditions, financing options and negotiating issues that might apply to a given situation, along with strategies for looking for property.

3. Get Loan Preapproval

Consumers should start the mortgage process well before bidding on a home. This most often includes going through a pre approval process.

What is ‘it’?

“Preapproval” means you have met with a loan officer, your credit files have been reviewed and the loan officer believes you can readily qualify for a given loan amount with one or more specific mortgage programs. Based on this information, the lender will provide a preapproval letter. Although not a final loan commitment, the preapproval letter can be shown to listing brokers when bidding on a home. It demonstrates your financial strength and shows that you have the ability to go through with a purchase. 
Note that preapproval differs from a pre qualification letter in that a pre qualification statement is an estimate without any credit checks.

How do you get ‘it’?

Real estate financing is available from numerous sources, including lenders online, mortgage companies that have worked with local realtors and in some cases, individual realtors themselves. Usually the loan officer will carefully review your financial situation, including your credit report and other information. The lender will then suggest programs which most-closely meet your needs. Typically, first-time buyers opt for the traditional 30-year loan, with either a floating interest rate or a fixed rate of interest over the life of the loan.

You can visit as many lenders as you like and get several preapprovals, but keep in mind that each one carries with it a new credit check, which will show up on future credit reports.

ABC’s of getting a mortgage

There are dozens of loan types and hundreds of loan programs available through thousands of mortgage brokers, bankers, lenders, finance companies, credit unions, even stock brokerage firms. 

A) If you can afford to buy a home, you must then determine how much mortgage you can afford. 

Lenders are apt to put your loan application in the best light and qualify you for as much as they are willing to lend, which can be more than you can afford. It’s up to you to take stock of your income and expenses, both current and projected to determine what you can comfortably manage each month. Along with your mortgage payment, don’t forget related insurance, taxes, homeowner association dues and any other costs rolled into the mortgage payment. 

B) Shopping For a Loan
When you are ready to shop for a loan you have two basic types of mortgage stores to shop - direct lenders and mortgage brokers. Direct lenders have money to lend. They make the final decision on your application. Brokers are intermediaries who, like you, have many lenders from which to choose. Lenders have a limited number of in-house loans available. Brokers can shop many lenders for each lenders’ store of loans. If you have special financing needs and can’t find a lender to suit them, an experienced broker may be able to ferret out the loan you need. Mortgage brokers, however, are paid with a slice of the amount you borrow, some more than others some less. Internet brokers today perhaps receive the smallest cut, sometimes none at all, and can prove to be a real bargain. Along with shopping the source, you’ll also have to shop loan costs, including the interest rate, broker fees, points (each point is one percent of the amount you borrow), prepayment penalties, the loan term, application fees, credit report fee, appraisal and a host of others. 

C)  Apply For a Loan
The application process is the easy part, provided you’ve gathered documents necessary to prove claims you make on the application. The application will ask for information about your job tenure, employment stability, income, your assets (property, cars, bank accounts and investments) and your liabilities (auto loans, installment loans, mortgages, credit-card debt, household expenses and others). The lender will run a credit check on you to take a look at your credit status, but you’ll have to supply additional documentation including paycheck stubs, bank account statements, tax returns, investment earnings reports, rental agreements, divorce decrees, proof of insurance, and other documentation. If the lender deems you creditworthy, it will likely hire a professional appraisal to make sure the value of the home you are about to buy is truly worth your loan amount. 

4. What are you looking for?
A home is more than just a collection of bedrooms and bathrooms. Several properties each with four bedrooms, three baths, and the same price may well represent radically different designs, commuting distances, lot sizes, tax costs, interior dimensions, and exterior finishes.

Consider such things as pricing, location, size, amenities (extras such as a pool or extra-large kitchen) and design (one floor or two, colonial or modern, etc.).  Next, it’s important to consider your priorities. If you can’t get a home at your price with all the features you want, then what features are most important? Lastly, consider your needs in several years.

How do you find a house?

