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			For Sam, Alex, and Michael,

			Wherever you are, is home.

			And for all home buyers,

			looking for their own corner of the sky.

			And in memory of Gene “Genna” Galperin,

			whose stories of real estate buyers and sellers were legendary, and who we miss everyday.
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			PREFACE

			Twenty-five years ago, I sat down to write the first edition of this book. It was 1993, and for the first time since World War II, mortgage interest rates had dropped below 7 percent for a thirty-year fixed-rate mortgage.

			The implications of that were significant. So many more home buyers would be able to afford to buy into the American Dream of homeownership. All of the stakeholders—Realtors, home builders, mortgage lenders, professional home inspectors, contractors—were thrilled. The stock market cooperated. The 1990s, primarily the years when Bill Clinton was president, were a time of great wealth-building, as the stock market bull run lasted 117 months, the longest in history (thanks to the tech boom), increasing 473 percent (though it fell 49 percent before climbing further). Consumer confidence rose with the stock market, and lots of people, including a whole bunch of first-time buyers, were buying homes.

			

			 

			
				Sam bought his first condo in 1986, seven years earlier, after he graduated from law school. He was 26 years old, and was moving to Chicago to take his first job. His oldest brother was, at the time, a trader at the Chicago Board of Trade, and told him to buy as close to downtown Chicago as possible and as close to Lake Michigan as he could afford. It was good advice, and Sam ended up in a vintage (in Chicago, anything built before the Great Depression is called “vintage”) one-bedroom condo in a brick, three-story, twenty-one-unit walk-up building in Lincoln Park, about a half block from the Lincoln Park Zoo and the Conservatory. It was a lovely spot, about three miles north of the Loop, where Sam worked.

			I didn’t know him yet. Like many of today’s Millennials, I had just graduated from college with a degree in English literature and rhetoric, and a minor in music, and was living at home with my mother, who was already a successful real estate agent working in Lincoln Park and the Gold Coast. I didn’t have a job and didn’t know what I wanted to do. All of the jobs I was looking at didn’t pay much, and I didn’t have any savings to speak of. Thankfully, I didn’t have student loans from my years at the state university (thanks, Mom!), nor did I have credit card debt (credit cards were just becoming a thing).

			I found a job as the building manager for a commercial real estate company, got fired (long story), wrote freelance articles for local newspapers and a woman who ran a small public relations firm, and then found a job as an editorial assistant with a local Chicago book publishing company. I was earning $14,000 (yes, but it’s 1987 dollars), worked in an alcove of a building overlooking Michigan Avenue located about four miles from my apartment, and spent my days acquiring, rewriting, and editing books.

			Two months later (a little over a year after I graduated from college), I met Sam. My mother decided to get married again, and I decided to look for an apartment to rent. (That’s by far the more traditional path to homeownership: You live with your parents, then rent an apartment, and then sometime later—much later, now—you buy a starter home.) I found an ad for a sublet apartment in the local newspaper, a little west of where I grew up, which at the time was a sort of sketchy neighborhood (which is where you live when you find a two-bedroom apartment for $700 per month). I lived there with a college friend for about six months, until our third-floor walk-up was broken into. I was completely freaked out, and we decided to move to a more secure location, in a building with an elevator and doorman. At the last minute, she backed out and I wound up in a large one-bedroom apartment on the sixteenth floor of a building about two blocks from the vintage co-op in which I grew up, with a room that looked west (great sunsets, high electrical bills in the summer!). It was $600 per month, which was much more than I could afford, but I loved living there. I took the 151 bus to the office (an easy commute), walked home when the weather was nice, and had Lincoln Park and Lake Michigan out my back door.

			The following January, Sam proposed. We started talking about living together and quickly came to the conclusion that we needed to buy a different place, that living in his second-floor, one-bedroom walk-up wouldn’t work for me. So, we started looking for a place to buy together, our first joint home purchase, my first experience in buying anything larger than an item of clothing.

			Boy, did I have a lot to learn.

			

			 

			Lots of folks buy homes, 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’s affordable, a glow of complete satisfaction settles on their faces. It is the thrill of finally achieving their American Dream. Whether you’re a first-time buyer, or purchasing your first investment property, your first newly constructed house, or your first house in thirty years, you’ve come to the right place.

			This book is for anyone who feels even a little unsure about the process of buying a house: buyers who’ve bought homes within the past few years but had trouble with their agents, their lender, the negotiation process, the sellers, the inspection, the closing, or any of the pieces that go into the complex game called real estate.

			As I have said in past editions, 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, which the brokers I interviewed told me were posed over and over again. I easily culled a dozen questions from my interviews with them. And then another dozen. Over the years, I’ve added to, and refined, questions on that list. In this fourth edition, I’ve added a new chapter (called “Fast Pass”) with the nine questions you really must answer before you start the process of buying a home. I’ve combined, eliminated, and changed another dozen questions. But all of the answers contain new information, because we are finally at a place where Millennials are entering their prime home-buying years.

			As I’m no doubt sure you’ve heard, Millennials are a very different generation. Equally important, we have just come through the worst housing crisis and recession (referred to as the Great Recession here and elsewhere) since the Great Depression. So many things have changed since the last edition of this book—and I’ve tried to address them all.

			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. And in real estate deals, those unasked, unanswered questions are 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. Want to buy a home online directly from an FSBO (someone selling by owner)? Moving across state lines? Buying new construction? Looking for a deal? Buying an investment property? Trying to negotiate a mortgage? You’ll find all of the answers to those questions here, plus helpful listicles in the Appendix. But be aware that laws and rules affecting home buyers change frequently. So, after this book goes to press, I’ll continue to update those lists, and add new information as it becomes available, on my website, ThinkGlink.com/​book-updates. Or, go to the navigation bar and under the Real Estate tab, you’ll find Book Updates.

