INTRODUCTION

Buying a house can be one of the most overwhelming processes a person can undergo.  In most cases, it is the largest purchase a person will ever make.  Moreover it is paper intensive, legally complicated and often scary.  This is especially true for the “First Time Home-Buyer.”  For these reasons, we have built this seminar to allay your fears, dispel the myths, educate you on the process and offer you the tools and services to have an enjoyable and successful home-buying experience.  Through this process, you will deal with professionals in the three major areas of buying a home: 

· The Buyer’s Realtor 
· The Mortgage Loan Officer 
· The Closing Attorney (Keene & Gizzi, Attorneys at Law)
Each of these professionals will play an integral role in the purchase of your new home.  Having a relationship with each from the beginning of the home-buying process will give you an advantage that many home-buyers will not have.  Also, having your team in place will make you a more attractive buyer to any potential seller.  This will ensure that when you finally find the home you have been looking for, your offer is not passed over for another buyer.  

We will be happy to provide you with a real estate dictionary (please call or email us).  If there are any words or phrases used in this seminar that you do not understand, please look them up or ask one of your home team members.  If you do not already have a real estate and mortgage professional working for you, please email us now and somebody will contact you within 24 hours: peter@keeneandgizzi.com.  At the end of this seminar, you will have an opportunity to email us for additional information as well as to have us build a team for you that includes a realtor, a mortgage loan officer and an attorney from our office.  You will be introduced to a realtor who can help you find the home you are looking for; you can sign up with a mortgage loan officer for a pre-qualification and you can speak with the closing attorney’s for information about the process as well as for potentially representing you in the buying process.

Also, we will introduce you to our preferred buyer partnership program and show you how you can save money by using the professionals in the area that are affiliated with Keene & Gizzi.

THE REALTORS ROLE

Realtors.  We help several hundred thousand buyers find their dream homes annually.  We would like to tell you a little bit about who realtors are and what realtors representing you as a buyer can do for you.  We will give you an overview of the process of buying a house and tell you specifically what realtors should be committing to do for you.

1. Help you search for a home.  The first job of the qualified, experienced realtor is to schedule an appointment to sit down with you (and your spouse if applicable) to work up a profile of what cities and towns you would consider buying in; the type of property you are looking to buy; and what your price range is.  If you are unsure of what price range you should be in or unsure as to how much of a loan you qualify for, call Keene & Gizzi and we will immediately contact a loan officer from a reputable mortgage company to get your pre-qualification information.  Once the realtor has narrowed down the search criteria, he/she will search with you through all the homes listed in MLS that meet your needs.  

2. Showings.  Once you have selected a home or several homes that you would like to see, we will contact the listing agent to set up a mutually agreeable time for you to see the home.  On that day, the realtor will accompany you to the home and will be able to help you decide if the home is right for you.

3. Making an offer.  When you find the home that you want, the realtor will assist you in determining what a fair and reasonable offer should be on that property.  The realtor will help you fill out the form known as the “Offer to Purchase.”  This form, once signed is a preliminary contract to purchase the property once it is accepted (signed) by the seller.  The offer to purchase will tell the seller how much you are offering, when you are intending to have the home inspected, when you are intending to close on the deal and how much money you are putting up with the offer as a deposit.  If the offer is rejected, the initial deposit is returned to you immediately.  If the offer is accepted, the deposit will typically be held by the listing broker as the escrow agent.  This broker will hold the deposit until the day of closing, at which time that amount of money will be credited toward the money you need to bring to closing.

4. Inspection.  If the offer is accepted, it is most times contingent upon a home inspection.  This inspection is done at the sole expense of you, the buyer.  The inspection covers a broad range of potential property defects.  Keene & Gizzi will be happy to help arrange the home inspection with a reputable company that we do business with regularly.  If at the time of the inspection, defects to the property are found that materially affect the value of the home, you as the buyer have the right to back out of the deal and have your deposit refunded or otherwise have the right to try to re-negotiate the price of the property.  The seller however does not have to re-negotiate and can tell the buyer that he must either pay the agreed upon price or back out of the deal.  Practically speaking, there are most often minor issues that come up at the inspection stage, but barring something major, the deal usually will not be cancelled.

