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				Top 20 Hints for Home Buyers

					1.	Buy a home that comfortably allows you to accomplish your other financial goals. Understand how the proposed home purchase fits into and affects your existing financial situation and goals, especially saving for retirement.

					2.	Get your personal finances in order before you buy. You should make your saving, investment, and insurance plans before you buy.

					3.	Mortgage lenders and real estate agents can’t tell you how much you can afford to borrow. They can only tell you the maximum that you’re eligible to borrow.

					4.	The best time to think about selling your house is before you buy it. Be sure that the home you buy has features other buyers will find desirable, or you won’t be able to get a good price when you sell it.

					5.	Real estate is a good long-term investment. However, home values go through up periods as well as down periods. If you’re a homeowner during most of your adult life, your home should enjoy a healthy appreciation of value.

					6.	Consider renting if you think you’ll soon need to move. Given all the costs associated with buying and then selling a home, if you don’t expect to hold on to your home for at least three (and  preferably five) years, you could very well lose money.

					7.	Have the courage to be a contrarian. The best time to buy is usually at the bottom of a real estate cycle when no one else thinks it’s a good time to buy. Compare the monthly costs of renting a home to buying it to see whether buying offers a good value.

					8.	You can easily save thousands of dollars by  shopping around for a good mortgage. Money is a commodity, just like toasters and toilet paper.

					9.	Choose a mortgage that fits your needs and ability to accept risk. Don’t take an adjustable-rate mortgage unless you can afford the maximum possible monthly payment and the risk of fluctuating payments.

					10.	What you don’t know is usually what gets you into trouble. Real estate is a team sport. Put the right players on your team and you greatly reduce the likelihood of problems with your purchase.

					11.	Invest the time to find the best possible real estate agent that you can. A patient, knowledgeable agent can add value to your home-buying transaction. A mediocre or lousy agent can be a liability.

					12.	Remember that real estate agents, mortgage brokers, and other players only get paid if you buy, and they generally get paid more the more you spend on a home. To protect yourself against these conflicts of interest, get your financial house in order before you start working with these players.

					13.	Buying a home is an emotional experience for most people. The better job you do of controlling your emotions, the more likely you are to control the transaction and get a good deal.

					14.	Beware of fake sellers trying to peddle  overpriced houses. Learn how to spot  counterfeit sellers before you waste your precious time and money on them.

					15.	“What’s it worth?” is the most important question to answer when buying a home. Examine sales of comparable homes (a good agent can assist you) to answer this question.

					16.	There are no absolutes in real estate negotiation. Smart buyers realize that there are times to make a low-ball offer and times to make your first offer the highest offer you can afford. And remember that everything is negotiable.

					17.	If the deal you’re getting on a home, mortgage, or any other aspect of a home purchase seems too good to be true, it probably is. Find out why the home or mortgage is so cheap or suffer the consequences later.

					18.	Never buy a pig in a poke. Don’t try to save money by skipping inspections. Have the home thoroughly inspected before you buy it. If in doubt, reinspect.

					19.	Buy the most comprehensive homeowners insurance policy you can. Make sure that you have coverage for catastrophic risks, such as earthquakes or floods, that may occur in your area.

					20.	Don’t let unexpected closing costs sabotage you. Ensure that you have enough cash to buy the home by estimating in advance all the costs you must pay at the time of closing, including moving expenses, insurance  premiums, loan fees, and property taxes.

				

			

				
				
			
				Mortgage Payment Calculator*

				To calculate your monthly mortgage payment, simply multiply the relevant number from the table below by the size of your mortgage expressed in (divided by) thousands of dollars. For example, on a 30-year mortgage of $125,000 at 73⁄4 percent, you multiply 125 by 7.17 (from the table) to come up with an $896.25 monthly payment.
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								*Warning: Mortgage payments are only a portion of the costs of owning a home. See Chapters 2 and 3 to figure your total costs and fit them into your personal finances.
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				Praise for Previous Editions of  Home Buying For Dummies

				“It is absolutely practical. They cover the basics in straightforward language and go into enough detail to make them the only books you’ll need.”

					— Eric Antonow, President and CEO, Katabat Corporation

				“As a first-time home buyer, I found this book to be a quick read and immensely helpful in knowing what to ask my agent, what to look for on walk-throughs, what to expect in terms of offers and counteroffers, as well as the entire timeline and process from open house to moving in. This book really is invaluable to anyone purchasing a home, even if you’re not a first-time home buyer.”

					— Travis A. Wise, San Jose, CA

				“Because I bought this book, I was able to carry on intelligent conversations with my agent and lender when I recently purchased a home. Even better, I felt prepared for those conversations and much more in control of the situation than I would have had I not read this book. Thanks to the authors for doing such a great job!”

					— Jeff C. Benson, Lake Zurich, IL

				 “I never bought real estate in my life. I never shopped for a mortgage in my life. But after reading this book I am extremely well prepared when I call them and when they walk through the door to meet with me.”

					— Ben Milano, Lindenhurst, NY

				 “If you are considering buying a home, don’t fail to read this excellent new book. The book is full of profitable ‘insider tips’ which most real estate writers either don’t know or are afraid to reveal. The advice is so good I wish I had written it . . . on my scale of 1 to 10, this outstanding book rates a 12.”

					—	Robert J. Bruss, Tribune Media Services

				“ . . . Home Buying For Dummies immediately earned a prominent spot on my reference bookshelf . . . takes a holistic approach to home buying.”  

					—	Broderick Perkins, San Jose Mercury News

				“ . . . invaluable information, especially for the first-time home buyer . . .”    

					—	Carol Nuckols, Fort Worth Star-Telegram

					Here’s what critics have said about Eric Tyson and his previous national bestselling personal finance guides:

				 “Personal Finance For Dummies is the perfect book for people who feel guilty about inadequately managing their money but are intimidated by all of the publications out there. It’s a painless way to learn how to take control. My college-aged daughters even enjoyed reading it!”

					—	Karen Tofte, producer, National Public Radio’s  Sound Money

				“Among my favorite financial guides are . . . Eric Tyson’s Personal Finance For Dummies.”

					—	Jonathan Clements, The Wall Street Journal

				“Smart advice for dummies . . . skip the tomes . . . and buy Personal Finance For Dummies, which rewards your candor with advice and comfort.”

					—	Temma Ehrenfeld, Newsweek

				“Eric Tyson is doing something important — namely, helping people at all income levels to take control of their financial futures. This book is a natural outgrowth of Tyson’s vision that he has nurtured for years. Like Henry Ford, he wants to make something that was previously accessible only to the wealthy accessible to middle-income Americans.”

					—	James C. Collins, coauthor of the national bestseller Built to Last; Lecturer in Business, Stanford Graduate School of Business

				“Eric Tyson . . . seems the perfect writer for a . . . For Dummies book. He doesn’t tell you what to do or consider doing without explaining the why’s and  how’s — and the booby traps to avoid — in plain English. . . . It will lead you through the thickets of your own finances as painlessly as I can imagine.”

					—	Clarence Peterson, Chicago Tribune

				“Personal Finance For Dummies is, by far, the best book I have read on financial planning. It is a simplified volume of information that provides tremendous insight and guidance into the world of investing and other money issues.”

					—	Althea Thompson, producer, “PBS Nightly Business Report”

				More Best-Selling For Dummies Titles by Eric Tyson

				Investing For Dummies

				The Wall Street Journal bestseller that walks you through how to build wealth in stocks, bonds, mutual funds, real estate, small business, and other investment vehicles.

				Personal Finance For Dummies

				Discover the best way to establish and achieve your financial goals, reduce your spending and taxes, and make wise personal financial decisions. Wall Street Journal bestseller with more than 1 million copies sold in all editions, and winner of the Benjamin Franklin business book award.

				Taxes For Dummies

				The best-selling reference for completing your tax return and making tax-wise financial decision year-round.

				House Selling For Dummies

				Want to stand out to homebuyers in today’s crowded market? America’s #1 bestselling real estate authors, Eric Tyson and Ray Brown, have revised their classic guide to save your time and money as you prepare to tell your property. They’ll show you when to put your house on the market, the pros and cons of FSBO, and the best way to utilize the Internet, from online listings to digital photos. 

				Mortgages For Dummies

				Eric Tyson and Ray Brown give you the proven solutions for obtaining a mortgage, whether you want to buy your first home, refinance, or tap into your equity. You get the latest on adjustable-rate mortgages, how to find the best lender, how to avoid fiscal pitfalls and foreclosure, and much more. 

				Real Estate Investing For Dummies

				Real estate is a proven wealth-building investment, but many people don’t know how to go about making and managing rental property investments. Real estate and property management experts Robert Griswold and Eric Tyson cover the gamut of property investment options, strategies, and techniques.

				Small Business For Dummies

				Take control of your future and makes the leap from employee to entrepreneur with this enterprising guide. From drafting a business plan to managing costs, you’ll profit from Eric Tyson and Jim Schell’s expert advice and real-world examples that cover every aspect of building your own business. 
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				Introduction

				Welcome to Home Buying Kit For Dummies, 5th Edition! 

				For about the cost of a couple of movie tickets, you can quickly and easily discover how to save thousands — perhaps even tens of thousands — of  dollars the next time you buy a home.

				How can we make such a claim? Simple. Each of us has spent decades  personally advising thousands of people like you about home purchases  and other important financial decisions. We’ve seen how ignorance of basic concepts and practices translates into money-draining mistakes. And, we know that many of these mistakes are both needless and avoidable.

				[image: remember.eps]	No one is born knowing how to buy a home. Everyone who’d like to buy a home must learn how to do it. Unfortunately, too many people get a crash course in the school of hard knocks — and learn by making costly mistakes at their own expense.

				We know that you’re not a dummy. You’ve already demonstrated an interest in discovering more about home buying by selecting this book, which can help you make smart moves and avoid financial land mines.

				In the event that you’re still wondering whether to buy this book, consider that buying a home may well be the largest purchase that you ever make. Buying a home can send shock waves through your personal finances and may even cause a sleepless night or two. Purchasing a home is a major  financial step and a life event for most people. It certainly was for us when we bought our first homes. You owe it to yourself to do things right.

				About This Book: The Eric Tyson/ Ray Brown Difference

				We know that many home buying books are competing for your attention. Here are several other compelling reasons why this is the best book for you:

				[image: check.png] It’s in plain English. Because we work with real people and answer real questions, our information is current, and we have a great deal of  experience in explaining things. This experience can put you firmly in control of the home buying process (rather than having it control you).

				[image: check.png] It’s objective. We’re not trying to sell you an expensive newsletter or some real estate product that you don’t need. Our goal is to make you as knowledgeable as possible before you purchase a home. We even explain why you may not want to buy a home. We’re not here to be real estate cheerleaders.

				[image: check.png] It’s holistic. When you purchase a home, that purchase affects your  ability to save money and accomplish other important financial goals. We help you understand how best to fit your home acquisition into the rest of your personal-finance plan.

				[image: check.png] It’s a reference. You can read this book from cover to cover if you want. However, we know that you’re busy and that you likely don’t desire to become a real estate expert, so each portion of the book stands on its own. You can read it piecemeal to address your specific questions and immediate concerns.

				Conventions Used in This Book

				Every book has its own conventions, and this one is no different. To make the most of the information we provide, keep your eye out for these conventions:

				[image: check.png] Italics highlight new terms that we define.

				[image: check.png] Boldfaced text indicates the keywords in explanatory bulleted lists.

				[image: check.png] Monofont sets Web addresses apart.

				In addition, you can safely skip text in gray-shaded sidebars without missing anything you need to know. Sidebars contain plenty of helpful information, but the information they contain isn’t crucial to your understanding of the topic at hand.

				How This Book Is Organized

				So you’re ready to buy a home. Or maybe you know that you’re not ready, but you see a home purchase somewhere on the not-too-distant horizon. This book starts with the premise that many important things should fall into place before you sign a contract to buy a home. And even after the deal is done, you’ll have questions. Fear not! Our book covers what you need to know.

				Part I: Home Economics

				Perplexed about whether or not to buy a home? Concerned that your finances aren’t as neat and tidy as they should be? Don’t know what you can afford or how you’ll pay for it? This part is for you! Many prospective home buyers make the mistake of buying before they understand their financial options and the home buying process. As a bonus in this part, we explain real estate market economics, and we tell you how to spot a buyer’s market (good values) and avoid the perils of a seller’s market (inflated prices).

				Part II: Financing 101

				One of the most challenging and important aspects of the home buying process is choosing a mortgage. Although not quite as jargon-prone as an Internal Revenue Service auditor, most mortgage lenders do have a penchant for using terminology — such as negative amortization and points — that you probably don’t use in your daily life. In this important part, we explain the different types of mortgages and cut through all that jargon to help you select the type of mortgage that matches your needs. We discuss the importance of your credit score, how to understand it, and even how to improve it. In addition to explaining how to get the best deal that you can on a mortgage, we guide you through the morass of paperwork required to apply for and obtain your loan.

				Part III: Property, Players, and Prices

				After you decide that you’re ready to buy and you know how much you can really afford (given your budget and other financial objectives), you’re ready to explore how the home-buying game is played. In this part, we introduce you to the various types of property you may consider buying and the people you may hire to help you buy a home. In addition to steering you toward  winning strategies and players, we help you avoid loser properties and people. We give you a crash course on how to distinguish good buys from overpriced duds so that you don’t overpay (and may even get a very good deal) when you purchase your dream home. We also explain how to harness the power of the Internet and tell you which realty Web sites are worth your time.

				Part IV: Making the Deal

				In this part, we get down to brass tacks — how to negotiate a super deal and how to get your home inspected from roof to foundation so that you know whether it’s in perfect shape or riddled with expensive defects. Because you can’t close the purchase until you get homeowners insurance, we explain what to buy, where to buy, and how to buy it right. Finally, we describe some of the legal and tax ramifications of your purchase, along with ways to make sure that your deal closes smoothly and without unnecessary costs.

				Part V: The Part of Tens

				In this part, we tackle shorter topics that don’t seem to fit elsewhere in this book. Here, we list the ten financial musts after you buy, the ten things to know when investing in real estate, and the ten things to consider when  selling your house.

				Part VI: Appendixes

				Besides showing you a good home-inspection report, this part also provides a sample home-buying contract so you’ll be familiar with these documents. Finally, we provide you a comprehensive glossary in case you can’t quite remember what a certain real estate word or phrase means.

				Icons Used in This Book

				Sprinkled throughout this book are cute little icons to help reinforce and draw attention to key points or to flag stuff that you can skip.

				[image: tip.eps]	This bulls’-eye notes key strategies that can improve your real estate deal  and, in some cases, save you lots of moola. Think of these as helpful little paternalistic hints we would whisper in your ear if we were close enough to  do so!

				[image: warning_bomb.eps]	Numerous land mines await novice as well as experienced home buyers. This explosive symbol marks those mines, and then we tell you how to sidestep them.

				[image: investigate_investing.eps]	Occasionally, we suggest that you do more research or homework. Don’t worry: We tell you exactly what you need to do.

				[image: beware_sailing.eps]	Unfortunately, as is the case in all parts of the business world, some people and companies are more interested in short-term profits than in meeting your needs and concerns. We warn you how, when, and where you may be fleeced, and where appropriate, we show you how to de-fleece yourself!

				[image: remember.eps]	“If I’ve told you once, I’ve told you a thousand times . . . .” Remember good old Mom and Dad? From time to time, we tell you something quite important and perhaps repeat ourselves. Just so you don’t forget the point, this icon serves as a little nag to bring back those childhood memories.

				[image: technicalstuff.eps]	Some of you are curious and have time to spare. Others are busy and just want to know the essentials. This geeky icon points out tidbits and information that you don’t really have to know, but understanding this stuff can make you more self-confident and proud!

				[image: checkitout_blues.eps]	’Want to calculate your monthly expenses? Or have a handy-dandy list available when you interview realtors and home inspectors? Wanna see what your bank might include on a mortgage application? These along with lots of other important stuff can be found on the CD. If you are reading this in an electronic format, go to the Table of Contents for access to the additional content.

				Where to Go from Here

				Odds are you’re not quite ready to bolt over to the nearest bank and take out a mortgage — and we don’t suggest that you blindly call the first Realtor in the Yellow Pages. It’s up to you where you go from here, but if you’re just beginning to think about buying your first home, we recommend that you read this book straight through, cover to cover, to maximize your home buying savvy. But the A-to-Z approach isn’t necessary — if you feel pretty confident in your knowledge of certain areas, pick other ones that you’re most interested in by either skimming this book’s table of contents or by relying on the well-crafted index at the back of the book.

				

				

			

		

	
		
			
				Part I

				Home Economics

		
			
				
					[image: 9781118117965-pp0101.eps]
				

			

		In this part . . .

				Is home ownership for you? Is now the right time? How much can you afford to spend on a home? These questions aren’t meant to throw you into a panic. If you don’t know how to answer them (and perhaps even if you think that you do), this part is for you! Many people assume that they need to buy a home (or that they don’t) without taking a good look at their overall personal financial situation. Don’t make that mistake! Read this part to see how a home purchase should fit into your financial puzzle and to understand how and why home prices do what they do. 

				

			

		
		

	
		
			
				Chapter 1

				Deciding Whether to Buy

				In This Chapter

				[image: arrow] Considering the pros and cons of owning and renting

				[image: arrow] Avoiding common mistakes when deciding to buy or rent

				Every month, week, and day, we buy things large and small: lunch, a new pair of shoes, and every now and then, a car.

				Most people buy things without doing much comparison shopping, but instead draw upon their past experiences. When the counter help at the nearby coffeehouse is friendly and you like the brew, you go back for more.

				Sometimes purchases lead you by association to related purchases. You get a pet cat or dog, for instance, and buying a collar and pet toys may naturally follow. By the same token, you buy a home, and before long you have a new television and gardening gloves.

				You end up being really happy with some items you purchase. Others fall short of your expectations . . . or worse. When the items in question don’t cost you much, it’s no big deal. Perhaps you return them or simply don’t buy more in the future. But when it comes to buying a home, that kind of sloppy shopping can lead to financial and emotional disaster.

				If you’re not willing to invest time, and if you don’t work with and heed the advice of the best people, you could end up overpaying for a home you hate. Our goals in this book are simple: to ensure that you’re happy with the home you buy, that you get the best deal you can, and that owning the home helps you accomplish your financial goals.

				Weighing the Advantages  of Owning versus Renting

				Nearly everyone seems to have an opinion about buying a home. People in the real estate business — including agents, lenders, property inspectors, and other related people — endorse homeownership. Of course, why wouldn’t they? Their livelihoods depend upon it! Therein lies one fundamental problem of nearly all home buying books written by people who have a vested interest in convincing their readers to buy a home.

				[image: remember.eps]	Homeownership isn’t for everyone. One of our objectives in this chapter is to help you determine whether home buying is right for you.

				Consider the case of Peter, who thought that owning a home was the best financial move he could make. What with tax write-offs and living in a place while it made money for him, he thought how could he lose? Peter envied his colleagues at work who’d seemingly made piles of money with property they bought years ago. Peter was a busy man and didn’t have time to research other ways to invest his money.

				Unfortunately, Peter bought a place that stretched his budget and required lots of attention and maintenance. Adding insult to injury, Peter went to  graduate school clear across the country (something he knew he was likely to do at the time he bought) three years after he purchased. During these three years of his ownership, home prices dropped 10 percent in Peter’s neighborhood. So after paying the expenses of sale and closing costs, Peter ended up losing his entire down payment when he sold.

				Conversely, some people who continue to rent should buy. In her 20s, Melody didn’t want to buy a home, because she didn’t like the idea of settling down. Her monthly rent seemed so cheap compared with the sticker prices on homes for sale.

				As it always does, time passed. Melody’s 20s turned into 30s, which melted into 40s and then 50s, and she was still renting. Her rent skyrocketed to eight times what it was when she first started renting — that insignificant $150 monthly rent was now over $1,200 per month. Even with the late 2000s real estate price declines, home prices really seemed out of sight compared with three decades earlier. She fearfully looked ahead to escalating rental rates in the decades when she hoped to be retired.

				Ownership advantages

				Most people should eventually buy homes, but not everyone and not at every point in their lives. To decide whether now’s the time for you to buy, consider the advantages of buying and whether they apply to you.

				Owning should be less expensive than renting

				You probably didn’t appreciate it growing up, but in addition to the diaper changes, patience during potty training, help with homework, bandaging bruised knees, and countless meals, your folks made sure that you had a roof over your head. Most of us take shelter for granted, unless we don’t have it or are confronted for the first time with paying for it ourselves.

				Remember your first apartment when you graduated from college or when your folks finally booted you out? That place probably made you appreciate the good deal you had before — even those cramped college dormitories may have seemed more attractive!

				But even if you pay several hundred to a thousand dollars or more per month in rent, that expense may not seem so steep if you happen to peek at a home for sale. In most parts of the U.S., we’re talking about a big number —  $150,000, $225,000, $350,000, or more for the sticker price. (Of course, if you’re a medical doctor, lawyer, management consultant, or investment banker, you probably think that you can’t find a habitable place to live for less than a half-million dollars, especially if you live in costly places such as New York City, Boston, Los Angeles, or San Francisco.)

				[image: tip.eps]	Here’s a guideline that may change the way you view your seemingly cheap monthly rent. To figure out the price of a home you could buy for approximately the same monthly cost as your current rent, simply do the following calculation:

				Take your monthly rent and multiply by 200, and you come up with the  purchase price of a home.

