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For my mother, Susanne,
who is the kind of real estate agent
every home buyer dreams of;

for Sam, Alex, and Michael,
without whom my home would be just a house;

and in memory of Harry, Maddie, and Lexi Bull:
may their sunny smiles and happy hearts live on in us always.
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Preface

Whether you’re a first-time buyer or purchasing your first investment property, your first newly constructed house or your first house in 30 years, you’ve come to the right place.

This book is a book for first-time buyers and anyone who feels even a bit unsure about the process of buying a house. Others who might find this book helpful include buyers who bought homes within the past few years but had trouble with their agents, the negotiation process, the inspection, the closing, or any of the pieces that go into the complex game called real estate.

But first-time buyers are a breed apart. Brokers say the moment first-time buyers walk into the house of their dreams and realize it is affordable, a glow of complete satisfaction settles on their faces; it is the thrill of finally achieving the American Dream.

The idea for this book came to me as I was writing an article for the “Your Place” section of the Chicago Tribune at the start of my career as a real estate and money journalist many years ago. The article was supposed to be about the questions first-time buyers ask. The brokers I interviewed told me all first-time buyers ask the same questions—over and over again. I easily culled a dozen questions from my interviews with brokers. And then another dozen. Over the years, I’ve added to, and refined, the questions on that list. In this third edition, there are perhaps a dozen new questions, and many more that have been completely rewritten. Because the real estate industry has continued to undergo a remarkable revolution since the last edition of this book was published, almost every answer contains changes as well.

One thing remains loud and clear: Home buying is complicated and becomes more so every time the government tries to simplify the process. First-time home buyers often don’t know what questions to ask. Even seasoned home buyers don’t remember to ask every question they should. In real estate deals, those unasked, unanswered questions are often the ones that cause the most trouble.

This new edition of 100 Questions Every First-Time Home Buyer Should Ask leads you through the maze of purchasing property by answering questions that pop up at different checkpoints along the way. You’ll find plenty of information about shopping for a home and a loan on the World Wide Web, moving across state lines, and buying a brand-new home. The appendixes include a list of things you can do to save money on your home purchase, as well as an updated state-by-state guide that tells you where to file complaints against your mortgage lender and real estate agent or broker, an enhanced General Resources section, and a listing of all the websites used in this book. After this book goes to press, I’ll continue to update those lists and add new information as it becomes available, on my website, www.thinkglink.com.

I’ve tried to phrase these 100 questions in a way that you would think about them and ask them. And I’ve tried to explain the answers in a way you would understand and recognize. There are two ways to use this book. You can read it cover to cover, starting with the introduction. Or you can pick it up when you have a question, find your question, and read the answer. I recommend you do both.

Good luck. And happy house hunting!

ILYCE R. GLINK
Autumn, 2004

P.S.: Buying a home is an extraordinary experience. If you’d like to share your stories, or if you have questions or comments, please write to me at P.O. Box 366, Glencoe, Illinois 60022. My e-mail address is Ilyce@thinkglink.com and my website is www.thinkglink.com. If you’d like to hear from me regularly, please sign up for my free web newsletter.


Introduction

So you want to buy your first home. Well, you’re not alone; according to a recent report, more than 2 million first-time home buyers purchase property each year. More than 21 million first-time-buyer families purchased a home in the past decade. Many of those sold their homes a few short years later, pocketed fat profits, and traded up to a home that was a bit closer to the house of their dreams.

In many areas of the country, first-time home buyers account for more than half of all home buyers. In some years, in some parts of the country, first-time home buyers accounted for two-thirds of all home buyers. First-time home buyers are expected to remain a large percentage of all home buyers throughout this decade. One reason is that interest rates are historically low. (How low? Anything below 8 percent is considered very low. In the past 15 years, interest rates stayed below that mark except for a few months, here and there.)

The baby boomers have also helped prop up the first-time buyer market. They’ve had kids, and those members of the “boomlet” (as it is often called) are going to need a place to live. The formation of new households has been strong as well, thanks to more people getting divorced and an influx of immigrants. Harvard University’s Joint Center for Housing Studies said immigrants accounted for 27 percent of the households in 2003 and will contribute at least two-thirds of net household growth in the coming decades.

Hispanics (including those who were born in the United States and those who have immigrated to this country) are the fastest-growing minority group in the United States. In states like California, Hispanics make up a sizable amount of all first-time buyers.

Single women (and single mothers) are also a fast-growing component of the current housing boom, which is amazing, considering the institutionalized sexism that was once rife in the banking world. Less than a generation ago, many lenders viewed unmarried women who bought property as suspect. I’m happy to report that these lenders have been enlightened.

Finally, most first-time home buyers are working couples who are free to purchase a home the moment they have saved enough money for the down payment; they, unlike the rest of the home-buying population, are not already tied down to a property. They do not have to sell before they buy.

I’m often asked if the real estate market is going to continue to be as strong going forward as it has been since 1988, when I started my journalism career. Although I often joke that my crystal ball is cracked, I do believe that the continuing influx of immigrants, the formation of new households, and our own need to upgrade our standard of living will remain strong. Economists agree. Some believe housing growth will be at least 10 percent higher between 2005 and 2015 than previously projected, with perhaps 13 million new households. All of those people will need a place to live. And perhaps someday, one of them will make an offer for the house you’re about to buy.

If you’re nervous about taking your first steps toward homeownership, take heart. My grandfather used to say that there was no line too long, as long as there was someone standing in line behind you. Plenty of first-time buyers have walked this path before you, and millions more will walk it long after you close on your first home. There is some comfort in that. This year, you and 2 million other first-time-buyer families will embark on the same voyage. Like you, they will also be learning the language of real estate, with an entirely new vocabulary. You will learn to be selective in choosing a new home, smart in negotiating for that home, careful in inspecting it, and adept at piecing together the details for closing on it.

Real estate agents and brokers say first-time buyers have a naïveté that is genuine and enjoyable. One broker from Florida says working with first-time buyers is like taking your children to Walt Disney World for the first time. Their excitement is contagious. It’s easy for a broker to get excited about working with someone who’s excited about the prospects of homeownership. Once you’ve bought and sold your fourth, fifth, or tenth house, looking for a home can become commonplace or even a chore: It isn’t necessarily fun for you and it isn’t fun for your broker. First-time buyers, for all their questions, for all the hand-holding brokers do, reinvigorate the process of purchasing real estate.