5. Purchase & Sale Agreement.  The Purchase & Sale agreement is the final contract.  This document will be discussed in greater detail later in the seminar under the closing attorney’s role.  Once all the terms have been agreed upon, they need to be reduced to a writing.  This writing (P&S Agreement) will specifically lay out all of the terms of the agreement, ranging from what is included in the sale to the price to when the closing is to take place and so forth.  Your realtor will help you co-ordinate the signing of the P&S once Keene & Gizzi has reviewed it on your behalf and added all of the appropriate language to protect your interests.

6. Coordinating a closing.  Between the time of the signing of the P&S and the closing is usually a 30-45 day waiting period.  During this time, your realtor will continually be in touch with you, helping to coordinate with a moving company if you need one, a homeowners insurance company and will be the liaison between you and the attorney’s office to come up with a mutually agreeable time and place to sign the closing documents.

The most important thing to remember is that as a buyer, it costs you nothing to have a realtor work for you on your behalf.  The realtor’s commission is paid by the Seller, based on a contract that the seller signed with the listing agent.  Your realtor receives compensation from the listing agent.  Therefore, because of all the services a realtor provides you as a buyer and the fact that it costs you absolutely nothing to have this realtor work for you, it is a no-brainer…work with one of our affiliated realtors.

Finally, no buyer should work with a realtor unless the buyer has signed a “buyer agent” agreement with the realtor.  The golden rule to remember is that THE REALTOR WORKS FOR THE SELLER, EVEN THE REALTOR SHOWING YOU HOUSES, UNLESS YOU SIGN A BUYER’S-AGENT AGREEMENT WITH YOUR REALTOR.
THE MORTGAGE BROKER’S ROLE

Well, after reading the previous section, you now have an understanding of what is involved in the process of buying your first home.  All you need now is the money to buy it with…

The mortgage application process is certainly complex and at first may be overwhelming, but it is the mortgage broker’s job to simplify the process and walk you through it avoiding most of the pitfalls that many borrowers encounter.  To ensure that you avoid choosing the wrong broker/lender, ask Keene & Gizzi to refer you to one of their industry affiliate mortgage brokers/lenders. 
The easiest way to do this is by breaking down the mortgage process into these steps:
· Application (1003)

· Credit Report

· Program Selection

· Processing which includes : Processing of the loan, underwriting of the loan, ordering the appraisal and title work and coordinating the closing.
· Closing

1. Application (1003):
The first step to applying for a mortgage or home loan is filling out your application, which is referred to in the mortgage industry as your 1003 (ten-o-three).  This application will ask you for all types of information that you might expect a bank would want to know relevant to you and your background.  This is the information that will be entered into the computer generated credit reporting and underwriting systems in order to ultimately have your loan approved.  It is very important that you apply for your loan prior to signing your Purchase and Sale agreement, which will be discussed in detail later in this seminar.  During the application process, you will receive and sign a number of disclosures and you will be provided with a good faith estimate (GFE) of closing costs.  Remember that this is an estimate, and the actual numbers at closing will be slightly different.

