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“Why Most Home Buyers Lose Thousands Of

Dollars When Finding, Buying And
Financing Their Home...”

Dear Friend,

It'strue. Even savvy home buyers lose thousands of dollars...even tens of thousands of
dollars they could have* pocketed” had they known about the important “secrets’ that make up a
successful purchase of a great home.

They don't lose money because someone took advantage of them. And they don’t lose
money because of the economy. The problemiis...

“Most People Don’t Plan To Fail...But Fail To Plan.”

If you rein the market to buy a home anytime soon, and you want to find the perfect home at
the best possible price, terms and financing, there are THREE things you need to do up front:

First, understand and get control of your personal emotions about the purchase of your home
Second, get the most valuable, important information available so you make a prudent and
educated decision. And third, become informed about the very best financial resources and
productsto fit YOUR needs...NOW, not |ater.

After all, buying your home is very different from any other financial transaction. Itisn’t just
a“home,” it’s atransaction that affects your monthly overhead expenses...your ultimate net
worth...your retirement...your kids education...and much more.

So it's no surprise that buying your home may involve abit of fear, anxiety, frustration...or
even excitement for that next move in your life.

The secret is...try not to | et these emotions get in the way of a prudent purchase. Thetips
and information in this report will help you have a better understanding of most, if not all,
aspects involved with the purchase of your next home

S0, let' s examine some of the critical questions you might have with your next home
purchase...

1. Whatis an“asis” sale?

An“asis’ property is sold without awarranty as to condition, repairs, or structure. With an “as
IS’ sale, the buyer is on notice that the seller makes no promises regarding the property’s
physical status. With an“asis’ sale, it isextremely difficult to make aclaim against aseller if
something is found to be wrong with the property after closing. “Asis” clauses should be seen
as an absol ute requirement to make the transaction contingent on a professional inspection
“satisfactory” to you. With a properly written sale agreement contingency, if you are not
satisfied, then the deal is dead and you can get back your deposit in full.

2. How long must | live in a house once | buy?
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When you apply for aloan, alender will ask if you intend to use the property as a prime
residence. If the answer is“yes,” then it is expected that you will physically move into the
property and live there for sometime. There does not seem to be a set definition in the term
“sometime,” but what lenders are getting at isthis: They do not want to make residential loans
with low rates and little down to investors

Thus, if someone gets aresidential mortgage, instantly moves out, and quickly rents the place,
lenders will be more than unhappy - they may call the loan. They may aso review the loan
application to seeif fraud wasinvolved. Lenders do not want borrowers to move in and then
rapidly move out, but they will look at the “facts and circumstances’ if such an event occurs.

For instance, a sudden job change not known in advance might be avalid reason for amove after
several months of occupancy. What lenders do not want are situations where a “residential”
borrower is actually a disguised investor. Given that most homes are occupied for 8-10 years, a
move after several months or ayear islikely to set off bells.

3. Can | buy real estate with no money down?
Yes Millions of people have bought real estate with no money down through the VA loan

program.

If you mean, can you buy real estate at a discount of 20% or 25% with no cash or credit, and then
instantly sell or rent the place at a profit, then the answer is probably not. Why “ probably”
instead of “ absolutely” not? Because in a marketplace with millions of transactions each year,
somebody somewhere has made a deal with no money down and rented or sold at a profit. But it
is aso true that somebody somewherewas hit by lightening. The problem is that the term “no
money down” is sometimes in the worst cases a code expression for adeal where someone
without cash or credit wishesto buy property from someone who is needy, unsophisticated,
desperate, in mourning, etc. Under the guise of “helping” the owner, buyers offer to purchase
property at 20% off, or more, and with subordination and substitution clauses. Of course, if
purchasers really meant to be helpful, they would surely pay full market values. Let’s be clear.

If no-money-down schemes are so wonderful, why do folks who engage in such investments
have a need for “partners” with cash?

Rather than get-rich-quick tapes and seminars, prospective investors are best served by taking a
basic real estate license class in your state Thiswill explain much about financing, marketing,
title, and other issues. It will also alow an individual to take the entry-level rea estate exam and
qualify for alicense.

4. We made an offer on a home that was about 5% below the asking

price. Our offer was rejected. What can we do to make the owners
more reasonable?

Who says the owners aren’'t reasonable? They have established a market price for their home. If
they can get that price within areasonable time frame, then they have logically priced their

home. If the price cannot be obtained, they will lower either the price or the property will be
withdrawn from the market. Because your experience in adifferent market made selling at aloss
acceptable, that does not mean the same logic applies in other markets, or that your choice
should in any way impact the sellers. Perhaps it would make sense to restructure your offer -
maybe raise your price but seek better terms.