			There are admittedly more than 100 questions in this book, but I’ve tried to phrase them in the way that you would think about them and ask them, explaining the answers in a way you would understand and recognize. There are three ways to use this book: You can read it cover to cover, starting with the introduction; you can just read the Fast Pass chapter and get going; or you can pick it up when you have a question and find your answer. This book is for you, and you should read it in the way you’d find most helpful.

			Good luck, and happy house-hunting!

			Ilyce R. Glink

			January 2018

			PS: Buying a home is an extraordinary experience. If you’d like to share your stories, or if you have questions or comments, please email me at Questions@thinkglink.com. If you’d like to hear from me regularly, please sign up for my free weekly e-newsletter at ThinkGlink.com.

		

	
		
			INTRODUCTION

			Here come the Millennials. Finally. And, according to the entire real estate industry, not a moment too soon.

			For the past decade, since the Great Recession forced so many Americans to put their lives on hold, the world of real estate has been praying for the arrival of Millennials on the home-buying scene to begin buying, selling, fixing up, and financing property. It’s been quite the waiting game: when I first started writing about real estate, the average age of a first-time home buyer was 26. Today, it’s nearly 34.

			There are a lot of explanations for the delay: Millennials who graduated from college in 2008 to 2012 found a weak job market. Many of them moved home instead of moving out with a friend (or by themselves) and renting their own place, typically a precursor to home buying. Roughly a third of them are still living at home. Older Millennials watched as parents lost jobs, tapped their 401(k)s to survive, and took jobs that paid less (and often didn’t offer benefits), and their families struggled to make ends meet. Millions of homeowners couldn’t sell when they needed to and lost their homes to foreclosure, destroying credit histories and confidence in the process. When you lose confidence in yourself and your ability to pay the bills, it’s awfully hard to make the commitment to buying something as large and as permanent as a house.

			But Millennials also have cash flow issues, thanks to their student loan problem.*1 About 44 million Americans are paying off student loans these days, to the tune of $1.4 trillion total. The average amount of student loan debt has tripled over the past twenty years, and most 2017 graduates were carrying about $36,000 worth of student loans as they made their way out of college and into their adult lives.

			Here are some facts about Millennials and student loan debt that make the real estate industry very nervous:

			• Some 58 percent of college graduates*2 reported having student loans;

			• 44 percent don’t know the difference between private and federal loans;

			• 45 percent don’t know what percentage of their budget goes toward paying down student loans;

			• 37 percent don’t know what interest rate their loans carry;

			• 15 percent don’t even know how much they owe;

			• Default rates are running between 7 and just over 11 percent, depending on the type of loan and whether the school was private or public, according to the Department of Education.

			For those Millennials who are making their payments, paying off student loans can delay home buying because monthly debt service payments are deducted from the amount someone has available to repay debts.*3 That, as we’ll discuss later in the financing section of the book (or, turn to this page to start calculating your available income right now), leaves you less income to qualify under the government’s Ability to Repay rules.

			Finally, one of the great drivers of homeownership is the next generation. Along with everything else, Millennials have time-shifted marriage and children. They’re marrying later than any generation and having kids when they’re older. If you’re single, or even if you’re in a long-term relationship but without kids, you’re probably not looking for a house in the suburbs with a good school district. And, because you’re changing jobs fairly frequently,*4 having a longer-term commitment to real estate isn’t particularly high on the list.

			But times they are a-changing. According to the latest figures from the National Association of Realtors, Millennials accounted for 34 percent of home buyers in 2016, the latest year for which data is available. And almost all of them were buying homes for the first time.

			Who Are Millennial Home Buyers?

			
				According to the Pew Research Center, Millennials (81 million of them) are those individuals born in 1981 and later, up until today. But other researchers cap the era of Millennials at those born between 1981 or 1982 and 1994 or 1995,*5 which would put the youngest Millennials at around age 22 or 23 (as I write this), up until about age 36 or 37. That makes sense to me, since I see Generation Z (the generation younger than the Millennials) as a next-gen group that some are already calling Digital Natives. (I tend to refer to them as “the generation born with a chip built into their brain.”) In short, the oldest Millennials will remember life before Google and what a telephone’s busy signal sounded like. Gen Z (including my own kids) won’t.

			Around the world, Millennials are considered one of the most consistent generations. Much of this has to do with the Internet; this cohort is the most tech-savvy, and technology has flattened much of the world. Information flows freely, is adapted to life seamlessly, and has profoundly (and quickly) changed life for them and their parents. It’s certainly changed how people shop for, buy, sell, finance, and invest in real estate.

			Unsurprisingly, according to the 2016 Survey of Home Buyers and Sellers, an annual report published by the National Association of Realtors, first-time buyers fall directly into the Millennial sweet spot:

			• They’re a median 32 years old. (All home buyers lumped together are a median 44 years old.)

			• Their median income is $72,000.

			• The median price of a first-time buyer’s home purchase is $182,500, although that ranges from just about $161,000 for unmarried couples to $208,500 for married first-time buyers.

			• 72 percent are married, or an unmarried couple.

			• 6 percent is the median down payment.

			• 60 percent have no children.

			• 95 percent either rent or live with their parents before buying their first home.

			• 1 percent purchase the home they had previously rented.