2. Credit Report:
A credit report is obtained with your authorization around the time of application.  There are three major credit reporting institutions that are usually used when a mortgage company tries to get your loan approved.  They are Experian, TransUnion, and Equifax.  These agencies report on a scoring system that ranges from 400-900. Typically, the lender will take the middle score of the three as your credit score for purposes of this loan application.  
3. Program Selection:
Selecting the right program for you is the single most important thing your loan advisor will do for you in the entire mortgage process.  For this reason, it is crucially important that your loan advisor is a seasoned professional, such as the affiliated mortgage brookers/lenders of Keene & Gizzi.  If an inexperienced loan advisor places you in a program that isn’t tailored around your needs and qualifications, you may end up paying tens of thousands of dollars in interest over the life of the loan that you could have avoided.  Or even worse, your loan may be rejected because your qualifications did not meet the parameters of the program selected.  Then the financing for your dream home will be in jeopardy.  In the modern day mortgage industry, there are literally thousands of programs available…some of the more common are as follows:
· Conventional 20% or more down loan
· Sub-Prime loan (designed to help buyers with a troubled credit history or buyers who do not qualify for one reason or another under conventional guidelines)
· FHA/VA government insured loan with different qualifications and parameters than conventional loans (0-3% down in some cases)
· 1st & 2nd loans (where buyers borrow 80 % of the purchase price on the first loan and 5-20% on the second, paying out of pocket only for the % not borrowed on either loan…example: an 80/15/5 means the borrower borrows 80% on the first loan, 15% on the second and puts 5% down)
· 100% financing, where a borrower is lent the entire purchase price either in one loan or in a combination of two loans
After your loan advisor completes your 1003 and runs your credit, he or she will be able to make the determination as to which program may be right for you.
4. Processing/Underwriting: The processing of your loan is the behind the scenes work performed by your mortgage company.  At this stage, the processors will gather documentation to verify the information you provided on your 1003 application.  Sometimes, your loan will be approved subject to certain verifications.  Your loan processor will coordinate the collection of this information and paperwork from you and getting it to the lender.  The more quickly you respond with the requested information, the quicker the lender can approve your loan.  
The underwriting of the loan is performed by the lender.  The underwriter will take all of the information provided to be sure that the borrower meets all of the guidelines associated with the loan program and that all of the conditions of the loan have been satisfied.  This includes the verification of all information obtained by the processor as well as that on the 1003.  Once all of these conditions are met, the underwriter will “underwrite” the loan for the amount that the borrower has been approved for.  If the loan amount should change for some reason, the underwriter will have to underwrite the loan again at the new amount.
While your loan is being processed and underwritten, the mortgage loan advisor or processor will order an appraisal from a local, reputable appraiser.  The cost of the appraisal varies and is usually paid up front by the borrower when the appraiser comes to the home to do the appraisal.  The average cost is around $275-$500 dollars (multi family homes and FHA appraisals may be more).  Also, at this time, the loan advisor will order title work (legal work to make sure that the title to the home is clean) with Keene & Gizzi, the closing attorney.  The processor will work closely with the attorney during this time to coordinate a smooth, timely closing.

Choosing the right mortgage lender may be the single most important decision you make in the home buying process.  With thousands of Lenders fighting for you business every day, the selection process can be overwhelming.  Many lenders will make you unrealistic promises to entice you to choose them, but will ultimately not deliver.  To be sure that you are with a good lender, ask Keene & Gizzi to refer you to a reputable lender.  
THE CLOSING ATTORNEY’S ROLE

Now that you have heard the realtor’s role and the mortgage broker’s role in your home-buying experience, it is time to talk about the role of the closing attorney.  The closing attorney is the attorney who represents the bank (lender) in the transaction.  Because the buyer of the property and the bank (lender) have similar interests (both need clear, marketable title and need the same protections against the seller), the closing attorney often times can and will represent the buyer as well.  In this capacity, there are several things that the attorney will do.  
It is imperative that you have a REAL ESTATE attorney handling this transaction.  Not all attorneys are real estate experts.  An analogy would be a doctor…if you are an infant, you see a pediatrician; if you have a problem with your vision, you would visit an optometrist.  Similarly with attorneys, if you are accused of a crime, you hire a criminal defense attorney, and when you are involved in a real estate transaction, you should hire a real estate specialist.  The answer to who to hire for a real estate attorney in Massachusetts is simple…Keene & Gizzi.
As we have learned, the process starts with an offer to purchase a home.  This BINDING CONTRACT will generally lay out the terms of the transaction.  Usually this offer will allow for ten days during which the home inspection will be done.  Approximately ten days from making the offer is usually the day designated to sign the P&S.  Therefore, it is important that OUR OFFICE get a first draft of a P&S immediately from the listing broker.  This will allow us enough time to review the FINAL CONTRACT for the purchase, make any and all necessary changes and add a number of protections for the Buyer.