5. Where can | get more information regarding accessible housing
options?

Try the following sources:




State architectural associations

Local builders

State and local builder organizations.

Hardware and building supply outlets.

University architectural schools

Thelibrary of the National Association of Home Builders in Washington, DC.
Local public housing agencies.

Local chapters of associations that serve those with special needs

6. We are handy and want to buy a house using sweat equity for a
down payment. Will lenders go for this?

From time-to-time, you hear about lenders that allow the use of sweat equity as a credit toward a
down payment, but not all of it. Most lenders, however, are not thrilled with this concept., The
problem isvaluing labor. If aprofessiona paints a house there is work completed to agiven
standard (that helps maintain the value of the home, and the lender’ s security if theloan is
defaulted) and thereisabill for labor and expenses (paint, caulk, etc.).

With sweat equity, there can be a cost for supplies, but how islabor valued? At the samerate as
for aprofessional? A discount? And what about workmanship?

The best approach is to speak with as many lenders as possible to seeif they have a program that
allows the use of sweat equity. Ask about the maximum sweat equity contribution allowed, total
cash needed to close, rates, points, etc.

7. Can I discount the sale price to create a down payment?

No. Lenders provide financing based on the sale price or the appraised value, whatever isless.
In the case of a“discounted” price, say selling a home worth $150,000 for $140,000, the sale
price is $140,000. Lenders do not recognize a discount.

A better approach is to pay full market value but to make the transaction dependent on a*“seller
contribution” at closing. The effect is the same, but the accounting makes more sense to lenders.

8. Whatis a“due-on-sale” clause?

When a home is financed, the borrower agrees to make regular monthly payments. However, if
those payments are not made, if they are late, or if the lender’s security is reduced (by not
making payments, damaging the property, not maintaining insurance, not paying property taxes,
selling the property, selling a part of the property by placing someone else on the title, etc.), then
the lender has the right to call for the complete and immediate (say within 30 days) repayment of
theloan. The mortgage language outlining the lender’ srightsis generally called a “due-on-sale”
or “acceleration” clause. One effect of adue-on-sale clause isthat it effectively prevents aloan
from being assumed.

Borrowers should note that state and federal law may limit the ability of lenders to enforce a due-
on-sale clause. For instance, atitle change in the event of an estate situation may be allowed.

9. Whatis a“land contract?”

A “land contract” or “contract for deed” or “agreement for sale” is an installment sale you buy
today but only get title after some or all of the payments are made. If you miss a payment, you
could lose some or all your equity. Because title has not been transferred, thereis nothing to




foreclose Some states, however, have special provisions protecting those who buy property with
aland contract.

Be careful in aland contract situation to look at the proposed financing. Is lender approval
required? If yes, and such approval is not received, the loan could be called.

State rules regarding land contracts vary extensively and such arrangements should be reviewed
by an attorney or legal clinic before acceptance

10. What are the pros and cons of a land contract?

A land contract may allow a buyer to obtain real estate even if he or sheis not ableto obtain
financing through regular loan channels. A land contract may allow a seller to market a property
when interest rates are high.

If abuyer with limited financial capacity purchases with aland contract, then a seller may have
problems collecting monthly payments. However, since a buyer with aland contract does not
have title until all conditions are met, it is often possible for the seller to get the property back
with a“forfeiture” rather than a“foreclosure.” The attraction of aforfeitureisthat it is much
quicker to obtain than aforeclosure. It isaso acomplex undertaking that should only be done
with an attorney.

If aland contract involves the use of existing financing that cannot be assumed, that could set-of f
adue-on-sale clause. Both buyers and sellers could lose the property if the loan cannot be
repaid.

Or, suppose Seller Jones sells a property to Buyer Smith using aland contract. Title will remain
in Jones name until Smith makes a certain number of payments. But suppose that Jones goes
bankrupt. What rights does Smith have to the property? Or, suppose Jones does not pay the
property taxes? If the local government forecloses, what rights does Smith have?

Also, what happens if Seller Jones goes off to Tahiti? How does Buyer Smith get title?

Land contracts should be seen as complex arrangements. Both buyers and sellers should consult
an attorney or legal clinic (separately) to assure that all aspects of the transaction are fully
understood.