			• 87 percent were born in the USA.

			Is this you? Then you might be ready to buy your first home (even if you don’t realize it yet).

			

			 

			
				One of the last things I did as I was sending the first edition of this book off to press in 1993 was get an AOL email.*6 I think AOL had fewer than 100,000 people who were signed up for email at that time, but almost as soon as this book was published in 1994, I started receiving messages from readers. We were the “early adopters” of our generation. Then, no one would have thought to look for a house online (the early photos were black-and-white shots of the front of houses, basically reused from listing books that were typically published every two weeks, and jealously protected by real estate companies), much less buy without ever seeing it in person. There was no Google, no Zillow, no Trulia, no agent websites to speak of. (What did happen, in 1993, is that mortgage interest rates dropped below 7 percent for the first time since World War II, and basically haven’t gone back above 6 percent for more than a few months since.)

			How far we’ve come. Today’s Millennial home buyers have demanded tremendous and continuous technological change from Realtors, lenders, and others in the real estate community. You can do just about everything you need to do to shop for, buy, and close on a home with your phone, including download and read a digital copy of this book (and link to ThinkGlink.com/​book-updates for updates). That’s still tough for your Baby Boomer brokers to get their heads around. The tech world has delivered, and made billions of dollars in the process.

			So, it’s never been easier to find, buy, and finance the right house: as long as you have great credit, sizable savings, little or no debt, and plenty of income. And that’s where first-time buyers typically fall short. Since the Great Recession, millions of homes have been swooped up by investors. Prices have risen 41 percent in five years (2011–16), while incomes have only risen 11 percent. Interest rates seem poised to rise above 4 percent for a thirty-year fixed-rate mortgage (and were briefly above that at the beginning of 2017, before falling back). Affordability is worse.

			With these changes come new (and important) questions you should be asking as you set out to explore the world of homeownership: Should you buy a home now or rent? Should you buy with someone or on your own? Is your job (and income) stable over the next five to ten years? Should you spend every last dollar the mortgage lender says you can?

			To borrow a phrase from Oprah, here are some things about residential real estate I know for sure:

			1. Over the past twenty-five years, homes have appreciated in value. Not every home, and not everywhere, but for the vast majority of Americans in much of the United States.

			2. Twenty-five years from now, the real estate market as a whole will be worth substantially more than it is today. Buy smart and you’ll not only have a better quality of life, but you’ll enrich yourself and your family.

			3. The above point is true because a home continues to be the centerpiece of a family net worth. Every mortgage payment you make is like enforced savings. (When you rent, you’re paying the mortgage of the investor.)

			4. And finally, the younger you are when you buy your first home, the wealthier you’ll be later in life.

			Let’s get started.

			
				*1 As do their parents and, in some cases, their grandparents.

				*2 According to a Harvard Kennedy School study. http://iop.harvard.edu/​student-debt­-viewed-major­-problem­-financial­-considerations­-important­-factor-most­-millennials­-when

				*3 Paying off a student loan is typically a ten-year exercise, unless you refinance or consolidate your payments into a thirty-year term, which makes student loans feel like a mortgage and why you have Gen Xers and Baby Boomers still paying off student loans. Some Baby Boomers have already paid off their own student loans but have signed for their kids’ loans and are now paying those off.

				*4 Millennials are known as the “job-hopping generation,” and typically have had at least four jobs by the time they’re 32 years old or in their first decade out of college, according to a Gallup poll and a LinkedIn study, both conducted in 2016.

				*5 Demographers William Straus and Neil Howe define Millennials as born between 1982 and 2004. Gen Z follows Millennials, and in 2015 made up about 25 percent of the population, which means they’ll one day be the largest cohort.

				*6 I still have it: IlyceGlink@aol.com.

			

		

	
		
			CHAPTER 1

			Fast Pass: 9 Questions You Must Answer Before Buying Your First Home

			Here’s my basic philosophy about home buying: You’ve got to be honest with yourself. Honest about how much money you spend (and where you spend it), about your priorities in life, about how and where you actually want to live. You may have noticed that the Facebook/Instagram/Pinterest life people portray has only a tangential relationship to reality. But when it comes to making the single biggest investment you’re going to make (until you buy your next house), being truthful with yourself is crucial to help you find the right house at the right price and on the right terms.

			These nine questions are must-asks. What I mean by that is, you must understand the answers to at least these nine questions to have any chance at buying your first home successfully. Take some time and work through them. (Think of them as an extended checklist or listicle, if that helps.)

			Question 1: Should I Rent or Should I Buy?

			
				After reading this question, did you just jump over to Question 2? I wouldn’t blame you if you did. After all, you’ve just forked over some cash in order to buy this book, so you obviously want to buy a home. Right?

			I get it. But just because you have (or think you have) the down payment cash available and interest rates are still low, that doesn’t automatically mean you should buy your first home right now. Homeownership is expensive. It’s a big responsibility. It’s illiquid (meaning, you can’t turn around six months later and decide to rent without potentially losing a fair amount of money). Not only do you buy the property and then become obligated to make 180 or 360 monthly mortgage payments,*1 but you also have to maintain and even improve it. That’s a big commitment of time and money, even if you’re buying a condominium with a building engineer to handle plumbing issues or basic problems, or a townhouse or single-family house in a maintenance-free community (hint: the phrase “maintenance-free” only applies to the exterior of the house and the land that surrounds it).