In a purchase and Sale Agreement, the provisions we are most concerned with are as follows:

· The proper description of the property (including the book and page number of the recorded deed and any mortgages).

· What is included in the sale and what items are particularly excluded.

· The purchase price and the schedule of monies paid.

· The marketability of title clause (title free of any liens or encumbrances).

· The closing time and place.

· The liquidated damages clause which outlines what the Buyer loses if he does not perform under the contract (buy the home).

· The financing contingency dates and inspection contingency dates if applicable.

· Special provisions such as TITLE V (in cities/towns where applicable).

· Buyer’s addendum which is a list of 15-20 additional provisions to help and/or protect the buyer, including most times an automatic extension agreement for performance.

Once the terms of the Purchase & Sale Agreement are mutually agreed upon, the parties will sign the agreement and the home is now under agreement.  At this point, there is a lot to do.  

We will work with your mortgage Lender to ensure that he/she has a full and complete loan application.  Your lender  will then order an appraisal for your new home and order a Title Examination with our office.  Our paralegals will then take over your file.  They will order a title examination with one of our experienced examiners, who will perform this examination at the registry of deeds to ensure that there are no liens on the property other than those being paid off at closing, such as the Seller’s mortgage.  Next our paralegals will order a plot plan to make sure that the property you are buying doesn’t encroach on the property line of your soon to be neighbor.  Once the plot plan and title examination are received in my office, one of our real estate attorneys will read the documents to make sure that there are no problems that will hinder the closing.  If there are title problems, we will work with the Seller/Seller’s attorney to resolve them.

From there, the paralegals will contact you and ask you who your insurance agent is so that we can order an insurance binder for your new home.  Your first year of homeowners insurance will need to be paid in full prior to closing.  This is generally always going to be the case (exception being condominiums…ask one of our staff attorneys for further explaination).  We will also order a payoff of the Seller’s mortgage so that it can be paid at the time of closing, thereby releasing what should be the only lien on the property at that point.  Finally we will contact the tax department in the city/town where you are buying to make sure that the taxes and water/municipal charges are paid to date.  Also we will obtain the tax information for the closing.

Once all of the preliminary ordering has been completed, our paralegals will be in constant communication with the loan processors to build a complete file and do all of the preparation necessary to complete your transaction.  Within a few days of the closing, our paralegals will contact you to tell you the specific time and place of the closing.  Additionally, usually the day before the closing or the morning of the closing, the paralegal team will contact you and tell you the exact amount for the certified check that you need to bring to closing.  All the while, if at any point in the process you have any questions, our paralegals or attorneys are only a phone call away and happy to help.

At the closing, we will usually try to schedule the Buyers to arrive 15-30 minutes ahead of the Sellers.  The Buyers will sign many documents at closing and it is sometimes easier to work alone with the closing attorney than with a room full of people.  Therefore, if the schedules of all parties permit, we will schedule this way.  In any case, our attorneys will explain each and every document to you that you are signing.  You will not be asked to sign anything that you do not understand.  We will go over all of the numbers with you and ultimately simplify an otherwise complex process.  Once the documents are signed we will record your new deed and mortgage at the registry of deeds and your transaction is complete.

FREQUENTLY ASKED QUESTIONS

What are closing costs?

Closing Costs are the costs associated with generating, processing and closing the loan.  Every loan has costs associated with it.  Either the borrower pays the costs directly (closing costs) or indirectly (by receiving an interest rate that is slightly higher than the rate he/she would have paid if they paid their own closing costs).  Included in the closing costs are the fees that the lender charges, usually such as underwriting, processing and so forth; the appraisal ( unless paid for up front); the broker’s fees including any points, processing and application fees; the title examination fee; attorney fee; title insurance costs and recording costs.

What is not considered a closing cost?