Who Are You?

For years, Chicago Title & Trust conducted a useful survey called “Who’s Buying Houses in America.” The survey was based on the hundreds of thousands of closings the company and its affiliates conducted each year for home buyers and sellers. It identified the fact that more minority, singles, and never-married first-time buyers were purchasing homes. Over the years, it recognized that first-time buyers were getting older (their average age is over 32 years) and estimated that more time was required to save enough cash for a down payment.

Unfortunately, since the last update of this book, Chicago Title & Trust no longer conducts the study, and I have not yet been able to find a worthy replacement in terms of statistics. But I have pieced together a little bit of information about first-time buyers from other sources, including the U.S. Census, Fannie Mae, and the National Association of Realtors (NAR).

Typically, first-time buyers put down less than 15 percent in cash on their home, and that number has been falling in recent years as more zero-down and super-low-down-payment-options have become available. A new trend is to see first-time buyers use much more creative financing techniques, like interest-only mortgages, and to be increasingly proactive in refinancing their property. A newly identified segment of first-time buyers are 21 to 25 years of age, and some first-timers have begun to purchase their first house as an investment. They never even live in it.

According to the Department of Housing and Urban Development, the average first-time buyer looks at more than 10 homes over a period of about six months. Here’s a confession: When my husband, Sam, and I were looking for a house to buy, we looked at more than 100 homes, over four years, and in 10 neighborhoods, before we found the 1880s farmhouse we bought in 1994. So don’t feel bad if you end up looking at more homes than the “average” first-time buyer.

Increasingly, first-time buyers are purchasing more expensive homes. In 2004, for example, the median price of a home was $170,800, which was up from $160,400 the previous year. A family of four had a median income of $62,228, which would normally mean that homeownership would have been out of reach, except for historically low interest rates. First-time buyers are also purchasing more newly constructed homes than ever before. One reason for this is because most first-time buyers spend almost everything they have to buy their first homes, and they don’t have any left over to fix up the property once they’ve closed; therefore, they opt for buying new construction rather than an older home that may need renovation or repairs.

Since this book was first published, the sophistication of first-time buyers has grown tremendously. With the advent of the Internet, more information is available than ever before (perhaps even more than is necessary to successfully complete your purchase). Many home buyers are using the Internet to gain market, demographic, and sales information about neighborhoods in which they’re interested. They check out interest rates online, read real estate news feeds, and investigate companies with which they’d like to do business. More than 70 percent of all home buyers start their search for a home on the Internet.

As more quality information becomes more readily available, I believe the sophistication of home buyers, particularly first-time buyers, will continue to grow. Although some real estate agents and lenders are wary of home buyers who possess knowledge about the process and about what they want, most are glad to work with buyers who understand what’s supposed to happen and how to get from showings to the closing. Those agents and lenders who fail to encourage the understanding of first-time buyers will ultimately see their business dry up.

Jim, a longtime Chicago broker, has worked with hundreds of first-time buyers in his years of brokerage. “First-time buyers are sophisticated, motivated people with money to spend,” he says. “But they’re sophisticated enough to know they need education and guidance. They know that while they’re nervous about making the biggest purchase of their life, education is an antidote to fear.”

Are You Ready to Buy a Home?

Think about that question for a moment. Are you really ready to make the commitment required by homeownership?

The answer is more complicated than you might imagine. There is a chasm of difference between a homeowner and a renter. Renters are free to pick up and move at a moment’s notice, provided their lease is up or they find someone to sublet their rental apartment or house. Homeowners, while able to list their property for sale, are more vulnerable to the changing tides of the marketplace and must usually wait for their property to sell before moving on.

People rent for many reasons, including:


• They haven’t saved up enough money for the down payment.

• They are in a job that may require them to move from location to location.

• They are unsure about where they want to live.

• They believe they can make more money in investments other than a home.

• They don’t want to be tied down.

• They think they can’t afford what they really want.

• Their personal life is unsettled.

• They are unmarried and believe they shouldn’t buy a home until they have found their soul mate.

• They are uneducated about the benefits of homeownership.



If you ask home buyers why they bought, they might tell you:


• It’s part of the American Dream.

• Their parents told them it’s the single best investment they can make.

• They’ve saved up enough money for a down payment.

• They see it as an enforced savings plan (since a portion of every mortgage payment is principal and contributes to the equity you have in the home).

• They’re tired of “throwing money away” on a rented apartment.

• They don’t want to deal with landlords.

• They just want a place to call home.



The Psychology of Homeownership

Clearly, there is a strong psychological barrier between owning and renting.

Frank and Julie have rented an apartment in Chicago for more than 40 years. Sue, a residential real estate broker and Julie’s friend, asked her why she still rents, when, in the past 40 years, she could have bought a house or condo and completely paid off the mortgage. Instead, 40 years later, all Frank and Julie have to show for their $624,000 (40 years × $1,300 per month average rent × 12 months per year) are rent payment receipts. Julie said she and Frank never could agree on where to live. He wanted to be downtown near his work, and she thought they’d eventually move to the suburbs. They liked their apartment building and thought if it went condo, they’d buy then. It didn’t, and there was always another excuse not to buy a place to live.

My mother, on the other hand, recently sold the home she lived in for nearly 40 years. It was her first home and she bought it for around $35,000 when I was just a couple of years old. She sold it for around 20 times more than she paid. Not everyone will earn that kind of appreciation on their property, but it’s a good lesson in how steady appreciation year after year can add up to a whole lot of cash.

Are you psychologically ready for the responsibilities that come with buying and owning a home?

Buying a home means more than simply making a monthly mortgage payment. It also means paying taxes, maintenance costs, and insurance premiums. If you buy a condo, town house, or co-op, you’re also taking on the added responsibility of monthly assessments for maintenance of the commonly held areas of the property, like the garage or party room. If you’re a homeowner, you shoulder the burden of home maintenance yourself. If the roof leaks, you have to fix it. If the boiler breaks, you must replace it. There is no landlord to call.