			Let’s walk through the issues you should think about when trying to make the decision about whether to rent or buy your next home:

			WHERE DO YOU WANT TO LIVE? Most people want to live close to where they work.*2 And while the myth is that Millennials want to live in urban areas, the truth, according to census data,*3 is that more Millennials are moving from the city to the suburbs than the reverse. That’s true even of younger Millennials who are in their early twenties. While there’s a desire to be close to the action—living near bars, great restaurants, and recreational opportunities—many Millennials want to be close to family and friends, too. If you’re part of the work-from-home cohort, you may be able to live anywhere but your spouse or partner may not. You each have to decide where you want to live, how much of a commute you want to have, what you can afford in a particular neighborhood, and what trade-offs you’re willing to make. (For more details, see Question 10, Should I Make a Wish List? What About a Reality Check, on this page.)

			CAN YOU AFFORD TO BE A HOMEOWNER? Homeownership is expensive. And, under the new Ability to Repay rules that most mortgage lenders have to live by, it’s tough to get qualified unless you have excellent credit and at least a two-year track record of working in a job that gives you sufficient income to pay your mortgage, property taxes, and homeowners’ insurance premiums. (Real estate industry observers often joke that the easiest way to get approved for a mortgage is to prove you don’t need one.) If you’re self-employed, you’ll need to provide tax returns for at least the past two years showing you have sufficient income to pay your bills. You’ll also need cash in the bank: enough for the down payment, closing costs (unless those are financed), and at least three months of cash reserves. Lenders want to make sure you’re not spending every last dollar to buy the property, only to lose your job (and the house) a few months later. If you’re weak on the cash side, you should rent for another year and focus on building up your cash reserves.

			WHAT KIND OF LIFESTYLE DO YOU WANT? When you’re in your twenties, you might like being closer to other twentysomethings. That’s why WeWork, a company that provides shared workspace, community, and services for entrepreneurs, created WeLive, which provides rental, dorm-style living for adults (albeit with their own kitchens and bigger beds), with shared community amenities and services.*4 It’s why some Silicon Valley tech companies offer its summer interns dorm-style living accommodations that are in close proximity to their headquarters. When you rent an apartment in a rental building or a condo, you’re getting congregate living—everyone together in one big property with shared walls, ceilings, floors, elevators, and parking facilities. There’s a pretty good chance you’ll hear something you don’t want to hear (through walls or in the elevator) or see something you’ll wish you could unsee. On the other hand, there’s the potential for built-in friendships and partnerships to form (the WeLive theory), and you may feel safer than if you live in a single-family home. But if you rent a townhome or single-family house (whether it’s in the city or suburbs), you’ll have more privacy, and you may well get some sort of outdoor space and the ability to have pets.*5

			DO YOU KNOW WHERE YOU’LL BE WORKING FOR THE NEXT FEW YEARS? As I’ve already said, buying a home is illiquid. You can’t just move at the end of the lease or sublet if you get a job somewhere else. Renting is transitory. If you want to be footloose and fancy free for another few years, or if you don’t know where you’re going to be working or how much you’ll earn, you should seriously consider renting rather than buying. If you buy and have to sell within the first couple of years of homeownership, you’ll probably lose money due to the costs of sale (broker’s fee, transfer taxes, and other fees that could add up to 10 percent of the sales price of the home). It’s generally far less expensive to rent than buy a home if your timeline is short, because it takes years for a property to appreciate enough to cover those costs of sale. On the other hand, if you (and your spouse or partner) are now happily working in jobs you love, in a location you want stay in for at least the next five to ten years, then you might be better off buying than renting.

			DO YOU WANT YOUR HOME TO REFLECT WHO YOU ARE? Years ago, a Berkeley professor named Clare Marcus wrote a book called House as a Mirror of Self, in which she examined our relationship with our homes and what the aesthetic and stylistic choices we make say about ourselves and our souls. When I first read this book years ago, her observations confirmed my belief that one of the primary reasons people buy homes is that they want their living space to reflect who they are. When you own your own home, you can do whatever you want to it. I’ve been in condos that were originally four bedrooms and the owner had rebuilt the interior to be a massive one-bedroom apartment. I’ve also been in tiny saltbox houses that were added on to, renovated, and remade into something completely different. When you own property, you get to decide what to do and whether to make what might turn out to be a good or bad investment. Not so with rentals: Landlords often limit what you can do to the property to make it your own. You might be able to paint the walls pink and install orange bathroom tile, but undoubtedly the landlord will want you to restore the property to its original state when your lease is up. And don’t expect the landlord to reimburse you for the costs of those improvements. Those are on you.

			
				TIP: You might read online that it’s cheaper to rent rather than own a home if mortgage interest rates are more than 5 percent for a thirty-year fixed-rate loan, but the calculation is difficult because so much goes into it. Your mortgage payment will typically include 1/12 of your homeowners’ insurance premium plus 1/12 of your taxes, or a little more since lenders are allowed to keep up to two months’ cushion in your tax and insurance escrow account. You may also have monthly assessments (if you live in a condo, co-op, townhouse, or single-family home that is part of a homeowners’ association). And then there’s the maintenance and upkeep. The thing to remember is that when you rent, you’re paying all of those expenses for someone else; it’s just that they may have bought the property twenty years ago, so their break-even amount is less. When you rent, you don’t build equity in any property, so you have to be a disciplined-enough investor to make sure you set aside that “extra” cash each month that you’re not plowing into building the equity of your home. The only time renting is almost always cheaper than owning is if you plan to buy and sell in less than five years. That’s how long it takes for typical home appreciation (just over the rate of inflation) to overcome the costs of sale.

			

			
				
				Question 2: Should I Buy with Someone or on My Own?
			