Prepaid items and escrows are not considered closing costs.  Prepaid items include prepaid interest, upfront mortgage insurance premiums (upfront PMI), prepaid homeowners insurance and things of the like.  

CLARIFICATION…

A Mortgage is paid in arrears, unlike any other monthly payment.  When you make a payment on the first of the month, you are paying for the previous month.  For example, if you close your loan on February 10, your first mortgage payment in most cases will be on April 1.  The April 1 payment covers the month of March but you as the borrower have still used the banks money for 18 days in February.  Therefore you will pay 18 days prepaid interest at closing which will get you to March 1.

What are points?

A point is one percent of the loan amount.  This is how the lender/broker is compensated for writing the loan.  Depending on your particular situation, you may choose an option that calls for no points all the way up to five points.  Often times the more difficult a loan is the put together, the more a borrower will pay in points.  Because New Fed Mortgage is both a lender and a broker and due to their volume of business and the number of investors they have available, they can usually do any loan on the market for less money than any of their competitors.

What is title insurance?

Title insurance is insurance that protects against any defects in a person’s title(ownership) to a particular property.  As we mentioned earlier, when you first apply for the loan with New Fed Mortgage, the loan officer orders a title exam with our office.  We then order the exam with one of our qualified examiners.  The examiner goes to the registry of deeds for the county in which the property lies to examine the title.  He/she will look to see that there are no liens for things such as mortgages/judgments/tax takings etc.  However he/she can only examine those documents that are properly recorded.  If there is a deed or mortgage that was not recorded, title insurance will protect against such a claim.  Also if there is human error on the part of the title examiner, title insurance will protect you against that claim.

There are two elements to title insurance: lender’s title insurance and owner’s title insurance.  Lender’s title insurance is to protect the lender.  It is required in every transaction and the cost is $2.50/ thousand borrowed.  Lender’s title insurance only protects the Lender, not the owner of the home.  Therefore, your down payment and any equity in the home is not protected.  Also, if there is a title problem that affects the owner but not the lender, the title insurance company will not cover the claim.

Owner’s title insurance protects the owner of the home for the full purchase price (not just the loan amount as the lender’s policy would cover).  While not required, it is strongly suggested that no home owner ever be without owner’s coverage.  The cost of owner’s title insurance if purchased separately is $4.00/ thousand paid for the home.  However, the Talon Group Title Insurance Company, which is the company that Keene & Gizzi exclusively uses, and is one of our sponsors today, offers a discount for simultaneous coverage.  If a buyer takes both owners and lender’s coverage at the time of closing, the cost is $4.00/ thousand paid for the home plus a flat $100.00 for simultaneous coverage.  Basically, the buyer saves almost $2.50/ thousand by taking both simultaneously.  Also, owner’s coverage is a one time cost.  As long as you own the home, you will never need to buy another owner’s policy whereas a lender’s policy must be purchased every time you refinance the home (though discounts are available if you go through our office again for the subsequent refinance).  To learn more about title insurance, visit the title insurance menu item on our website: www.keeneandgizzi.com.
WHAT ARE ESCROWS?

Escrows are monies held by the lender as reserves to pay property taxes and/or homeowners insurance.  When you buy a home, some lenders give you the option of paying your own taxes and insurance or if you like, they will include taxes and insurance in your monthly payment.  In doing so, they will charge you 1/12 of your annual tax bill each month and 1/12 of your annual insurance premium each month.  They will also require reserves to be paid in advance so that there is never a deficit in your escrow account.  Usually the reserves will be 2 or 3 months worth of tax and insurance payments.  Every quarter the lender will then pay your tax bill for you and every year they will pay your insurance premiums.  Quarterly tax bills are due February 1 for the months of January, February and March; due May 1 for April, May and June; due August 1 for July, August and September and due November 1 for October, November and December.

EXAMPLE

P purchases a home for $200,000.00.  He puts 10% down.  Therefore he finances 90%.  The closing is on February 10, 2004.  L, the lender, requires escrows.