As a homeowner, you also shoulder the burden of real estate taxes. You become one of those homeowners who support the local school system, fire and police departments, and city government. Buying a home means you’re also buying into your local community. And if someone wants to put a trash dump next door to your house, you’d better be out there fighting against it to protect your property’s value.

(After we moved into our 1880s farmhouse, we discovered that the village had a plan in place to widen our street. We spent the first five years we lived in the home fighting the village. The road was completed just before the second edition of this book was published. Not only was the road not widened, parts of it were narrowed. Narrowing, resurfacing, and redoing the landscape on this road will undoubtedly increase the value of our home—and those of our neighbors—over time. As I was completing the third edition of this book, I received a letter from the village proposing, on its own, to narrow the rest of the street. Although these are the same people who once suggested that a wider, four-lane road was safer (for cars, not necessarily people), they now recognize that a smaller, two-lane road with a middle turning lane is the best and safest way to go.

Being a home buyer means you are somewhat subject to the ebb and flow of the market. Although the first-time buyer market is hot now, that could change. If it does, that two-bedroom condo you bought in a bidding war three years ago could sit for 60 to 120 days before you receive a single offer. Renters, on the other hand, can leave at the end of their lease, or they can sublet their unit. Homeowners must either rent out their homes or sell. Neither is an attractive option under pressure.

But homeownership has lots of benefits that compensate nicely for most hardships. In addition to having a place to call your own, you receive support in the form of tax breaks from the federal government. You may deduct the interest you pay on your mortgage, plus any points paid to obtain your loan. You may also take a deduction for your real estate property taxes. If you work out of your home, there are a number of tax benefits, including a deduction for the costs associated with owning and maintaining the portion of the home you use exclusively for business. When you sell the home, current tax law allows you to take the first $250,000 (up to $500,000 if you’re married) in capital gains profits tax-free. That’s right, the profit is completely tax-free, as long as you’ve lived in your home for two of the last five years. And you don’t even have to tell Uncle Sam about it unless your profit exceeds this amount.

Perhaps the best reason to own a home is that, traditionally, homeownership has been an excellent financial investment. While real estate has often been used to hedge against inflation, during the 1990s, real estate prices increased anywhere from 10 to 100 percent per year in many neighborhoods across the country. For many people, real estate far outperformed the stock market!

Although those kinds of gains can’t be counted on every year, real estate appreciation does tend to outpace inflation. In addition, paying down a mortgage offers homeowners an enforced savings plan. Every mortgage payment is part interest and part principal. That little bit of principal is called home equity, and it adds up over time. When you sell, it becomes cash in your pocket.

Over time, studies have shown that the younger you are when you purchase a home, the wealthier you’ll be later in life. The main reason for this is you build up your equity mortgage payment by mortgage payment. But perhaps it is also because homeowners tend to spend a fair bit of time thinking about their finances. When you have financial obligations, like a regular mortgage payment due each month, you better know where the cash is going to come from to pay that bill.

If you’ve already decided you’re “in the market” to buy a home, then this book ought to help. It will tell you what questions to ask and then answer those questions in easy-to-understand English. There are no stupid questions in the complex game of real estate. There are only those questions that never seem to get answered.

Women and Real Estate

I’m often asked what changes I see taking place in the real estate industry. A major change in the past generation is that more women are purchasing real estate by themselves. There are more single mothers, divorced mothers, and single women who have good jobs and who have become aware of the financial benefits of homeownership. They, too, want to buy their piece of the American Dream.

But women often face special challenges when purchasing property alone. The decision to buy seems fraught with peril, and the fears that couples have about their purchase seem heavier when sitting on only one pair of shoulders. The financial responsibility is, of course, borne by one, not two. Not all of the female members of the current generation of first-time buyers (who are typically in their twenties and thirties) have been taught that they can purchase and maintain property by themselves. These fears and insecurities are often reinforced by naïve or prejudiced brokers who sometimes forget that they must see beyond the curves; the person they are showing around is first and foremost a first-time buyer. Not a man or woman. Not a person of color. Simply, a first-time buyer.

The good news is that since this book was first published, many more women are feeling strong enough to make a purchase on their own. Some are keeping these homes after they marry as investments. It’s a good, strong start to a successful financial future.


 


Malka’s Story

There’s an old joke in real estate: If you want to get married, buy a studio apartment.

That’s what happened to Malka. She rented for years in New York City but finally decided (after helping me publish the first edition of this book) enough was enough. She was no longer going to wait to meet the “man of her dreams” before she acquired real estate. So after much searching, she bought a one-bedroom, co-op apartment.

Sure enough, within six months, she met Mr. Wonderful. It turned out that her apartment was located in the same building that his son and ex-wife lived in! Talk about close quarters.

After Malka got married, she continued to live in her apartment, while Mr. Wonderful lived in his. Within six months of taking their vows, they got rid of both homes and moved in together.





Today, women have more opportunities for involvement with real estate than ever before. In earlier, less enlightened times, women had little opportunity to purchase real estate for themselves and, in fact, were prohibited from owning or inheriting real estate in most of the world. Unfortunately, this kind of rampant discrimination continues to flourish in places such as England, where daughters may still not inherit their fathers’ titles of nobility, though now the eldest child of the monarch, whether male or female, can inherit the crown. (Apparently, this will start with Prince William’s children, so Princess Anne is out of luck!)

In numerous instances, women have encountered severe and disheartening discrimination and prejudice when trying to buy or sell real estate. When my husband, Sam, and I were shopping for a loan, we went first to the bank where my family has had numerous accounts for more than 50 years. The loan officer (a woman!) looked first at my husband’s robust lawyer’s salary and then at my smaller freelance-writer’s income. With a withering look, she said, “Your income doesn’t matter. Only your husband’s counts.” And she continued the meeting addressing him only.

I was humiliated and ashamed. And at that moment, as I think happens with anyone who experiences hateful prejudice, bias, or bigotry, a little bit of me withered up and died.