Target your search; by using basic measures such as general location and affordability, you can refine your search and focus on homes that offer the most desirable features.
Some buyers like to search online by looking at listings on the basis of location or price; others prefer to have local realtors suggest properties; and many buyers prefer both approaches. Either way you should maintain a file with information on each of the homes you like.

5. How to choose a home

There’s no doubt that choosing a home is a big decision and you want to do it right. As a buyer, here’s what actually happens: a home has been placed on the market for which the seller has established an asking price as well as other terms. In effect, this is an offer. At this point, you have three choices: accept the seller’s offer and create a contract; reject it and not make an offer; or suggest different terms and make a counter-offer. If you choose this last option, the seller may accept, reject or make a counter-offer.

Is it THE house? Can you really afford it?
A house is shelter, but a home is far more. It’s where you live, relax, entertain friends, raise families, and work. A home is where you spend much of your life, and so choosing a house is an enormous decision.

Price
Your lender says you can afford to buy the home you adore, but are you comfortable with the monthly payments you’ll be obligated to make? Is the down payment within your means? Will you have enough cash to pay transaction costs and moving expenses? If the house needs major repairs, remodeling or redecorating can you save the necessary funds within a reasonable time period?

Condition
Along with price, the condition of the home should be a top consideration. Does the home need a new roof? Does it require extensive upgrading of the electrical wiring? New plumbing? Is the home disaster-ready (e.g., bolted to the foundation in earthquake country)? A fixer-upper home with lots of potential can be a great find or a money pit. Will you be able to meet the financial challenges and live with the mess and inconvenience while the home is being brought up to your expectations? 

Size and configuration
Is the house the right size for your needs and does it have the right combination of bedrooms, bathrooms and other living areas? Is that small closet-less den really big enough for your child’s bedroom? Is one bathroom adequate and if not, what are the real costs and headaches of adding a second one? Does the kitchen have enough cupboard and countertop space? Is the garage wide enough and deep enough for your vehicles? Will your piano really fit in that alcove near the staircase? 

Comfort 
Does the house have a central heating system? A central air-conditioning system? Are those climate controls important to you? Are the windows large enough and positioned to create cross ventilation? If the house has two stories, are you comfortable with the idea of walking up and down stairs everyday? Is there a downstairs bathroom (and bedroom, if needed) for guests who can’t navigate the stairs? 

Resale potential
People move to a new home every seven years, on average. If you wanted to sell your home or were forced by unexpected circumstances to sell it, how easy would it be to find a ready, willing and able buyer? 

6.  Obtaining funding 

What kind of loan?
There are thousands of loans available out there from a variety of lenders, but in general, the mortgage you choose will likely be determined by at least several key factors:

A) How much down? Loans with 5 percent down or less are now widely available, in fact, loans from major lenders with no money down have appeared in recent years. 

B) If you place less than 20 percent down, lenders will want the mortgage guaranteed by an outside third party such as the Veterans Administration (VA), the Federal Housing Administration (FHA) or a private mortgage insurer (PMI, or private mortgage insurance, is required by lender to protect against any mortgage defaults). More than 2.5 million VA, FHA and PMI loans are generated each year. 

C) How’s your credit? The best rates and terms are only available to those with solid credit. To get the best loans, make a point of paying credit cards, installment payments, rent and mortgage bills in full and on time. 

D) Are you a first-time buyer? It might seem that “first-time buyer” means someone who has never owned property before, but under most state programs, the term refers to those who have not owned property within the past three years. State-backed first-timer programs often feature smaller down payments and below-market interest rates.

How do you get a loan?
To obtain a loan you must complete a written loan application and provide supporting documentation. Specific documents include recent pay stubs, rental checks and tax returns for the past two or three years if you are self-employed. During the prequalification procedure, the loan officer will describe the type of paperwork required.

Where do you get a loan?
Mortgage financing can be obtained from mortgage bankers, mortgage brokers, savings and loan associations, mutual savings banks, commercial banks, credit unions, and insurance companies. A growing number of realtors can also arrange financing.