			
				According to the 2016 Profile of Home Buyers and Sellers, published by the National Association of Realtors, first-time buyers accounted for 35 percent of all home buyers that year (the most recent numbers available as I was writing this book). Their median age is 32, and 72 percent are married couples or unmarried partners. Eighteen percent are single women and just 8 percent are single men.*6 The median income of first-time buyers (which includes the income of all buyers in the transaction) is $72,000 and the median price of a first-time home purchase is $182,500.

			What does that mean? That it’s tough to qualify for a home. You need to have sufficient income in order to meet the Ability to Repay rules that most mortgage lenders live by. That’s why the vast majority of first-time home buyers are made up of couples (married or life partners) or multiple buyers who are not romantically attached (parents or other relatives, often siblings and friends).

			In short, the vast majority of first-time buyers purchase homes with other people for all of the reasons we’ve discussed thus far: Homes are expensive to buy and maintain, and the older you get, the more likely it is you’ll be partnered up (married or not).

			The question for you is whether you should take the plunge and buy your first home as soon as possible, assuming you’re still single, and how your long-term relationship (if you’re in one) should factor into that decision. You may also need to have a co-borrower (in addition, perhaps, to your spouse or partner) to overcome any credit or income challenges you have. (More on that in a moment, or turn to Question 41, How Does My Credit Score Affect My Ability to Qualify and Be Approved for a Mortgage?)

			
				Randy,*7 an attorney who has developed a successful practice, bought his first home when he was 29. He had been practicing law for three years, and had won enough cases to have set aside a substantial amount of cash for a down payment. But, he had been dating Patti for a long time, and thought they might end up together. While he wasn’t ready to propose, he was ready to stop paying rent and move into a more “grown-up” place. So he enlisted his girlfriend’s help to find a two-bedroom apartment in a neighborhood that would potentially work for both of them if they moved in together. He bought on his own, but with her help, knowing that she’d be happy if they wound up together.

			

			If you’re in a relationship that you expect will go the distance, you need to involve that partner in a discussion of what kind of home they envision living in. Here are some questions you should ask each other:

			1. When you imagine the word “home,” what comes to mind?

			2. Where do you imagine living in the next five to seven years? What about longer-term?

			3. Do you imagine having or adopting children in the next five to seven years? (This speaks to the size of home you’ll need.)

			4. Do you want to have pets? What kind? How many? (Pets may limit your ability to rent and may require you to own a property instead.)

			5. How much of your income do you spend on rent? If you live together, what portion of your joint income should you spend on rent or owning a home?

			If you decide to buy a home, there are many more issues you’ll need to go through (separately and together), and you can find them in Chapter 2, The Beginning: How Do I Know What I Want to Buy?

			The Other Way to Qualify

			
				If you can’t qualify for a home on your own, first-time buyers sometimes need their parents, siblings, or friends to “lend” them their signature and co-sign mortgage documents. This can be very helpful to the buyer (who otherwise wouldn’t qualify for the mortgage) but very risky for the person lending the signature. If the buyer doesn’t make regular payments (or make any payments at all), the co-borrower is on the hook legally for all of the mortgage payments, not to mention real estate taxes and insurance premiums.

			Consider this email I received from a reader a number of years ago: “I co-signed for a mortgage with a friend of mine and then transferred my interest in the property to her. Her name is on the deed while mine is on the mortgage. She has now stopped making payments on the mortgage and this is killing my credit. She says I have no recourse since her name is on the deed and mine is on the mortgage. Is this true?”

			One missed payment could destroy the co-borrower’s credit (not to mention the first-time buyer’s), so I urge you to think carefully before you decide to either borrow or lend a signature.

			Question 3: How Should I Think About My Home-Buying “Time Horizon”? (And Avoid Making a Big Timing Mistake?)

			When it comes to buying a house, two guiding principles seem to apply to almost every situation: “Timing is everything” and “Luck is perspiration + opportunity.”

			Stumble upon the right house? That just means you’re putting in the time searching, whether that means driving all over your neighborhood of choice or letting your fingers do the walking online. Manage to close on the day your lease expires? That just means you started looking at the right time. Did you blindly call or email a real estate office on a listing and get an agent who happened to be taking (what used to be known) as “floor calls,” who became a lifetime friend?

			Here is an example (one of many) from my own life: When Sam and I stumbled upon the house we’ve now lived in for nearly twenty-four years, we had already seen more than 100 houses, maybe even 150. There was something about this 1880s blue and white farmhouse that just called to us. But the owner wasn’t ready to sell. He wanted about $100,000 more than the house was worth—way more than we could afford to pay. We made an offer. It didn’t work out. The timing wasn’t right.

			Several months later, on Memorial Day weekend, we were still driving around looking at houses and impulsively decided to stop and knock on the front door. Over the past couple of months, everything had changed for this couple. He had lost his job. His mother-in-law had fallen and needed them to move in with her. He was ready to say “Yes” to the right offer, which was right at the top of our price range. And we were ready to spend every cent we had at the time, to buy the home where we would raise our family. We made a deal standing on his manicured lawn and shook hands. Paperwork followed, and we closed in October.

			So much happens when the timing is right. And yet, timing is one of the top ten mistakes that every home buyer makes. Worse, it’s particularly tough for first-time buyers to time the purchase of their first home correctly.

			Here’s what typically happens: First-time buyers sign a year lease, and then go look for a house. They usually find one quickly (because they’ve been searching for months online before contacting a real estate agent), make an offer, get it accepted, line up the financing, and close in the span of a few months. And then they realize they have six months of a lease to pay while also taking care of their mortgage, real estate taxes, insurance, and assessments (if they’re in a condo or homeowners’ association). It’s one of the reasons first-time buyers struggle financially during the first few years of homeownership.