11. What is a “seller contribution?”

A sale agreement typically includes both a purchase price for the property as well asterms and
conditions. It sometimes happens that a buyer will make an offer subject to certain terms. (1'll
buy your house but | want to keep the washer and dryer, etc.)

One possible condition concerns “seller contributions.” (For example, I'll buy your house if you
will pay thefirst $x of my closing costs) Lenderswill generally accept seller contributions as
part of atransaction providing they are written into the sale agreement, fully disclosed and only
represent alimited fraction of the sale price Different loan programs have different contribution
caps. Lenders and brokers can provide specific advice.

A seller contribution can be a useful bargaining chip in slow markets (Buy my house and you
can have acredit of $x at closing.) It's athought that goes along way with cash-strapped
buyers

12. Canlrent out aroom to help me qualify for a loan?
Generally no. Lenders have no assurance that such income will be regular and continuing.
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13. Can we use private financing to buy real estate?

In theory, yes. In practice, not really. The odds against private financing are substantial. In
1997, according to the NATIONAL ASSOCIATION OF REALTORS®, 74% of al firsttime
buyers obtained financing from mortgage companies, 19% from commercial banks, 1% from
Saving & Loans, 1% from “other” sources, 1% from credit unions, and 1% from private
investors.

14._We have stock that has significant value and we think its price
will increase. How can we come up with a down payment without
selling our shares?

Thisisan increasingly common and delightful problem. A home purchase typically requires
either a sizable down payment, say 20%, or some form of backing by athird party, perhaps the
FHA, VA, or aprivate mortgage insurance (PMI) company to buy with less down. With athird
party, loans with 15, 10, 5, and 3% and even nothing down are possible. So, one choiceisto
look for financing with as little down as possible. A second choiceisto look at RAM financing,
areserve account mortgage.

With aRAM loan, you might get 100% financing. At the same time, you would deposit an asset
with the lender; say the stock you do not want to sell. The lender then holds onto the stock until
the property has a certain level of equity caused loan amortization (reducing the size of the loan
through payments) and, hopefully, increasing property values. The borrower has 100%
financing.

RAM financing raises important questions: Who gets the interest on the account? What if the
value of the securities declines? How is the new value for the property determined? What is the
monthly payment? Is al interest deductible? Mortgage lenders and securities brokers can provide
additional information.

15. What is “MCC” financing?

Because states have better credit than people do, they can borrow money at low rates. Under
Mortgage Credit Certificate (MCC) programs, states lend money to first-time buyers and low-
income buyers (usually) at below-market rates (but at rates that cover the interest cost of floating
bond issues) and with little down (say 1% to 5%).

MCC sallow you to borrow money and to write off a portion of the interest, up to 20%, as atax
credit. Theremaining interest deduction isjust awrite off.

For example, suppose your interest cost for a year is $5,000 and that 20% can be used as a tax
credit. On your federal taxes, you would deduct $4,000 as an itemized expense, and you would
deduct $1,000 (20% of $5,000) from your tax bill. See atax pro for details.

Speak with local lendersto seeif MCC financing is now available. Because funding islimited,
these programs often run out of money quickly.

16. How gquickly must | apply for a loan?

Many sale agreements require buyers to apply for a mortgage within a specific time period, say
seven days after the contract issigned. Thisis anegotiable item, however, and can be any period
agreeable to both parties.




Thisis an important matter because if an application is not made, then abuyer may bein
violation of the sale agreement. A violation of the sale agreement, in turn, could be grounds to
forfeit the deposit. Thus, buyers should go through the sale agreement with great care before
signing to assure that all obligations are known and understood. Work with an appropriate
professional such as abuyer broker when reviewing a sale agreement.

When you meet with alender, be certain to dbtain aletter stating that you met and showing
when. Immediately provide this letter to the seller’ s broker in the manner required by the sale
agreement.

17. Can | buy a house with an award from a lawsuit?
Sure, if the money isthere. But until the matter is finally resolved (appeals run out, and a check

is cashed) how does anyone know that there will be money available for arealty purchase?

What if someone contracts to buy a home today with $20,000 in cash due at closing in 60 days,
money that will be generated from the settlement of asuit. And what happensif the suit is
delayed? Money at closing is still required, and if the buyer does not close, there could be
substantial damages—and maybe another suit.

18. | am getting married in two months. | have lousy credit, but my
spouse-to-be has excellent credit. Can my future spouse buy a home
individually?

Yes. However, he or she can only borrow based on one income and his or her credit standing.
Together you might have far more income. Lenders, incidentally, will probably want both
parties on the property title evenif you are not on the mortgage. This removes a barrier should
foreclosure be required.