7. Make an Offer

Realtor groups, working with legal counsel, have developed forms that are appropriate for realty transactions in specific communities. Such documents include numerous sale conditions and their wording should be carefully reviewed to assure that they reflect the terms you want to offer. While much attention is spent on offering prices, a proposal to buy includes both the price and terms. In some cases, terms can represent thousands of dollars in additional value for buyers or additional costs. Terms are extremely important and should be carefully reviewed.

How much?
You sometimes hear that the amount of your offer should be x percent below the seller’s asking price or y percent less than you’re really willing to pay. In practice, the offer depends on the basic laws of supply and demand: if many buyers are competing for homes, then sellers will likely get full-price offers and sometimes even more. If demand is weak, then offers below the asking price may be in order.

How do you make an offer?
The process of making offers varies around the country. In a typical situation, you will complete an offer that the realtor will present to the owner and the owner’s representative. The owner, in turn, may accept the offer, reject it or make a counter-offer.

Because counter-offers are common (any change in an offer can be considered a “counter-offer”), it’s important for buyers to remain in close contact with realtors during the negotiation process so that any proposed changes can be quickly reviewed.

How many inspections?
A number of inspections are common in residential realty transactions. They include checks for termites, surveys to determine boundaries, appraisals to determine value for lenders, title reviews and structural inspections.

Structural inspections are particularly important. During these examinations, an inspector comes to the property to determine if there are material physical defects and whether expensive repairs and replacements are likely to be required in the next few years. Such inspections for a single-family home often require two or three hours, and buyers should attend. This is an opportunity to examine the property’s mechanics and structure, ask questions and learn far more about the property than is possible with an informal walk-through.

8. Get Insurance

What kind and how much?
There are various forms of insurance associated with home ownership, including these major types:

Title insurance: purchased with a one-time fee at closing, title insurance protects owners in the event that title to the property is found to be invalid. Coverage includes “lenders” policies, which protect buyers up to the mortgage value of the property, and “owners” coverage, which protects owners up to the purchase price. In other words, “owners” coverage protects both the mortgage amount and the value of the down payment.

Homeowners’ insurance provides fire, theft and liability coverage. Homeowners’ policies are required by lenders and often cover a surprising number of items, including in some cases such property as wedding rings, furniture and home office equipment.

Flood insurance: generally required in high-risk flood-prone areas, this insurance is issued by the federal government and provides as much as $250,000 in coverage for a single-family home plus $100,000 for contents. 

How do you get insurance?
The time to obtain insurance and warranty coverage is at closing, so speak with a realtor or insurance broker prior to closing. Be sure to ask about limitations, costs, deductibles and “endorsements” (additional forms of coverage that may be available).

9. Closing

The closing process, which in different parts of the country is also known as “settlement” or “escrow,” is increasingly computerized and automated. In many cases, buyers and sellers don’t need to attend a specific event; signed paperwork can be sent to the closing agent via overnight delivery.

In practice, closings bring together a variety of parties who are part of the “transaction” process. For example, while the history of property ownership has been checked, it’s possible that the records contain errors, unrecorded claims or flaws in the review itself, thus title insurance is necessary. At closing, transfer taxes must be paid and other claims must also be settled (including closing costs, legal fees and adjustments). In most transactions, the closing agent also completes the paperwork needed to record the loan.

What to expect
Settlement is a brief process where all of the necessary paperwork needed to complete the transaction is signed. Closing is typically held in an office setting, sometimes with both buyer and seller at the same table, sometimes with each party completing their papers separately.

Whatever the case, the result is that title to the property is transferred from seller to buyer. The buyer receives the keys and the seller receives payment for the home. From the amount credited to the seller, the closing agent subtracts money to pay off the existing mortgage and other transaction costs. Deeds, loan papers, and other documents are prepared, signed and filed with local property record offices.

What you need to do
One of the best parts of settlement is that buyers and sellers need to do very little.

Before closing, buyers typically have a final opportunity to walk through the property to assure that its condition has not materially changed since the sale agreement was signed. At closing itself, all papers have been prepared by closing agents, title companies, lenders and lawyers. This paperwork reflects the sale agreement and allows all parties to the transaction to verify their interests. For instance, buyers get the title to the property, lenders have their loans recorded in the public records and state governments collect their transfer taxes.