Unfortunately, this sort of thing happens all the time. Recently, a professional woman who makes an excellent six-figure salary complained that when she took over the bidding process after her fiancé left town, their broker didn’t believe she had “really been given the authority to make an offer and counteroffer.” This successful first-time buyer was insulted, and rightly so. There are thousands of these cases. I’d like to be able to say that the discrimination is occurring with less frequency, and perhaps it is. Certainly, I have an equal number of stories where women purchased homes successfully. And more women are purchasing property on their own, so lenders are getting more used to the idea. It’s a little more than ironic, however, that the discrimination persists since many women are employed within the real estate industry as brokers, agents, loan officers, and appraisers.

Minority Discrimination

Any discrimination is deplorable. That said, it’s best to acknowledge that we live in an imperfect world. We must do what we can to surmount obstacles others have put in our path and strive to achieve our goals.

During the 1990s, a large influx of immigrant home-buying families helped boost homeownership to record levels. Studies showed that an immigrant family’s desire to purchase a home far exceeds that of an ordinary American household. Everywhere I traveled, including New York, Boston, Atlanta, Texas, California, and of course in my hometown of Chicago, I met immigrant families who were buying homes only one to three years after arriving in this country. They worked two or three jobs, in some cases making enormous personal sacrifices, all in the name of homeownership. Some of the stories were truly awe-inspiring.

The number of Hispanic and Asian first-time home buyers skyrocketed in the 1990s, and shows no sign of slowing down in this new millennium. Studies show that Spanish-speaking buyers will soon account (if they don’t already) for the majority of first-time home buyers in California.

Unfortunately, minorities, particularly African Americans and Hispanics, receive the brunt of the worst kind of discrimination. Study after study has documented that African Americans seem to be rejected for home loans twice as often as Caucasians.

So far, no one has been able to pinpoint the exact reasons, but there are some good guesses. Some say loan officers “redline” a specific neighborhood or town, meaning they don’t make loans in certain areas because there is a high rate of default. Others say loan officers simply don’t like to make loans to minorities.

Whatever the reason, if you’re a member of a minority group or a woman, you’ll have to work twice as hard to get your loan. Just remember, homeownership is well worth it. However, if you feel you have a legitimate beef, contact your local office of the Department of Housing and Urban Development (HUD) to file a complaint.

It All Comes Down to You

Your home-buying experience will ultimately be whatever you make of it. As I see it, your job is to remove any obstacle that stands in the way of your ability to purchase property.

Let your broker know that you have the authority and financial wherewithal to make an offer and follow through on it (but don’t tell too much about your finances). Don’t be afraid to admit what you don’t know, but don’t appear too weak and indecisive, either.

Take control of the process. Take advantage of the huge amount of information and resources available through the Internet. Keep asking questions until you get answers you understand. Don’t let the broker take advantage of your time or good nature. Be confident about asserting yourself. Don’t allow the broker to force you to make a decision before you’re ready. Remember, you have the money. You’re doing the buying. You’ve got all the cards.

Of course, if you find yourself talked down to, or treated badly, don’t hesitate to confront the managing broker about the situation and ask for help. You can also switch brokerage firms if you feel your needs aren’t being met. There are hundreds of real estate agents and brokers who will be delighted to help you feel good about the process, and about yourself, and will just as happily collect their share of the commission once you close on your first home.

And that’s what it’s all about: closing on your first home. Allow me to be your tour guide, with this book as a road map—and with the closing as your final destination.

Let’s get going.
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How Do I Know
What I Want?
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You can’t always get what you want. But if you try sometimes, well you just might find you get what you need.

Rolling Stones



The difference between being a wannabe and a successful home buyer may boil down to nothing more than knowing the difference between what you want in a home and what you can’t live without.

It sounds simple, but that difference requires an ability to recognize what’s really important to you and compromise on the rest. Unfortunately, our ability to compromise is often lost between two spouses or partners who forget that they can’t afford to satisfy their every whim.
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It might make you feel better to know that an inability to compromise isn’t limited to first-time buyers. Each time we buy a home, we feel that this is the time we’re going to get—or should get—everything we want. We work hard and deserve it, right? But life doesn’t work that way, and neither does home buying. The next few questions are designed to give you some insight into what’s really important to you and your family.
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SHOULD I MAKE A WISH LIST? WHAT ABOUT A REALITY CHECK?

First, let’s talk about what exactly constitutes a wish list. A wish list is nothing more than a list of everything you’ve ever dreamed of having in your house: granite or slate kitchen countertops (or perhaps inlaid, stained concrete), a wood-burning fireplace, three-car garage, four-person whirlpool, the best school district in your state, a five-minute walk to work, four bedrooms, a master suite with his and her closets, and vaulted ceilings. You get the picture.

The best real estate agents and brokers will ask their first-time buyers to create a wish list detailing everything they’d love to have in a home, including:


1. Location. Think about where you like to shop, where your children will attend school, where you work, where you worship, and where your friends and family live.

2. Size. Think about the number of bedrooms you want, the garden size, the extra room you may need for expansion or family flexibility, where you’ll do the laundry, what kind of storage space you need, and if you need a home office.

3. Amenities. Think about the garage, kitchen and bathroom appliances, swimming pool, fireplace, air-conditioning, electrical wiring, furnace, and hardwood floors.

4. Condition. Do you want a home in move-in condition? Or are you willing to put in some “sweat equity,” to borrow a This Old House phrase, to build in value?



At first glance, many of these items may seem to be in conflict with each other: You want to be close to a transportation network so it’s easy to get around, and yet you want a quiet and peaceful neighborhood. You might want to walk to work, but when you come home, you want your home to be silent and secure. You want a wide variety of shopping, and yet you also need to be close enough to your health club to use it on a regular basis. You want to take advantage of the city, and yet live in the suburbs.

But that’s what a wish list is all about. If you’re honest about what you want, the inconsistencies and conflicts will come out. Most first-time buyers are confused by all their choices. First-time buyers take on that “kid in a candy store” mentality: Many have difficulty choosing between different styles of homes. One broker says she always has a few first-time buyers each year who need to see at least one of everything in the area: a California ranch, an old Victorian, an in-town condo, and several new subdivisions. It takes a tremendous amount of time, which is wasted if the buyer decides ultimately to go with a loft.

Some agents and brokers also use a tool to help their clients define their needs as well as their wants. They call this a reality check.