19. What rules prohibit discrimination in real estate sales and
financing?

The Fair Housing Act isthe major legislation prohibiting discrimination in real estate. It
provides that there can be no offer to sell, rent, buy, or exchange property that contains any
preference, limitation, or discrimination based on race, color, religion, sex, national origin,
handicap, or familial status, or an intention to make such preference, limitation, or
discrimination.

. This federal law applies to the sale and rental of housing, residential lots, advertising the sale or
rental of housing, real estate financing, the provision of realty services, and the appraisal of real
property. It aso prohibits the practice of “blockbusting.”

Other federal laws that offer protection include:
The Civil Rights Act of 1866
The Civil Rights Act of 1968
The Americans with DisabilitiesAct
The Equal Credit Opportunity Act

State and local laws may also identify additional discriminatory factors that are prohibited.
Brokers, lenders, and attorneys can explain such mattersin detail.

20. If the appraised value and the sale price of a home are different,
what will lenders use when granting a mortgage?
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Whatever islower. Lenderswant aslittle risk as possible, so they will look at both the sale price
and the appraised value and then make aloan based on the lower of the two numbers.

21. What is “buyer’s remorse?”
With some frequency it happens that buyers often have a sense of remorse after contracting to
buy ahome Why?

A homeisavery large purchase. Not just in terms of dollars, but also in the sense of status, ego,
and commitment. And becauseit is such atransforming event, it naturally and reasonably causes
some concern.

But not to worry. Buyer’ sremorse typically passesin quick order.

22. Can | buy a house after a bankruptcy?
Probably. There are two issues to consider.

First, lenders like to see two years of good credit after a bankruptcy isresolved. However, there
are instances where lenders will finance with ayear of good credit.

Second, lenders want to know why you have gone bankrupt. Thereis a substantial difference
between a bankruptcy that is caused by reckless financial habits and simple financial disasters(a
car wreck, medical costs, the plant closed after 30 years, the town was underwater for three
weeks, etc.). In other words, not every bankruptcy is a by-product of financial negligence

23. What is a “stigmatized” property?

There are properties that are in flawless physical condition but may neverthel ess present unusual
marketing issues. For instance, homes that have been the site of murders, suicides, or that are
reportedly inhabited by ghosts are known as* stigmatized” properties. Thisisahomewith a
condition that is psychological in nature rather than a matter of bricks and mortar.

The subject of stigmatized houses is complex. While some people may want a house with a
ghost, others do not. The subject gets tangled even further when one is asked whether murders
and suicides at a property must be disclosed.

The rules on this matter vary by state. Some say a given condition must be disclosed, others say
“no.” Some say disclosure is not necessary after so many years, and some states say nothing one
way or the other. For specifics, please speak with abroker or real estate attorney in your
community.

24. What is the difference between a co-op and a condo?

In general terms: A co-op is acorporation that ownsreal estate. If you belong to a co-op, you
own stock in the corporation and the exclusive right to agiven unit. Thereisusually an
underlying mortgage on the property and your co-op fee includes some or all mortgage payments
aswell as other costs.

With a condo, you own real estate and you have access to certain common facilities. The condo
istypically responsible for exterior maintenance and you pay a monthly condo fee. You have
your own title and mortgage, so mortgage costs are not part of the condo fee.

25. What are some of the basic questions to ask when looking at a
co-0p?
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Co-op ownership raises a number of issues that should be of concern:

What isthe value per unit of the underlying mortgage?

What is the voting system (one vote per unit or voting based on unit size)?

Isthere areserve fund for repairs? If so, isit adequate?

Are major repairs anticipated in the next two years? If so, how will they be funded?

Is the co-op now facing or likely to face alawsuit for any reason? If yes, what are the possible
damages?

6. What pricing trends are associated with the co-op? Are prices rising? Falling? Can you review

all salesfor the past year?
7. Isaproperty tax rise known or expected?

s owdE

26. We are considering the purchase of a condo in a complex that
has an interesting pet rule: You can only have a doq or cat that can be

carried into the building. Is this fair?
The obviousintent isto limit larger dogs since domesticated cats can be readily carried by most

adults Thereal test here isthe strength of the owner rather than the size of the animal.
Not all animals make good pets, regardiess of size Venomous creatures, wild animals, and
endangered species are certainly inappropriate.

A more difficult question concerns larger dogs There are noise and sanitation issues, and there
are specia questions regarding breeds with a history of attacks. 1t may well be that Rover isthe
best of his breed, but if Rover has a bad day and mauls a child the liability could be substantial.