				$ _________ per month	x	200 = $ ________________

				Example: $ 1,000	x	200 = $200,000

				So in the preceding example, if you were paying rent of $1,000 per month, you would pay approximately the same amount per month to own a $200,000 home (factoring in tax savings). Now your monthly rent doesn’t sound quite so cheap compared with the cost of buying a home, does it? (Note that in Chapter 3 we show you how to accurately calculate the total costs of owning a home.)

				[image: warning_bomb.eps]	Even more important than the cost today of buying versus renting is the cost in the future. As a renter, your rent is fully exposed to increases in the cost of living, also known as inflation. A reasonable expectation for annual increases in your rent is 4 percent per year. Figure 1-1 shows what happens to a $1,000 monthly rent at just 4 percent annual inflation.

					

				
					Figure 1-1: The  skyrocketing cost of  renting.

				

					[image: 9781118117965-fg0101.eps]

				When you’re in your 20s or 30s, you may not be thinking or caring about your golden years, but look what happens to your rent over the decades ahead with just modest inflation! Then remember that paying $1,000 rent per month now is the equivalent of buying a home for $200,000. Well, in 40 years, with 4 percent inflation per year, your $1,000-per-month rent will balloon to $4,800 per month. That’s like buying a house for $960,000!

				In our example, we picked $1,000 for rent to show you what happens to that rent with a modest 4 percent annual rate of inflation. To see what may happen to your current rent at that rate of inflation (as well as at a slightly higher one), simply complete Table 1-1. (You can access Table 1-1 on the CD; if you are reading this in an electronic format, go to the Table of Contents for access to the additional content.)
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				[image: remember.eps]	If you’re middle-aged or retired, you may not plan on having 40 to 60 years ahead of you. On the other hand, don’t underestimate how many more years of housing you’ll need. U.S. health statistics indicate that at age 50, you have a life expectancy of nearly 30 more years, and at age 65, nearly 20 more years.

				Although the cost of purchasing a home generally increases over the years, after you purchase a home, the bulk of your housing costs aren’t exposed to inflation if you use a fixed-rate mortgage to finance the purchase. As we explain in Chapter 6, a fixed-rate mortgage locks your mortgage payment in at a fixed amount (as opposed to an adjustable-rate mortgage payment that  fluctuates in value with changes in interest rates). Therefore, only the  comparatively smaller property taxes, insurance, and maintenance expenses will increase over time with inflation. (In Chapter 3, we cover in excruciating detail what buying and owning a home costs.)

				[image: remember.eps]	You’re always going to need a place to live. And over the long term, inflation has almost always been around. Even if you must stretch a little to buy a home today, in the decades ahead, you’ll be glad that you did. The financial danger with renting long term is that all your housing costs (rent) increase over time. We’re not saying that everyone should buy because of inflation, but we do think that if you’re not going to buy, you should be careful to plan your finances accordingly. We discuss the pros and cons of renting later in this chapter.

				Uses for the wealth you build up in your home

				Over the many years that you’re likely to own it, your home should become an important part of your financial net worth — that is, the difference between your assets (financial things of value that you own, such as bank accounts, retirement accounts, stocks, bonds, mutual funds, and so on) and your liabilities (debts). Why? Because homes generally increase in value over the decades while you’re paying down the loan used to buy the home. Remember, we’re talking about the long term here — decades, not just a few years. The housing market goes through downturns —  the late 2000s being the most recent down period — but the long-term trend has always been higher.

				Even if you’re one of those rare people who owns a home but doesn’t see much appreciation (increase in the home’s value) over the decades of your adult ownership, you still benefit from the monthly forced savings that result from paying down the remaining balance due on your mortgage. Older folks can tell you that owning a home free and clear of a mortgage is a joy.

				All that home equity (the difference between the market value of a home and the outstanding loan on the home) can help your personal and financial situation in a number of ways. If, like most people, you hope to someday retire but (also like most people) saving doesn’t come easily, your home’s equity can help supplement your other sources of retirement income.

				How can you tap into your home’s equity? Here are three main ways:

				[image: check.png] Some people choose to trade down — that is, to move to a less costly home in retirement. Sell your home for $500,000, replace it with one that costs $300,000, and you’ve freed up $200,000. Subject to certain requirements, you can sell your home and realize up to $250,000 in tax-free profits if you’re single, or $500,000 if married. (See Chapter 17 to find out more about this home-ownership tax break.)

				[image: check.png] Another way to tap your home’s equity is through borrowing. Your home’s equity may be an easily tapped and low-cost source of cash (the interest you pay is generally  tax-deductible — see Chapter 3).

				[image: check.png] Some retirees also consider what’s called a reverse mortgage. Under this arrangement, the lender sends you a monthly check that you can spend however you want. Meanwhile, a debt balance (that will be paid off when the property is finally sold) is built up against the property.

				What can you do with all this home equity? Help pay for your children’s college education, start your own business, remodel your home, or whatever!



				You can make your house your own

				Think back to all the places you ever rented, including the rental in which you may currently be living. For each unit, make a list of the things you really didn’t like that you would have changed if the property were yours: ugly  carpeting, yucky exterior paint job, outdated appliances that didn’t work well, and so on.

				Although we know some tenants who actually do some work on their own apartments, we don’t generally endorse this approach because it takes your money and time but financially benefits the building’s owner. If, through  persistence and nagging, you can get your landlord to make the improvements and repairs at her expense, great! Otherwise, you’re out of luck or cash!

				When you own your own place, however, you can do whatever you want to it. Want hardwood floors instead of ugly, green shag carpeting? Tear it out. Love neon-orange carpeting and pink exterior paint? You can add it!

				[image: warning_bomb.eps]	In your zest and enthusiasm to buy a place and make it your own, be careful of two things:

				[image: check.png] Don’t make the place too weird. You probably want or need to sell your home someday, and the more outrageous you make it, the fewer buyers it will appeal to — and the lower the price it will likely fetch. If you don’t mind throwing money away or are convinced that you can find a buyer with similarly (ahem) sophisticated tastes, be as weird as you want. If you do make improvements, focus on those that add value: skylights, a deck addition for an outdoor living area, updated kitchens and bathrooms, and so on.

				[image: check.png] Beware of running yourself into financial ruin. Changing, improving, remodeling, or whatever you want to call it costs money. We know many home buyers who neglect other important financial goals (such as saving for retirement and their kids’ college costs) in order to endlessly renovate their homes. Others rack up significant debts that hang like financial weights over their heads. In the worst cases, homes become money pits that cause owners to build up high-interest consumer debt as a prelude to bankruptcy or foreclosure.

				You avoid unpleasant landlords

				A final (and not inconsequential) benefit of owning your own home is that you don’t have to subject yourself to the whims of an evil landlord. Much is made among real estate investors of the challenges of finding good tenants. As a tenant, perhaps you’ve already discovered that finding a good landlord isn’t easy, either.

				[image: remember.eps]	The fundamental problem with some landlords is that they’re slow to fix  problems and make improvements. The best (and smartest) landlords realize that keeping the building shipshape helps attract and keep good tenants and maximizes rents and profits. But to some landlords, like Leona Helmsley,  maximizing profits means being stingy with repairs and improvements (although some of Leona’s tenants took her to court for her “excessive  thriftiness”).

				When you own your home, the good news is that you’re generally in  control — you can get your stopped-up toilet fixed or your ugly walls painted whenever and however you like. No more hassling with unresponsive,  obnoxious landlords. The bad news is that you’re responsible for paying for and ensuring completion of the work. Even if you hire someone else to do it, you still must find competent contractors and oversee their work, neither of which is an easy responsibility.

				Another risk of renting is that landlords may decide to sell the building and put you out on the street. You should ask your prospective landlords whether they have plans to sell. Some landlords won’t give you a truthful answer, but the question is worth asking if this issue is a concern to you.

				[image: tip.eps]	One way to avoid being jilted by a wayward landlord is to request that the lease contract guarantee you the right to renew your annual lease for a certain number of years, even with a change in building ownership. Unless landlords are planning on selling, and perhaps want to be able to boot you out, they should be delighted with a request that shows you’re interested in staying a while. Also, by knowing if and when a landlord desires to sell, you may be able to be the buyer!

				Renting advantages

				Buying and owning a home throughout most of your adult life makes good financial and personal sense for most people — but not all people and not at all times. Renting works better for some people. The benefits of renting are many:

				[image: check.png] Simplicity: Yes, searching for a rental unit that meets your needs can take more than a few days (especially if you’re in a tight rental market), but it should be a heck of a lot easier than finding a place to buy. When you buy, you must line up financing, conduct inspections, and deal with myriad other issues that renters never have to face. When you do it right, finding and buying a good home can be a time-consuming pain in the posterior.

				[image: check.png] Convenience: After you find and move into your rental, your landlord is responsible for the never-ending task of property maintenance and upkeep. Buildings and appliances age, and bad stuff happens: Fuses blow, plumbing backs up, heaters break in the middle of winter, roofs spring leaks during record-breaking rainfalls, trees come crashing down during windstorms. The list goes on and on and on. As a renter, you can kick back in the old recliner with your feet up, a glass of wine in one hand and the remote control in the other, and say, “Ahhhhh, the joys of not being part of the landed gentry!”

				[image: check.png] Flexibility: If you’re the footloose and fancy-free type, you dislike feeling tied down. With a rental, so long as your lease allows (and most leases don’t run longer than a year), you can move on. As a homeowner, if you want to move, you must deal with the significant chores of selling your home or finding a tenant to rent it.

				[image: check.png] Increased liquidity: Unless you’re the beneficiary of a large inheritance or work at a high-paying job, you’ll probably be financially stretched when you buy your first home. Coming up with the down payment and closing costs usually cleans out most people’s financial reserves. In addition, when you buy a home, you must meet your monthly mortgage payments, property taxes, insurance, and maintenance and repair expenses. As a renter, you can keep your extra cash to yourself, and budgeting is also easier without the upkeep-expense surprises that homeowners enjoy, such as the sudden urge to replace a leaking roof or old furnace.

				[image: tip.eps]		You don’t need to buy a home to cut your taxes. Should you have access to a retirement account such as a 401(k), 403(b), SEP-IRA, or Keogh plan (see Chapter 2), you can slash your taxes while you save and invest your extra cash as a renter. So saving on taxes shouldn’t be the sole motivation for you to buy a home.

				[image: check.png] Better diversification: Many homeowners who are financially stretched have the bulk of their wealth tied up in their homes. As a renter, you can invest your money in a variety of sound investments, such as stocks, bonds, and perhaps your own small business. You can even invest a small amount of money in real estate through stocks or mutual funds if you want (see Chapter 16). Over the long term, the stock market has produced comparable rates of return to investing in the real estate market.

				[image: check.png] Maybe lower cost: If you live in an area where home prices have  rocketed ahead much faster than rental rates, real estate may be  overpriced and not a good buy. This happened in some areas (portions of California, Florida, and Nevada, for example) in the U.S. in the  mid-2000s. In Chapter 4, we explain how to compare the cost of owning to the cost of renting in your area and how to spot a potentially overpriced real estate market.

				[image: remember.eps]		Renting should also be cheaper than buying if you expect to move soon. Buying and selling property costs big bucks. With real estate agent  commissions, loan fees, title insurance, inspections, and all sorts of other costs, your property must appreciate approximately 15 percent just for you to break even and recoup these costs. Therefore, buying property that you don’t expect to hold onto for at least three (and preferably five or more) years doesn’t make much economic sense. Although you may sometimes experience appreciation in excess of  15 percent over a year or two, most of the time, you won’t. If you’re counting on such high appreciation, you’re setting yourself up for  disappointment.

				The Pitfalls of the Rent- versus-Buy Decision

				When you’re considering purchasing a home, you can do lots of reflecting, crunch plenty of numbers, and conduct copious research to help you with your decision. We encourage these activities and show you how to do them in later chapters.

				In reality, we know that many people are tempted to jump into making a  decision about buying or continuing to rent without setting all their ducks in a row. At a minimum, we want to keep you from making common costly  mistakes, so in the following sections, we go over the biggies to avoid.

				Renting because it seems cheaper

				When you go out to look at homes on the market today, the sticker prices are typically in the hundreds of thousands of dollars. Your monthly rent seems dirt-cheap by comparison.

				[image: remember.eps]	You must compare the monthly cost of homeownership with the monthly  cost of renting. And you must factor in the tax savings you’ll realize from home-ownership tax deductions. (We show you how to make these calculations in Chapter 3.) But you must also think about the future. Just as your educational training affects your career prospects and income-earning ability for years to come, your rent-versus-buy decision affects your housing costs — not just this year, but also for years and decades to come.

				Fretting too much over job security

				Being insecure about your job is natural. Most people are — even corporate chief executives, superstar athletes, and movie stars. And buying a home seems like such a permanent thing to do. Job-loss fears can easily make you feel a financial noose tightening around your neck when you sit down to sign a contract to purchase a home.

				Although a few people have real reasons to worry about losing their jobs, the reality is that the vast majority of people shouldn’t worry about job loss.  We don’t mean to say that you can’t lose your job — almost anyone can, in reality. Just remember that within a reasonable time, your skills and abilities will allow you to land back on your feet in a new, comparable position.  We’re not career experts, but we’ve witnessed many folks bounce back in just this way.

				[image: tip.eps]	When losing your job is a high likelihood, and especially if you’d have to  relocate for a new job, consider postponing the purchase of a home until your employment situation stabilizes. (If you haven’t demonstrated a recent history of stable employment, most mortgage lenders won’t want to lend you money anyway — see Chapters 6 and 7.) When you must move to find an acceptable or desirable job, selling your home and then buying another one can cost you thousands, if not tens of thousands, of dollars in transaction fees.

				Buying when you expect to move soon

				People move for many reasons other than job loss. You may want to move soon to advance your career, to be nearer to (or farther from!) relatives, to try living somewhere new, or just to get away from someplace old. 

				Unless you’re planning to hold onto your home and convert it to a rental when you move, buying a home rarely makes sound financial sense when you expect to move within three years. Ideally, stay put for at least five years.

				Succumbing to pushy salespeople

				When you buy a house, you’re the one who’ll be coming home to it day after day — and you’re the one on the hook for all the expenses. Don’t ever forget these facts when you plunge into the thick of purchasing a home. If you have lingering doubts about buying a home, apply the brakes.

				[image: beware_sailing.eps]	Many people involved in home buying transactions have a vested interest in getting you to buy. They may push you to buy sooner (and buy more) than you intend to or can afford, given your other financial goals and obligations. The reasons: Many people who make their living in the real estate trade get paid only if and when you buy, and the size of their earnings depends upon how much you spend. In Chapter 9, we show you how to put together the best team to assist you in making a decision rather than push you into making a deal.

				Ignoring logistics

				Sometimes, when looking at homes, you can lose your perspective on  big-picture issues. After months of searching, Frederick finally found a home that met his needs for both space and cost. He bought the home and moved in on a Saturday. Come Monday morning, Frederick hopped in his car and spent the next hour commuting. At the end of his workday, it was the same thing coming home. He was tired and grumpy when he arrived home Monday  evening, and after making dinner for himself, he soon had to hit the hay to rise early enough to do it all over again on Tuesday.

				Initially, Frederick hoped that the trying traffic was an aberration that would go away — but no such luck. In fact, on many days, his commute was worse than an hour each way. Frederick grew to hate his commute, his job, and his new home.

				[image: remember.eps]	When you buy a home, you’re also buying the commute, the neighborhood, its amenities, and all the other stuff that comes along for the literal and figurative ride. Understand these issues before you buy. In the end, after 18 months of commuter purgatory, Frederick sold his home and went back to renting much closer to his job. Forgetting to consider what the commute from a home to his job would entail was an expensive lesson for Frederick. Don’t make the same mistake Frederick made; take your time, and consider all the important factors about the home you’re thinking about purchasing.

				Overbuying

				Many first-time home buyers discover that their desires outstrip their budgets. Nelson and his wife, Laura, had good jobs in the computer industry and together made in excess of $150,000 per year. They got used to buying what they desired — they ate at fancy restaurants, took luxury vacations, and  otherwise indulged themselves.

				When it came time to purchase a home, they spent the maximum amount and borrowed the maximum amount that the mortgage person told them they could. After the home purchase, Laura got pregnant and eventually left her job to spend more time at home. With the high home-ownership expenses, kid costs, and reduced household income, Nelson and Laura soon found themselves struggling to pay their monthly bills and started accumulating significant credit card debts. Ultimately, they ended up filing bankruptcy.

				[image: remember.eps]	Either you own the home, or it owns you. Get your finances in order, and understand how much you can truly afford to spend on a home before you buy (see Chapters 2 and 3).

				Underbuying

				Remember in the story “Goldilocks and the Three Bears” how Goldilocks had difficulty finding porridge to her liking? In one case, it was too cold, and in another, too hot. Well, just as you can overbuy when selecting a home, you can underbuy. That’s what Nathan and Rebecca did when they bought their first home. They believed in living within their means — a good thing — but they took it to an extreme.

				Nathan and Rebecca bought a home whose cost was far below the maximum amount they could have afforded. They borrowed $70,000 when they could have afforded to borrow three times that amount. They knew when they bought the home that they’d want to move to a bigger house within just a few years. Although this made the real estate agents and lenders happy, all the costs of buying and then selling soon after gobbled a huge chunk of Nathan and Rebecca’s original down payment.

				Buying because it’s a  grown-up thing to do

				Peer pressure can be subtle or explicit. Some people even impose pressure on themselves. Buying a home is a major milestone and a tangible display of financial maturity and success. If your friends, siblings, and coworkers all seem to be homeowners, you may sometimes feel as though you’re being a tad juvenile by not jumping on the same train.

				Everyone has different needs, but not everyone should own a home, and  certainly not at every point in their adult lives. Besides, although they may never admit it, some homeowning friends and colleagues are jealous of you and other financially footloose and fancy-free renters.

				A study even supports the notion that the life of a typical renter is, in some respects, better than that of the average homeowner. Peter Rossi and Eleanor Weber of the University of Massachusetts Social and Demographic Research Institute conducted a survey of thousands of people. Here are some of their findings:

				[image: check.png] Homeowners are less social, on average, than renters — spending less time with friends, neighbors, and coworkers.

				[image: check.png] Homeowners spend more time on household chores.

				[image: check.png] Perhaps for the preceding reasons, renters have more sex and less  marital discord and cope better with parenting than homeowners do!

				Buying because you’re afraid that  escalating prices will lock you out

				From time to time, particular local real estate markets experience rapidly escalating prices. During such times, some prospective buyers panic, often with encouragement from those with a vested interest in converting prospective renters to buyers. Escalating housing prices make some renters feel left out of the party. Booming housing prices make the front page of the newspaper and the local TV news. And gloating homeowners cluck over their equity.

				[image: remember.eps]	Never in the history of the real estate business have prices risen so high as to price vast numbers of people out of the market. In fact, patient buyers who can wait out a market that has increased sharply in value are often rewarded with steadying and, in some cases, declining prices (witness what happened in the late 2000s). Although you won’t be locked out of the market forever, you should keep in mind that if you postpone buying for many years, you’ll likely be able to buy less home for your money thanks to home prices increasing faster than the rate of inflation.

				Misunderstanding what you can afford

				When you make a major decision, be it personal or financial, it’s perfectly natural and human to feel uncomfortable if you’re flying by the seat of your pants and don’t have enough background. With a home purchase, if you haven’t examined your overall financial situation and goals, you’re just  guessing how much you should be spending on a home.

				Again, the vested-interest folks won’t generally bring this issue to your  attention — partly because of their agendas and motivations, but also because it’s not what they’re trained and expert at doing. Look in the mirror to see the person who can help you with these important issues. (Chapter 2 walks you through all the important personal financial considerations you should explore before you set out on your buying expedition.)

				

			

		

	
		
			
				Chapter 2

				Getting Your Financial  House in Order

				In This Chapter

				[image: arrow] Assessing your budget and spending

				[image: arrow] Determining your savings requirements to achieve your goals

				[image: arrow] Protecting yourself and your assets with insurance

				[image: arrow] Remembering what’s most important in life

				W hen you’re shopping for a home, you’re the person best suited to look out for your overall interests. The people involved in typical real estate deals (such as real estate agents, bankers, loan brokers, and the like) are there to get their jobs done. It’s not within their realm of responsibility to worry about how the real estate purchase fits with the rest of your personal finances and how best to arrange your finances before and after purchasing a home. This chapter explains how you can address these important issues.

				[image: warning_bomb.eps]	In the great history of home buying, many people have bought real estate without first getting their finances in order, setting some goals, and dealing with problems — and they’ve often paid dearly for this oversight. What are the consequences of plunging headlong into a home purchase before you’re financially ready? For starters, you could end up paying tens of thousands of dollars more in taxes and interest over the years ahead. In the worst cases, we’ve witnessed the financial ruin of intelligent, hardworking people who end up over their heads in debt (and in some situations, even in foreclosure and bankruptcy). We want you to be happy and financially successful in your home — so please read this chapter!

				Surveying Your Spending

				Even if your income and spending fluctuate, you may have unknowingly developed a basic spending routine. Every month, you earn a particular income and then spend most of, all of, or perhaps even more than what you earn on the necessities (and the not-so-necessary things) of life.

				[image: tip.eps]	When you want to buy a home, saving is one area where it pays to be above average. Consistently saving more than 5 percent of your income can help turn you from a renter into a financially able and successful homeowner. Why? For two important reasons:

				[image: check.png] To purchase a home, you need to accumulate a decent chunk of money for the down payment and closing costs. True, wealthy relatives may help you out, but counting on their generosity is foolhardy. The attached strings may make such a gift or loan undesirable. If you’re like most people, you probably don’t have any wealthy relatives anyhow.