Joanne, a real estate sales associate in New Jersey, says she asks her first-time buyers very specific questions about what they need to survive in their first home. “I just know their pocketbook will not allow them to have everything they want. I tell them they’ll begin to get what they want with their second home. Not the first.”

Here are some of the questions Joanne might ask:


• How many bedrooms do you need?

• How many children do you have or are you planning to have while you live in this home?

• Is a garage absolutely necessary?

• Why do you need a home with a basement or an attic?

• Do you use public transportation on a daily basis?

• How close to work do you need to be?

• Does driving on a major expressway or in traffic make you crazy?

• Do you want to care for a garden or would you prefer a maintenance-free home?



By asking specific questions about your daily lifestyle, Joanne and other brokers can center in on the best location, home size, and amenities for your budget. They can read between the lines on your wish list.

Wish lists and reality checks have another use. By prioritizing the items on these lists, a good real estate agent can tell which items you might be willing to trade off. For example, if the first wish on your list is to have a four-bedroom, two-bath house, and the 38th item is a wood-burning fireplace, then the broker knows you’d probably prefer a four-bedroom, two-bath house without a fireplace to a three-bedroom, two-bath home with a fireplace.

The bottom line is this: Unless you win the lottery or are independently wealthy, you’re probably going to have to make some trade-offs when buying your first home.

And sometimes you’re going to make a mistake.
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The general rule about new construction these days is that you’ll get a brand-new place with new appliances, new windows, and the rest, but you’ll likely have to make some trade-offs to swing it. If the average existing home costs $170,000 in a major market, the average price of new construction typically tops $225,000. So if you can only spend $170,000, the trade-offs will generally include the overall size of the home and where it’s located. Also don’t be fooled by the list price of a unit. The typical new construction buyer spends 10 to 15 percent above the “list” price in upgrades, so factor that into your budgeting.




 


Ilyce and Sam’s Story

When Sam and I bought our first place together (a vintage Chicago co-op built in the 1920s), we didn’t own a car. Since we lived in the city, overlooking Lake Michigan, and had easy access to public transportation, we couldn’t even envision that one day we might change our minds and purchase a car. Our wish list included a parking place, but it was low on the list, maybe around the 20th item.

On the other hand, a wood-burning fireplace was pretty high on the list, about number five. You can guess what happened. When we were given a car a few years later, and began hunting and pecking for parking spaces on the street, we were sorry (particularly on cold, snowy, below-zero Chicago nights) that we didn’t have a space in which to park the car. But not as sorry as when we went to sell our unit and discovered that most home buyers in that area won’t even consider a building that doesn’t have parking. Fewer people cared about the fireplace, although we loved it.

You can bet that a two-car garage was right near the top of our list for the next home we purchased.





Brokers say the best wish list should include everything you want in a home, such as location, schools, shopping, and distance to work. If your initial list says “nice house, four bedrooms,” try asking yourself these questions to stimulate your true desires.


• How often do I go to the city? Suburbs? Country? Where would I rather be?

• How long do I want to spend driving to work each day?

• Do I have frequent guests? Do I need a separate guest room?

• Do I work from home? Does my spouse or partner? Do we need separate office space?

• Do I want a special play area for my children?

• Will my children take a bus to school or walk, or will I have to drive them?

• How far away is my house of worship?

• Do I want a big garden?

• Must I have a garage? For two cars? Three cars? Do I need a dedicated parking space?

• How far away is the airport? Grocery store? Dry cleaner? Gym?

• What is my favorite form of recreation and how far away is it?

• Where does my family live? Where do my friends live? How far away from them do I want to be?

• Do I want a home that is in mint condition (also called “blue ribbon” condition by some people in various parts of the country)? Or do I want to buy a small house on a large lot and fix it up or even add onto it over time?



Questions of lifestyle are crucial components of a wish list. Do you and your spouse like to stay in on Saturday nights? Or do you prefer to be “close to the action.” And will that change over the years? Are you a single woman or married with children? Are you a single parent? Gay couple? Do you travel frequently? Do you own a car? Do you own, or are you contemplating purchasing, a boat in the near future? Will you want to be within 15 minutes of the marina?

You can see how personal preferences feed into the list. Each spouse or partner has to create his or her own wish list. Then, together, you negotiate the wishes via a reality check. Use the worksheets that follow.

Once you get the information down on paper, try to organize it into a concrete sentence: “I want a four-bedroom, three-bath home with a large garden, fairly new kitchen, loads of closet space, a wood-burning fireplace, and a two-car garage, within a 15-minute commute to the office and church, down the street from the high school, in such-and-such location.”

That’s a start. Now, prioritize the items in your wish list and think about which items you’d trade off for others. For example, would you give up a wood-burning fireplace if it meant having a two-car garage?


WORKSHEET
Your Wish List



You and your spouse or partner should each create your own wish lists and reality checks (see next worksheet for how to create a reality check). After you’re done, sit together and work through each item. Since you’ll only be able to afford one home, create one wish list and one reality check from which to start your search.

[image: ]


WORKSHEET
Your Reality Check



Each spouse or partner does his or her own reality check. Afterward, you again sit together and work through each item. You’ll be able to afford only one home, so you should end up with one list of basic needs.
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Could you get by with a smaller house if it meant you’d be in a better school district? Would you prefer to be closer to work even though it means giving up a large garden? What if you had to live in a condo but could walk to work?

Again, if a wish list is everything you want in a home, a reality check is everything you can’t live without. For example, you may want a four-bedroom home, but you absolutely need three bedrooms. You may want a large garden, but you really need a place to hang out outside and grill “dogs” and burgers for your friends. Your reality check may include many of the same items as your wish list, but perhaps in a pared-down version. This is the place where you want to be completely honest about the minimum you need to be comfortable in your home.
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No two people are alike. No matter how compatible you and your spouse or partner are, you are two individuals and you’re going to end up with two different (sometimes completely different) lists. But rather than denigrate each other’s wish list or reality check items, try to view the lists as a statement of each person’s priorities. Some of each person’s priorities should make their way into your final wish list and reality check. If either list is too one-sided, you’re headed for home-buying trouble.