The condo association, for the protection of unit owners, raisesavalid issue However, a better
approach would be to speak with insurance carriers to determine how pet coverage is handled,
exclude animals not covered, evolve amore precise pet standard, and make certain that owners
understand both the condo policy and their personal liability.

27. What is a broker’'s “trust” account?
In terms of areal estate sales agreement, a“trust” account is typically an account operated by a
real estate broker that is used to hold buyer deposits until closing.

Example: Buyer Smith makes an offer to purchase ahome. With the offer is a $10,000 deposit.
That deposit is held by Broker Smith ina trust account. The money in abroker’s trust account is
typically a credit to the buyer at closing. If the sale does not close, however, then severa
alternatives are possible:

First, buyer and seller may agree to return the trust money to the purchaser. Second, buyer and
seller may agree to give the money to the seller to resolve claims that the buyer did not perform
as agreed under the sales contract. Third, buyer and seller may dispute how the funds should be
distributed. In this situation, the money is usually turned over to a court or, in at least one
jurisdiction, the state real estate commission.

28. What is a lender’s escrow account?

When homes are bought with 80% or more financing from a single lender, the lender generaly
requires the borrower to make monthly paymentsto alender “escrow” (trust) account.

The purpose of the lender escrow account is to accumulate money to assure that the borrower’s
property taxes and property insurance arepaid (and thus reduce the lender’ s risk).

10



Lenderstypically collect 1/12th of the annual costs for property insurance and taxes each month.
They are allowed to keep as much as one full year' s worth of tax and insurance paymentsin the
account, plus atwo-month safety margin, plus $50. The only time the account is likely to have
12 monthly payments plus the two-month cushion is just before property taxes or insurance are
due.

Lenders must account to borrowers annually with a statement showing how much isin the
account, whether monthly payments will rise or fall in the coming year, and whether any surplus
or shortage appears in the account. If the surplus is more than $50, the excess must be returned
to the borrower. Note that some states require lenders to pay interest on escrow accounts, others
do not.

29. How are escrow accounts used at closing?

It sometimes happens that not all agreed promises found in a sale agreement can be fulfilled by
closing. For instance, if closing takes place in January in acold climate it may not be possible to
test the air conditioning system.

How does the buyer know the system works? It is best to wait until warmer weather to test the
system. But what if something iswrong with the system? To resolve buyer concerns, an
“escrow” account can be created at closing. In this situation, money from the seller isheld in
reserve to pay for needed repairs as defined in the escrow agreement. If repairs are not required,
or if the cost is less than the amount of money set aside, the difference is returned to the sellers.

30. What is 3/2 financing?

There are anumber of loan programs directed toward first-time buyers that allow the purchase of
property with aslittle as 3% down.

The way they work is that a purchaser puts up 3% of the sale price and another party puts up 2%.
Who puts up the additional 2%? Programs differ, but some choices include:

e A friend or relative providing a gift.

e A friend or relative providing aloan.

e Anemployer providing aloan.

e Anemployer proving aloan that does not have to be repaid if the individual stays with

the company for a certain amount of time

e A community group providing aloan or grant.

e A government agency providing aloan or grant.

¢ Amazingly enough, alender who provides both 95% financing and a 2% loan.

For details, please contact local lenders and real estate brokers.

31. How can | buy real estate with my children using “shared equity?”
Shared equity is generally seen as away that families can buy real estate together. The kidslive
on the property and get the benefits of property usage and ownership tax advantages while Mom
and Dad get an investment write off equal to their proportional interest. (Shared equity
arrangements, incidentally, can aso be anong friends, relatives, or business partners.)

Under a shared-equity arrangement, if you own half and the kids own half, you must pay half the
mortgage, taxes etc. The kids must pay their half, plus they must pay a market-rate rent for your
half of the property in order for you to have a deduction. Of course, once they have paid, you
can aso give them a gift equal to some portion, or maybe all, their rent.
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Y ou will need to work out an equity-sharing arrangement with the help of alocal attorney and
CPA. A broker can find an appropriate property. Both you and your children will need wills,
living wills, and a proper equity-sharing agreement. Y ou will need to understand what happens
if your kids are laid off (you are responsible for the mortgage), or if you and your children
become estranged. Y ou will also have to consider the interests of any other children you may
have

32. How can our family buy real estate together?

There are anumber of choicesincluding: Equity-sharing deals. These have potential for
everyoneif ahomein poor condition is purchased and the adult child will put in the sweat equity
required to fix it up. Partnerships. Family partnerships are common but everyone has to
understand their obligations.

