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      “WE WANT THIS HOUSE!”

      Money magazine knows that owning a home you love is still the American dream. But today more than ever, you need help—not just in finding the perfect house, but in making the deal go through at a price that won’t put you in the poor house.


      	When is the best time of year to shop for a house?

      	How much home can I afford?

      	How can I decide if a house is likely to rise in value?

      	Should I get a fixed- or adjustable-rate mortgage?

      	Is there a way to keep closing costs low?

      	Is a condo ever a good investment?

      	What is my seller’s bottom line?



      Your Dream Home

[image: img]

      Money®magazine

      Alternate selection of Money® Book Club™
      

   
    Other books in the
Money® America’s Financial Advisor series:
      

      How to Retire Young and Rich

401(k) Take Charge of Your Life

Paying for Your Child’s College Education

The Right Way to Invest in Mutual Funds

Dollar Pinching: A Consumer’s Guide to Smart Spending

Car Shopping Made Easy

Starting Over: How to Change Careers or Start Your Own Business

   
      
      Copyright

      A NOTE FROM THE PUBLISHER

      This publication is designed to provide competent and reliable information regarding the subject matter covered. However,
         it is sold with the understanding that the author and publisher are not engaged in rendering legal, financial, or other professional advice. Laws and practices often vary from state to state and if legal or other expert assistance is required, the services of a professional should be sought. The author and publisher specifically disclaim any liability that is incurred from the use or application of the contents of this book.

      Copyright © 1997 by MONEY magazine

      All rights reserved.

      Warner Books, Inc.

      Hachette Book Group

      237 Park Avenue

      New York, NY 10017

      Visit our website at www.HachetteBookGroup.com

      First eBook Edition: September 2009

      ISBN: 978-0-446-56528-8


      
   
      To J.W.B.

      with fond appreciation

   
      ACKNOWLEDGMENTS

[image: img]


      Many people and organizations provided information, data, and advice that greatly enriched this book. In particular I would like to thank the American Homeowners Foundation; the Building Research Council of the University of Illinois at Urbana-Champaign;
         Robert Clarfeld and Paul Wrobleski of Clarfeld & Co.; Hugh Siler of Coldwell Banker; Ana Maria da Hora of the East Boston Ecumenical Community Council; Helen Szablya of the Fannie Mae Foundation; Marci R. Schneider of the Federal Reserve; Jeanne Salvatore of the Insurance Information Institute; Pamela Baldwin of the Joint Center for Housing Studies at Harvard University;
         Andrew Kochera and Jay Shackford of the National Association of Home Builders; Elizabeth Johnson of the National Association of Realtors; Jane DeMarines, David Fried, and Kathleen Luzik of the National Cooperative Bank; Lee Pickett; and Heloisa Souza.

      At MONEY magazine, thanks to managing editor Frank Lalli, who has helped me at several stages of my career. Many of my MONEY coworkers made valuable contributions, including Caroline Donnelly, Richard Eisenberg, Carla Fried, and Lani Luciano. Book editor Dan Green was most attentive to the project. My agent Jim Charlton showed faith in me and the book from the beginning.
      

      At Warner Books, I am fortunate in my editor, Rick Wolff, a coach of diverse talents. He has enhanced the performance of the Cleveland Indians and myriad writers. I am pleased to be one of the latter; I wish I could be one of the former.
      

      And most of all, warm thanks to my loved ones on the domestic front: my husband, Larry, and stepchildren Erik and Flavia.
         They sometimes make my house a wreck, but they always make it my home. I wouldn’t have it any other way.
      

   
      CONTENTS

[image: img]


      WE WANT THIS HOUSE


      Other books in the Money® America’s Financial Advisor series:


      Copyright

      ACKNOWLEDGMENTS

      INTRODUCTION
The Market You Are about to Enter


      SECTION I
DEFINING THE DREAM: THE ASSESSMENT PROCESS


      CHAPTER 1
Is It Time for You to Buy a House?

      CHAPTER 2
How Much House Can You Afford?