				[image: check.png] After you buy a home, your total monthly expenses will probably increase. So if you had trouble saving before the purchase, your finances are really going to be squeezed postpurchase. This will further handicap your ability to accomplish other important financial goals, such as accumulating money for retirement. If you don’t take advantage of tax-sheltered retirement accounts, you’ll miss out on thousands (if not  tens of thousands) of dollars in valuable tax benefits. We discuss the importance and value of funding retirement accounts later in this chapter.

				Gathering the data

				One of the single most important things that you can and should do before you head out to purchase a home is to examine where (and on what) you’re currently spending your money. Completing these financial calisthenics enables you to see what portion of your current income you’re saving. Having a handle on your current budget also enables you to see how a given home purchase will fit within the budget or destroy it!

				[image: tip.eps]	Review your spending data from at least a three-month span to determine how much you spend in a typical month on various things — such as rent, clothing, income taxes, haircuts, and everything else (see Table 2-1; you can access Table 2-1 on the CD; if you are reading this in an electronic format, go to the Table of Contents for access to the additional content). If your spending fluctuates greatly throughout the year, you may need to analyze and average for 6 (or even 12) months to get an accurate sense of your spending behavior and shenanigans.

				
					
					
								
								Table 2-1	Your Spending, Now and After Purchasing a Home

							
						

						
								
								Item

							
								
								Current Monthly Expected Average ($)

							
								
								Monthly Average with Home Purchase ($)

							
						

						
								
								Income

							
								
								__________

							
								
								__________ 

							
						

						
								
								Taxes

							
						

						
								
								
								Social Security

							
								
								__________

							
								
								__________

							
						

						
								
								
								Federal

							
								
								__________

							
								
								__________

							
						

						
								
								
								State and local

							
								
								__________

							
								
								__________ 

							
						

						
								
								Housing Expenses

							
						

						
								
								
								Rent

							
								
								__________

							
								
								n/a

							
						

						
								
								
								Mortgage

							
								
								n/a

							
								
								__________

							
						

						
								
								
								Property taxes

							
								
								n/a

							
								
								__________

							
						

						
								
								
								Homeowners/renters  insurance

							
								
								__________

							
								
								__________

							
						

						
								
								
								Gas/electric/oil

							
								
								__________

							
								
								__________

							
						

						
								
								
								Water/garbage

							
								
								__________

							
								
								__________

							
						

						
								
								
								Phone

							
								
								__________

							
								
								__________

							
						

						
								
								
								Cable TV

							
								
								__________

							
								
								__________

							
						

						
								
								
								Furniture/appliances

							
								
								__________

							
								
								__________

							
						

						
								
								
								Maintenance/repairs

							
								
								__________

							
								
								__________ 

							
						

						
								
								Food and Eating

							
						

						
								
								
								Supermarket

							
								
								__________

							
								
								__________

							
						

						
								
								
								Restaurants and takeout

							
								
								__________

							
								
								__________ 

							
						

						
								
								Transportation

							
						

						
								
								
								Gasoline

							
								
								__________

							
								
								__________

							
						

						
								
								
								Maintenance/repairs

							
								
								__________

							
								
								__________

							
						

						
								
								
								State registration fees

							
								
								__________

							
								
								__________

							
						

						
								
								
								Tolls and parking

							
								
								__________

							
								
								__________

							
						

						
								
								
								Bus or subway fares

							
								
								__________

							
								
								__________ 

							
						

						
						
								
								Appearance

							
						

						
								
								
								Clothing

							
								
								__________

							
								
								__________

							
						

						
								
								
								Shoes

							
								
								__________

							
								
								__________

							
						

						
								
								
								Jewelry (watches, earrings)

							
								
								__________

							
								
								__________

							
						

						
								
								
								Dry cleaning

							
								
								__________

							
								
								__________

							
						

						
								
								
								Haircuts

							
								
								__________

							
								
								__________

							
						

						
								
								
								Makeup

							
								
								__________

							
								
								__________

							
						

						
								
								
								Other

							
								
								__________

							
								
								__________ 

							
						

						
								
								Debt Repayments

							
						

						
								
								
								Credit/charge cards

							
								
								__________

							
								
								__________

							
						

						
								
								
								Auto loans

							
								
								__________

							
								
								__________

							
						

						
								
								
								Student loans

							
								
								__________

							
								
								__________

							
						

						
								
								
								Other

							
								
								__________

							
								
								__________ 

							
						

						
								
								Fun Stuff

							
						

						
								
								
								Entertainment (movies,  concerts)

							
								
								__________

							
								
								__________

							
						

						
								
								
								Vacation and travel

							
								
								__________

							
								
								__________

							
						

						
								
								
								Gifts

							
								
								__________

							
								
								__________

							
						

						
								
								
								Hobbies	

							
								
								__________

							
								
								__________

							
						

						
								
								
								Pets

							
								
								__________

							
								
								__________

							
						

						
								
								
								Health club or gym

							
								
								__________

							
								
								__________

							
						

						
								
								
								Other

							
								
								__________

							
								
								__________ 

							
						

						
								
								Advisors

							
						

						
								
								
								Accountant

							
								
								__________

							
								
								__________

							
						

						
								
								
								Attorney

							
								
								__________

							
								
								__________

							
						

						
								
								
								Financial advisor

							
								
								__________

							
								
								__________ 

							
						


						
								
								Healthcare

							
						

						
								
								
								Physicians and hospitals

							
								
								__________

							
								
								__________

							
						

						
								
								
								Drugs

							
								
								__________

							
								
								__________

							
						

						
								
								
								Dental and vision

							
								
								__________

							
								
								__________

							
						

						
								
								
								Therapy

							
								
								__________

							
								
								__________ 

							
						

						
								
								Insurance

							
						

						
								
								
								Auto

							
								
								__________

							
								
								__________

							
						

						
								
								
								Health

							
								
								__________

							
								
								__________

							
						

						
								
								
								Life

							
								
								__________

							
								
								__________

							
						

						
								
								
								Disability

							
								
								__________

							
								
								__________ 

							
						

						
								
								Educational Expenses

							
						

						
								
								
								Courses

							
								
								__________

							
								
								__________

							
						

						
								
								
								Books

							
								
								__________

							
								
								__________

							
						

						
								
								
								Supplies

							
								
								__________

							
								
								__________ 

							
						

						
								
								Kids

							
						

						
								
								
								Day care

							
								
								__________

							
								
								__________

							
						

						
								
								
								Toys

							
								
								__________

							
								
								__________

							
						

						
								
								
								Child support

							
								
								__________

							
								
								__________ 

							
						

						
								
								Charitable Donations/Offerings

							
								
								__________

							
								
								__________ 

							
						

						
								
								Other

							
						

						
								
								
								_____________________

							
								
								__________

							
								
								__________

							
						

						
								
								
								_____________________

							
								
								__________

							
								
								__________

							
						

						
								
								
								_____________________

							
								
								__________

							
								
								__________

							
						

						
								
								
								_____________________

							
								
								__________

							
								
								__________

							
						

						
								
								
								_____________________

							
								
								__________

							
								
								__________ 

							
						

						
								
								Total Spending

							
								
								__________

							
								
								__________ 

							
						

						
								
								Amount Saved

							
								
								__________

							
								
								__________

							
						

						
								
								
								(subtract from income at the beginning of this table)

							
						

					
				

										[image: tip.eps]

				Trimming the fat from your budget

				Most people planning to buy a home need to reduce their spending in order to accumulate enough money for the down payment and closing costs and to create enough slack in their budget to afford the extra costs of homeownership. (Increasing your income is another strategy, but that’s usually more difficult to do.) Where you decide to make cuts in your budget is a matter of personal preference — but unless you’re independently wealthy or a spendthrift, cut you must.

				First, get rid of any and all consumer debt — such as that on credit cards and auto loans. Ridding yourself of such debt as soon as possible is vital to your long-term financial health. Consumer debt is as harmful to your financial health as smoking is to your personal health. Borrowing through consumer loans encourages you to live beyond your means and do the opposite of saving — call it “dis-saving” (or deficit financing, as those in Washington, D.C., say). The interest rates on consumer debt are high, and unlike the interest on a mortgage, the interest on consumer debt isn’t tax-deductible, so you bear the full brunt of its cost.

				Should you have accessible savings to pay down your consumer debts, by all means use those savings. You’re surely paying a higher interest rate on such debt than you’re earning from interest on your savings. Plus, interest on your savings is taxable. Just be sure that you have access to sufficient emergency money through family or other means.

				If you lack the savings to make your high-cost debts disappear, start by refinancing your  high-cost credit card debt onto cards with lower-interest rates. Then work at reducing your spending to free up cash to pay down these debts as quickly as possible. And if you have a tendency to run up credit card balances, consider getting rid of your credit cards and obtaining a Visa or MasterCard debit card. These debit cards look like credit cards and are accepted the same as credit cards by merchants, but they function like checks. When you make a purchase with a debit card, the money is deducted from your checking account within a day or two.

				Trim unnecessary items from your budget. Even if you’re not a high-income earner, some of the things you spend your money on are unnecessary. Although everyone needs food, shelter, clothing, and healthcare, people spend a great deal of additional money on luxuries and nonessentials. Even some of what we spend on the “necessity” categories is partly for luxury.

				Purchase products and services that offer value. High quality doesn’t have to cost more. In fact, higher-priced products and services are sometimes inferior to lower-cost alternatives.

				Finally, buy in bulk. Most items are cheaper per unit when you buy them in larger sizes or volumes. Wholesale superstores such as Costco and Sam’s Club and chain discount stores like Target offer family sizes and competitive pricing. Also watch for sales at local grocery and discount stores.



				Financial software packages, such as Quicken, can help with the task of tracking  and analyzing your spending, but old-fashioned paper and pencil work fine, too. What you need to do is assemble information that shows what you  typically spend your money on. Get out your checkbook register, credit- and charge-card bills, online bill payment and banking summary, job pay stub, and your most recent tax return.

				Whether you use our handy-dandy table or your own software isn’t important. What does matter is that you capture the bulk of your spending. But you don’t need to account for 100 percent of your spending and track every last penny (or even every last dollar). You’re not designing an airplane or  performing a financial audit for a major accounting firm here!

				[image: tip.eps]	As you collect your spending data and consider your home purchase, think about how that purchase will affect and change your spending and ability to save. For example, as a homeowner, if you live farther away from your job than you did when you rented, how much will your transportation expenses increase? Also note that in Chapter 3, we walk you through estimating  home-ownership expenses, such as property taxes, insurance, maintenance, and the like.

				Analyzing your spending numbers

				Tabulating your spending is only half the battle on the path to fiscal fitness and a financially successful home purchase. You must do something with and about the personal spending information that you collect.

				Here, in order of likelihood, are the possible outcomes of your spending analysis:

				[image: check.png] You spend too much. When most people examine their spending for the first time, they’re somewhat horrified at how much they spend overall and for what specific things. Perhaps you had no idea that your café  latte addiction is setting you back $100 per month or that you spend $400 per month on eating out.

				[image: tip.eps]		Your challenge is to decide where to make reductions or cutbacks. (Check out the nearby sidebar, “Trimming the fat from your budget.”) Everybody who has enough discretionary income to buy this book has fat in her budget (some have much more than others). For most people to reach their financial goals, they must save at least 10 percent of their pretax income. But how much you should be saving depends upon what your goals are and how aggressive and successful an investor you are. If, for example, you want to retire early and don’t have much put away yet, you may need to save much more than 10 percent per year to reach your goal.

				[image: check.png] You save just right. You may be one of those people who has mapped out a financial path and is right on track. Great! However, just as a cue ball sends a neatly racked set of billiard balls into disarray, buying a home can disrupt even the most organized and on-track budgets.

				[image: tip.eps]		Reviewing what your budget may look like with a home in the picture is important. So if you haven’t already done so, complete Table 2-1 to  analyze your current spending and project how it may look after a home purchase.

				[image: check.png] You save a lot. Perhaps you’re one of those rare sorts who save more than necessary. If so, you not only may be able to skip doing a budget but also may be able to stretch the amount you spend and borrow when buying a home. But even if you’ve made your financial plans and are saving more than enough, you still may want to complete Table 2-1 to ensure that your financial train doesn’t get derailed.

				Reckoning Your Savings Requirements

				Not only do most people not know how much they’re currently saving; even more people don’t know how much they should be saving. You should know these amounts before you buy a home.

				How much you should be saving likely differs from how much your neighbors and coworkers should be saving because each person has a different situation, different resources, and different goals. Focus on your own situation.

										[image: tip.eps]

				The wise use of credit

				Just because borrowing on credit cards bears a high cost doesn’t mean that all credit is bad for you. Borrowing money for long-term purposes can make sense if you borrow for sound, wealth-building investments. Borrowing money for a real estate purchase, for a small business, or for education can pay dividends down the road.

				When you borrow for investment purposes, you may earn tax benefits as well. With a home purchase, for example, home mortgage interest and property taxes are generally tax-deductible (as we discuss in Chapter 3). When fixed-rate mortgages go for around 6 percent, for instance, the effective after-tax cost of borrowing money is just 3.9 percent for a moderate income earner who’s paying approximately 35 percent in federal and state income taxes.

				If you own a business, you may deduct the interest expenses on loans that you take out for business purposes. Interest incurred through borrowing against your securities (stock and bond) investments (through so-called margin loans) is deductible against your investment income for the year.

				In fact, you can even make wise use of short-term credit on your credit cards to make your money work harder for you. For example, you can use your credit cards for the convenience that they offer, not for their credit feature. When you pay your bill in full and on time during each monthly billing cycle, you’ve had free use of the money that you owed from the credit card charges that you made during the previous month. (See Chapter 5 for details on how to use your positive credit experiences to obtain the best possible mortgage.)



				Setting some goals

				Most people find it enlightening to see how much they need to save to accomplish particular goals. Wanting to retire someday is a common goal. The challenge is that in your 20s and 30s, it’s difficult to have more clearly defined goals — such as knowing that you want to retire at age 58 and move to New Mexico, where you’ll join a shared-housing community and buy a home that currently costs $200,000. Not to worry — you don’t need to know exactly when, where, and how you want to retire.

				But you do want to avoid nasty surprises. When Peter and Nancy hit their 40s, they came to the painful realization that retirement was a long way off because they were still working off consumer debts and trying to initiate a regular savings program. Now they’re confronted with a choice: having to work into their 70s to achieve their retirement goals or settling for a much less comfortable lifestyle in retirement.

				If retirement isn’t one of your goals, terrific! Should you want (and be able) to continue working throughout your 60s, 70s, and 80s, you don’t need to accumulate the vast savings that others must in order to be loafing during those golden years. But counting on being able to keep working throughout your lifetime is risky — you don’t know what the job market or your personal health may be like later in life.

				Retirement savings accounts  and a dilemma

				Prior tax reforms have taken away some previously available tax write-offs,  except for one of the best and most accessible write-offs: funding a retirement-savings plan. Money that you contribute to an employer-based retirement plan — such as a 401(k) or a 403(b) — or to a self-employed plan — such as an SEP-IRA or a Keogh — is generally tax-deductible. This saves you both federal and state income taxes in the year for which the contribution is made. Additionally, all your money in these accounts compounds over time without taxation. (Note: The Roth IRA retirement accounts are unique in offering no up-front tax break but allowing the tax-free withdrawal of investment earnings subject to eligibility requirements.) These tax-reduction accounts are one of the best ways to save your money and make it grow.

				The challenge for most people is keeping their spending down to a level that allows them to save enough to contribute to these terrific tax-reduction accounts. Suppose that you’re currently spending all your income (a very American thing to do) and that you want to be able to save 10 percent of your income. Thanks to the tax savings that you’ll net from funding your retirement account, if you’re able to cut your spending by just 7.5 percent and put those savings into a tax-deductible retirement account, you’ll actually be able to reach your 10 percent target.

				[image: warning_bomb.eps]	Generally speaking, when you contribute money to a retirement account, the money isn’t accessible to you unless you pay a penalty. So if you’re accumulating down-payment money for the purchase of a home, putting that money into a retirement account is generally a bad idea. Why? Because when you withdraw money from a retirement account, you not only owe current income taxes but also hefty penalties (10 percent of the amount withdrawn must go to the IRS, plus you must pay whatever penalty your state assesses).

				So the dilemma is that you can save outside of retirement accounts and have access to your down-payment money but pay much more in taxes, or you can fund your retirement accounts and gain tax benefits but lack access to the money for your home purchase.

				[image: tip.eps]	You can handle this dilemma in two ways. See whether your employer allows borrowing against retirement-savings-plan balances. And if you have an Individual Retirement Account (either a standard IRA or a Roth IRA), you’re allowed to withdraw up to $10,000 (lifetime maximum) toward a home purchase so long as you haven’t owned a home for the past two years. Tapping into a Roth IRA is a better deal because the withdrawal is free from income tax as long as the Roth account is at least five years old. Although a standard IRA has no such time restriction, withdrawals are taxed as income, so you’ll net only the after-tax amount of the withdrawal toward your down payment.

				Because most of us have limited discretionary dollars, we must decide what our priorities are. Saving for retirement and reducing your taxes are important, but when you’re trying to save to purchase a home, some or most of your savings need to be outside a tax-sheltered retirement account. Putting your retirement savings on the back burner for a short time to build up your down-payment cushion is okay. Be careful, though, to purchase a home that offers enough slack in your budget to fund your retirement accounts after the purchase. Do the budget exercise in Table 2-1, earlier in this chapter!

				Other reasons to save

				Wanting to have the financial resources to retire someday is hardly the only reason to save. Most people have several competing reasons to squirrel away money. Here are some other typical financial objectives or goals that motivate people (or should be motivating them) to save money. We tell you how to fit each goal into your home-purchasing desires and your overall personal  financial situation:

				[image: check.png] Emergency reserve: You simply can’t predict when and exactly what impact a job loss, death in the family, accident, or unexpectedly large expense may have on you and your family. That’s why it’s a good idea to have an easily accessible and safe reservoir of money that you can tap should the need arise.

				[image: tip.eps]		Make sure that you have access to at least three months’ worth of expenses (if you have a highly unstable job and volatile income, perhaps even six months’ worth). Ideally, you should keep this money in a money market fund because such funds offer you both high yields and liquidity. The major mutual fund companies (such as Vanguard, Fidelity, and T. Rowe Price) offer money funds with competitive yields, check-writing privileges, and access to other good investments. (See Chapter 3 to find out more about these funds and how you can use them for investing your down-payment money.) Alternatively, a bank savings account can work, but it will likely offer a lower yield. Should you have benevolent relatives who are willing to fork over some dough in a flash, they may serve as your emergency reserve as well.

				[image: check.png] Educational expenses: If you have little cherubs at home, you want the best for them, and that typically includes a good college education. So when the first cash gifts start rolling in from Grandma and Grandpa, many a new parent establishes an investment account in the child’s name.

				[image: warning_bomb.eps]		Your best intentions could come back to haunt you, however, when Junior applies to enter college. All things being equal, the more you have available in your non-retirement accounts and in your child’s name, the less financial aid your child will qualify for. (By financial aid, we mean all types of assistance, including grants and loans that aren’t based on need.) Unless you’re wealthy or are sure that you can afford to pay for the full cost of a college education for your kids, think long and hard before putting money in your child’s name. Although it may sound  selfish, you actually do yourself and your child a financial favor by taking full advantage of opportunities to fund your retirement accounts. Remember, too, that one of the advantages of being a homeowner is that you can borrow against your home’s equity to help pay for your child’s college expenses.

				[image: check.png] Startup business expenses: Another reason to save money is if you hope to start or purchase a business someday. When you have sufficient equity in your home, you can borrow against that equity to fund the business. But you may desire to accumulate a separate investment pool to fund your business.

				[image: remember.eps]	No matter what your personal and financial goals are, you’re likely going to need to save a decent amount of money to achieve them. Consider what your goals are and how much you need to save to accomplish those goals, especially for retirement. Get your finances in order before you decide how much you can really afford to spend on a home. Otherwise, you may end up being a financial prisoner to your home.

				Protecting Yourself, Your Dependents, and Your Assets

				Not carrying proper insurance is potentially disastrous — both to yourself and your dependents. We’re not talking about homeowners insurance here. (Heck, we haven’t even explained how to find a home or get a loan yet! We get to homeowners insurance in Chapter 13.)

				You need proper insurance protection for yourself personally, as well as for your assets. Sure, you can take your chances and hope that you never contract a dreaded disease, get into a horrible auto accident, or suffer some other misfortune or bad luck. But misfortune and bad luck usually come knocking without a warning.

				Trust us when we say that we’re optimistic, positive thinkers. However — and this is a big however — we know more than a few folks who got  themselves (or their families or both) into major financial trouble after  purchasing a home because they neglected to obtain proper insurance.

				[image: warning_bomb.eps]	Here are a few cautionary tales:

				[image: check.png] Steve bought a home and then learned from his doctor that he had  multiple sclerosis. Steve ultimately had to cut back on work, and because he lacked proper long-term-disability insurance and now earned much lower work income, he was forced to sell his home at a large loss due to a soft real estate market in his area.

				[image: check.png] Mary owned a home in California and, despite the known risk of  earthquakes, didn’t purchase earthquake coverage. “It’s so expensive, and besides, the insurance companies won’t be able to meet the claims in a major quake. Government assistance will help,” she said. Mary’s home was a total loss in an earthquake, and although the government made a loan, it didn’t pay for the loss — ultimately, the money came out of Mary’s pocket.