A corporation could be formed, with shares for everyone. The problem hereis selling sharesin a
small entity if someone wants out. All familial arrangements should be based on awritten
agreement developed by an attorney, wills and living wills for everyone, and advice from atax
professional for each party. Also, speak with lenders before making afinal arrangement. Some
approaches may be easier to finance than others.

33. We are buying a home and have a copy of the seller’s disclosure
form. Should we also get a home inspection?

Most states have a mandated seller disclosure form that must be used for most properties, but not
al. Thisform provides an opportunity for the seller to answer certain questions regarding the
property’ s condition. Just ask the broker or the owner for a copy.

But aseller disclosure form is not a substitute for an independent examination by a professional
home inspector. A seller may well complete aform to the best of his or her ability, but without
knowledge of home construction, that ability may be limited. And a state-written form may not
ask the questions you want answered. For example, when was the owner last in the attic to check
for leaks? When was the furnace last examined? Does the home have aluminum wiring?

34. What is a “CMA?”

When owners offer ahome for sale, they logically want the best possible price and terms for

their property. A “comparative market analysis’ or “CMA” is an estimate of value prepared by a
real estate broker or salesperson that shows recent past sales for like properties and suggests a
possible asking price for the owner’s property.

35. What is the difference between a“warranty” and an “inspection?”
A warranty and an inspection are different creations. An inspection shows the condition of a
home at a particular time. A warranty provides compensation if an approved repair is required
during the warranty period. Not al warranties are alike. Some cover repairs only above a
certain minimum (that is reasonable). Some have defect lists, but the standards for each list vary
(some lists are vastly more liberal than others are). Some warranty programs charge an
inspection fee for each item.

36. What is a contract “contingency?”
A sale agreement between buyer and seller typically outlines a series of obligations for each
party. Also, usually a sale agreement has one or more clauses that make the transaction
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dependent on certain events. Such contract language isa* contingency” and the agreement itself
can be seen as a“contingent” arrangement.

For example, you will buy the Smith house if you can get a mortgage at not more than 8% and
onepoint. If such financing is not available, if the contingency has not been met, then a
contingency may provide that the deal will fall through and your deposit will be returned in full.

The words used in a sale agreement outline important rights and terms and should be written and
reviewed with great care.

37. What stays with a home and what goes?

Ingeneral, itemsthat are physically attached to and intended to be part of a home are expected to
stay. Example, if thereisabuilt-in dishwasher it should stay. If the sellers take it, there would
be alarge hole in the kitchen cabinets

Items that stay are called “fixtures” but it is sometimes difficult to determine what isor isnot a
fixture. Moreover, one can “create” afixturein a purchase offer by saying that as a condition of
the deal, the backyard swing set (or whatever) will stay.

The best approach to fixturesisto list what stays in the purchase offer. For details, speak with a
broker as appropriate

38. What is a lease option?

It sometimes happens that a buyer does not want to purchase, or cannot purchase, immediately,
and a seller does not want to sell, or cannot sell, immediately. In this situation, both parties may
want a*“lease option” arrangement.

Ingeneral, alease option is an arrangement where a prospective buyer moves into a property as a
tenant. The buyer has the right to buy the property for a specific price during the option period.
The monthly rent is equal to the fair market rental rate plus an additional sum. The additional
sum is credited to the buyer at closing, should the buyer exercise the option to purchase If the
buyer does not buy the property, then the additional monthly payments go to the owner.

L ease option properties can be located by real estate brokers. Lease options contracts should be
reviewed by attorneys for each party to the transaction before signing. Also, before entering into
alease option arrangement, speak with lenders to review current financing requirements.

39. Can all the rent paid in a lease purchase be credited toward a
down payment?

If the purchase is being financing by acommercia lender, the lender will want to know the fair
market rental for the property. Anything above the fair market rental can be considered a credit
toward the purchase, anything below afair market rental represents a discounted sale price. A
lower price, in turn, means the lender will not provide as much financing as buyer and seller may
have wanted. Speak with lendersfor details

40. What is a seller “take-back” or “carry-back?”
A sdler “take-back” works like this. A home isworth $100,000 and has an assumable $60,000
mortgage. Y ou assume the mortgage. Instead of taking $40,000 in cash from Y OU, the seller
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instead takes back a note, secured by the property. For example, the seller might take-back a
note for $30,000 if you will put up $10,000 in cash.