The buyer in this scenario would have to:

1. Pay for one year’s homeowners insurance prior to closing.

2. May be required to pay up front mortgage insurance premium (PMI)

3. Pay monthly mortgage insurance premium (PMI) in most cases (except 80/10/10 financing…ask your NEW FED representative for details)

4. Pay 18 days worth of prepaid interest to get to the end of the month.

5. Make his/her first mortgage payment on April 1, 2004.

6. Purchase simultaneous title insurance coverage for the sale price of $200,000.00.

7. Pay $2,000.00 for each point charged (if applicable).

8. Pay four months worth of escrows (for taxes) at closing.

The reason that four months of escrows for taxes would be required in this scenario is that the next dispersement of taxes by the lender will be on May 1.  By that date, the lender has only collected one month of monthly payment’s from you and therefore only one month of tax payment.  However, on that date, they will pay three months (one quarter’s) taxes.  The lender always likes to keep a two month cushion.  On May 1, if they collect four months at closing and collect one monthly payment, they have five months worth of tax money in escrow.  They will disperse three months worth and keep a two month cushion.

WHAT IS PMI?

PMI is private mortgage insurance, often referred to as MI (mortgage insurance).  MI is required whenever a buyer is borrowing greater than 80% of the value of the home.  This protects a lender in case the market drops and the value of the home decreases.  The amount of the PMI depends on the lender.  If your loan is a government insured loan such as an FHA loan, an upfront PMI payment as well as pro-rated monthly payments are required.

There are certain loan scenarios in which a borrower (buyer) is able to put less than 20% down and still avoid PMI.  These scenarios involve a borrower taking out both a first and a second mortgage simultaneously.  These types of loans are usually called 80/20 or 80/10/10 or 80/15/5 scenarios.  These numbers correspond to the percentage of the purchase price that you are borrowing on each of the mortgages.  The third number in the scenarios represents the amount that the buyer is putting down.

WHAT IF I HAVE BAD CREDIT?

In the modern mortgage industry, there is a loan available for almost anybody.  Whether you have had little or no credit, you are self-employed or you have any other complicating factor, an experienced loan officer from one of our affiliated mortgage companies can most likely find a loan program to fit your needs.

CAN CLOSING COSTS BE ROLLED INTO THE LOAN?

When you refinance, most times your closing costs can be rolled into the loan so that you do not have to come to closing with money.  This is not the case when you purchase a home.  When you are buying, you typically will come to closing with a check for the balance of your down payment and your closing costs.  However in some cases, the selling price can be negotiated to reflect a credit from the Seller to the Buyer to cover closing costs.  Always remember that even in this case, pre-paid items and escrows are not considered closing costs and cannot be included in this credit.

HOW DO I PAY MY CLOSING COSTS?

The day before or morning of the closing, one of our paralegals will call you with your closing figures which will include the exact amount of money that you need to bring to closing.  You must bring this money in the form of a certified check, otherwise we legally cannot record your new mortgage and/or deed.

WHAT IS A DECLARATION OF HOMESTEAD (HOMESTEAD ACT)?

A declaration of homestead is a document that can be filed at the registry of deeds and recorded on the title of your property.  It can only be filed on your primary residence and it protects the homeowner for up to $500,000.00 in equity in the home against liens or judgments.  There are exceptions, but generally a declaration of homestead offers a lot of protection for a nominal fee.  The recording cost is $35.00 and the preparation is usually $75.00-$100.00 depending on the attorney preparing it.  

Thank you for taking the time to read these materials.  We at Keene & Gizzi hope that we have provided you with a good outline of the home buying process.  It is important to remember that because we conduct thousands of closings each year, and we have relationships with many leading real estate and mortgage companies, we can often refer you to real estate industry professionals who we are confident will get the job done for you, and more importantly that they will do it right.
Do not hesitate to call our office with questions about the real estate buying or selling process, the materials you have just read, or for a referral.  We look forward to working with you on the purchase and/or sale of your home.
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