10. Last Details

Those papers you received at settlement are extremely valuable, so hold on to them. In the short-term they can help establish tax deductions for the year in which the property was purchased. In the future, such papers will be important for tax purposes when the property is sold, and in some cases, for calculating estate taxes.

Also at closing, determine the status of the utilities required by the home, items such as water, sewage, gas, electric and oil service. You want utility bills to be paid in full by owners as of closing and you also want services transferred to your name for billing. Usually such transfers can be done without turning off utilities.

About two weeks after closing, contact your local property records office and confirm that your deed has been officially recorded. Such records are public notices that show your interest in the property.

Lastly,

10 Mistakes you Can’t Afford

Don’t choose the wrong mortgage.

Don’t confuse pre-approved and pre qualified with a loan commitment

Don’t have too much credit

Don’t put misinformation on your loan application

Don’t hide if you can’t make your payments

Don’t skip a home inspection

Don’t hire just any agent

Don’t wait until the last minute to gather needed documents

Don’t pay too much up front (down payment, etc.)

Don’t misplace your title deed/mortgage documents

Using your IDA

What Your IDA Can Be Used For:

1)
Down Payment

2)
Closing Costs  

Steps You Must Take to Use Your IDA for Purchasing a Home:
1. Complete the program requirements for the Assets for All Alliance.

These include attending a Goal Specific Training on Education and the 4 Investor Clubs each year.  You also must be saving regularly and be in good standing with the program.

2. Once you have begun the purchase process, collect the paperwork you will need.

The paperwork that we will need to process your withdrawal includes the following:

· Singed purchase contract

· Escrow account number with escrow company

· Mortgage approval

· Closing statement

3. Fill out and submit the matched withdrawal forms to the Assets for All Alliance.  

There are two forms to fill out, the Matched Withdrawal Request form and the Matched Withdrawal Release form. You can get these from your Investor Manual or from your community partner.  Fill out these forms, which tell us what you want to purchase, to whom the check will be written, and how you would like to receive the check. Submit these forms as well as the paperwork mentioned above to your community partner.  We will contact you if we need any further information.
4. Receive your check and make your payment or purchase your item.

Once the withdrawal has been approved, Citibank will process your withdrawal.  You can either pick up the check in person at the Sunnyvale Citibank, have it mailed to you, or have it mailed directly to the vendor (i.e. title company).  

Remember: 
· Funds can be withdrawn in installments after being in the program for more than 6 months.  For example, after being in the program for one year, you could use the money you had saved to pay for the down payment on your home ($1000 of your savings + $2000 in match money = $3000).  You could then continue to save towards home improvements.

· A maximum of $4,000 will be provided in matching funds.

· You can save more than $2,000 in your IDA account (the two-signature account, which is jointly held by you and Lenders for Community Development). However savings beyond $2000 will not be matched.  
Resources On the Web

Realtor. Com (online web source)

Homestore.com (online web source)

FHICDA.com (First Home, Inc. and the California Dream Alliance resource guide to homeownership)
smchsa.org/housing/rentlist.htm#legend (San Mateo County Human Services Agency’s 

Affordable Housing Chart)

housingfinance. com (online web source)

novoco.com/resource.shtml (Affordable Housing  Online Resource Center)

hud.gov/ (US Department of Housing and Urban Development)

Note: check list of housing counseling list of agencies, 

ginniemae.gov/index.asp (Federal Affordable Housing Lender)

Of special interest: Homeowner’s Information Center, Housing Resources, links to: 

Federal Housing Administration (FHA)

Department of Veterans Affairs (FHA)

Rural Community Assistance Corporation (RCAC)

USDA Rural Housing Services

Native American Program

Also, freddiemac.com/   and fanniemae.com/ (Federal Affordable Housing Lenders)

housingzone.com/topics/affordable.asp (Affordable Housing Links)

housingadvocates.org/default.asp?ID=402 (Links to Affordable Housing Web/Sites)

hcd.ca.gov/  OR bth.ca.gov/  (Housing and Community Development homepage for CA) 

realtor.org (NAR’s--National Realtors Association website
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