      CHAPTER 3
Defining What You Want in a House

      SECTION II
STARTING THE HUNT: THE SEARCH PROCESS

      CHAPTER 4
Special Resources for Special Buyers

      CHAPTER 5
Working with a Real Estate Agent

      CHAPTER 6
Inspecting the Candidates

      CHAPTER 7
Condos, Co-ops, and Their Close Cousins

      SECTION III
FINDING A LENDER, GETTING A LOAN:
THE FINANCEPROCESS

      CHAPTER 8
Shopping for Your Mortgage Loan

      CHAPTER 9
Applying for Your Loan

      SECTION IV
CUTTING THE BEST DEAL: THE BUYING PROCESS

      CHAPTER 10
Assembling a Professional Team

      CHAPTER 11
Making Your Bid

      CHAPTER 12
Keeping a Lid on Closing Costs

      SECTION V
ENHANCING VALUE: THE OWNERSHIP PROCESS

      CHAPTER 13
Capitalizing on Tax Breaks

      CHAPTER 14
Protecting Your Home’s Value

      CHAPTER 15
Three Special Cases: The Fixer-Upper; the Not-Yet-Built House; the Custom-Designed Home

      CHAPTER 16
Buying a Vacation Home

 
     GLOSSARY

    

   
      INTRODUCTION

[image: img]


      The Market You Are about to Enter

      At 33 cents a pound—about the same price as 16 ounces of watermelon—you could argue that it’s a bargain. But of course, a typical single -family detached home weighs in at 339,000 pounds, so it’s probably the most expensive (and weightiest) single purchase you will ever make. If it was built in recent years, that house most likely comprises 2,000 square feet of living space, four bedrooms, two and one-half baths, and a two-car garage. Median price: $133,000 for a new model, $112,900 for a used one. (For the components that make up today’s median house, see Table 1.)
      

      TABLE 1



         Components of a 2,085-Square-Foot Single-Family Home


	13,127 board feet of lumber

	6,212 square feet of sheathing

	13.97 tons of concrete

	2,325 square feet of exterior siding material

	2,427 square feet of roofing material

	3,061 square feet of insulation

	6,144 square feet of interior wall material

	120 linear feet of ducting

	15 windows

	13 kitchen cabinets; two other cabinets

	one kitchen sink

	12 interior doors

	five closet doors

	five exterior doors (four hinged, one sliding)

	two garage doors

	one fireplace

	three toilets

	two bathtubs

	one shower stall

	three bathroom sinks

	2,085 square feet of flooring material

	one range, refrigerator, dishwasher, garbage disposer, range hood

	one washer, one dryer





      Source: National Association of Home Builders


      In the old days—when houses cost more like a nickel a pound—it might never have occurred to anyone to read a book of practical advice on the subject of home buying. There wasn’t all that much you needed to know. Today, however, you had best know a great deal —how to work with a broker, possibly including a buyer’s broker; how to evaluate other kinds of housing, such as condominiums and cooperatives; how to assess the physical structure; and most especially, how to obtain a mortgage and what kind to choose.

      This book starts with the basic decision to buy, helping you determine if that’s the path for you. The following chapters are road maps, intended to guide you through the twists and turns of the home-buying process. If you know where the most dangerous curves and deepest pitfalls may be situated, you can choose the best route around them—and, we hope, end up at the door of your dream house.

      A home search traditionally begins at the kitchen table, with the hopeful buyers assembling pay stubs, check records, and the like to determine what they can afford. While computers and the Internet can play a role, home buying remains essentially a low-tech process. The key point is not just how much home you can pay for, but how you and your family want to live and work within the home—and humans must decide that.

      That’s the conclusion of Marietta L. Baba, an anthropology professor at Michigan’s Wayne State University, who started out studying how the kitchen has evolved over the centuries. Now she sees broad historical forces at play in new home layouts that feature large “great” rooms, where families gather for cooking, eating, playing, and relaxing. It’s almost a throwback to Colonial times, says Professor Baba, when the centerpiece of the home was the central room, where all family activities took place. “Just as the family was a multifunctional team that worked together,” she says, “so the heart of the home was a multipurpose room where the entire family lived together.”
      

      In your home search, she suggests, figure out “who you are as a family, or as an individual. Think about what you love to do, what you don’t like, what you want to become.” Consider how space sets up barriers or enhances togetherness. Do you want to encourage more privacy or less? Does your household want large common rooms for family activities or large bedrooms where people can go off by themselves? Professor Baba herself applauds the trend of walls coming down between kitchen and living areas. “People are running around all day,” she notes. “They want to be together when they’re at home, not isolated in separate rooms.”
      