			Later in the book I talk about something I call the “Cycle of Life” and how this reflects the timing of so many moves you’ll make in your life. Quite simply, every five to ten years, you shift into a new life phase, which brings new challenges, pleasures, and requirements. (Remember how much you hated when your parents told you that you were entering a new “phase” of life? I do!) Here’s how it usually works:

			
				PHASE 1: 20S TO 30S. Graduate from college or graduate school. Within five to ten years, you’ll figure out where you want to work. If you haven’t moved out from your parents’ place, you’ll rent an apartment and then a year or two later figure out that you’re ready for your own place. If you’re not in a relationship of some sort but want to be, you’ll probably find one within this decade, and you’ll discover that your apartment is suddenly too small.

				PHASE 2: 30S TO 40S. You decide to buy a bigger place with your significant other. Maybe you decide to marry. Within five to ten years, you decide whether to have kids, and—if you want them—you may decide to sell and move to the suburbs where homes are more affordable and the school districts are better. If you don’t have children, but you do have dogs, you might make the same choice to move to the suburbs or buy a bigger place in the city. You might also make a move for work. You could buy one or two homes during this phase.

				PHASE 3: 40S, 50S, AND 60S. This phase might go a little longer, depending on how old you were when you had your children (and how many you had). If you start having children at 33 and have your last when you’re 40, you might stay in your home until you’re 60 or 65. If you have children when you’re in your mid-40s, you might stay in your home until you’re 70 (or you might never leave it). In this phase, you might trade up because of a promotion, because your children need a different sort of school district, a lifestyle choice, or because your parents decide they want (or need) to come live with you.

				PHASE 4: 60S, 70S, AND 80S. Your kids, if you had them, are grown and you and your spouse or partner are contemplating retirement. This is where you typically decide you don’t need such a big house, or at least a house with as many stairs. You sell and decamp to a city, a senior-only community, your retirement home (often purchased initially as a vacation home in Phase 2 or 3), or a rental apartment (because you’re tired of maintaining your home and just want the building super to take care of it).

			

			I don’t mean to suggest that everyone will automatically fall into one of these buckets, but the truth is, most do. Or, at least, they did. There is a generational change happening now that is pinching housing markets and worrying Realtors: Now that Millennials are showing up to buy, homeowners whose kids are grown, who should be retiring and trading down to a ranch-style home or moving into an apartment, are staying put. They’re not selling. That means that not only are there far fewer homes (particularly starter homes) for Millennials to buy; it means that there is far more competition for the homes that are available. Prices are rising even as mortgage interest rates are moving up, too.

			Why aren’t sellers selling? My best guess is that it comes down to money and time: In the Great Recession, when you could get a thirty-year fixed-rate mortgage for just over 3 percent and a ten-year mortgage for about 2.75 percent, plenty of homeowners refinanced. Sam and I did, and it became supercheap to own our house. But now, ten years later, we’ve seen prices rise dramatically. Trading down to a smaller home might mean we pay more for less, or leaving a community of neighbors and friends we’ve come to love, neither of which we’re inclined to do. (We also have offices that are two blocks from our home.) Even after nearly a quarter century in this house, I can’t imagine us selling anytime soon, and I suspect there are a lot of folks like us. That’s one reason why home improvement spending has jumped: Our next move is as likely to be another major renovation of our 1880s farmhouse, to take it through the next twenty years, as it is to sell it and move elsewhere.

			That’s our future. What about yours? How should you think through the timing issue so you don’t make a mistake you can’t undo (at least, undo without costing you a whole lot of money)? Let’s engineer the process of home buying in the broadest possible terms:

			 STEP 1: What can you afford? Estimated time: One to three months to calculate your budget, play around with numbers, use mortgage affordability calculators (we have one at ThinkGlink.com/​Tools), talk to lenders, and start the preapproval process.

				STEP 2: Where you do want to live? Estimated time: One to two months to figure out your neighborhood(s) of choice. If you’re moving across state lines, this could take longer, so plan accordingly.

				STEP 3: What do you want to live in? Estimated time: One month. Typically, type of housing stock is dictated by the neighborhood. For example, if you want to live in a condo but your neighborhood of choice is a suburb with an excellent school district, there’s going to be a mismatch. Conversely, if you want to live in a single-family home, suburbs are filled with them, but finding a single-family house in a good school district in a major metropolitan area will be tougher.

				STEP 4: Find an agent, find a home. Estimated time: Starts at one month and could last a year, or more. Depending on how much time you have to put against the search, and how much of a buyer’s or seller’s market mentality rules your neighborhood(s) of choice, this could take a few weeks or several months.

				STEP 5: Closing and moving. Estimated time: One month to several months. In Georgia, it took Crystal just three weeks to close on her home. Over the same period of time, it took one of Sam’s clients nearly four months to close, mostly because the sellers wanted to wait until their daughter finished the school year.

			

			At a minimum, if you compressed all of the steps as much as possible, it would still likely take three to four months to find, qualify for, and buy your first home. On the outside, it would take a year or more. To avoid making a timing mistake, reverse-engineer the process. Start with when you’d ideally want to close and work backward.

			For example: Closing in December means your offer is accepted by October. Which means you probably started shopping for a home in June, July, or August. And made the decisions about where you want to live and what you wanted to live in during April or May. And went through the mortgage qualifying process in March or April.