From your reality check, create a single sentence that represents your basic needs for a home. If you’re a single woman, your reality check might include: “I need two bedrooms (mostly for resale purposes), two bathrooms, a dedicated parking space or attached garage, some sort of outdoor living space, security in the building, and a 20-minute drive to work or less.”

These details give your broker something to work with. He or she can take your wish list and begin to match it to homes listed in your local multiple-listing service. Are the wish list and reality check worth the time and effort? Brokers say they are. Even though a good broker will spend an hour or two divining the same information, writing up a wish list and reality check will help focus your mind on what you really want and what you can’t live without.

An honest wish list is a road map to finding the house of your dreams.
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How long you plan to stay in your home is critical to making all kinds of successful decisions when it comes to buying a home. How long you stay will affect everything from where you buy and what you buy to how to finance your home. Although you may have one time line in mind when you create your wish list and reality check (“We won’t move until our youngest finishes high school” or “.… until our home-based business requires larger office space”), later years may bring surprises. I’ll talk about time-based planning throughout this book. For now, think carefully about your time line and how long you plan to live in your home when creating your wish list and reality check.
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HOW DO I FIGURE OUT WHERE I WANT TO LIVE?

Finding the right location is a problem for many buyers, not just first-timers. In part, the answer will be decided in the spot where your bank account meets your wish list. Neighborhoods being what they are, you can almost certainly find something in your price range in an area in which you’d want to live.

In a story I once did for WGN-TV, I took at look at what was available for $220,000 in several different parts of the Chicago metropolitan area. What I found is that you could buy something in almost every location, from the fanciest suburbs to a more modest city neighborhood. What you’d have to do, however, is trade size or amenities for price. For example, when I did that story, $220,000 bought you a tiny one-bedroom apartment with an okay view just off of Michigan Avenue. Or you could spend the same amount of money and buy a three-bedroom ranch-style home in Hainesville, a far northwest suburban town, with a lovely garden, fireplace, sunken tub in the master bath, and a fully finished basement.

The same thing is true in almost every other urban area. For example, I’m sure you could find a relatively affordable one-bedroom condo in a suburb that also includes million-dollar homes. Buildings in Manhattan that contain apartments costing $10 million or more are right next to buildings in which the apartments go for a tiny fraction of that amount. But if you must have three bedrooms, that expensive suburb or building will most likely be out of your price range.

The point is, you can find something affordable in nearly every neighborhood. Whether it meets your needs is another story.

The first thing to do is to find a suburb or neighborhood that offers homes that meet your needs, at a price you can afford. Sometimes the easiest way to find what you’re looking for is to cross out options that don’t work for one reason or another. Start by asking your broker to cross-match your price range with your reality list. That should instantly narrow your choices to maybe several suburbs or neighborhoods. Now, take a close look at these areas, and apply some of the features of your wish list: Is one in a better school district? Is another closer to work? Does one have more character or better shopping? Is one located on a golf course? Is one nearer (or farther away from) your parents or in-laws?

Once you’ve narrowed down your choice of areas to two or three suburbs, neighborhoods, or even streets, take an extensive driving tour of these areas. Get out and walk around. Sit on a bench and watch the people go by. After all, these might be your future neighbors. Next, start looking at some of the houses in the neighborhood, perhaps during a Sunday open-house tour. If you begin to see homes you like in an acceptable, affordable neighborhood, you’re on the right track.
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The Internet has made shopping for a community a much easier task, particularly for out-of-state home buyers. There are websites for most major metropolitan areas, and many brokerage sites (both national and local) contain a fair amount of community information. You can shop for a home by going to a site and simply keying in some of the items on your reality checklist. For example, you can request all listing information for homes that match a particular description (say, four bedrooms, two baths, under $300,000) within a certain location. If nothing comes up that meets your needs, at the price you can afford, it may mean (1) the neighborhood is too expensive for your price range, (2) the type of housing in which you’re interested doesn’t exist, or (3) you need to try another website.
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WHAT DOES “LOCATION, LOCATION, LOCATION” REALLY MEAN?

Among real estate industry professionals, “location, location, location” is called the broker’s maxim. It’s the credo that all real estate agents live by, and during the days, weeks, and months when your broker helps you search for a home, you’re likely to hear this phrase more than once. What does it really mean?

Brokers say that successful buying and selling is linked to the location of the home. You can usually change everything about a home except its location. Think about it: You can paint, decorate, gut the interior of the house, replace the asphalt shingles with slate, put on new siding, add a deck, repave the driveway, and plant flowers. The only thing you can’t do is move the home to a different location.

(Of course, some houses can be literally picked up and moved. People do buy houses that are slated to be torn down and move them to new locations. And there are mobile homes or manufactured homes that come prebuilt from a factory and are placed on a lot. That’s not what we’re talking about here. You’re not going to move an apartment from midtown Manhattan to New Jersey. And no one takes a 150-year-old brick town house from Boston’s North End and move it to Newburyport, Massachusetts.)

If the house of your dreams is located next to a railroad yard, you should probably just go back to sleep. A poor location will severely limit the property’s ability to appreciate in value and will hamper your ability to sell the property quickly in the future. Look for the reasons why a house is priced very low or has been for sale for a long time.


 


Ed’s Story

Ed, a real estate attorney, bought and sold several homes before he bought the one that backed up to Chicago’s famous elevated train tracks, known as the “El.” It was an 1880s brick two-story house with a nice yard that desperately needed some TLC.

But it backed up to the El. Trains run by there every 10 to 15 minutes, faster in rush hour. The whole house shakes. Ed stood for a while inside the house before he made an offer. He didn’t seem to think it would be a problem. “You get used to it; I hardly even hear it.” So he bought the house.

He proceeded to completely renovate it and even put in a sauna. When he decided to move to Texas, he put the house on the market. Two years later, it was still for sale, waiting for someone who wanted to spend several hundred thousand dollars buying an overimproved house in a good neighborhood, but in a very poor location.





What is a poor location? Defining poor is often a matter of taste. To brokers, a poor location means a home may be difficult to sell because it is located:


• Next to a railroad yard or railroad tracks.

• Near a toxic waste or municipal garbage dump.

• On top of, or next to, a freeway, expressway, or interstate highway.

• In the center of nightlife activity.

• Near a busy intersection, or on the busiest street in town, even if that street is a comparatively quiet rural lane.