      Her message underscores the point that the search for the dream home is complicated, a process in which you must consult your head, your heart—and the rest of your household. Ultimately, of course, it can be a lifelong search: as your life changes,
         so does your dream and with it your dream home. What you need and desire may well be different tomorrow from what it is today and almost certainly will be different the decade after that.

      In 1926 Sears Roebuck sold its Honor-Bilt kit houses for as little as $474, shipping the precut pieces by train from factory to homesites for owners to assemble. After World War II William J. Levitt’s Cape Cod—style tract homes offered 750 square feet of interior space for $6,990—and the baby boomers were born there. Those were yesteryear’s dreams, however. Now it’s time for you to find your own.

   
      SECTION I
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      DEFINING THE DREAM: THE ASSESSMENT PROCESS

   
      CHAPTER 1
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      Is It Time for You to Buy a House?

      You think you want to buy a house—a place of your own. You’re probably excited and a bit nervous at the prospect, especially if you’re a first-time shopper. Is this the right time? Mortgage interest rates seem to jump around like bunny rabbits. Housing markets seem to go from hot to cool to... well, how’s a person ever to know the right moment?
      

      The right moment, in truth, depends almost entirely on you. Don’t torture yourself trying to predict future trends. The time to enter the housing market is when you decide you want to buy a home and when you estimate that you can afford the cost.         If you feel drawn to make such a decision—and to analyze your personal finances to that end—you probably have reached a certain level of personal and financial stability. Almost certainly you feel secure in your job. You can see yourself staying in the same place for several years to come. Perhaps your family is getting larger—or you hope it soon will be.

      At the same time, you’ve discovered through experience and reflection that you want the style of life that homeownership provides.         After all, it’s a powerful tradition, a cornerstone of American life, a reward for thrift and industry.

      If you decide it’s time to stop renting, you won’t be alone. In just the last few years the national homeownership rate has jumped from 64.1% to 64.7% as an additional 2.3 million households made the transition to becoming homeowners. Thanks in part to lower down payments, homes are more affordable for first-time buyers than they were in the ’80s and early ’90s. In 1995
         the average down payment was 13% of the purchase price, down from 18% percent in 1976, according to surveys by the Chicago Title and Trust Company, a major title insurer.

      In a significant change, those making low down payments were not all low-income shoppers buying in urban areas. Many moderate-income families are using such mortgages to finance first homes in suburbia. Low down payments free young couples from the traditional catch -22 of paying so much for rent that they cannot save enough money for a down payment so that they can stop paying so much in rent. Lenders eager for deals have found ways to live with down payments of 10%, 5%, or even 3%. In 1995 nearly 45%
         of all home buyers put less than 10% down on their homes. “And most of this group are first-time buyers,” says John Pfister,
         vice president in charge of marketing research for Chicago Title. About 15% of the new buyers had household incomes of $30,000
         or less.

      Traditionally, first-time homeowners are drawn from the ranks of young married couples, mostly in the 25–44 age range, that have been renting. This group expresses a near universal preference to become homeowners. But other groups, including immigrants,
         minorities, and lower-income households, are supplementing the demand for entry-level homes.

      And these groups are obtaining credit as never before. From the suburbs of Los Angeles to New York’s South Bronx, mortgage lenders are making loans in unprecedented numbers to blacks, Hispanics, and immigrants—the very groups that long were underserved by banks and mortgage companies. Indeed, Federal Reserve officials say, in many cities low-income borrowers can now find mortgage credit on better terms than affluent whites. A Wall Street Journal computer analysis of millions of mortgages showed that home loan approvals to blacks soared more than 38% in 1994 from 1993,
         while approvals of loans to whites rose about 12%. Loan approvals for Hispanics jumped a steep 31%, with approvals for Asians up 17%.

      So if you have been hesitant to approach a lender, now may be a good time to try. Chief among the excellent reasons to buy is housing quality. Rental properties are traditionally smaller, in poorer neighborhoods and inferior school districts. And they are often in run-down physical shape.

      A second reason to buy is financial. The average monthly mortgage payment for a typical first home ($372 in 1994) is close to the median rent ($351), the Harvard University Joint Center for Housing Studies says in its annual report, “State of the Nation ’s Housing: 1995.” Moreover, both mortgage interest costs and property taxes are deductible, cutting further the relative costs of ownership. In addition, homeowners keep the equity that builds with mortgage payments, so ownership provides a source of long-term savings lost to renters. Price appreciation over the years is the final extra kicker for owners.

      Sometimes, Though, It Pays to Rent...