			Just remember two things: You should take as much time as you need to find the right home, because it’s the single biggest purchase you’ll ever make (until you buy the next one); and don’t sign a year lease if you intend to start the home-buying process in the next twelve months. If you do, it’s quite likely you’ll wind up paying rent and mortgage at the same time, for longer than you’d like.

			Question 4: How Much Should I Spend vs. What Banks Say I Can Afford?

			Your real estate agent may deny it, but there’s a lot of pressure in the home-buying process to spend more than you should.

			Why? The way economists (and real estate agents and brokers) think about it, your earning power is going to go up while your mortgage will be locked in for fifteen or thirty years. So, they think, spend until it hurts now and your income will catch up later.

			While that seems to make some sense on the face of it, this line of reasoning ignores the three realities of life:

			1. There are other costs of homeownership besides your mortgage, including real estate property taxes, homeowners’ insurance premiums, and the upkeep and maintenance of the property. (Note: I’m not even including the cost of fixing up your home, which every homeowner wants to do, even with new construction.)

			2. These costs always go up over the years.

			3. The rest of your life is also going to get more expensive.

			Over the past dozen years, I created this chart to help explain how life just gets more expensive, until all of your costs drop dramatically—which will happen eventually. As you can see above, costs rise during your mid-career, then drop dramatically after the kids get out of college. What’s changed for Millennials? Student loans that start in your 20s and may continue (if you consolidate them) until your 50s, at which time you might start taking on additional student loans for your future children. (Yikes!)
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			When most of my older Think Glink Media clients see this, they nod their heads. They get it. They’ve lived it—or are living it right now. What most Millennials don’t understand is the reality of the pile-on to come during their 30s and 40s. What’s different now, from when I started describing this concept some fifteen to twenty years ago, is that Millennials have time-shifted the middle section to a much longer, inverted curve. By delaying marriage (or long-term partnership) and children to their mid-late 30s, and 40s, the downward swing might not happen until the late 40s or early 50s, pushing off the years where you begin to catch up financially and prepare for retirement.

			In other words, if your last kid doesn’t graduate from college until you’re 60 and you’re thinking of retiring at 65 or even 70, you may not leave yourself enough time to catch up financially. One of my clients is in his late 40s with a 5-year-old (his oldest is 14). He’ll be in his mid-60s when his youngest is finally finished with undergrad—and that’s assuming she doesn’t want to go to grad school.

			That’s why overbuying (my term for spending more than you should on a house) is problematic. You buy a house that’s just a little too expensive, given your existing and expected lifestyle, and you spend the next twenty years treading water as your raises (and perhaps bonuses) don’t quite cover your wants and needs. And if, as we learned in the Great Recession, there’s an economic downturn, and you lose income or even your job, and then can’t find another, there’s nothing to fall back on. After all, around two-thirds of Americans don’t even have $500 in savings.*8
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			So, how much should you spend? It depends on what your real (as opposed to your dream), expected earning curve looks like. I’m all for risks, but they should be calculated risks. Before you make an official decision about what you want to spend, think hard about these questions:

			• What do the next five to ten years look like for work? Are our (if you’re part of a marriage or are buying with someone) jobs stable? Will we get regular increases and bonuses? How likely is it that our industry could withstand an economic shock (like 2009 rather than 2001)?

			• What do we think we’ll earn over the next five to fifteen years?

			• Will we continue to work (assuming we can) if we have children during this time period? How will we manage the additional childcare expenses if we decide to continue with our jobs?

			• What other expenses will we have if we move to our neighborhood of choice? (Will we need a second car? Will we need a gardener?)

			• What are our priorities in terms of saving for retirement? Buying a vacation home or investment property? Helping elderly or indigent family members? Building an emergency fund?

			• How much house do you really need versus what you really want? (See Question 10 on this page for a deep dive into this topic.)

			These are the sorts of conversation starters (or stoppers, in some cases) that can make it difficult to move quickly from making that first home-buying decision to closing on an actual house. If you’re buying with someone, add time to the process to really think through your various options. If you’re buying by yourself, be sure to do the numbers. Sometimes you have less available wiggle room in your budget than you think.

			How much will a lender give you? Supposedly, with the Ability-to-Repay rules now in force, you shouldn’t be allowed to borrow so much that your mortgage becomes a liability. The problem is that lenders don’t look at lifestyle. They look at percentages.

			I’ll go into detail on this much more, later in the book, but let’s start with the basics:

			• Conventional mortgage lenders will allow you to borrow up to 28 percent of your gross monthly income to spend on your mortgage, real estate property taxes, and homeowners’ insurance. And they’ll allow you to spend up to 36 percent on your total debt (including car loan, student loans, credit card debt, and other debts). After taxes and deductions for health insurance or qualified retirement account deposits, that could be more than 50 percent of your take-home pay.

			• FHA (Federal Housing Administration loans, part of the Department of Housing and Urban Development) and VA (Department of Veterans Affairs) loans will allow you to borrow more: up to 42 or even 43 percent of your gross monthly income. That could translate into almost 60 percent of your take-home pay. (Ouch!)

			That’s why it’s so important to understand not only how you spend the rest of your paycheck today, but what kind of paycheck you think you’ll be bringing in over the next five to ten years.

			
				[image: ] FIRST-TIME HOME-BUYING TIP: Don’t get so caught up in home prices you see online that you forget to think about your own lifestyle. If you can’t give up your weekly massage, for example, then make sure you subtract that expense from your available house-hunting budget. A mortgage lender won’t know to do that. The calculators you play with online, just like the mortgage lenders you speak to in the office, will assume that every dime you have can be assigned in service of homeownership. But that’s not how real life works. It is absolutely how first-time home buyers wind up spending far more than they should, only to get caught in the time-expense vise shown above.