A seller take-back isjust like aloan from any lender. It must be repaid according to the terms
and conditions outlined in the note. If not repaid, the property can be foreclosed. The rules that
apply generally to mortgages may not apply to seller take-backs. For example, some attorneys
argue that a seller take-back is not subject to state usury rules (interest rate caps) because a seller
take-back is NOT aloan, no money changed hands.

41. |s an owner “take-back” a good way to finance a home?

Such financing isfine as long as it meets the usua standards you would expect with aloan.
These would include a competitive interest rate, no short-term balloon note, the right to prepay in
whole or in part without penalty, or adeed of trust rather than a“mortgage,” so thereis atrustee
to accept a pay-off in case the owner is not available.

But since acommercial lender is not involved, you will want many of the protections lenders
require such as atitle search, title insurance, termite inspection, survey, a proper deed, etc.

42. Does it make sense to buy real estate for cash?

Probably the best answer works like this: Is there a better place to put your money? Is there an
alternative investment that will produce like returns with equal risk? Isit ssimply more
comfortable as amatter of personal preference to pay cash? The decision to pay cash or not pay
cash includes both economic considerations and personal choices. Many people ssimply prefer a
home that is free and clear of all debt. Several advantages can be obtained by paying al cash.
There is no mortgage application and no need for private mortgage insurance. Thereisalso no
mortgage interest to write off.

However, if you elect to pay all cash, be sureto insist on the protections that alender would want
atitle inspection, title insurance, survey, termite inspection, appraisal, etc.

It may be worthwhile to sit down with atax professional or afee-only financia planner to review
the consequences of paying all cash or financing.

43. What is a “cash-back” transaction?
It is sometimes claimed that it is possible to buy a home and receive both the house a substantial
amount of cash at closing.

For example, ahome will be“sold” for $100,000. The deal will be financing with a 95% loan-
to-value mortgage. However, the seller will provide a $15,000 certificate of deposit to the buyer
at closing.

On the surface, we have a deal with a $100,000 purchase price, $5,000 down, $95,000 in
financing, and a$15,000 TD. Alas, $100,000 was never paid for the house. Therewasa“saes
price’ of $100,000, but then as part of the deal, the seller provided a $15,000 rebate in the form
of aCD. SinceaCD isacertificate of deposit that presumably isworth $15,000 in this example,
this property was sold at discount - the real priceis $85,000. Thisisaclassic “cash plus’ deal
where the amount financed is greater than the debt to the owner.

The surplus would be returned to the buyer at closing, if there was aclosing. Lenders will
decline this transaction because the amount of financing sought is greater than the discounted
value of the property. Even if this property appraises at $100,000, lenders will value the deal at
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the appraised value or the true sale price ($85,000), whatever isless. Worsg, if the lender is not
told, in writing, in the loan application and in the sale agreement about the CD, there may well
be grounds to consider chargesinvolving fraud.

Bottom line: Should someone propose a cash+plus deal, sign nothing until you have spoken with
an attorney.

44. Why does closing cost so much?

State and local governments have discovered that real estate transfers are wondrous opportunities
to tax with little political responsibility. If apolitician says that taxes should be raised, the
individual may well be out of work when elections next roll around. But if real estate transfer
taxes are raised, the game changes because many of those impacted by the higher tax will move
elsewhere, and thus they cannot vote against the politician.

The result isthat transfer taxes and “stamps’ often amount to thousands of dollars per
transaction, income that is enormously profitable to states and local communities.

45. Must | physically attend closing?

Check with your closing provider, but in most jurisdictions, if not all, the answer seemsto be
“no.”

The purpose of closing isto assure that al requirements of the sale agreement have been met.
The closing papers need to be signed by all parties to the transaction, and often notarized or
witnessed.

However, the signing process need not be done at the closing table Documents can be reviewed
and signed away from the closing table and sent to the closing provider by overnight delivery.

46. What is a “walk-through?”

When you purchase an existing home, you enter into a sale agreement at one point but only close
on the sale some weeks later. To assure that the property isin substantially the same condition
as when the sale agreement was signed, a buyer will “walk through” the property just before
closing.

If you are abuyer, be sure to allocate enough time for a thorough walk-through.

In the case of anew home, the situation is alittle different. Typically, there is awalk-through
with the builder’ s representative. Items not completed, or nat properly completed, are entered
onto a“punch list.” The punch list items are then detailed at closing and the builder is obligated
to make required repairs and completions

When going through a new home, buyers should make their own punch list and compare it with
the builder’ s representative to assure that nothing is missed by accident.