• Next to a school.

• In the midst of gang territory or an otherwise high-crime area.

• On a run-down block or in a deteriorating neighborhood.

• In a city, town, or suburb having significant budget problems, poor public schools, or a lousy local economy.

• Backing up to, or next to, a type of housing that is different from the rest of the neighborhood. For example, if you’re looking at a single-family house and all of the other single-family homes back up to other single-family homes, but the one you like backs up to an apartment complex, that could be a geographical problem.



Of course, plenty of people can spin what might normally be called a poor location into a positive selling point. If you buy a home in a run-down neighborhood that is surrounded by yuppie housing, you might be able to turn a nice profit as the neighborhood improves over the years. Being located next to a noisy high school may mean you can keep an eye on your children throughout the day.
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Location doesn’t just refer to the particular suburb or neighborhood in which you live. It also refers to the block on which your home is located, and even to your home’s placement on that block. If corner lots are more valuable in your neighborhood, and you live in the middle of the block, that’s a geographic factor you’re not going to be able to change. Since you can’t change this factor, always think about how easy or difficult this home may be to sell before you make an offer to purchase.



A good location, on the other hand, is one that allows the owner to thoroughly enjoy every aspect of his or her home. It will be located close, but not too close, to shopping, restaurants, work, transportation, good schools, and so on. A good location is one that you can easily sell to someone else, giving you additional flexibility (not to mention peace of mind). If, when you’re looking for homes, you’re faced with the choice between a beautiful home in a lousy location, or a slightly smaller, less beautiful home in an excellent location, which one will you choose?
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When you buy in a new development, you are often looking at a large, vacant cornfield with perhaps a spec house or two (houses the developer builds and furnishes to show you what the other homes in the development will be like). From that, you’re supposed to extrapolate what the neighborhood will look like. When it comes to new construction, location is even more important. Certain lots will be deemed “premier,” and the developer will charge a higher fee for them. For example, on a golf course development, lots that face the golf course might be two to three times as costly as lots that face the outside street. But they might also appreciate in value at twice the rate of a nonview lot. Should you buy the most expensive lot? Brokers say it depends what you want, and what you can afford. If you want to live on a golf course, and a golf course view is important to you, and you can afford it, then buy the view. If your choice is to buy a nonview lot or live outside the community, you might want to compromise the view just to get inside the gates. When you look at the developer’s master plan for the area, think through which lots are most and least expensive and try to understand the developer’s reasoning behind his or her pricing strategy. That could be important information when it comes time to sell.
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HOW LONG DO I PLAN TO LIVE IN MY FUTURE HOME?

This may be the single most important question for you to answer in the book. Why? Because the answer directly affects the size and type of home you buy, where it’s located, as well as the type of mortgage you use to finance your purchase.

Times have changed since our parents bought their homes. Chances are, unless they’ve retired or are in professions where they are required to relocate to different parts of the country from time to time, your parents are still living in the home in which you grew up. My mother, Susanne, lived in the same co-op apartment building for nearly 40 years. It was the first (and only) apartment she and my father purchased. After more than 20 years as a top-selling real estate agent, she began to look around for a new place to buy. She finally found a brand-new building going up just a block and a half west of Michigan Avenue, on Chicago’s near north side. At the end of 2003, the building was finally completed, and she moved into her new apartment. A few months later, she finally sold the co-op in which I was raised.

My mother’s experience with homeownership is pretty typical of her generation. But it will likely be quite different from yours. Statistics from the National Association of Realtors (NAR), a national trade association based in Washington, DC, reveal that today, on average, people live in their homes only about 5 to 7 years. That’s it. Then, they move. This number includes renters and homeowners. If you separate out the homeowner statistics, the number rises to between 7 and 10 years. To be sure, plenty of homeowners stay in one place for 10 or even 20 years. But there are also plenty who sell after 2 or 3 years.


 


Andy and Katie’s Story

Andy and Katie met when he returned from years of working in Europe, and she was recently divorced with two young boys. They decided to get married and move from the Chicago suburb in which she lived to one five miles away that would be closer to where Andy worked.

But it didn’t work out. The schools weren’t right for Katie’s boys, and they started to fail in their classes. So she signed them up for private school. She and Andy had their first baby together and got pregnant with a second right away. Suddenly, Katie thought about how much money she would be spending to send four children to private schools.

Instead, they sold their new home and moved back to the suburb where she and her children had been so happy for so many years. The compromise will be Andy’s commute, which he is willing to make for the sake of their children.





How are you supposed to know how long you’re going to live in your home? I suppose there’s no way to know for sure—unless you’re hiding a crystal ball from me. Here are some general guidelines, which I like to refer to as the Cycle of Life.

Cycle of Life

If you buy a home when you’re young and single, but you are interested in having a long-term relationship or getting married, it’s likely that what you can afford as a single person won’t be quite enough space for two. Within five to seven years you’ll probably find that long-term partner or spouse and will trade your one-bedroom or two-bedroom home for something larger.

If you’re a newly married couple and want to have children, you’ll probably start a family within a few years of your marriage. Within five to seven years, you’ll need additional space as your family starts to grow (and their stuff multiplies exponentially).

If you get divorced or separated, that’s another move. At that point, in your second or third home, with young children in school, you’ll probably settle down for a while. You might even find a house in a good school district and decide to stay there for 10 to 15 years, until your children are through with school. If you remarry, you may need to move again.

Once your children are grown and out of the house for good, you might decide to sell your big house, take your profits (up to $250,000 for qualified single homeowners and up to $500,000 for married homeowners, tax-free) and move to a smaller condo somewhere warm or perhaps cold, if you like skiing.

A new trend in homeownership is “re-retirement,” which basically means that seniors are picking up and moving several times during retirement, frequently crossing state lines to find a different place to call home.

And finally, it’s possible that you’ll purchase a second (or third) home, to which you may actually end up retiring. The most popular age to buy a second home is 55 to 65, followed by 45 to 55, followed by 65 to 75, which means the baby boomers are just beginning to enter their prime second-home-buying years. Statistics show if you buy one second home, you might likely buy two or three over your lifetime.