			

			Question 5: How Will My Credit Affect My Mortgage Options?

			The most important thing to know when it comes to mortgage and credit is this: Lenders always want to lend money to those who don’t need it. In other words, if you have excellent credit and plenty of money in the bank, you won’t have trouble qualifying for a mortgage. Everyone else, well, that’s a different story.

			A Brief History of Credit Histories and Scores

			
				Credit reporting companies like Dun & Bradstreet*9 have been keeping financial data about companies for more than a hundred years, and currently collect and disseminate information on more than 250 million companies worldwide. Equifax, which was founded in 1899, is the oldest of the three major credit reporting agencies (CRAs) in the United States and collects and disseminates financial data on more than 800 million consumers worldwide.

			Collecting information is one thing. Understanding the value of that information is another. Fair, Isaac and Company was founded in 1956 by Bill Fair and Earl Isaac in San Jose, California. Bill and Earl developed a rating system to score credit reports, which used to be literal collections of paper in a file (which is why you might hear your credit report referred to as a “credit file”). That rating system ultimately developed into a product known as the FICO score, which lenders use to figure out how risky a borrower you’ll be. Fair, Isaac shortened its official name to FICO, and now sells its scores around the world, including to 95 percent of the largest financial services firms in the United States.

			What Your Credit History Contains, According to the CFPB

			
				PERSONAL INFORMATION. Your name and any name you may have used in the past in connection with a credit account, including nicknames; current and former addresses; birth date; Social Security number; phone numbers.

				CREDIT ACCOUNTS. Current and historical credit accounts, including the type of account (mortgage, installment, revolving, etc.); the credit limit or amount for each account; account balance; account payment history; the date the account was opened and closed; the name of the creditor.

				COLLECTION ITEMS. Any account that is currently in collection (meaning, the creditor has charged it off and either sold it or given it to a collection agency).

				PUBLIC RECORDS. Liens; foreclosures; bankruptcies; civil suits and judgments. Also, a credit report may include information on overdue child support provided by a state or local child support agency or verified by any local, state, or federal government agency. Not all CRAs will report all public records, although some may include library fines.

				INQUIRIES. Companies that have accessed your credit report either to pitch products (mortgage, credit cards, auto loans, etc.) to you or in response to you applying for credit. You may hear this referred to as “pulls.” There are hard and soft inquiries that may be listed, but only the hard inquiries (meaning, a creditor has pulled a copy of your credit history in response to your application for credit) count against you.

			

			How This Information Translates into Getting Your Mortgage

			
				FICO weights the information in your credit history, based on how much each factor affects your ability to repay a mortgage or some other form of loan. While the actual details of how the FICO score (or its Vantage*10 counterpart) weights your credit history is a trade secret, here’s what FICO reveals on its website, MyFico.com:

			
				35% = PAYMENT HISTORY. Do you pay on time every month or are you late?

				30% = HOW MUCH DO YOU OWE relative to how much credit you’ve been extended?

				15% = LENGTH OF CREDIT HISTORY. How long have you had your oldest line of credit?

				10% = YOUR CREDIT MIX. Do you only have one credit card or do you have multiple credit cards, a car loan, and a school loan?

				10% = NEW CREDIT. If you’ve opened up several new lines of credit recently, that could indicate a higher risk of default.

			

			The FICO basic scoring model runs from 300 to 850, and while I’ve spoken with many people whose credit scores were in the 400s, I can’t remember ever seeing a score in the 300s. To get a score that low, you’d have to not only stop paying every bill, but file for bankruptcy or have some other extremely negative pieces of information on your credit history. On the upper end of the spectrum, FICO says nearly 20 percent of consumers have credit scores of 800 or above.*11

			What you need to remember is that the higher your score, the better, and the less you’ll pay in interest on your loan (mortgage, auto loan, student loans, or credit card debt).

			But wait: Here’s where credit gets even more confusing. There are many different versions of the FICO score. Creditors (like banks, mortgage lenders, and credit card companies) will use a version of the FICO score to help them decide whether to lend you money and at what interest rate. They’ll “pull a copy” of your credit report to see how much credit has already been extended to you and how you’ve used that credit. Mortgage lenders have one score (that more heavily weights any home loans you’ve had in the past, for example, and auto dealers have another version that more heavily weights any car or truck loans you’ve paid over the year).

			No matter which version you’re looking for, you can’t see it unless you get turned down for credit based on your credit history, in which case the creditor who turned you down has to show it to you.*12 The only version of the FICO score consumers can see is to go to MyFico.com (the consumer version of the FICO score) and pay for a copy of your credit history and score. But even that isn’t the version a mortgage lender will use to decide whether you’re credit-worthy. You might as well get a free version of your credit history from AnnualCreditReport.com, which the three credit reporting agencies (Equifax, Experian, and TransUnion) are required to provide once a year under federal law.

			Although you’ll have to pay for the credit score that comes with it (about $10, as I write this), this is the better deal (meaning, it’s cheaper) by far. The credit score you get is the version that each credit bureau has, based on your credit history. It’s sometimes referred to as an “education” score.

			There’s so much to unpack about credit histories and credit scores, so let’s focus on what you most need to know. Whether you get the Equifax, Experian, TransUnion, or even MyFico credit score, or whether you get it for free from one of your credit card companies, doesn
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