				[image: check.png] Maggie and Donald were living a charmed life in the New England  countryside with their two children, a white farmhouse, and a dog and a cat — until Maggie came down with cancer. She left her job, which placed some strain on the family finances. After much treatment, Maggie died. Donald and the kids were forced to move because Maggie lacked proper life insurance.

				[image: check.png] Michelle had a walkway in disrepair. Unfortunately, one day an older man tripped and severely injured himself. To make a long story short, after lengthy legal proceedings, the settlement in favor of the man was significant enough to force Michelle to sell her home. A good chunk of the settlement money came out of Michelle’s pocket because she lacked sufficient liability insurance.

				Now, we’re not about to try to tell you that insurance would have made these situations come out totally fine. Insurance generally can’t prevent most major medical problems, keep a person from dying, or stop someone from suing you. However, proper insurance can protect you and your family from the adverse and severe financial consequences of major problems. The right kind of insurance can make the difference between keeping versus losing your home, and it can help you and your family maintain your standard of living.

				Wanting to skip insurance is tempting. After all, insurance costs you your hard-earned, after-tax dollars, and unlike a meal out, a vacation, or a new stereo, insurance has no up-front, tangible benefit.

				[image: remember.eps]	You hope that you won’t need to use insurance, but if you do need it, you’re glad it’s there to protect you and, in some cases, to protect your dependents. Buy too little insurance and it won’t protect you and yours against a real catastrophe. So you need the right amount of coverage that balances good protection against cost.

				Insuring yourself

				Before you buy a home, get your insurance protection (for yourself and for your valuable assets) in order. Not doing so is the financial equivalent of  driving down the highway in an old subcompact car at 90 miles per hour without a seat belt. You should purchase sufficient protection to prevent a financial catastrophe.

				Disability insurance

				Your ability to produce income should be insured. During your working years, your future income-earning ability is likely your most valuable asset — far more valuable than a car or even your home.

				Long-term-disability insurance replaces most of your lost income in the event that a disability prevents you from working. Major disabilities are usually the result of accidents or medical problems — occurrences that, of course, can’t be predicted. Even if you don’t have financial dependents, you probably need disability coverage. Unless you’re quite wealthy and no longer need to work for income, aren’t you financially dependent upon your paycheck? Although many larger companies offer long-term-disability insurance, many small-company employees and self-employed people have no coverage — a risky proposition.

				Life insurance

				When you have dependents, you may also need life insurance protection. The question to ask yourself and your family is how they’d fare financially if you died and they no longer had your income. If your family is dependent upon your income and you want them to be able to maintain their current standard of living in your absence, you need life insurance.

				Term life insurance, like most other forms of insurance, is pure insurance  protection and is the best type of insurance for the vast majority of people. The amount of coverage you buy should be based upon how many years’ worth of your income you desire to provide your family in the event of your passing.

				[image: beware_sailing.eps]	Insurance brokers love to sell cash-value life insurance (also known as whole or universal life insurance) because of the hefty commissions that they can earn by selling this type of insurance. (These commissions, of course, come out of your pocket.) Some mortgage lenders lobby you to buy the mortgage life insurance that they sell. Skip both these options. Mortgage life insurance is simply overpriced term insurance, and cash-value life insurance generally combines overpriced life insurance with a relatively low-return investment account.

				Health insurance

				[image: remember.eps]	In addition to disability and life insurance, everyone should have a comprehensive health insurance policy. Even if you’re in good health, you never know when an accident or illness may happen. Medical bills can mushroom into tens or hundreds of thousands of dollars in no time. Don’t be without comprehensive health insurance.

				Insuring your assets

				As your wealth builds over the years (ideally, at least in part, from the increasing value of the home that we help you buy), so does the risk of  losing — or facing a lawsuit arising from — your valuable assets. For example, you should have comprehensive insurance on your home and car(s). If your home burns to the ground, a comprehensive homeowners insurance policy would pay for the cost of rebuilding the home. Likewise, if your car is totaled in an accident, auto insurance should pay to replace the car.

				[image: tip.eps]	With all types of insurance that you purchase, take the highest deductible that you can comfortably afford. The deductible represents the amount of money that you must pay out of your own pocket when you have a loss for which you file a claim. High deductibles help keep the cost of your coverage low and also eliminate the hassle associated with filing small claims.

				Along with buying insurance to cover the replacement costs for loss of or damage to your valuable assets, you should purchase adequate liability insurance for those assets. Both homeowners insurance and auto insurance come with liability protection. Make sure that you carry liability coverage for at least twice the value of your net worth (assets minus liabilities).

				In addition to the liability protection that comes with auto and homeowners insurance, you may purchase a supplemental liability insurance policy known as an umbrella or excess liability policy. Purchased in increments of $1,000,000, this coverage can protect people with larger net worth. Note that this coverage doesn’t protect against lawsuits arising from your work.

				

				Wills, living trusts, and estate planning

				Although some of us don’t like to admit it or even think about it, we’re all mortal. Because of the way our legal and tax systems work, it’s often beneficial to have legal documents in place specifying important details such as what should be done with your assets (including your home) when you die.

				A will is the most basic of such documents, and for most people, particularly those who are younger or don’t have great assets, the only critical one. Through a will, you can direct to whom your assets will go upon your death, as well as who will serve as guardian for your minor children. In the absence of a will, state law dictates these important issues.

				Along with your will, also consider signing a living will and a medical power of attorney. These documents help your doctor and family members make important decisions regarding your healthcare, should you be unable to make those decisions for yourself.

				Even a will and supporting medical and legal documents may not be enough to get your assets to your desired heirs, as well as minimize taxes and legal fees. When you hold significant assets (such as a home and business) outside tax-sheltered retirement accounts, in most states, those assets must be probated — which is the court-administered process for implementing your will. Attorneys’ probate fees can run quite high — up to 5 percent of the value of the probated assets. Establishing and placing your home and other assets in a living trust can eliminate much of the hassle and cost of probate.

				Finally, if your net worth (assets minus liabilities) exceeds $3.5 million under current tax law upon your death, the federal (and perhaps your state’s) government will levy significant estate taxes. Estate planning can help minimize the portion of your estate subject to such taxation. One simple but powerful estate-planning strategy is to give money to your desired heirs to reduce your taxable estate. (If your relatives are in the fortunate position of having great wealth, they may give, free of tax, up to $13,000 yearly under current tax law to as many recipients as they want. If they give you $13,000, you can use this money toward your home’s down payment.)

				Wills, living trusts, and estate planning are nothing more than forms of insurance. Remember that it takes both time and money to generate these documents, and the benefits may be a long time off, so don’t get carried away with doing too many of these things before you’re older and have significant assets. Read the latest edition of Personal Finance For Seniors For Dummies (Wiley), which Eric coauthored, to find out more about estate planning.



				Invest in Yourself

				Last but not least, in your zest to build your financial empire and buy ever bigger and more expensive homes, don’t forget your best investment: you. Don’t run your life and body into the ground by working horrendous hours just to afford what you consider your dream home.

				In addition to investing in your health, your family, and your friends, invest in educating yourself and taking charge of your finances. If you need more help with assessing your current financial health; reducing your spending, your taxes, and your debts; and mapping out an overall financial plan (including dealing with your investments and insurance), be smart and pick up a copy of the latest edition of Eric’s Personal Finance For Dummies (Wiley).

				

			

			
		

	
		
			
				Chapter 3

				What Can You Afford to Buy?

				In This Chapter

				[image: arrow] Determining the costs and tax benefits of homeownership

				[image: arrow] Getting a grip on closing costs

				[image: arrow] Accumulating and investing the down payment

				W hen you walk into an auto showroom, one of the first questions the salespeople ask (after you pry them off you) is, “What is your budget?” or, “How much can you afford to spend on a car?” Of course, they hope that a large number rolls off your tongue. If you’re like many car buyers, you may be likely to say something along the lines of, “I’m not really sure.”

				Many car buyers today finance the purchase — so they allow a banker or other lender to determine how much car they can afford. Such determinations are based on a buyer’s income and other debt obligations.

				But here’s where most people get confused. When a lender says that you qualify to borrow, say, $30,000 for a car purchase, this doesn’t mean that you can afford to spend that much on a car. What the lender is effectively saying to you is, “Based on what little I know about your situation and the fact that I can’t control your future behavior, this is the maximum amount that I think is a prudent risk for my organization to lend to you.”

				The lending organization normally requires a certain down payment to protect itself against the possibility that you may default on the loan. Should you default on an auto loan, for example, the lender has to send the repo man out to take away and sell your car. This process takes time and money, and the lender will surely get less for the car than the amount that you paid for it.

				Lenders Can’t Tell You  What You Can Afford

				[image: warning_bomb.eps]	Ultimately, a lender doesn’t care about you, your financial situation, or your other needs so long as it has protected its financial interests. This is true whether you’re borrowing to buy a car or a home. The lender doesn’t know  or care whether, for example, you’re

				[image: check.png] Falling behind in saving for retirement

				[image: check.png] Wanting to save money for other important financial goals, such as starting or buying your own small business

				[image: check.png] Parenting a small army of kids (or facing steep private-schooling costs)

				[image: check.png] Lacking proper personal insurance protection

				And therein lies the problem of making your decision about how much home (or car) you can afford to buy on the basis of how much money a lender is willing to lend you. That’s what Walter and Susan did. They set out to purchase a home when Walter’s business was booming. They were making in excess of $200,000 per year.

				Walter and Susan really wanted to buy the biggest and best house that they could afford. When they met with their friendly neighborhood banker, he was more than willing to show them how they could borrow $900,000 by getting an adjustable-rate mortgage. (You can read all about these mortgages in Chapter 6. We’ll simply tell you here that because some adjustable mortgages start out at an artificially low “teaser” interest rate, they enable you to qualify to borrow a good deal more than would be the case with a traditional, fixed-rate mortgage.)

				Walter and Susan bought their dream home with an adjustable-rate $900,000 mortgage. Within a few years, Walter and Susan’s dream home turned into the Nightmare on Oak Street. Their mortgage became a financial noose around their necks.

				When blessed with young children, Walter and Susan didn’t want to work such crazy long hours; yet they were forced to do so to meet their gargantuan mortgage payments. The initial payments on their adjustable-rate mortgage were high, but they ballooned gigantically as the loan’s interest rate increased.

				The financial strain led to personal strain as Walter and Susan had frequent arguments about money and childcare. We know of others who stretched themselves the same way that Walter and Susan did. Many of them continue slaving away long hours in jobs they don’t like and making other unnecessary sacrifices, such as limiting the time they spend with family, in order to make their housing payments. Some end up divorcing, due in part to the financial strains. Others default on their loans and lose their homes and their good credit.

				[image: remember.eps]	People at all income levels, even the affluent, can get into trouble and overextend themselves by purchasing more house than they can afford and by taking on more debt than they can comfortably handle. Just because a lender or real estate agent says that you’re eligible for, or can qualify for, a certain size loan doesn’t mean that’s what you can afford given your personal financial situation. Lenders can’t tell you what you can afford — they can tell you only the maximum that they’ll allow you to borrow.

				The Cost of Buying and Owning a Home

				Before you set out in search of your dream home, one of the single most important questions you should answer is, “What can I afford to spend on a home?” To answer that question intelligently, you first need to understand what your financial goals are, what it will take to achieve them, and where you are today. If you haven’t yet read Chapter 2, now’s the time (unless you’re 100 percent sure that your personal finances are in tiptop shape). In the following sections, we dig into the costs of buying and owning a home.

				Mortgage payments

				In Chapter 6, we discuss selecting the best type of mortgage that fits your particular circumstances. In the meantime, you must still confront mortgages (with our assistance) because mortgages undoubtedly constitute the biggest component of the total cost of owning a home.

				Start with the basics: A mortgage is a loan you take out to buy a home. A mortgage allows you to purchase a $150,000 home even though you yourself have far less money than that to put toward the purchase.

				With few exceptions, mortgage loans in the United States are typically repaid over a 15- or 30-year time span. Almost all mortgages require monthly payments. Here’s how a mortgage works. Suppose that you’re purchasing a $150,000 home and that (following our sage advice, appearing later in this chapter) you have diligently saved a 20 percent ($30,000, in this example) down payment. Thus, you’re in the market for a $120,000 mortgage loan.

				You sit down with a mortgage lender who asks you to complete a volume of paperwork (we navigate you through that morass in Chapter 7) that dwarfs the stack required for your annual income tax return. Just when you think the worst is over (after the paperwork blizzard subsides), the lender proceeds to give you an even bigger headache by talking about the literally hundreds of mortgage permutations and options.

				Don’t worry — we can help you cut through the clutter! Imagine, for a moment, a simple world where the mortgage lender offers you only two mortgage options: a 15-year fixed-rate mortgage and a 30-year fixed-rate mortgage (fixed-rate simply means that the interest rate on the loan stays fixed and level over the life of the loan). Here’s what your monthly payment would be under each mortgage option:

				$120,000, 15-year mortgage @ 7.00 percent = $1,079 per month

				$120,000, 30-year mortgage @ 7.25 percent = $819 per month

				As we discuss in Chapter 6, the interest rate is typically a little bit lower on a 15-year mortgage versus a 30-year mortgage because shorter-term loans are a little less risky for lenders. Note how much higher the monthly payment is on the 15-year mortgage than on the 30-year mortgage. Your payments must be higher for the 15-year mortgage because you’re paying off the same size loan 15 years faster.

				But don’t let the higher monthly payments on the 15-year loan cause you to forget that at the end of 15 years, your mortgage payments disappear, whereas with the 30-year mortgage, you still have 15 more years’ worth of monthly payments to go. So although you do have a higher required monthly payment with the 15-year mortgage, check out the difference in the total payments and interest on the two mortgage options:
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								15-year mortgage

							
								
								$194,147

							
								
								$74,147

							
						

						
								
								30-year mortgage

							
								
								$294,700

							
								
								$174,700

							
						

					
				

				Note: In case you’re curious about how we got the total interest amount, we simply subtracted the amount of the loan repaid ($120,000) from the “Total Payments.” Also, the monthly payment numbers previously cited, as well as these total payments and interest numbers, are rounded off, so if you try multiplying 180 or 360 by the monthly payment numbers, you won’t get answers identical to these numbers.

				With the 30-year mortgage (compared with the 15-year mortgage), because you’re borrowing the money over 15 additional years, it shouldn’t come as a great surprise that (with a decent-size mortgage loan like this one) you end up paying more than $100,000 additional interest. The 30-year loan isn’t necessarily inferior; for example, its lower payments may better allow you to accomplish other important financial goals, such as saving in a tax-deductible retirement account. (See Chapter 6 for more information about 15-year versus 30-year mortgages.)

				In the early years of repaying your mortgage, nearly all of your mortgage payment goes toward paying interest on the money that you borrowed. Not until the later years of your mortgage do you begin to rapidly pay down your loan balance, as shown in Figure 3-1.

				[image: technicalstuff.eps]	As interest rates increase, so does the time required to pay off half the loan. For example, at a 10 percent interest rate, paying off half the loan takes almost 24 years of the loan’s 30-year term, and at a 14 percent interest rate, paying off half the loan takes over 25 years of the loan’s 30-year life.

					

				
					Figure 3-1:  It takes many years into a mortgage to begin making real progress at repaying the amount originally borrowed. In this case, paying off half the loan balance takes nearly 22 years.

				

					[image: 9781118117965-fg0301.eps]

				Lender’s limits

				Because we’ve personally seen the financial consequences of people borrowing too much (yet still staying within the boundaries of what mortgage lenders allow), you won’t hear us saying in this section that lenders can tell you the amount you can afford to spend on a home. They can’t. All that mortgage lenders can do is tell you their criteria for approving and denying mortgage applications and calculating the maximum that you’re eligible to borrow. (For the inside scoop on lenders and their limits, see the first section of this chapter.)

				Mortgage lenders tally up your monthly housing expense, the components of which they consider to be
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								Lender’s definition of housing expense

							
								
								(PITI is the common acronym)

							
						

					
				

				For a given property that you’re considering buying, a mortgage lender calculates the housing expense and normally requires that it not exceed a certain percentage (typically around 35 percent or so) of your monthly before-tax (gross) income. (Some lenders allow the percentage to go a bit higher.) So, for example, if your monthly gross income is $6,000, your lender will not allow your expected monthly housing expense to exceed $2,100 (if the lender is using 35 percent). When you’re self-employed and complete IRS Form 1040, Schedule C, mortgage lenders use your after-expenses (net) income, from the bottom line of Schedule C.

				[image: warning_bomb.eps]	Now, if you’ve been paying attention thus far in this chapter, you should smell something terribly wrong with such a simplistic, one-number-fits-all approach. This housing-expense ratio completely ignores almost all your other financial goals, needs, and obligations. It also ignores maintenance and remodeling expenses, which can gobble up a lot of a homeowner’s dough.

				About the only other financial considerations a lender takes into account (besides your income) are your other debts. Specifically, mortgage lenders examine the required monthly payments for student loans, an auto loan, credit card bills, and other debts. In addition to the percentage of your income lenders allow for housing expenses, lenders typically allow an additional 5 percent of your monthly income to go toward other debt repayments. Thus, your monthly housing expense and monthly repayment of nonhousing debts can total up to, but generally be no more than, 40 percent.

				[image: remember.eps]	Should you have consumer debt, be sure to read Chapter 2. Suffice it to say here that you should get out (and stay out) of consumer debt. Consumer debt has a high cost, and unlike the interest on a mortgage loan, the interest on consumer debt isn’t tax-deductible. And consumer debt handicaps your ability to qualify for and pay back your mortgage. Consumer debt is the financial equivalent of cancer.

				Figuring the size of your mortgage payments

				Calculating the size of your mortgage payment, after you know the amount you want to borrow, is simple. The hard part for most people is determining how much they can afford to borrow. If you already know how large a monthly mortgage payment you can afford, terrific! Go to the head of the class. Suppose that you work through your budget in Chapter 2 and calculate that you can afford to spend $1,500 per month on housing. Determining the exact amount of mortgage that allows you to stay within this boundary is a little challenging, because the housing cost you figure that you can afford ($1,500, in our example) is made up of several components. Lucky for you, we cover each of these components in this chapter, including mortgage payments, property taxes, insurance, and maintenance. (Note that although lenders don’t care about maintenance expenses in figuring what you can afford to buy, you shouldn’t overlook this significant expense.)

				As you change the amount that you’re willing to spend on a home, the size of the mortgage you choose to take out also usually changes, but so do the other property cost components. So you may have to play with the numbers a bit to get them to work out just right. You may pick a certain home and then figure the property taxes, insurance, maintenance, and the like. When you tally everything up, you may find that the total comes in above or below your desired target ($1,500, in our example). Obviously, if you come out a little high, you need to cut back a bit and choose a slightly less-costly property and/or get a smaller mortgage.

				Using Table 3-1, you can calculate the size of your mortgage payments based on the amount you want to borrow, the loan’s interest rate, and the length (in years) the mortgage payments last. To determine the monthly payment on a mortgage, simply multiply the relevant number from Table 3-1 by the size of your mortgage expressed in (divided by) thousands of dollars. For example, if you take out a $150,000, 30-year mortgage at 7.50 percent, multiply 150 by 7.00 (from Table 3-1) to arrive at a $1,050 monthly payment. (You can access Table 3-1 on the CD; if you are reading this in an electronic format, go to the Table of Contents for access to the additional content.)

				
				
			[image: warning_bomb.eps]	
				Stretching more than lenders allow

				Sometimes, prospective home buyers feel that they can handle more debt than lenders will allow. Such home buyers may seek to borrow more money from family or fib on their mortgage application about their income. (Self-employed people have the greatest opportunity to do this.) Such behavior isn’t unlike the shenanigans of some teenagers who drive above the speed limit, drink and smoke forbidden things, or stay out past curfew and sneak in the back door.

				Although a few of these teenagers get away with such risky behavior, others end up in trouble academically or psychologically (or worse). The same is true of homeowners who stretch themselves financially thin to buy a more costly property. Some survive just fine, but others end up in financial and emotional trouble.

				And, increasingly, home buyers who lie on their mortgage applications are getting caught. How? When you’re ready to close on your loan, lenders can (and often do) ask you to sign a form authorizing them to request a copy of your income tax return from the IRS. This allows the lender to validate your income. (See Chapter 7 for more details.)

				So although we’ve said that the lender’s word isn’t the gospel as to how much home you can truly afford, we will go on record as saying that telling the truth on your mortgage application is the only way to go (and prevents you from committing perjury and fraud). Telling the truth is not only honest but also helps keep you from getting in over your head. Bankers don’t want you to default on your loan, and you shouldn’t want to take the risk of doing so either.