Moving as a National Pastime

National statistics tell us that the average family will move five to seven times during their lifetime. In addition to accommodating fluctuating family sizes (including grown-up children, grandchildren, and aging parents), buying and selling homes is one of the best ways to accumulate wealth. By purchasing a home, fixing it up, and selling it every five to seven years, you should be able to increase the size of your equity (the cash you have in your home) significantly over the course of your lifetime.


 


Ted and Susan’s Story

Ted and Susan decided they were going to make money by buying fixer-upper properties, putting the time, effort, and cash into making them beautiful, and then selling them for a profit.

It’s a good plan, and one that countless home buyers have made use of. But Ted and Susan were so successful that they ended up making hundreds of thousands of dollars in profit from the sale of each home. In one case, they bought a 6,000-square-foot apartment that had been foreclosed on. They gutted it and sold it for more than $2 million. They put that money into a house in a nearby suburb that cost $2.8 million. Over the next 15 months, they gutted it and put it on the market for $9.5 million.

Since the second edition of this book was published, the house was sold and Susan and Ted made millions on that property. The Tax Reform Act of 1997, which allows an individual to keep up to $250,000 (up to $500,000 for married couples) in profits tax-free, provided you’ve lived in your home at least two of the last five years, helps homeowners cash in on fixer-upper deals. You might not make millions from the sale of a home you’ve fixed up, but you’ll get to keep a far larger portion of the profits today than was possible under earlier tax regulations.





But Wait! There’s More …

Knowing how long you plan to live in your house is also crucial to choosing the correct mortgage. If you’re only going to live in your home for five years, why would you choose a 30-year fixed-rate mortgage? The mortgage market has changed drastically since the early 1990s, and today there are excellent, flexible options that provide you with the stability of a fixed-rate loan (for as long as you’ll need it) at a less-expensive interest rate. By choosing an alternative mortgage, such as a two-step mortgage, you might save yourself thousands of dollars over the life of the loan.

If you’re going to stay in your home for 10 to 15 years, you might want a 15-year fixed-rate mortgage; when you sell the house, you’ll own it free and clear and have a sizable amount of cash for your next purchase. Or you might get a 30-year fixed-rate loan and simply add a little extra to your monthly mortgage payment. (It’s called prepaying, and it can be an excellent way for you to cut down the term of your mortgage and save yourself thousands of dollars in interest.)

If you have questions on mortgages, turn to the financing section of this book, beginning with Question 56).

Look Before You Leap

Before you start to look for a home, think about where you are in the Cycle of Life, and where you’ll be (or hope to be) in five to seven years.


• Is marriage, a life partnership, or living with someone else a possibility within five to seven years?

• How many children do you plan to have during the next five to seven years?

• Are your children near or at school age? Have you chosen the school district you want for them?

• Is it likely you’ll be transferred for your job within the next five to seven years?

• Do you have an aging parent in another part of the country who may require your close supervision or attention?

• Do you have an aging parent or post-college-age children who might be moving back home with you? Will you need flexible living space that your current home can’t provide?



[image: ]

WHAT ARE THE DIFFERENT TYPES OF HOMES?

Your home is supposed to be your castle. But unless your name is Windsor, it’s unlikely you’ll end up living in one.

Several basic types of homes are commonly available in all parts of the country. They may, however, be called different names. For example, a “two-flat” in Chicago might be called a “two-family” in Boston or a “duplex” on the West Coast.

If you decide to buy a home, you’ll end up choosing from a condominium, town house, cooperative apartment, or a single-family home. Or you might get a hybrid or a variation on one of these housing types. Each of these home types has numerous differences, from the rights of ownership to the way the property is maintained. As the saying goes, it’s all in the details; knowing the differences between these types of homes is key to making a successful choice.
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If you don’t know exactly what you’re looking for, or what it is called, don’t be shy about asking. Most good real estate agents or brokers would rather work with a knowledgeable buyer, even if they have to fill in the buyer’s intelligence gaps along the way. If you plunge ahead, you may think you look smarter, but in the end, you’ll just end up wasting a lot of your valuable time.



Condominium

Usually found in urban centers or densely populated suburbs, condos (as they are commonly referred to) became popular in the 1970s when state legislatures passed laws allowing their existence. An apartment building is converted to a condominium by means of a condominium declaration (often called a “condo dec”). New construction condominiums must also have a condo dec.

This declaration divvies up the percentage of ownership, defines which areas are commonly held by all owners, determines who is responsible for the maintenance of the property, and states the condo rules.

One of the most important things to remember about a condo is that you don’t actually own the unit in which you live. Instead, you own the airspace inside the walls, ceiling, and floor of the unit, possibly the plumbing within your unit, and perhaps a parking space. (With new construction condos, you sometimes have to buy your parking space separately.) With your neighbors, you also jointly own what’s known as the common elements of the property, which may include the roof, plumbing, common walls, lobby, laundry room, garden area, garden, or garage.

Condos don’t always look like tall buildings. Condo developments can take the form of town houses (see this page), duplexes (condos stacked two-by-two), or four-plexes (condos stacked four-by-four, also known as quads). You might get a two-family (or two-flat) house that’s been turned into a condo. Or you can have a single-family, maintenance-free community in which the houses are actually condominiums. Suburban condos tend to stretch out (longer than higher). City condos tend to be in mid- or high-rise buildings.

New Construction  Developers building new condos, or renovating an old apartment building to turn it into condos, may keep control of the newly formed condo board or homeowners’ association, until a certain percentage of the condos have been sold. This can present some difficulty, especially if there is a physical problem with the units (such as a leak) and the homeowners decide to sue the developer. Another issue to think about is that
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Cooperative Apartment
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Town House





Mobile Homes and Manufactured Housing
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Single-Family House
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SHOULD I BUY A NEW HOME OR AN EXISTING HOME?
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WHAT ARE THE ADVANTAGES AND DISADVANTAGES OF BUYING A HOME THAT NEEDS RENOVATION? WHAT DO BROKERS MEAN BY “OVERIMPROVED”?








 










But It Doesn’t Always Work Out This Well




[image: ]








 












 











[image: ]




[image: ]

SHOULD MY FIRST HOME BE AN INVESTMENT?





 
















 














 










 











Investment Property Gotchas
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