      If you’re a first-time shopper, however, don’t just assume that renting is a bad deal. When your life is changing rapidly,
         it’s often smarter to rent than to buy. Singles pair up, recent graduates take new jobs elsewhere, young couples split—and any of these life changes become only more complicated if you have to unload a house or condo in the bargain. Or you may have a terrific deal: perhaps you’re living at home with Mom and Dad and saving every penny for graduate school; maybe you have a great rent-controlled apartment you could never replace. If that’s the case, why mess up a good deal?
      

      In other cases the financial benefits of ownership are simply unclear. To clarify your own situation, estimate the size of the tax break you would get for buying. It’s true that mortgage interest is generally fully tax-deductible—but for a lot of people that doesn’t mean very much. Depending on your tax bracket, each $1 of mortgage interest may be worth only 15 or 28
         cents of tax savings. And for more than 70% of tax filers, the interest is utterly useless since they take the standard deduction,
         which recently was $6,700 for a couple filing jointly.

      To help your private calculations, fill in the worksheet on page 12. You’ll also need to estimate the rate of return you could earn by investing the cash you would save by not buying—the so-called opportunity cost. Then consider the following two points,
         the first one financial, the second subjective.

      THE KEY DECISION: RENT OR BUY





      This chart analyzes the rent/buy decision for a prospective homeowner who is considering buying a $150,000 house with a $30,000
         down payment. He can obtain a 30-year, fixed-rate mortgage at 8.25% to finance the remaining $120,000 of the purchase price.         His total tax rate, including federal, state, and city taxes, is 35%.

      In this hypothetical case, the cost of renting turns out to be $3,915 cheaper than the after tax cost of owning in the first year —a difference that works out to 2.6% of the price of the $150,000 house. If the house were to appreciate in value by at least that amount every year, the owner would come out ahead financially when he sells the house, and also would have enjoyed the emotional benefits of homeownership. You’ll find a blank version of this chart on page 12 for you to fill in.

      

         
            	Item
	Buy
	Rent
	Comment

	



         
            	1. Annual income
	$60,000
	$60,000
         

         
            	2. Annual rent	
	$8,400
         

         
            	3. Mortgage payments
	$10,818	
	$9,865 is tax-deductible interest; $953 is principal.
         

         
            	4. Real estate taxes
	$1,500	
         

         
            	5. Heat, other extra costs of ownership
	$3,000	
         

         
            	6. Pretax cost of housing
	$15,318
	$8,400
	Sum of items 3 + 4 + 5. Renting is $6,918 cheaper before taxes.
         

         
            	7. Tax deductions
	$11,365
	Interest paid plus real estate taxes
         

         
            	8. Tax savings
	$3,978	
	Item 7 times his 35% tax rate
         

         
            	9. Taxes due without housing deductions
	$21,000
	$21,000	Item 1 times his 35% tax rate
         

         
            	10. Taxes due with housing deductions
	$17,022
	$21,000	Item 9 minus item 8
         

         
            	11. Income after housing and taxes
	$27,660
	$30,600	Item 1 minus items 6 and 10
         

         
            	12. After tax interest on funds not used for down payment ($30,000 X 5% minus $525 in taxes)
	$975		Assumes a 5% return on
               $30,000 investment
            
         

         
            	13. Income after housing, taxes, income gain on down payment not made
	$27,660
	$31,575	Items 11 + 12
         

         
            	14. Difference
	$3,915
         

      


    YOUR OWN ANALYSIS: RENT OR BUY


      
	


         
            	Item
	Buy
	Rent
	Comment
         

	


         
            	1. Annual income
         

         
            	2. Annual rent
         

         
            	3. Mortgage payments
         

         
            	4. Real estate taxes
         

         
            	5. Heat, other extra costs of ownership
         

         
            	6. Pretax cost of housing
         

         
            	7. Tax deductions
         

         
            	8. Tax savings
         

         
            	9. Taxes due without housing deductions
         

         
            	10. Taxes due with housing deductions
         

         
            	11. Income after housing and taxes
         

         
            	12. After tax interest on funds not used for down payment	
         

         
            	13. Income after housing, taxes, income gain on down payment not made	
         

         
            	14. Difference
         

			


      

      • If you expect to move in the short run, renting probably makes more financial sense than buying. Rents reflect the price of housing as shelter, but the ownership cost of a house or condominium is a combination of both rent-free accommodation and investment expectation.         For this reason you can probably rent an apartment or house for less than the monthly costs of owning it, at least in the early years. In addition, you will save thousands of dollars in closing costs that are part of the home-buying process. If you remain in your new home for many years, the hope is that the house will appreciate in value by more than enough to cover the closing costs. If you move after a couple of years, and your house hasn’t appreciated significantly, you may not recoup these costs.