				
									[image: checkitout_blues.eps]

				
					
						
								
								Table 3-1	Monthly Mortgage Payment Calculator

							
						

						
								
								Interest Rate

							
								
								15-Year Mortgage

							
								
								30-Year Mortgage

							
						

						
								
								4

							
								
								7.40

							
								
								4.77

							
						

						
								
								41⁄8

							
								
								7.46

							
								
								4.85

							
						

						
								
								41⁄4

							
								
								7.52

							
								
								4.92

							
						

						
								
								43⁄8

							
								
								7.59

							
								
								4.99

							
						

						
								
								41⁄2

							
								
								7.65

							
								
								5.07

							
						

						
								
								45⁄8

							
								
								7.71

							
								
								5.14

							
						

						
								
								43⁄4

							
								
								7.78

							
								
								5.22

							
						

						
								
								47⁄8

							
								
								7.84

							
								
								5.29

							
						

						
								
								5

							
								
								7.91

							
								
								5.37

							
						

						
								
								51⁄8

							
								
								7.98

							
								
								5.45

							
						

						
								
								51⁄4

							
								
								8.04

							
								
								5.53

							
						

						
								
								53⁄8

							
								
								8.11

							
								
								5.60

							
						

						
								
								51⁄2

							
								
								8.18

							
								
								5.68

							
						

						
								
								55⁄8

							
								
								8.24

							
								
								5.76

							
						

						
								
								53⁄4

							
								
								8.31

							
								
								5.84

							
						

						
								
								57⁄8

							
								
								8.38

							
								
								5.92

							
						

						
								
								6

							
								
								8.44

							
								
								6.00

							
						

						
								
								61⁄8

							
								
								8.51

							
								
								6.08

							
						

						
								
								61⁄4

							
								
								8.58

							
								
								6.16

							
						

						
								
								63⁄8

							
								
								8.65

							
								
								6.24

							
						

						
								
								61⁄2

							
								
								8.72

							
								
								6.33

							
						

						
								
								65⁄8

							
								
								8.78

							
								
								6.41

							
						

						
								
								63⁄4

							
								
								8.85

							
								
								6.49

							
						

						
								
								67⁄8

							
								
								8.92

							
								
								6.57

							
						

						
								
								7

							
								
								8.99

							
								
								6.66

							
						

						
								
								71⁄8

							
								
								9.06

							
								
								6.74

							
						

						
								
								71⁄4

							
								
								9.13

							
								
								6.83

							
						

						
								
								73⁄8

							
								
								9.20

							
								
								6.91

							
						

						
								
								71⁄2

							
								
								9.28

							
								
								7.00

							
						

						
								
								75⁄8

							
								
								9.35

							
								
								7.08

							
						

						
								
								73⁄4

							
								
								9.42

							
								
								7.17

							
						

						
								
								77⁄8

							
								
								9.49

							
								
								7.26

							
						

						
								
								8

							
								
								9.56

							
								
								7.34

							
						

						
						
								
								81⁄8

							
								
								9.63

							
								
								7.43

							
						

						
								
								81⁄4

							
								
								9.71

							
								
								7.52

							
						

						
								
								83⁄8

							
								
								9.78

							
								
								7.61

							
						

						
								
								81⁄2

							
								
								9.85

							
								
								7.69

							
						

						
								
								85⁄8

							
								
								9.93

							
								
								7.78

							
						

						
								
								83⁄4

							
								
								10.00

							
								
								7.87

							
						

						
								
								87⁄8

							
								
								10.07

							
								
								7.96

							
						

						
								
								9

							
								
								10.15

							
								
								8.05

							
						

						
								
								91⁄8

							
								
								10.22

							
								
								8.14

							
						

						
								
								91⁄4

							
								
								10.30

							
								
								8.23

							
						

						
								
								93⁄8

							
								
								10.37

							
								
								8.32

							
						

						
								
								91⁄2

							
								
								10.45

							
								
								8.41

							
						

						
								
								95⁄8

							
								
								10.52

							
								
								8.50

							
						

						
								
								93⁄4

							
								
								10.60

							
								
								8.60

							
						

						
								
								97⁄8

							
								
								10.67

							
								
								8.69

							
						

						
								
								10

							
								
								10.75

							
								
								8.78

							
						

						
								
								101⁄8

							
								
								10.83

							
								
								8.87

							
						

						
								
								101⁄4

							
								
								10.90

							
								
								8.97

							
						

						
								
								103⁄8

							
								
								10.98

							
								
								9.06

							
						

						
								
								101⁄2

							
								
								11.06

							
								
								9.15

							
						

						
								
								105⁄8

							
								
								11.14

							
								
								9.25

							
						

						
								
								103⁄4

							
								
								11.21

							
								
								9.34

							
						

						
								
								107⁄8

							
								
								11.29

							
								
								9.43

							
						

						
								
								11

							
								
								11.37

							
								
								9.53

							
						

						
								
								111⁄4

							
								
								11.53

							
								
								9.72

							
						

						
								
								111⁄2

							
								
								11.69

							
								
								9.91

							
						

						
								
								113⁄4

							
								
								11.85

							
								
								10.10

							
						

						
								
								12

							
								
								12.01

							
								
								10.29

							
						

						
								
								121⁄4

							
								
								12.17

							
								
								10.48

							
						

						
								
								121⁄2

							
								
								12.17

							
								
								10.48

							
						

					
				

				Use this handy-dandy workspace (reproduced throughout this chapter and available on the CD; if you are reading this in an electronic format, go to the Table of Contents for access to the additional content) to track your estimated home-ownership expenses, starting with the mortgage payment:

				
				
													[image: checkitout_blues.eps]

					
						
								
								Item

							
								
								Estimated Monthly Expense

							
						

						
								
								Mortgage payment

							
								
								 $ ____________

							
						

						
								
								Property taxes

							
								
								 + $ ____________

							
						

						
								
								Insurance

							
								
								 + $ ____________

							
						

						
								
								Improvements, maintenance, and other

							
								
								 + $ ____________

							
						

						
								
								Home-ownership expenses (pretax)

							
								
								 = $ ____________

							
						

						
								
								Tax savings

							
								
								 – $ ____________

							
						

						
								
								Home-ownership expenses (after-tax benefits)

							
								
								 = $ ____________

							
						

					
				

				Property taxes

				If you live and breathe, escaping taxes is darn near impossible. When you buy and own a home, your local government (typically through what’s called a county tax collector’s office or an equivalent for your local town) sends you an annual, lump-sum bill for property taxes. Receiving this bill and paying it are never much fun because most communities bill you just once or twice per year. And some homeowners find it aggravating to be paying so much in property taxes on top of all the federal and state income and sales taxes they pay. In case you’re wondering, property taxes go toward expenses of the local community, such as the public schools and snow plowing (for those of us foolish enough to locate where the winters are cold). Especially in higher-cost areas with few retail and commercial properties paying taxes, residential property taxes can be quite significant.

				Should you make a small down payment (typically defined as less than 20 percent of the purchase price), many lenders insist on property tax and insurance impound accounts. These accounts require you to pay your property taxes and insurance to the lender each month along with your mortgage payment.

				[image: investigate_investing.eps]	Property taxes are typically based on the value of a property. Although an average property tax rate is about 1.5 percent of the property’s purchase price per year, you should understand what the exact rate is in your area. Call the tax collector’s office (you can find the phone number in the government pages section of your local phone directory under such headings as “Tax Collector,” “Treasurer,” or “Assessor”) in the town where you’re contemplating buying a home and ask what the property tax rate is and what additional fees and assessments may apply.

				Be careful to make sure that you’re comparing apples with apples when comparing communities and their property taxes. For example, some communities may nickel-and-dime you for extra assessments for services that are included in the standard property tax bills of other communities.

				[image: warning_bomb.eps]	Real estate listings, which are typically prepared by real estate agents, may list what the current property owner is paying in taxes. But relying on such data to understand what your real estate taxes will be if you buy the property can be financially dangerous. The current owner’s taxes may be based on an outdated and much lower property valuation. Just as it’s dangerous to drive forward by looking in the rearview mirror of your car, you shouldn’t buy a property and budget for property taxes based on the current owner’s taxes. Your property taxes (if you buy the home) may be recalculated based on the price you pay for the property.

				
					
						
								
								Item

							
								
								Estimated Monthly Expense

							
						

						
								
								Mortgage payment

							
								
								  $ ____________

							
						

						
								
								Property taxes

							
								
								+ $ ____________

							
						

						
								
								Insurance

							
								
								+ $ ____________

							
						

						
								
								Improvements, maintenance, and other

							
								
								+ $ ____________

							
						

						
								
								Home-ownership expenses (pretax)

							
								
								= $ ____________

							
						

						
								
								Tax savings

							
								
								– $ ____________

							
						

						
								
								Home-ownership expenses (after-tax benefits)

							
								
								= $ ____________

							
						

					
				

				Insurance

				When you purchase a home, your mortgage lender almost surely won’t allow you to close the purchase until you demonstrate that you have proper homeowners insurance. Lenders aren’t being paternalistic, but self-interested. You see, if you buy the home and make a down payment of, say, 20 percent of the purchase price, the lender is putting up the other 80 percent of the purchase price. So if the home burns to the ground and is a total loss, the lender has more invested financially than you do. In most states, your home is the lender’s security for the loan.

				Some lenders, in years past, learned the hard way that some homeowners may not care about losing their homes. In some cases, where homes were total losses, homeowners with little financial stake in the property and insufficient insurance coverage simply walked away from the problem and left the lender with the financial mess. Because of cases like this, almost all lenders today require you to purchase private mortgage insurance (PMI) if you put down less than 20 percent of the purchase price when you buy. (We discuss PMI further later in this chapter, in the section titled “The 20 percent solution.”)

				When you buy a home, you should want to protect your investment in the property (as well as cover the not-so-inconsequential cost of replacing your personal property, if it’s ever damaged or stolen). In short order, your clothing, furniture, kitchen appliances, and beer can collection can tally up to a lot of dollars to replace.

				[image: tip.eps]	When you purchase homeowners insurance, you should buy the most comprehensive coverage that you can and take the highest deductible that you can afford to help minimize the cost. In Chapter 13, we explain how to do all that. To estimate what homeowners insurance may cost you, we suggest you contact some of the insurers we recommend in Chapter 13. Explain to them what type and price range of properties you’re considering buying in which communities (zip codes), and they should be able to give you a ballpark monthly cost estimate for insurance. Calling insurance agents now also enables you to begin to evaluate which insurers offer the service and coverage you desire when the time comes to actually buy your dream home.

				Just as you should do when you shop for a car, get quotes on insuring properties as you evaluate them, or ask current owners what they pay for their coverage. (Just remember that some homeowners overpay or don’t buy the right kind of protection, so don’t take what they pay as gospel.) If you overlook insurance costs until after you agree to buy a property, you could be in for a rude awakening.

				
					
						
								
								Item

							
								
								Estimated Monthly Expense

							
						

						
								
								Mortgage payment

							
								
								  $ ____________

							
						

						
								
								Property taxes

							
								
								+ $ ____________

							
						

						
								
								Insurance

							
								
								+ $ ____________

							
						

						
								
								Improvements, maintenance, and other

							
								
								+ $ ____________

							
						

						
								
								Home-ownership expenses (pretax)

							
								
								= $ ____________

							
						

						
								
								Tax savings

							
								
								– $ ____________

							
						

						
								
								Home-ownership expenses (after-tax benefits)

							
								
								= $ ____________

							
						

					
				

				Tax difference between maintenance  and improvements

				While you own your home, it’s in your interest to track the amount that you spend on improvements. Why? Well, when you sell your home someday, the IRS allows you to exclude from taxation that portion of your profit that was due to capital improvements. (As we discuss in Chapter 17, IRS home-sale tax rules also enable qualifying taxpayers to exclude from federal taxation a large chunk of profit — up to $250,000 for single taxpayers, $500,000 for married couples filing jointly.)

				For tax purposes, the IRS enables you to add the cost of improvements (but not money spent on maintenance) to your original purchase price. What’s the difference? Well, there is a difference, but as with all matters on which the IRS has an opinion, that difference isn’t always crystal clear.

				[image: check.png] Capital improvements are things you do to your home that permanently increase its 

						value and lengthen its life. Capital improvements include such things as landscaping your yard, adding a deck, purchasing new appliances (as long as you leave them when you sell), installing a new heating system or roof, remodeling and adding rooms, and so on.

				[image: check.png] Maintenance and repair expenses, in contrast, include those types of fix-up items that need to be done throughout your home from time to time. Maintenance and repairs include such things as fixing a leaky pipe or toilet, painting, paying someone to cut your lawn and pull weeds, and the like.

				So when you buy a home, keep handy a file folder into which you can dump receipts for your home-improvement expenditures. If you’re in doubt as to whether an expense is an improvement or a maintenance item, keep the receipt and figure it out when the time comes to sell your home.



				Maintenance and other costs

				As a homeowner, you must make your mortgage and property tax payments. If you don’t, you’ll eventually lose your home. Homes also require maintenance over the years. You must do some kinds of maintenance (repairs, for example) at a certain time. You never know precisely when you may need to fix an electrical problem, patch a leaking roof, or replace the washer and dryer — until the problem rears its ugly head, which is why maintenance is difficult to budget for. (Painting and other elective improvements can take place at your discretion.)

				[image: tip.eps]	As a rule of thumb, expect to spend about 1 percent of your home’s purchase price each year on maintenance. So, for example, if you spend $150,000 on a home, you should budget about $1,500 per year (or about $125 per month) for maintenance. Although some years you may spend less, other years you may spend more. When your home’s roof goes, for example, replacing it may cost you several years’ worth of your budgeted maintenance expenses. With some types of housing, such as condominiums, you actually pay monthly dues into a homeowners association, which takes care of the maintenance for the complex. In that case, you’re responsible for maintaining only the interior of your unit. Before you buy such a unit, check with the association to see what the dues are and whether any new assessments are planned for future repairs. (See Chapter 8 for more information.)

				In addition to necessary maintenance, you should be aware (and beware) of what you may spend on nonessential home improvements. This Other category can really get you into trouble. Advertisements, your neighbors, and your coworkers can all entice you into blowing big bucks on new furniture, endless remodeling projects, landscaping, and you name it.

				[image: remember.eps]	Budget for these nonessentials; otherwise, your home can become a money pit by causing you to spend too much, not save enough, and (possibly) go into debt via credit cards and the like. (We cover the other dangers of overimprovement in Chapter 8.) Unless you’re a terrific saver, can easily accomplish your savings goal, and have lots of slack in your budget, be sure not to overlook this part of your home-expense budget.

				The amount you expect to spend on improvements is just a guess. It depends on how finished the home is that you buy and on your personal tastes and desires. Consider your previous spending behavior and the types of projects you expect to do as you examine potential homes for purchase.

				
					
						
								
								Item

							
								
								Estimated Monthly Expense

							
						

						
								
								Mortgage payment

							
								
								  $ ____________

							
						

						
								
								Property taxes

							
								
								+ $ ____________

							
						

						
								
								Insurance

							
								
								+ $ ____________

							
						

						
								
								Improvements, maintenance, and other

							
								
								+ $ ____________

							
						

						
								
								Home-ownership expenses (pretax)

							
								
								= $ ____________

							
						

						
								
								Tax savings

							
								
								– $ ____________

							
						

						
								
								Home-ownership expenses (after-tax benefits)

							
								
								= $ ____________

							
						

					
				

				The tax benefits of homeownership

				One of homeownership’s benefits is that the IRS and most state governments allow you to deduct, within certain limits, mortgage interest and property taxes when you file your annual income tax return. When you file your Federal IRS Form 1040, the mortgage interest and property taxes on your home are itemized deductions on Schedule A (see Figure 3-2, which is available on the CD; if you are reading this in an electronic format, go to the Table of Contents for access to the additional content). On mortgage loans now taken out, you may deduct the interest on the first $1 million of debt, as well as all the property taxes. The good folks at the IRS also allow you to deduct the interest costs on a home equity loan (second mortgage) to a maximum of $100,000 borrowed.

													[image: checkitout_blues.eps]

					

				
					Figure 3-2: Itemize mortgage interest and property tax deductions on Schedule A of your 1040.

				

					[image: 9781118117965-fg0302.eps]

				Just because mortgage interest and property taxes are allowable deductions on your income tax return, don’t think that the government is literally paying for these items for you. Consider that when you earn a dollar of income and must pay income tax on that dollar, you don’t pay the entire dollar back to the government in taxes. Your tax bracket (see Table 3-2) determines the amount of taxes you pay on that dollar.

				
					
					
								
								Table 3-2	2012 Federal Income Tax Brackets and Rates

							
						

						
								
								Singles

							
								
								Married Filing Jointly Taxable Income

							
								
								Federal Tax Rate Taxable Income

							
						

						
								
								Less than $8,700

							
								
								Less than $17,400

							
								
								10%

							
						

						
								
								 $8,700 to $35,350

							
								
								$17,400 to $70,700

							
								
								15%

							
						

						
								
								$35,350 to $85,650

							
								
								$70,700 to $142,700

							
								
								25%

							
						

						
								
								$85,650 to $178,650

							
								
								$142,700 to $217,450

							
								
								28%

							
						

						
								
								$178,650 to $388,350

							
								
								$217,450 to $388,350

							
								
								33%

							
						

						
								
								More than $388,350

							
								
								More than $388,350

							
								
								35%

							
						

					
				

				[image: tip.eps]	Technically, you pay federal and state taxes, so you should consider your state tax savings as well when calculating your home-ownership tax savings. However, to keep things simple and still get a reliable estimate, simply multiply your mortgage payment and property taxes by your federal income tax rate. This shortcut works well because the small portion of your mortgage payment that isn’t deductible (because it’s for the loan repayment) approximately offsets the overlooked state tax savings.
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								Estimated Monthly Expense

							
						

						
								
								Mortgage payment

							
								
								  $ ____________

							
						

						
								
								Property taxes

							
								
								+ $ ____________

							
						

						
								
								Insurance

							
								
								+ $ ____________

							
						

						
								
								Improvements, maintenance, and other

							
								
								+ $ ____________

							
						

						
								
								Home-ownership expenses (pretax)

							
								
								= $ ____________

							
						

						
								
								Tax savings

							
								
								– $ ____________

							
						

						
								
								Home-ownership expenses (after-tax benefits)

							
								
								= $ ____________

							
						

					
				

				[image: technicalstuff.eps]	The deductibility of the mortgage interest on up to $1 million borrowed covers debt on both your primary residence and a second residence. (Buying and maintaining two homes is an expensive proposition and something few people can afford, so don’t get any silly ideas from our mentioning this tax tidbit!)

				Congratulations! You’ve totaled what your dream home should cost you on a monthly basis after factoring in the tax benefits of homeownership. Don’t forget to plug these expected home-ownership costs into your current monthly spending plans (see Chapter 2) to make sure that you can afford to spend this much on a home and still accomplish your financial goals.

				Closing Costs

				On the day when a home becomes yours officially, known as closing day, many people (in addition to the seller) will have their hands in your wallet. Myriad one-time closing costs can leave you poorer or send you running to your relatives for financial assistance.

				We don’t want you to be unable to close your home purchase or be forced to get down on your hands and knees and beg for money from your mother-in-law. (Not only is such groveling hard on your ego, but also, she may expect grandchildren pronto.) Advance preparation for the closing costs saves your sanity and your finances.

				[image: checkitout_blues.eps]	Here are some typical closing costs (listed from those that are usually largest to those that are typically tiniest) and how much to budget for each (exact fees vary by property cost and location). You can retrieve this information from the CD; if you are reading this in an electronic format, go to the Table of Contents for access to the additional content.

				[image: check.png] Loan origination fees (points) and other loan charges: These fees and charges range from nothing to 3 percent of the amount borrowed. Lenders generally charge all sorts of fees for things such as appraising the property, pulling your credit report, preparing loan documents, and processing your application, as well as charging a loan origination fee, which may be 1 or 2 percent of the loan amount. If you’re strapped for cash, you can get a loan that has few or no fees; however, such loans have substantially higher interest rates over their lifetimes. As Chapter 12 explains, you may be able to cut a deal with the seller to pay these loan-closing costs.

				[image: check.png] Escrow fees: Escrow fees range from several hundred to over a thousand dollars, based on your home’s purchase price. These fees cover the cost of handling all the purchase-related documents and funds. We explain escrows in much more detail in Chapters 9 and 14.

				[image: check.png] Homeowners insurance: This insurance typically costs several hundred to a thousand-plus dollars per year, depending on your home’s value and how much coverage you want. As we discuss earlier in this chapter, you can’t get a mortgage unless you prove to the lender that you have adequate homeowners insurance coverage. Promising to get this coverage isn’t enough; lenders usually insist that you pay the first year’s premium on said insurance policy at closing.

				[image: check.png] Title insurance: This insurance typically costs several hundred to a thousand dollars, depending on the home’s purchase price. Lenders require that you purchase title insurance when you buy your home to make sure that you have clear, marketable title to the property. Among other things, title insurance protects you and the lender against the remote possibility that the person selling you the home doesn’t legally own it. We discuss title insurance in detail in Chapter 13.

				[image: check.png] Property taxes: These taxes typically cost several hundred to a couple thousand dollars and are based on the home’s purchase price and the date that escrow closes. At the close of escrow, you may have to reimburse the sellers for any property taxes that they paid in advance. For example, suppose that (before they sell their home to you) the sellers have already paid their property taxes through June 30. If the sale closes on April 30, you owe the sellers two months’ property taxes — the tax collector won’t refund the property taxes they’ve already paid for May and June.

				[image: check.png] Legal fees: These fees range anywhere from nothing to hundreds of dollars. In some Eastern states, lawyers are routinely involved in real estate purchases. In most states, however, lawyers aren’t needed for home purchases as long as the real estate agents use standard, fill-in-the-blank contracts. Such contracts have the advance input and blessing of the legal eagles.

				[image: check.png] Inspections: Inspection fees can run from $200 to $1,000 (depending on the property’s size and the scope of the inspection). As we explain in Chapter 13, you should never, ever consider buying a home without inspecting it. Because you’re likely not a home-inspection expert, you benefit from hiring someone who inspects property as a full-time job. Sometimes you simply pay these costs directly; other times you pay these costs at closing.