47. Must real estate brokers disclose the fact that they are licensed
when they buy or sell for themselves?

All states license the practice of real estate brokerage. A common provision of such lawsis that
real estate licensees must disclose their license status when they buy or sell a property for
themselves, for a spouse, or for an immediate member of the family such as a parent or child.
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The reasoning behind such disclosure rulesis that brokers and salespeople, by virtue of the fact
that they are licensed, are presumed to have a marketplace advantage over those who have not
studied real estate, passed various tests, and obtained alicense To have afair playing field,
brokers and sal espeople must disclose the fact that they are licensed so that consumers know
about such training and experience. Speak with brokers regarding specific requirements in your
State

48. Can areal estate broker assist me in the purchase or sale of a
business?

In some states there traditionally were* business chance” brokers, individuals specifically
licensed to buy and sell businesses for another and for afee. Such licenses in many states have

been combined with real estatelicenses, meaning that areal estate broker is allowed to buy and
sell abusiness for another. Please speak with local brokers for specifics related to your state.

49. Do people really make millions of dollars buying with no money
down?

It’s abig country and you can be sure that each year someone will win the lottery, someone will
be hit by lightening, and someone will buy a home at a steep discount, with predatory terms, and
no money down. The oddsin every case are grim.

The essential issueisNOT buying property with no money down, it is buying property that can
produce a positive cash flow and/or be sold at a profit. Unless one or both of these conditions
can be met, then the economics of buying a home with no-money-down are unlikely to make
sense

Those buying under the VA program can buy with no money down, and residential financing
with 5% down or lessiswidely available, especially for first-time homebuyers. However, all of
these programs require appropriate credit and income.

SO WHAT'S NEXT?...

Did you know that there is ahome-buying program that can help you locate the very best
home, and the best price and financing terms possible? Yes, it'strue.

It's our [Preferred Home Buyers Program.]

How doesit work? Simple All we need is about 52 minutes of your time. We will
personally teach you how to apply many home buying secrets so they can work for Y ou NOW!
We will also prepare a FREE Special Analysisthat will literally show you how to save thousands
of dollarsin extrainterest that your bank would love for you to pay!

We will also show you how to...

¢ Discover Exactly What Y our Resources Are For Saving Money.
¢ Match Your Resources To The BEST Financial Products Available.
¢ Get Uncle Sam To Pay You Every Month For Buying Y our Home.
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Learn Why Sellers Are Willing to Pay Y OUR Cost.

Own A Home With 0-Cash Within One-Y ear.

Minimize Y our Cash Investment For High Yield.

Own A Home Far Less Money Than Rent.

How To AVOID PAYING PMI.

Eliminate ALL Stress In Buying A Home

Have Security In Knowing Y OUR ESCROW WILL CLOSE
Become A Well-INFORMED Home Buyer.

L IR JER JEE JEE JER JER N 2

Now we know you might be skeptical, thinking thisis just another “ gimmick” by areal
estate agent. Please Let Me Explain...

It's All Truel!!!

How many other so-called “ professionals’ are dedicated to continuous education and making this
kind of effort to better inform and serve you? Don't let anyone kid you. Theright knowledge
makes adifference. Let us share our knowledge and experience with you through our [Preferred
Buyers Program].

Give us Just 52 Minutes Of Your Time, we will Show You How
To Save [$2,187] And Thousands More Later!

You must call now, but only if you're as serious about getting a perfect home as we are about
getting you there! We have made it really easy for youto cal our 24-hour line at
1-800-646-2341 Extension 123. OR thereisthe alternative, you do nothing, and you get
nothing. So what do you have to lose from us giving you FREE Advice from 6 years of
combined knowledge and experience that you can trust?

P.S. If you comein to see uswithin the next seven days from receiving thisreport, we will
sweeten the offer by providing you withaOne-Year Home Protection Plan on the home you
purchase. A $300 value absolutely FREE! It's natural to want to procrastinate, but don’t do it.
Call NOW 1-800-646-2341 Extension 123.

Best of luck with your next purchase, and | look forward to hearing from you soon.

Sincerely yours,
Bill Eckert and Donald LaPlume

PS. Call me, Don LaPlume, right now at 603-304-6593 and I’ll also get you a[Free
Confidential Credit Report]. | will also take the time to explain the whole report to you and
guide you to improveit if you would like. Thisway, you' [l know exactly how much home you
can afford, and the many programs available to suit your needs.
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