      • The desire not to be tied down to a particular property, not to have to deal with the inevitable nuisances of maintenance,
            may outweigh the financial incentives to buy. A well-paid single person or prosperous two-income couple might be better off financially with the tax benefits of homeownership.         But for either, the freedom and other lifestyle advantages may simply outweigh the financial logic of ownership. In the book
         Unlimited Partners: Our American Story (Simon & Schuster), Elizabeth Dole recalls that when they married in 1975, she and husband Bob decided to postpone buying a house until they had more time. Two decades later their home base was still a rental apartment in Washington’s Watergate complex. If you’re on the road a lot, if you rely on someone else to fix the leaky faucet, then maybe you too have the soul of a renter. There’s nothing wrong with that.

      In the end, the rent-or-buy decision can’t be reduced to a dollars-and-cents analysis. For those who want to be homeowners,
         the desire is strong and deep-rooted. This urge motivates them to overcome the perennial difficulties in raising the down payment and persuades them to trade rental payments for a giant note saddling them with mortgage obligations for 30 years to come.

      One such believer is Mario Romero, 29, a state attorney in Orlando, Florida, who says he “couldn’t stand to throw away money on rent.” After two years of patient saving, plus five months of patient searching, he traded his $470 monthly rent bill for a $540 mortgage payment on a three-bedroom stucco house in nearby Altamont Springs. “It cost $74,500 and it’s worth every penny,” says the proud bachelor homeowner, who hopes to trade up in a couple of years. “All the money I put in will come back to me at resale time.”
      


      Is It Time for You to Trade Up?


      Maybe you’ve paired and nested, but your castle feels cramped for space now that the young ones are racing around. And there’s a house for sale a few miles down the road that’s in a better neighborhood, a better school district. You and your nest mates would get a lot of pleasure from that bigger, more expensive pile of bricks and mortar on that more desirable plot of land.

      In truth, the extra cost could be well worth it, if you really want that better house, and the extra space and better neighborhood could give you and your family a lot of pleasure.

      Before you rush to place your bid, however, think carefully about the total dollars involved as well as the benefits. You’ve got to move, you’ve got closing costs, and you’re upping your investment in the real estate market. Selling might cost 6%
         of your old home’s value, thanks to the brokerage commission. Then add in home inspection costs, legal fees, title insurance,
         mortgage application expenses. Put it all together and the round-trip—buying and selling—might run to 10% of your total take.

      The ideal strategy, of course, is to buy the right house the first time, to avoid the need to trade up. This is notably tough to do, especially for first-time buyers who are younger and lower paid and frequently unable to afford the sort of house they dream about. These days about two-thirds of home sales are to trade-up buyers.

      If you feel you are ready to buy your first, second, or whatever home, a little financial stretching may be in order. Reason:
         Your income will most likely go up, and your house payments will stay the same if you snag a fixed-rate mortgage. And while annual double-digit increases in value are behind us, houses continue to appreciate at about the rate of inflation. Barring severe economic problems on a national scale, there’s no reason to anticipate a broad-based dramatic swoon in real estate values.

      That means it’s not likely to be any easier to buy in the future. And as soon as you do join the ranks of owners, the tendency of property to appreciate will start working for you, helping you to build equity. In the end, after all, a house remains virtually the only item that you can buy, use, and then sell—generally for more than you paid for it.

      So if you have decided you really do want to be an owner, or that you really want to trade up to a fancier house, the primary question is figuring out what you can afford. And that is the subject of the next chapter.


      CHECKPOINTS


      	If you expect to move in less than five years, renting probably makes more financial sense than buying.


      	Consider your lifestyle as well as your finances. If you hate to bother with maintenance, if you resist being tied down to one place, homeownership may not be for you.      

      	If you’re tempted to trade up, recognize that utilities, taxes, and maintenance costs will all increase along with house size.      

      	If you’re a minority, immigrant, or low-income buyer, your chances have rarely been better for getting a mortgage loan. Banks are now taking their community-lending obligations seriously—and it’s turning out to be good business for them.      
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