				[image: check.png] Private mortgage insurance (PMI): Should you need it, this insurance can cost you several hundred dollars — or more — annually. As we explain in the next section, if you put less than 20 percent down on a home, some mortgage lenders require that you take out private mortgage insurance. This type of insurance protects the lender in the event that you default on the loan. At closing, you need to pay anywhere from a couple months’ premiums to more than a year’s premium in advance. If you can, avoid this cost by making a 20 percent down payment. 

				[image: check.png] Prepaid loan interest: Lenders charge up to 30 days’ interest on your loan to cover the interest that accrues from the date your loan is funded (usually, one business day before the escrow closes) up to 30 days prior to your first regularly scheduled loan payment. How much interest you actually have to pay depends on the timing of your first loan payment. If you’re smart, and we know that you are, you can work out this timing with the lender so you don’t have to pay any advance loan interest.

				[image: tip.eps]		To avoid paying three useless days of interest charges, never schedule your escrow to close on a Monday. Should you close on a Monday, the lender has to put your mortgage funds into escrow the preceding Friday. As a result, you’re charged interest on your loan for Friday, Saturday, and Sunday even though you won’t own the home until escrow closes on Monday. (This little tip more than pays for this book all by itself. Don’t you feel smart now?)

				[image: check.png] Recording: The fee to record the deed and mortgage usually runs  about $50.

				[image: check.png] Overnight/courier fees: These fees usually cost $50 or less. Remember the times when you sent something via the U.S. Postal Service to a destination that you could have driven to in less than a few hours, and it took them the better part of a week to get it there (or perhaps they lost it)? Well, lenders and other players in real estate deals know that these snags can occur without warning, and because they don’t want to derail your transaction or cost themselves money, they often send stuff the fastest way they can. And why not — it’s your money!

				[image: check.png] Notary: Notary fees run from $10 to $20 per signature per buyer. At the close of escrow, you sign all sorts of important documents pledging your worldly possessions and firstborn child, should you renege on your mortgage. Therefore, you need to have your signature verified by a notary so everybody in the transaction knows that you really are who you say you are.

				As you can see, closing costs can mount up in a hurry. In a typical real estate deal, closing costs total 2 to 5 percent of the property’s purchase price. Thus, you shouldn’t ignore them in figuring the amount of money you need to close the deal. Having enough to pay the down payment on your loan just isn’t  sufficient.

				[image: tip.eps]	When you’re short of cash and hot to buy a home sooner rather than later, you can take out a mortgage with no out-of-pocket fees and points (see Chapter 6) and try to negotiate with the property seller to pay other closing costs (see Chapter 12). Expect to pay a higher mortgage interest rate for a low-up-front-fee loan. And all other things being equal, expect to pay a higher purchase price (with a correspondingly bigger mortgage) to entice the seller to pay your other closing costs. Also, don’t blindly accept all the closing costs come closing time. (In Chapter 14, we explain the importance of auditing your closing statement.)

				Accumulating the Down Payment

				Jeremy went house hunting and soon fell in love with a home. Unfortunately, after he found his dream home, he soon discovered all the loan-documentation requirements and the extra fees and penalties he would have to pay for having such a small down payment. Ultimately, he couldn’t afford to buy the home that he desired because he hadn’t saved enough. “If I had known, I would have started saving much sooner — I thought that saving for the future was something you did when you turned middle-aged,” he told Eric.

				[image: remember.eps]	We don’t want you to be surprised when you finally set out to purchase a home. That’s why now, in the comfort of your rental, commuter train, or bus (or anywhere else you may be reading this book), we’d like you to consider the following:

				[image: check.png] How much money you should save for the down payment and closing costs for the purchase of your home

				[image: check.png] Where your down-payment money is going to come from

				[image: check.png] How you should invest this money while you’re awaiting the purchase and closing

				The 20 percent solution

				Ideally, when buying a home you should have enough money accumulated for a down payment of 20 percent of the property’s purchase price. Why 20 percent and not 10 or 15 or 25 or 30 percent? Twenty percent down is the magic number because it’s generally a big enough cushion to protect lenders from default. Suppose, for example, that a buyer puts only 10 percent down, property values drop 5 percent, and the buyer defaults on the loan. When the lender forecloses — after paying a real estate commission, transfer tax, and other expenses of sale — the lender will be in the hole. Lenders don’t like losing money. They’ve found that they’re far less likely to lose money on mortgages where the borrower has put up a down payment of at least 20 percent of the property’s value. (Unfortunately, lenders and the folks in Washington forgot this fact, which led to the late 2000s real estate market problems and high levels of foreclosures.)

				If, like most people, you plan to borrow money from a bank or other mortgage lender, be aware that almost all require you to obtain (and pay for) private mortgage insurance (PMI) if your down payment is less than 20 percent of the property’s purchase price. Although PMI typically adds several hundred dollars annually to your loan’s cost, it protects the lender financially if you default. Should you buy an expensive home — into the hundreds-of-thousands-of-dollars price range — PMI can add $1,000 or more, annually, to your mortgage bill. (When you make a down payment of less than 20 percent, you can also expect worse loan terms, such as higher up-front fees and/or a higher ongoing interest rate on a mortgage.)

				[image: remember.eps]	PMI isn’t a permanent cost. Your need for PMI vanishes when you can prove that you have at least 20 percent equity (home value minus loan balance outstanding) in the property. The 20 percent can come from loan paydown, appreciation, improvements that enhance the property’s value, or any combination thereof. Note also that to remove PMI, most mortgage lenders require that an appraisal be done — at your expense.

				Note: If you have (or expect to have) the 20 percent down payment and enough money for the closing costs, skip the next section and go to the section on how to invest your down payment money.

				Ways to buy with less money down

				Especially if you’re just starting to save or are still paying off student loans or worse — digging out from consumer debt — saving 20 percent of a property’s purchase price as a down payment plus closing costs can seem like a financial mountain.

				Don’t panic, and don’t give up. Here’s a grab bag filled with time-tested ways to overcome this seemingly gargantuan obstacle:

				[image: check.png] Boost your savings rate. Say that you want to accumulate $30,000 for your home purchase, and you’re saving just $100 per month. At this rate, it will take you nearly two decades to reach your savings goal! However, if you can boost your savings rate by $300 per month, you should reach your goal in about five years.

				[image: tip.eps]		Being efficient with your spending is always a good financial habit, but saving faster is a necessity for nearly all prospective home buyers. Without benevolent, loaded relatives or other sources for a financial windfall, you’re going to need to accumulate money the old-fashioned way that millions of other home buyers have done in the past: by gradually saving it. Most people have fat in their budgets. Start by reading Chapter 2 for ways to assess your current spending and boost your savings rate.

				[image: check.png] Set your sights lower. Twenty percent of a big number is a big number, so it stands to reason that 20 percent of a smaller number is a smaller number. If the down payment and closing costs needed to purchase a $300,000 home are stretching you, scale back to a $240,000 or $200,000 home, which should slash your required cash for the home purchase by about 20 to 33 percent.

				[image: check.png] Check out low-down-payment loan programs. Some lenders offer low-down-payment mortgage programs where you can put down, say, 10 percent of the purchase price. To qualify for such programs, you generally must have excellent credit and purchase private mortgage insurance (PMI). In addition to the extra expense of PMI, expect to get worse loan terms — higher interest rates and more up-front fees — with such low-money-down loans. Check with local lenders and real estate agents in your area. The best low down-payment loan is the FHA purchase program. If you are a veteran, get a VA loan.

				[image: tip.eps]		Unless you’re champing at the bit to purchase a home, take more time, and try to accumulate a larger down payment. However, if you’re the type of person who has trouble saving and may never save a 20 percent down payment, buying with less money down may be your best option. In this situation, be sure to shop around for the best loan terms.

				[image: check.png] Access retirement accounts. Some employers allow you to borrow against your retirement-savings plan. Just be sure that you understand the repayment rules so that you don’t get tripped up and forced to treat the withdrawal as a taxable distribution. You’re allowed to make penalty-free withdrawals from Individual Retirement Accounts for a first-time home purchase (see Chapter 2).

				[image: check.png] Get family help. Your folks or grandparents may like, perhaps even love, to help you with the down payment and closing costs for your dream home. Why would they do that? Well, perhaps they had financial assistance from family when they bought a home, way back when. Another possibility is that they have more money accumulated for their future and retirement than they may need. If they have substantial assets, holding onto all these assets until their death could trigger estate taxes. A final reason they may be willing to lend you money is that they’re bank-and-bond-type investors and are earning paltry returns.

				[image: tip.eps]		If your parents or grandparents (or other family members, for that matter) broach the topic of giving or lending you money for a home purchase, go ahead and discuss the matter. But in many situations, you (as the prospective home buyer) may need to raise the issue first. Some parents just aren’t comfortable bringing up the topic of money or may be worried that you’ll take their offer in the wrong way.

				[image: check.png] Look into seller financing. Some sellers don’t need all the cash from the sale of their property when the transaction closes escrow. These sellers may be willing to offer you a second mortgage to help you buy their property. In fact, they often advertise that they’re willing to assist with financing. Seller financing is usually due and payable in five to ten years. This gives you time to build up equity or save enough to refinance into a new, larger, 80 percent conventional mortgage before the seller’s loan comes due.

				[image: warning_bomb.eps]		Be cautious about seller financing. Some sellers who offer property with built-in financing are trying to dump a house that has major defects. It’s also possible that the house may be priced far above its fair market value. Before accepting seller financing, make sure that the property doesn’t have fatal flaws (have a thorough inspection conducted, as we discuss in Chapter 13) and is priced competitively. Also be sure that the seller financing interest rate is as low as or lower than the rate you can obtain through a traditional mortgage lender.

				[image: check.png] Get partners. With many things in life, there is strength in numbers. You may be able to get more home for your money and may need to come up with less up-front cash if you find partners for a multiunit real estate purchase. For example, you could find one or two other partners and go in together to purchase a duplex or triplex.

				[image: warning_bomb.eps]		Getting involved in the real estate version of Siamese twins or triplets isn’t without risk, however. Before you go into a partnership to buy a building, be sure to consider all the “what ifs.” (What if one of you wants out after a year? What if one of you fails to pay the pro-rata share of expenses? What if one of you wants to remodel and the other doesn’t? And so forth.) Have a lawyer prepare a partnership agreement that explicitly delineates how issues like these will be dealt with. Otherwise, you could face some major disagreements down the road, even if you go in together with friends or people you think you know well. We cover the pros and cons of partnerships in Chapter 8.

				Where to invest the down payment

				[image: tip.eps]	As with all informed investing decisions, which investment(s) you consider for money earmarked for your down payment should be determined by how soon you need the money back. The longer the time frame during which you can invest, the more growth-oriented and riskier (that is, more volatile) an investment you may consider. Conversely, when you have a short time frame — five years or less — during which you can invest, choosing volatile investments is dangerous.

				When the stock market is rising, as it did so often in the 1990s, some folks are tempted to keep down payment money in stocks. After all, when you’re getting returns of 20 percent or more annually, you’ll reach your down payment savings goal far more quickly. Greedier investors lusting after high-flying technology and Internet stocks that seem to double in value every 90 days hope to quickly parlay their small savings for a shack into a money mountain for a mansion.

				Buying a home with “no money down”

				More than a few books written by (and high-priced seminars led by) real estate “gurus” claim that not only can you buy property with no money down but also that you can make piles of money doing so. A generation ago, this way of thinking was popularized by Robert Allen in his book Nothing Down.

				Allen says that the key to buying property with no money down is to find a seller who’s a don’t-wanter — that is, someone who “will do anything to get rid of his property.” Why would someone be that desperate? Well, perhaps the person is in financial trouble because of a job loss, an overextension of credit, or a major  illness.

				Perhaps when more people used to live in smaller, tight-knit communities where everyone supported one another, this type of vulture capitalism may not have flourished. But in these times, Allen says, a don’t-wanter can offer you the most favorable mortgage terms, such as a low down payment and interest rate.

				How do you find such downtrodden souls who are just waiting for you to take advantage of them? According to Allen’s estimates, 10 percent of the sellers in the real estate market are don’t-wanters. Simply call people who have property listed for sale in the newspaper, or place ads yourself saying that you’ll buy in a hurry.

				In our experience, finding homes that can be bought with no money down isn’t easy to do. If you can find such a desperate seller, be aware that the property may have major flaws. If the property were a good one, logic dictates that the seller wouldn’t have to sell under such lousy terms. Should you have the patience to hunt around and sift through perhaps hundreds of properties to find a good one available with seller financing at no money down, be our guest. Just don’t expect the task to be easy or all that lucrative. Better to look for good properties and low-down-payment lender financing and to start saving a healthy down payment so that you can qualify for a better loan.



				[image: warning_bomb.eps]	Investing down payment money in stocks is a dangerous strategy. Your expected home purchase may be delayed for years due to a sinking investment portfolio. Stocks are a generally inappropriate investment for down payment money you expect to tap within the next five years. More aggressive individual stocks should have an even longer time horizon — ideally, seven to ten or more years. Consider what happened to the home buying dreams of folks who foolishly parked their home-down-payment money in the stock market before and during the severe stock market decline of the early 2000s and the steep decline of 2007–08.

				Investments for five years or less

				Most prospective home buyers aren’t in a position to take many risks with their down payment money. The sooner you expect to buy, the less risk you should take. Unless you don’t expect to buy for at least five years, you shouldn’t even consider investing in more growth-oriented investments, such as stocks.

				Although it may appear boring, the first (and likely best) place for accumulating your down payment money is in a money market mutual fund. As with bank savings accounts, money market mutual funds don’t put your principal at risk — the value of your original investment (principal) doesn’t fluctuate. Rather, you simply earn interest on the money that you’ve invested. Money market funds invest in supersafe investments, such as Treasury bills, bank certificates of deposit, and commercial paper (short-term IOUs issued by the most creditworthy corporations).

				[image: tip.eps]	If you really want to save through a bank, shop, shop, shop around. Smaller savings and loans and credit unions tend to offer more competitive yields than do the larger banks that spend gobs on advertising and have branches on nearly every corner. Remember, more overhead means lower yields for your money.

				In addition to higher yields, the best money market funds offer check writing (so that you can easily access your money) and come in tax-free versions. If you’re in a higher income tax bracket, a tax-free money market fund may allow you to earn a higher effective yield than a money fund that pays taxable interest. (Note: You pay tax only on money invested outside tax-sheltered retirement accounts.) When you’re in a high tax bracket (refer to Table 3-2 earlier in this chapter), you should come out ahead by investing in tax-free money market funds. If you reside in a state with high income taxes, consider a state money market fund, which pays interest that’s free of both federal and state tax.

				The better money market funds also offer telephone exchange and redemption and automated, electronic exchange services with your bank account. Automatic investment comes in handy for accumulating your down payment for a home purchase. Once per month, for example, you can have money zapped from your bank account into your money market fund.

				[image: remember.eps]	Because a particular type of money market fund (general, Treasury, or tax-free municipal) is basically investing in the same securities as its competitors, opt for a fund that keeps lean-and-mean expenses. A money fund’s operating expenses, which are deducted before payment of dividends, are the major factor in determining its yield. As with the high overhead of bank branches, the higher a money fund’s operating expenses, the lower its yield. We recommend good ones in this section.

				When you’re not in a high federal-tax bracket, and you’re not in a high state-tax bracket (that is, you pay less than 5 percent in state taxes), consider the following taxable money market funds for your home down payment money:

				[image: check.png] Fidelity Cash Reserves ($2.5K to open)

				[image: check.png] T. Rowe Price Summit Cash Reserves ($25K to open)

				[image: check.png] Vanguard’s Prime Money Market ($3K to open)

				Getting in touch with mutual fund companies

				Most mutual fund companies don’t have many (or any) local branch offices. Generally, this fact helps mutual fund companies keep their expenses low so they can pay you greater yields on their money market funds.

				So how do you deal with an investment company without a location near you? Simple: You open and maintain your mutual fund account via the fund’s toll-free phone line, the mail, and the Web. Some fund providers also have branch offices.

				Here’s how to reach, by phone or online, the major fund companies recommended in this section:

				[image: check.png] Fidelity: 800-544-8888; www.fidelity.com

				[image: check.png] T. Rowe Price: 800-638-5660; www.trowe price.com

				[image: check.png] USAA: 800-382-8722; www.usaa.com

				[image: check.png] Vanguard: 800-662-7447; www.vanguard.com



				You can invest in a money market fund that invests in U.S. Treasury money market funds, which have the backing of the U.S. federal government — for what that’s worth! From a tax standpoint, because U.S. Treasuries are state-tax-free but federally taxable, U.S. Treasury money market funds are appropriate when you’re not in a high federal-tax bracket but you are in a high state-tax bracket (5 percent or higher). Should you choose to invest in a money market fund that invests in the U.S. Treasury, consider these:

				[image: check.png] Fidelity’s Government Money Market ($25K to open)

				[image: check.png] USAA’s Treasury Money Market ($3K to open)

				[image: check.png] Vanguard Federal Money Market ($3K to open)

				[image: check.png] Vanguard’s Admiral Treasury Money Market (higher yields if you have $50K to invest)

				Municipal (also known as muni) money market funds invest in short-term debt (meaning that it matures within the next few years) issued by state and local governments. A municipal money market fund, which pays you federally tax-free dividends, invests in munis issued by state and local governments throughout the country. A state-specific municipal fund invests in state and local government-issued munis for one state, such as New York. So if you live in New York and buy a New York municipal fund, the dividends on that fund are generally free of both federal and New York state taxes.

				So how do you decide whether to buy a nationwide or state-specific municipal money market fund? Federal-tax-free-only money market funds are appropriate when you’re in a high federal-tax bracket but not a high state-tax bracket (less than 5 percent). Your state may not have good (or any) state-tax-free money market funds available. If you live in any of those states, you’re likely best off with one of the following national money market funds:

				[image: check.png] T. Rowe Price Summit Municipal Money Market ($25K to open)

				[image: check.png] USAA Tax-Exempt Money Market ($3K to open)

				[image: check.png] Vanguard Tax-Exempt Money Market ($3K to open)

				State-tax-free money market funds are appropriate when you’re in a high federal-tax bracket and a high state-tax bracket (5 percent or higher). Contact fund companies listed in the sidebar “Getting in touch with mutual fund companies” to see if they offer a money fund for your state.

				Investments for more than five years

				Should you expect to hold onto your home down payment money for more than five years, you can comfortably consider riskier investments, such as longer-term bonds, as well as more conservative stocks. Eric covers these investments and many others in the latest editions of his books Investing For Dummies and Mutual Funds For Dummies (both published by Wiley).

				Short-term bonds and bond funds

				You may be thinking, “Three to five years is an awfully long time to keep my money dozing away in a money market fund.”

				Well, yes and no. During some time periods, investors who buy bonds maturing in five years get very little in the way of extra yield versus what they could get in a good money market fund. During other periods, three-year to five-year bonds yield a good deal more interest than money market funds yield.

				Whenever you invest in bonds that won’t mature soon, you take on risk. First is the risk that the bond issuer may fall into financial trouble between the time that you buy the bond and the time that it’s due to mature. Second is the risk that interest rates in general could greatly increase. If the latter happens, typically caused by unexpected inflation, you may end up holding a bond that pays you less interest than the rate of inflation.

				Most of the time, bonds that mature in a few years should produce a slightly higher rate of return for you than a money market or savings account. However, if you invest in such bonds, recognize that you may end up earning the same (or perhaps even less) than you would have earned had you stuck with a money market fund. Rising interest rates can deflate the value of an investment in bonds.

				Invest in bonds only if you expect to hold them for at least three to five years. If you want to invest in individual bonds and you’re not in a high tax bracket, consider Treasury bonds, which don’t require monitoring of credit risk — that is, unless the U.S. government slips into default! Also look at the yield on bank certificates of deposit. You may also consider some high-quality, short-term bond mutual funds that invest in — you guessed it — short-term bonds. A solid one is Vanguard’s Short-Term Investment-Grade.

				If you’re in a high tax bracket, a tax-free money market fund is hard to beat. Some federal-tax-free bond funds to peruse include Vanguard’s Short-Term Tax-Exempt and Vanguard’s Limited-Term Tax-Exempt funds. Good, double-tax-free, short-term bond funds just don’t exist.
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tions, N being cngineers of any kind, WCTS s anabie 1 epresent o valuate this condition.
Red . Toobuycan contackqualied engineers regarding the Aabiy o he uiding and il
e, 2 vell 5 any pas,prsen,or e sl embanlnnt o ground of ulding movement,

“Ricquate sl e fo Bay Ares homes s Imperatie becaa i types i s arc
swel wihen arurated and may damage 2 ulding’ oundation,Crade at th ront s noics-
Tl sloped, el providing sdaquate drainage sway rom he oundaton during rainatorms

X isinage pirn ot th o and side yand o nota sy 1o prodic, Walkr niy s prob-
e e i bt POl Bt e oo pomen i et Ry
Soped away from he buking but should be.Becaune cocfkation and/ofSaining were found

T e e A A o e
[ ——— « pagez.
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Table 10-2 (continued)

Address  Date
Listed

Asking
Price

Bedrm/  Parking  Condition

Bath

Remarks

104 Ash  04/17/12

$389,500

325

2car

Very
good

Great comp!
Good floor plan,
large rooms.
Surprised it
hasn't sold. 1,860
s0. ft. S209/S.F

222Ash  02/01/12

$419,500

32

1car

Fair

Must have used
505 EIm as comp.
Will never sell at
this price. 1,610
50. ft. S261/SF.

47Birch  03/15/12

$409,000

4/35

2car

Good

Nice house,
but over-
improved for
neighborhood,
2,005 5q. ft.
$204/S.F.

1 04/25/12
Birch

$389,500

33

2car

Very
good

Gorgeous.
kitchen, no

fireplace. 1,870
50 ft. S208/SF.
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removal or encapsulation of these materials following the U, Ensironmental Protecton
Agency's standards of practice,

Circalation snd Ventilation
T et i e, Name pors, ahelf,and frnace bottom weredity. On the all o, the
Warmaie Supply regite and it ferior were exiremely dirty These aress should be vacuumed
promptly and regularly.

"he e o allows for L x 25 Linch e, The fiee s clean and properly intlld.
Farnace lersnoed tobe changed every o o o months, Dy ilers acualy block irlon
1o th hest exchanges causing 1o overheat. Improper Hlkr matenance 1.3 primary oute of
remature cracking of  rnaces hest cxchange components

Ovygen sources necessary for complee combustion e il in the furmace chamber.
Fresh i aniry was bstrcta by bovesofpersonal belongings blocking the il ventition
S, Remove bstracions and continualy nable Suficien freshair exchange in ths ares.

Vear snd Fiue Piping
X comentasbson o pipe (Transite®) wasfound. S the dicussion ofsbestos chssher n
ivreport)

o e was i nonconforming oaton nd may b dangerous o thebulding and oco
pants. Flucs ihat do ot pass he Tooine shouid b propely ended upward o reisaled

Hea Exchanger
This heste’s g burners sppeared to be out of balance with unusual lame characterstcs known
as"dancing flames.” Unevenness is dificultfor anyone but a heating contractor or utility com-
any technician to nalyze. Such  check up should be made as soon s possble
"o was minor corrosion and piting around the fronta eniry o the heal exchanger area.
e firebox (heat exchangen) of this furmace separates and redircts hot air from ambient air,
it also warms and irculate. A Full inspection of » heat xchanger i not possible without
dismantling a furnace, which was not don by WCIS. There was also o access for n inspection
mitror, Ask he loca iy or s heating contractor o conduct astandard safety check of this
and all gas appliance, supply lincs, and flues, now and at every change of occupancy.

 Cornect the gas lak at once.

 Loosen the shutoff valve,

 Addressthe nature and ris of asbestos-ike material,

¥ Clean the ventlation and circulation components.

V Provide sdequate fresh air ventilaton.

 Extend the flue top so i s sufficently sbove the roofine.

 Askthe localutility or  heatng contractor to actvate the heater and conduct a
Standard test and safty check of ol gas fueled appliances, supply ines, and flucs.

INTERIOR
Genersi Condicion

Generally, walls, cilings, and floors were adequately maintained. The inspection industry does
ol report on cokmetic detais.

i S ek o A T ke o |
[ — “pagert
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I suraces ofthe dishwasher e mpty and clean, It did not hae anantsphoring de-
vice bt sk el e o the e of he countr A i Siphonin devie mled
Shove the sk i preventsbackw of wase products nto he o dishashr sppance
h cer syt o i become Bocked. A lanied lamber Showld b contace o s
o

S hardood caiety s instsfactory condion; howeve, oy  ssmpling o this
itchn's cbine doors driwer,an omctons was e

Pl amimted cuniers were i atsfciory conditio, however the backsplash fo the
ightofih ranga was Iooee i needs securing o culling. o o all oo, backslas,
S ko Shid e ooy csled ih 3 oo qLAIn, Texile colk 10 help evert
oisure peneiation.

o g i the vesha crveavesppliancewas operional The st fs
it wasgreoy,anl he fan motr e i wakly ad may b gree bound. For an liciens
exchange i, e, repa, o relace component s e

Restnt vyl o s ecenty miaed and wll maisined.

 Insall an antisiphoning device for the dishwasher.
 Secure the loose backsplash picce and apply caulking swhere necded.
¥ Clan, repai, o replace exhaust fan componens.

BaTHRoOM
This buiking ha two bathrooms that were recently remodeled. Th inks and fauets,traps and
s, and gl stops worked wllwhen e
Waer presaire as adequat however, measurement s only  relative comparison i,
New owners should personally test each fixture to become familiar with each and make desired.
modicanons
Tesing “dymamic water low* (e runing of two o more cold watr fistures concurrenty)
Showid 3 poicesble drop in volume. Red . Toobuy and i eah-cState acnt wers tod how to
periorm a “homeovner's dynamic wate o and Jemperatre st on eachfiafe 10 ee-
i he sk of acekdentl scding when cold (ucets re acivate while someone s aking o
hower.
‘Novevidence o sgniicntor unusual deteiortion wasevident o viibledran lines and
eap piping Tesed drans, an i, however, watr caknge was found a1 the guest batvoom
Sk in, Ths sk needs et g anfor arston. N
ot it e sccured an vl el b he loor. The guestbthroon’s et seat s
extremelyToose and neels o be Hghiencd
Shovwergacs i the master bathtoom did have a lazing abe etitying compasiton (e,
empered of afty). Both b and shower areas had well-asencd gra bas
e st bathroom celing fan crew air weakly an seemed to peed laning, srvicing, o
replacement
T guest bthoony' resilint oo covring had an open seam that needs dhesive and
e
 Cornectth eakin,guest athzoom ink din.
¥ Fasen theIoon et st of the st Bathroom
¥ Clean, servic, o replace the xhagn o,
¥ S he st baiproom oo eam and apply aulk

o e b e A T e
[R———— “pagera
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EQUAL CREDIT OPPORTUNITY ACT
(REGULATION B)

RIGHT 70 RECEIVE A COPY OF APPRAISAL

You have the right to a copy of the appraisal report used in
connection with your application for credit. If you wish a copy,
please write to us at the mailing address provided. We must
receive your request no later than 90 days after we notify you of
the action taken on your credit application, or you withdraw your
application. In your letter you must provide us with your name,
the address of the subject property, your current address, and the
1oan number assigned to your transaction.

I (We) have read and understand the aforementioned conditions
regarding my right to receive a copy of our appraisal and
acknowledge receipt to a copy of this disclosure.

Fpplicant Date

Fpplicant Date
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RELEASE OF AUTHORIZATION

U/We hereby authorize ComUnity Lending o verify any information necessary in connection
withan FHLA., V.., Conventional or Second Trust Deed/Equity Line loan application,
including but not imited o the following:

L. Credi History.
2. Employment Records

3. Bank Accounts

4. Morigage History

Authorization s further granted to ComUnity Lending (o use a photostatic copy of mylour
signature (5) below, o obtain information regarding any of the aforementioned items.

APPLICANT (Borrower) SOCIAL SECURITY NUMBER

APPLICANT (Borrower) SOCIAL SECURITY NUMBER

CLUICR
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experienced insimilar structures, should be contacted to flly inspect and evaluate findings on
these and any other structural concerns, such as arthquake-preparcdness measures,

 Routinely monitor the foundation.

STRUCTURAL FRAMING
Subrrracrare

N S ol s st he s adton.The e arcsofpraly s
exposedFaming, wre e 0 potons of th crawl space. Faming o i mos part, was

uEiomary, il vible sign of crical ogs, cracks, daeiorain,of movement

Wood fosts i the crawt spac beow the Fmilyroom e n satiiciory condition. The
ot ofSuppontpots b e G g vt ok conntad o el ot
irs. N g devics (s o, o o) coud b o, Corecve work s neded
S0 would be ey o compl o th direction of  tructura nginee,

" header Supporting e EArage <ces Openin was some cosefo concen bcause of
e nonconiorming w7 o I eners v 2 o €nd. Th hebde ha l b o oo
(S g h g Connctions 0 ik, Sy, conecions e e
one'stractursl member and anothr ars esental.Pos base-and o connechons,and bea con-
ot 0o et and it ver o il o sl be sl

ipple-wall s n he garage and subares wereted togeher ustomary, however,
were o ot beneted with opplrcnial fstncrs o ywosd shestll pancis knowh i
o srengthen woaden structurcslocied i carhquake county.

Niany sirctural post, beams, and s had ko o et been ot for arthquake
prepaneines: A a dandard ecommendaion, these mesoare shoul betaken. Allupgrade
Fechmmendations shoukd come from 3 Qualied, lcensed,sractrs] engineer

Vst saiing wa found on garage neror wals. These s looked and felt iy, and,
when e il he Do e ST et eSS er iy Bocauss fhe
Couseof et ataning, anc the determinaton of s currenness, i Hful 0 determine eer
1o ol isclosun tatement 10 earm what efors wers mad i each o hese aras

e deping s oo gt e e o Pl g o
an valuston

Portons o thesubarexscelling wer nstale with thermal nslaton, however, a calculated
ey apecion” ok i (s sy Sandards of pACIRe. Sever] Scions e
oo o had Falln ono subarc sil. Corrective work i needic.

Main Seruceare
No xidence of crrent stracturalmovement was noted durin inspection o ssmplingsofdoors,
windoves, lors, wals,an celings, Th 1ops o some doors wers per-ut o allw tor wal

g o Ry el i o ot o s r i
poring el In WCIS'sopiion, (e indings do ot represent AgRIfcant,currnt movement.

Avcic Ares
‘At ad s acces don i he hllw g No oo boseds were vt sting ot ot
‘making this area isky o travers. In addition, hermal inulation covered many of the ceiling.

[r—— < pages
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Bicnnialy befor the rany scason, oofs should be xamined by  quaified roofin contrc-
{or,and outinely maiaine o "

 Clean the roof system of mos growth and tre dropping.

¥ Have the rustd step-shingle fashing analyzed by a sheet metal contractor

+ Repair o replace rusted gutters and scparated/missing gulter end pioces

e o et downspout botioms o divertrimwater away from he buiding
foundation.

‘Seismic Map Evaluation Notations (an optional evaluation that s ordered by Red . Toobuy)

‘Map #1— Intemsity of Ground Shaking During a Major Esrthquake (having a Ri
ing o1 8.0 r highen: From “ A" lo £ hi propety s locaton s aied "
(i s inence haing rating i the i)

Map #2 — Fotenial Landaide Locaton: This i i i such locaton. €5 approsi-
matcly theo blocks from an actve side area

Map 43— Entimated Building Damage from  Major Quakes Scismolog
damage o hi buling and from adacent tnctures.

Map 84— Potenia Reservois Ftlue This uding i outid uch lcation

Map 45 — Geologic Makeup Beneath This Buildin: This buding s on tnsheorcd Fran-
ok (ot KU by Blog, G s e i ) 3
nihe iy

‘Map 46— Liquetackon Potential: This buiding i ouside such location

Niap #7 — Subsidence Potentil: This buiiding i e such location.

Map 48— Tounami Potenia: Thisbulding 1 i ch locaon

terra-

st nticipate il

“Thank you for calling Warren Camp, your ASHI-certifed-member property inspector.

Additionsl articles/pamphlets provided:
AP Blletin—  home remodeling an repa nevsletier; ity compny pamphiet;
ublishd antcies by Warren Camp about smoke desectors, sbestos, water mirucion, and
G cloctricl rceptaciesand i year round home mainenance checkist

Copies to: mal pokup  fax  emal

Buyers
Buyer's Agent
Seller's Agenc:

[rE——— «pagets
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excrcise caution and common sense in this area to prevent accidental breakage and possible
bodily injry. " e o

“The frontentry door lock requires minor adjustment or security as well as quick and easy
operation

1 was  sold-core door, which i more resistant to breaking and entering, as wella to
flame spread than a hollow.<ore door. (Not all solid-core doorsare fire-resistant unless label-
cortified)

The glass-and-lat-panel door from the garage tothe sde entry was a weak door offering
Hitle i the way of securiy

Front and rear pedestrian garage doors were without atleat a L-inch-hrow lock or dead:
bolt. At exterior doors,deadbolrs are the recommended auxiliary locking device,

e e entranc (Kichen) deadboltwae " doule keyed” ype —a ke forthenside s
wllas outside lock cylinder i required. I these keys are ot easly accessible, cmergency.
gres could be impossible, and bear serious saety consequences. Conversion to single-keyed
bolis s casy, affordable, and should be considered. Contact  locksmith

Glusing 404 Eeress
Farily toom addtion indows wereinstalld cloe ot lor, Unfortunately, each glas pane
ok laing abelscerying Spocicaion (., 1mpered or sfey). Repacement gsing,
plasic A, of barie insal o may not N b e, b excrese cauton and comison
Eonce i hése areas unkl improvements are mad.

Neansof egres was. concern. When aiemping 0 fecy operae thefr-xit windows
leading ourids from each bdroor, (e windows were painied it and urable o ope,

o and e i o 0 pplmeil for oo oty ey

303 reminderbeore 4king posscsson o your new home, rokey 3l existing doorJoc

it te mprove overa e o provide oaceof i+ Y "

 Provide and nstallneded ire proecton, separations, devices,and safetysystems or
Components.

 Improvesecuity and door locksafety.

¥ Mk ir-egres windows frely nd flly openable.

PLUMBING
Water Supply

“The main wate service shutoff valve was on the building’s front wal. It was operble o leak-
age was detected. A 3/ 4-inch copper waterinejoined the building from the sreet, Visble do-
‘mestc hot-and cold-veater-supply lines were mostly made of copper.

WCTS found a combination of glvanized fron and copper watelinesat the front of the
buiding, The seller might b sble o provide information about the extent of coppe pipin -
placement. Galvanized iron water pipin is subjct over time tocorrosion from mineral build-
ip that can restrit water flow to fixturcs. Corrosion may or may not be extensive and WCTS.

ot predict a what ate this will occur
‘Measured at the main valve,satc pressure on the waterline was 89 pounds per square inch
(PSI,wehich is  moderate-to-high level. Prescribed water pressure-atihgs are st at 35 to 63 IS
10 prevent leakage from xCesse pressures. A WaLGr-pressure FegUIOF, prosure gauge on
the incoming waterline, and routine water-pressure monitoring are aways recommended.

[LE——— « pages.
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“I'm sorry, Mr. and Mys, Chuckles, but the only
thing you seem qualified for is a balloon loan.”
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Fresh aie needed for complet combuston asminimal n thisara. Additional, continuous
venilton's Sggsied. Open it et and windows provide such ventlaion

i oo eiors ak ahways e v sy Vil poriore o h exhaust vent e
‘were nsaled i uestionsbicand posubly unsfe ondition (naccsable porions of iping
Were ot inspectad: e conneconwere iapproprsily “taped over” wih sbestoL ke ma-
{erias The mere présenceof asbesto in a bulding maleral dogs ot ecesarly reresenta
s hazard any actorsmut b considered before making Such deserminaion (s the

Creniag of asbeios make-up, exac type of asbestos, and cuprent physcal conditon. Consd:

i e age of this bldin, aher asbeqos-<ontani maleras tht may ot be visily detec-
Shicor dentiiod i his eport may e prsent. Contac eialy COnlacirs 10 condut b-icas.
Tor asbesios presence and analyis, and f ound 10 be posive,provide ssmates forfemovalor
encapeataton of these matenil elowing th U, Emronmeial Proecion Ageny's standrds
oFpracice.

i fhae wasalso stained, suggestin cithr ezkage at the rooflne o condensation from a
1ack offresh e in s arc Howewer,ho moisure was vident i thisarc t inspecton

"Axa sandad carhoakepreparcdness consderaton some o l of e following sl
tionsshould aheaysbe anderiakenf not alrady pesen "

s Fleible waterupply pipin towter heates

. Fully fanctional sfmic cross srapping s enclosed WCIS brochure)

& Flxible gas Suppy Pping 1o hests anl al gasfusled applances

 Provide continuous fresh-air circulation

Lauwory
K aragearea laundry ara eas o fomgeroperations. No apliancs were o lcaton

e Ehambers o th wate in ahove th iy sink P no yet been nstale, ecause
ey benei th circulation of hotan cold watr within thse line, i chambers hould be
Stalod by a qualie plumbing ontraciorbeforethe ink s made dperstional

The conclee-and-rom snk was sdegualely secur 1 the garage rear wall Nethr  sever

vont i above no trap sl bencath hs Indey sy hat b incifed. Contac 3 censed
Plimbing conracor o such nstallation.

“The g shutof val s Ught and will eqire sdjustment when connecting g3 iing.

“Frch e exchange” o miimal n i unryare. Regolary opencd indon 3id ich
ventlation,

here v concen wit the oosenes f the 2ol lctric utletnet o the sink This s a
small o o, nd ecause oosenes could Compromise rounding protection, 4 1erse
i shouldprompily i v fosen i outl ok

 Make the various recommended plumbing improvements when making the laundry
area operational,
/ Install o et trap for the sink and secure the loose elctrical receptacl,

ELECTRICAL
Service and Main Disconnect

Flecirical wiring fo this building was fed from overhead and provided approximately 240 volts
tothe meter.

Tt e e e e o R o, ke
[rAN———— e
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Warren Camp Inspection Services
P.0. Box 906, Amold, CA 95223

(a09) 795.7661

+Inspocion Date: 0000 Report Number: XX

+Date of Report: XC0OK +Inspector:  Waren Gamp, ASHI®
P Certiied Member, #732

+Roport: Prepurchasa inspectionat _ Seat, SanFrancisco

+ Dwelling Description: Sinle-famiy dwaling

+Prosent During Inspsction: « Weyfier:No ain within past 10 days

Buyer: R Tochy

s not  code comps o, et o yse uaratesof sy i nos I an et ofthe
propery’s saabiy. It ncugblnly fams accesibl o visua nspection:no fuiura raocatn, dsmanti,
Gomoltion, o thr manual g, ofc. ks e < s proparstan. i dosnot o reqiremonts
ot i Csfoma i o Sction 1102 1 h recrod tciosee o rnsfro of s ropery.

T WCISnspacor expland o1 clen 9 o ypas o roors WCIS prapares. Raher ranselecn th in-depih.
Pt roport it xtonse rocommondations, h. clont ssiactod th presant st fogor, Fcings and
A A A ———— T
s ot
Ploasoca WIS wih you uestons.

Copyign © 2011 by weis







OEBPS/images/uparrow.jpg





OEBPS/images/9781118117965-fg1401b.png
fifi
fi








OEBPS/images/fingerpoint.jpg





OEBPS/images/9781118117965-unaa01g.png
Propory Adsess: ose:
27. acency:

‘2 DISCLOSURE: Buyo nd Sotoraach acknowiodga prir rocotof AR Form AD Discosur Regargg Foal
Estao Apency Rlatonshps:

. POTENTIALLY COMPETING BUYERS AND SELLERS: Buyer and ot oach acknaniodpo roceip of o
‘Gcksuro of o possbiy o Ml fopresanton by ho BAKer ropresantng T prinpa. Th GSCoSur0
may bo pan of & lsing agroamet, buyorbrker agroomant o saparlo documont (CA . Form DA). Buyer
Undorsands that Brcka (prosoTin Buyer may s 0prosetcihr poIBnlBuyurs, o Ty ConsiGr, mass
s or Uil e Py, Sl rdsans T Brokas 95T Sor oy a0 5 st

. CONFIRNATION: The oiaonshios are harby conimed o i Uansactn:
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protys 0 Buyer oxivsoy: o
¢ Fow
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T s an ffer o purchaso ho Proporty on 1 abovo forms and condlafis Al
Oy Guyerand St o incorpoatod i i Agroomant oy f e y i oot paros
i Froporty
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Worren Gamp Inspoction Sevces
“Propurchasa iapocton Faport

T Sveet, son Franciso,Casomia 030000

InTropuction
e inpcied property wasasinglefamily dveling, Most interio spacs were unfurnished.
Low-volage Wi, hea exchangers,gardens,fences eaning wall, underground piping and
Sorage tanks, nd Sprinkles ar not included i the copeof s nspetion report

"Warren Camp Inspection Sevice (NCIS) inpection are designed 1 mee b xcood recent
“Standards of Pactit” esabihod b the American Sociey of Home Inapetors (\SHI') of
which Warren Camp s certiied member, A copy o the Standards s avaabl pon request

Forthe mostpat, the buldin i SingleJevlframed sructrs bl over a clawlspoce
Bt round 195, e oriinal trctural work offhis wood:ramed buldin appeare custom:

y consiructed. No umsul or TV JAmAEE was apPATEn, Rowever,severl ems nee
Senion

Frtins of i il deling v bty el At ofhe
plumbing and electric tystems, o wll 3 severalstroctural ntalltonsat there adlton
s made n 3 nomprofesiona aner. These concernsar brough up i olhr secions of his
Seport.Because may ofthe wall a0 cling e coed I a nokpossb 1o acerai the
ikl xten of rencvatin. I more informatios bout hes llred aee s needed, (@ consult
W3 e s ngineer, (0 e <opies.f permit and remodelng contracts hat
may be made avaabie an {0 xamine he sl dislosure forn. "

e buing nerior and exeror wer,for the most par, adequately maintaned. Bt of
course, i bulings have Taws. Wel discussa umber of s s, but we cannot discover
S repor o vy one. Thi nspection and fepat ot lchrically exhausive and WCTS
o o provide  thorugh o flly etafed hahyis o prblem ess, With oy & ew hours
o inspect the nire property, WCTS provides, at bt  profesiona opnion based upon exp
ienct nspecon oo Carp i ok HcEnecd enginec o exper i oty e o crat Oy
Feprsenive mplechecks of various expose oview segmentof i propery were
e T aldionat Ao ot cotons e Il whet AL oF g s g el
WIS immediacly befoe further work resumes

Al e main points o h repot wereflly discused with Re . Toobuy and his agen,
Ken B. Eptu, at nspecion The following secions descrbeth finings dscussed.

Repirs coections, v ter ol s o consider (Noe: Ceckomarked concrns are ey
ihighe of he necors dings, R h i reprt 0l aprcitc s ot Where you
e e et he it oo e i s e
ool s a1 e b o 1 specion v eprt
 Check withthe buiding inpectin department about permis and inspections for any
lding construction, aheraons,and addtons

EXTERIOR
Bullding Extertor
‘Thisbuilding, with board-and-batten siding on the acade, and stucco on the balance, needs
maintenance on the rea addition. Surfaces should be weathersealed n the not-too-distant fu-
ture o prevent maisture entry. When references are made t the front, rear, ket and right,
they are made faing the building from Strect.

“Additional iems ot yet painied or waterproofed wre found. They include five louvered
wall vents, the garage door, one new entry door, and various windrow tim pieces.

o e e b e ST o e

[ttty «paget






OEBPS/images/tip.png





OEBPS/images/9781118117965-unabA.png
ASsoenmion 'SHORT SALE INFORMATION AND ADVISORY

OF REALTORSE GAR oSS e 111

T S S o s sy o g g st e shor s, s et <t rd e
g apaities of i Y 1 o i 3 gl e oy FAICUN oy er o by Sl 30
e ks ol ) o sl s il s 63 1 sl S, i o ekt w0t 1
ot povin s .

AT 1A oMY SALE. s S ——

St
oo et

T gt ot et st 17 03, 120
ey e
e o Aok KSR O FEATORS

5]
e 88 =

SHORT SALE INFORMATION AND ADVISORY (SSIA PAGE 1 OF 3





OEBPS/images/9781118117965-unacL.png
Warren Gomp Inspecton Services.
“Prepurchasainapecton Feport
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. Both bthvoom lghtfixtures wore extremely lose and this can compromise grounding
prtecion. Seardy fatonech e iy promegroundng

. Bome Romex winin on garage wall s e than et High and unprotcted, and ti
iy permit damage o th cale. Expose wiing should b piped into metal ondut or
Coveted with approved protective terialswchasdywall.

. Eaensioncond wiing was inappropriacly ke 5 sbstute for permanent wiring in
e maser bedroom 3nd Shoukbe propetly wird f he fxture o remain i use.

. Light fture in the garage and mase bathvoom aere without lamps (vl Bechuse
mitaken conactwih hotsockes can b dangerons,repacement mps shouid be pro-
odmevery i ocaion

In summary, safey concerns have arisen with interior wiring as wellas the service entrance.
fecding the building, Hirea lcensed lctricin o <oon ¢ possbi to examine the entire lectrical
system toits fullst and make corrections whererer necded.

WCIS alays ecommends h nstallation o ground et nerruption-ype
receptacles in Kitchens, bathrooms, and other wet ocations as an added safty messure. Pro-
Vide where needed at the direction of & lcensed electrician.

 Clean the min panel,replace detrirate components therein, provide complte i
it denticaon abolng herein, and protectth panc from the slements,

 Remedy immdiaily ol grounding, polaiy Ighting, and wirng provems

¥ Sccurely fasen loose ikhes, ecepacis, and I fxures.

Hearivg
Heat Source Type and Condition
T Borg Warner band gas-eied, orod:ae fumace inthe garage e had a estimated
401U nputcapacy ratin It seveal yearsago A may be spprosching th en of
{5 seful e T Hi-expectancy delermingion i necded, Conact A heaing specai
‘The following heating concerns ar e
o he g g and s s asiment
. Presonce of 3 nakuralga eok s deesied a the fumace’s ront shel Such eskage coud.
e oty o v s b et ey, Cotact  bensed phumbes o
ity company representaiv for horough fslin, 3nd anays.
. Nostrice oo was vible f inspecion. A cuen reco o schdulingvisits would
et mainienance hitoryof the hesting ysiem.
. TS applance did not have enef of plods gntion. A thermocouple devic, wehich
kb S o iy b ok e ot b gk iy
e A ocical disconnect switch s ot n the et sid o th furmac o fcltote
uting down lctialpower b i appianc for mainienance and repie
. No thermal inulaion whs presenlyinilled onthe e i duct above the furnace,
Bekause the duct s i uncondiioned or cold e, uch omissio lends el 10 Rgher
energy consamption tha o insulaed Ak
5. The armsir ducts and plemu were wapped with ssbestos ke matetal tat was
crumbly, Contac Specily cOnEBcor 0 omducta et fo 38esin presence and
Smalyis her an anound e house, an i found 1 b postive provide ctmales for

e e A 1 S T o 8 s
A — «pageto
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Table 10-1
Address  Date

Sold

Sample CMA — “Recent Sales” Section

Sale
Price

Bedrm/  Parking  Condition

Bath

Remarks

210 0ak

04/30/12

$390,000

33

2car

Very
good

Best comp.
Approx. same
size and cond.
as dream home
(DH), sightly
smaller lot. 1,867
sq. ft. S209/S.F.

335 Eim

02/14/12

$368,500

32

2car

Fair

Busy street.
Older baths. 1,805
. ft. S204/S.F.

307 Ash

03/15/12

$385,000

33

2car

Good

Slightly larger
than DH, but
nearly same size
and condition.
6ood comp. 1,850
50t S20B/SF.

555 Ash

01212

$382,500

325

2car

Excellent

Smaller than DH,
but knockout
renovation. 1,740
sq. t. S220/S F.

75 Birch

04/20/12

$393,000

3car

Very
good

Larger than DH,
but location isn't
as good. Superb
landscaping.
1,910 sq, ft.
$206/S.F.
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Table 10-2
Address  Date

Listed

Sample CMA — “Currently for Sale” Section

Asking
Price

Bedrm/  Parking  Condition

Bath

Remarks

220 Oak
(Dream
Home)

04/25/12

$395,000

33

2car

Very
good

Quieter location
than 123 Oak,
good detailing,
older kitchen.
1,880 sq. ft.
$210/S.F.

123 Oak

05/01/12

$399,500

32

2car

Excellent

High-end
rehab. & priced
accordingly.
Done, done,
done. 1,855 sq. ft.
S215/SF.

360 Oak

02/10/12

$375,000

32

1car

Fair

Kitchen & baths
need work, no
fireplace. 1,695
50.ft. S221/SF.

140 Elm

04/01/12

$379,500

33

2car

Good

Busy street,
small rooms,
small yard. 1,725
s0. ft. S220/SF.

505 Elm

1031/11

$425,000

22

1car

Fair

Delusions of
grandeur. Grossly
overpriced! 1580
sq. ft. S269/S.F.
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WHAT TO BRING TO YOUR LOAN APPLICATION

Uso thefolowing chockist 10 be 5ure that you bring averythng you need to make your lan applcation an easy, hass'e-
'OBIGINALS ARE REQUIRED UNLESS OTHERWISE STATEC

free excerence.

LECEEEE TR T

o,
Sales Contract (On the puehase of your o roma)

Original Paystubs For Last 30 Days (Showing year o date earings, ame and Social Secury #)
Most Rocent 2 Years Original W25

Most Recent 2 Years Tax Returs (ih ai scheduias and sgned n i n)

Yaaro-Date Profitand Loss Statemont and Curent Baiance Shaet (1 sefhempioyed onh)
Iformaion on Residence istory (For th ast 2 years - adressas and dates)

‘Goupon Baok or Most Recent Statement on All Outstanding Loans and Credit Cards

3 Months Bank Statements for Al Accounts (I any rocanty opened accouns or izeabie Geposis,
bring Gocumentation o prove i source of the funds)

3 Months Statements for IRAKeogN4OTKProfit Sharing
Transcript o Diploma (I you were a student i the ast two years)
‘Addresses, Loan Information and Leases (i applicable) on Real Estate You Currently Own

‘Current Landlord's Name, Phon Numbar and Address or 12 Months Cancelled Checks.

Copy of Sales Contract (fyou aro sling your prosent home)

‘Complete Divorce Papers or Legal Separation Agreement (I you payireceive chid support or
alimory)

Relocation Agreemont (1 you aro baing transfored nto tho area)
Bankruptey Papers including Scheduls of Creditors and Discharge Papers (I appicatie)
‘Award Letter and Capy of Most Recent Chack (you ecerve Socal Securey,fatiromontor isabizy)
Pink Siip(s) on Car(s) (I cas are 5 years 0dorloss)

Copy of Driver's Licanse and Social Securty Card (FHA ony)

Original Certficate of Elgibilty and DD214. (VA only)

S_____Check for Appraisal and Credit Ropor Feas
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on the nside ofa few foundation wll, rading and dainage should be moritored regularly
S should b improve

Moiture an rsimage conditons vy it specfc ol types,andscape/hrdscape de-
g, and wenther change. Consequenty, eporing on scepage and pondin condiionsor
"miking representations egarding sil bl cannel be made by i inspecion company.
Refr . el disclosure o o] enineer epor 10 €0 f (h possble presence of
3 Subteranean French-dran ystem nd to fully apprecae the poenia o waler iy —
‘Whether caused by Ight i, nabual spings, pRGGnged heavy rin,or it causes Ko
Tinty Yoep al s, patios, v walkays e and well mantaned.

Undersround Piping
Understandably, nepecionof insccessible undergeound perimeter drainage sytems could not
o nspacte. Nethe could WIS inspectathe unerground devicssuch s conduts, gas and
Wale iping, waste and vent ince, 001, 4 wel s ndersab component. Absicly no
esting of scve ines i done by WIS,

"WEIS deecid o outward signs of presently existing o preiously placed underground fuel
Sorage tanks (USTS) wihinthe Inapectd arcas (¢l pout, vt i, uppiy tbing and
S line,ora fus b abela ol bumer” —typicalinditorsof USTo. Inkpeted pates
may wish t explore friher since sch xplortio i hot wiin he scope f ASHI standard
specton pracices

/ Free and maintain windows, trim, and hardware.

¥ Refer 10 a current structural pest<ontrol inspection report for findings and corrective.
recommendations.

 Paintor waterproof all raw materials.

¥ Repair needed tems.

¥ Regrade/ refinish landscape and hardscape surfaces in needed areas.

¥ Contactasol engincer regarding crosion and hillside stabilty.

FOUNDATION
‘The foundation was only partally accessible because o low headroom thraughout the subarea.
‘No ratproofing membranc was yet placed bencath the family room, which might be a thought-
Rl condideration.

Visible foundation stem walls, a5 viewad from the subarea doorway and building exterior
have been installed according to Customary practiced standards.

‘Garage and craw space logs were made o continuous concrete, which is often
with nternaly placed st barstha could ot be examined o verifid.

“There was hairline or minor cracking on foundation sectons of the family room addition.
Such cracking in  building of ths ype and age 1 not uncommon and should be routinely mori-
tored. I the cracking increases, o new cracks develop, contacta qualified engineer for an
valuation. Looking fo any direct and current translerence of foundation movement to adja-
cont fiished walls, ceilngs, and floors, no outward sgn was detecable. I was not possble to
determine if this cracking was  currert condition. Determining whether foundations shifl, set-
e, o rtate, or cracks will appear, o f existing cracks will extend further, i not within the
Scope of ASHI inspections. Neither can W future foundation s

Hlement.If more iformation is needed, a qualified structural engincer,

iforced

T e e AT o e
[r———— «pages
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Windows. Doors, and Sisir
B he opersbily o o windovs has bocn affectd by painting s it vailabily has
been diminihd and chould e nceased b Foutnely opena, Repalr s nesded v
Windows na mumber of rooms necd addtons attenion.Some window locks and hard-
wane ood adjusment In adiion at s three double.hang sashes i the maser bodroom
i broken wite. An one garage window ha a cracked ias pan that showld b repace.
Generally,any broken, eterorated,and/or missing doors and indows, locs and compo-
ents,even hough no pecifclly caledout i hsrepor hould be repaced o1 epare

Floors snd walts
Mo of the tarly room flooing s carpeted. Uncovered hardswood floainginthe iving
Toam wa n good condiion and adequaaly maitained.

X ole wak motce o th hall wall. Apparenly a mising door sto i respansible for this
el domeges which o ropee e epaidg G 00 Sl st

 Repair or adjust windows, doors, and hardware as needed.
 Indtalla missing doorstop device and repair the hole i the hal wal,

FinerLace
The living room firplac had  sound firsbox. Lt cracking of brcksor mortar s was de-
Tectd. Th Arebox was cmply

'Needing atlnton eas thematte ofcleanines ofth iebox, dampe throat, and ull xtent
ofhe himney. The National Fire Prevention Assaiation ecommends hata i-depth napec.
o ofth e freplace system b performhad whenever her' a change of vnchuhp of
home having sl ful-buming ircpace. Thereac,coniacta proessonal chimey-sweep
Contracior o flly xamine,repar,and clsn il o e, a el s thse hat wre
il accsable for foday's pecon, on  eguiar s This wil insure conkinued i and
icion rplaceoperstion. -

“he chimney e hd 2 cap on s top and it was the spark-aresting ype. This protective
ember scnoen was i atistacory condition.

T freplace damper door was operational and well ited. However, eithera protective
cmber scrcn nor 3 las-door Ssembly Was prsently i plac atth Arcbox's our earth.
Provide ther type ofproecivebarrie belore hing th nex e

T o e sh rcspiate,  wel s the B outer het,were i good coniton
andwel mintained

 Provide a protectiv ember screen or glass-door assembly at the fircbox's outer hearth,
 Hire  prolessional, full-service chimney-swwecp inspector contractor before acivatng
the fireplace.

KircHen
“The Kichen was well maintained. The snk, fucet, trap and drain, and shutoffvalves were work-
g when tsted, Water pressure was adegat.

Teakge a he faucet ball nocds medite corection.

The elctic garbage disposer was operational and functioned as expected. There was no un-
usual o excessiv noie or vibration.
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“Hi, Honey! T just got a great lead on a

foreclosed property. By the way, how

do you feel about ghosts, ancient burial
grounds and curses?”
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Warren Gomp Inspecton Services
*Propurchase inapocton Faport
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Rooro
Accensibitiny

T foof s acesible by adder, Inspector Warren Camp physically performed a fll roof i
Specion, Only the eneralcondiin of visble Fling suaee wiasobserved. Wateteting of
ool surfccs, membrancs, ey, gters, shing, 3nd o o, 4 ot typcA performned
home inspector. e * il p v

Membosae Type 1nd Condito et bt e
il ayer o compositon shingis 3ppear t have been aid ovr his iructure, The actu
umber o ombined weight placed on iictural memberscould ot be determined. Muliple
Tayer concer rotersand Inkpector.for dHfrent ressons hey creae a v SurTaces
{ain ol and/or 38 vaporsbetwen membrancs may ransier deca o sruetural mem-
er e conlact and may addexcessve welgh o he et Whanever - ayered
Toofs fceive thel nex mermbrane,all it 01 maicit shouldbe for of and di-
Conda: Consider nsaling appropriatey speciied pywood sheathing ot tha e,

- Alhough e s S o e o o o e composton
ingeson ach rof Siope appeare tound, Ther o il or o eidence of unusul or g
Ricant oo delrorstion however mossgrowih was evident o th lwer portion of the
Rorihfoing lop Conact  rooing coniFctor o determine ways 1o

Dcors was found o the rontrof Slope wher the al e has bevn Aropping epves and
branches over ime. Rooing st b prompily and reary cleaned and mainained.

ers. Gussers, sad Fiasbiog
S Shingl lashing 2 ualy et It was viible a the base of the firplace chimrey. Rust
‘Wit cbrved on porio of this fashing, SuBgesing furthr eploration ad analysis by
oot el contracior,

Fip vent and perimetr flashin were in satsacory conditio

Sione il fshing vere pod Ovral, h oo s oty

e gute s werepotceably ruste, aspecally on he unpainid interi face. In

additon e o i e e oun it e comechon i et
It o o ks s o eplacment

Gt o colte organic debri from avesheadt e, Keep gt dovenspouts,and i
othe drain openings e of debris or proper drainage hroughot e yer

e dovwnapou system was, o the moghpat cusiomariy netalle Unfortuntely, a -
erofdownapoutskely domp wate directly ono oundaton rcssbciow, whichcan cuse
croion and Biding Setdementover . Splach lock o extenders can b placed at the bose
of such downspourstodivertcollected e, s oplion, e I censed FLATIAINg ontac:
Horcanconnet downspou PIIng 0 an (xHng drin .

Addicionst Concerns
Roofsarssidam,  eve,regulaty inspected. Rgardles of whether a WCS roof inspection
was e, foofn, problem are afen bt and Hclt 0 cvalune. Becase prop
inspeciors Gont afen have t hands-on raining and accesily rofers have whenever
Guitons offoofing adaquacy i, Hcense rooing contacto should b 35ed to
Provide: thorough nspecion and evaluation.
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e

v Hire  strucuralengincer to cvaluate family room frams

¥ Scmicll etroft ructuralposts,beams,paie,and s for wind load and et
quake preparednes.

ot th rtated header and efasten it approprisel

¥ Refer . current structurs) pestconteo ndpection report fo findings and corrective
recommendarions.

/ Provide meulation affies whee necdec and refstenflln crawl space inslton.

FIRE SAFETY 404 SECURITY
AT A— o Garage wal suraces,adcent o abi
o s fir-afty concerns with hi property. Garage wall urfaces, adjcent t habit.

bl rom, were ot compleily eeistant Cumrey. s  Fik of povenial fame spread,
S5l radon ilration, i habitble apace. Flly separte mechanicl ooms from habit
Shic roms e b instlling o paiching i apenings nc cparaions with - estant dry
Wal plser, Sees meal, et o ndeiaking B Tesetant opstruction where SpprOpTAISy
WCIE o uiable t ocae vy ok delecors o prnker in i aes. A mwiored slorn
System ith adequne okt and heat detectors o b il

v smoke eectors wers insale i i btlding:om el n thec bedrooms and the
ciling of e common hallway: Becaus stae nd local codes change reenly onsul the
Dulding depariment o direcion on optmal umbr, (e, an ocatin of units. B certan o
Teplace baterie very yar wih e batirics Providing pproprately specified and lcaied
e extinguisher i improves ire iy

Securiey
“The buiding's front door was quipped with  ock deadbalt,and arge glass pane. Glazing did
ot have bl sty g Specicanon (o, tempered or fey). Door and window pancs
Vithout saety glaing con b hasardous shen broken, < curret bulding Codes e saety-
Tabeled gass to minimize possibi injry. Repacement s ot customarily rquire; however,
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“Well, all the papers ave in order. The only thing
1eft is to have you pee on the side of the
house, and it’s yours.”
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Part of the hotwater piping in the subarea had no thermal insulation. Fullinsultion would
reduce nergy consumption and improve the hot-response ime for each water fixture,

“This area s copper water piping was also without proper or sufficient wal and celng fasten-
ers. This omission might contribute o cakage or harmering noises i these lines, such 35 hose.
WCIS detected in both bathtooms.

Veats, Drstns, snd Teaps
Throughout this iuctur, Vbl ste and vent piing was made ofcast ron. A 2inch cast
irom wasi o vent i beneah he raw 4pace ackes door s crackid and deeroraod, -
Guiting eplacemen o this piping i the ok-toa distant frure,

A aste vent v n the gatage was ncomplee, acking acap orcervout phg, Loated o
e ight of the Fumace, pmiet showld imply sl a roper cap o po

X humber of drain e nspected and maiaiing a eflotve wate i sea.

Trapa for both bathroom washbasins were a.concen for WCTS because they were ot
et alpeceand e et Compeent plambing connectons are esenial,Trap rplace:
et would be nevperstve and essy: T e e

Gus Supply
T main o shotof alvelcate on the building's front eteios all s ght Ifa st
VAINE o ov, o e o emergency ccesubleor operable,the locl iy company
could be contacted for correction. ey P ycompany

 Installa water-pressure regulator and gauge on the incoming water lne.
o s e and e sy 0 e

 Replaco cracked /deterorated cast ron piping.

¥ Cap or plug the open waste/vent pipe.

¥ Replace delective traps on both bathroom washbsins,

The Rt hete i fucled type h a
ot water heer i the garage s  gasfucod ype that was operating durin inspection.
[£ha o berglos hrmal ke, A o hernal ot barber, eqiped with oot
ul nslaed cces o placd ety overthe hste's 1D plte, shod e sl

“The waer heate also ke adequite cros SHpping nd resiaing blocks designed
st movement i an interse sriake

¥ was apparently  ecentl inaled model With  berglass ok, an idetication plte
indicatd ik his A, O, Smith applance had .40 gallon capaciy,  siing of 300 BTUs, and a

alon perhous recovery o,

"The tani botiom v re of rusk Noleaks were evident,

ity e vt et o e o33 empertne nd ressre el vl
s ecesaryfo the safe operation of et applances The TAPR vaiv wa properly ocaed an
S Waroveeis e s connece ot bt accodin 10 actepied s racices

“The shutoff vl o the cold-watr SUPPIY PPN w3k operStonil No leskage was vident.

Hot wate piing immediately adicent & he wayet hesir had some thermal wiapping.
o, -Enig iapocion” ok wihinthe o fourispectos.

" drain valvc at th b of the tank, when openi,showed minmal shdge deposs

The gas-Shtof valve was <Hficl 19 Gperate and should e e

e S A 2 TR o e e
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“Can you explain your mortgage program
again, this time without using the phrase
‘gada, yada, yada’?”
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