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PREFACE

For more than 23 years, ] have lived and worked in the real estate
world. In 1971 my sister, a licensed real estate broker, insisted
that I take the exam for my salesman’s license, “just in case some-
thing comes along.”

From that moment to the present, I have earned my personal
Ph.D. (Paid His Dues) degree from the Street University, School
of Hard Knocks, through on-the-job training. I became a dreamer
and a builder of dreams.

Throughout the years, I've gained experience as a licensed real
estate salesman, a licensed real estate broker, and a commercial
mortgage broker. I went on to manage, buy, build, and sell multi-
family projects of more than 200 homes and then began my ca-
reer building single-family homes.

To date, I have negotiated, designed, developed, and sold sev-
eral subdivisions; bought and sold more than 150 building lots;
and helped to design, build, and sell more than 100 new homes.

In all of that time, every time, I've achieved a wonderful satis-
faction in realizing my dreams, helping others to realize their
dreams, and experiencing the excitement of actually owning a
piece of the earth.

This book is the culmination of my experiences. I pass them
on to you to help you fulfill your dreams.

I would like to thank the following people who have helped
and encouraged me to write this book and offer my appreciation
to them in this small way: Carolyn Molloy (my partner in life and
also licensed in real estate for 17 years), for endlessly editing;
Marc Molloy (my son), for always asking; Marilyn Molloy, for en-
couraging me to dream; Ron Reid, for editing; Paul Ornstein (my
attorney and longtime friend), for his enthusiasm; Anne Julian (a
longtime friend), for her invaluable advice; Jay Paggi (my engi-
neer and longtime friend), for the technical help; Pat Koerber
Bombardieri, for her honest opinions; Bob and Ann Mullen, for
their expert research abilities, and especially Mike Hamilton,
Senior Editor for John Wiley and Sons, for his enthusiasm and
honesty.
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INTRODUCTION

Buying real estate is an evolutionary process that begins with an
idea and ends with ownership. This requires the buyer to take
one step at a time.

The Complete Home Buyer’s Bible is the most comprehensive,
easy-to-read, plain language, step-by-step guide you can buy.
Read this book and you will learn how to locate, qualify, and
purchase a resale home, second home, condo, co-op, or town-
house. You will learn about mortgaging and how to prequalify
yourself before you walk out the door. You will learn not only
which decisions you need to make but how to make the right
ones. You will learn how to inspect a resale home, wells and sep-
tic systems, water tables, surveys, and more.

The Complete Home Buyer’s Bible takes the stress out of the
decision-making process by giving the buyer the information
needed and explains how to use that information to make the
right choices—one step at a time.

Refer to the corresponding chapter before you begin each step
of the process, and you will find the entire process educational,
exciting, and most of all, rewarding.

Throughout this book, I offer descriptions of my personal ex-
periences, of problems I encountered in actual situations and
how they were resolved. I also offer explanations for avoiding
any confusion by doing your homework in advance.

The Complete Home Buyer's Bible will guide you through the
maze of the professional terminology and explains how to beat
the “paper monster.”

Whether you are a first-time buyer, a repeat buyer, or a li-
censed sales agent, you will find this book an invaluable tool for
your success. When you finish reading this book, you will know
as much or more about the “housing” end of the real estate busi-
ness than many of those working in the industry.

xiii



CONTENTS

Preface
Introduction

SHOULD I OR SHOULDN'T I?

WHAT IS REAL ESTATE?
RELOCATION

WHAT ARE THE FINANCIAL BENEFITS OF

OWNING REAL ESTATE?

Equity

Appreciation

Tax Benefits

The Big Picture

THE SINGLE-FAMILY DETACHED HOME
AMERICA ON THE MOVE

WHAT DO I NEED?

CONDOMINIUMS

COOPERATIVES (CO-0OPS)

TOWN HOUSES

THE DETACHED SINGLE-FAMILY HOME
HOW BIG SHOULD MY HOME BE?
HOW MANY ROOMS DO I NEED?

Needs versus Wants

Perception

WHAT CAN I AFFORD?

CLOSING COSTS
PRIVATE MORTGAGE INSURANCE (PMI)

xi

xiii

NOO U s W s

=-]

10
10
11
11
13
13
14

15

18
19



vi

CONTENTS

FHA AND VA LOANS

HOW CAN I QUALIFY FOR THE MORTGAGE?
Gross Income

Prequalifying with No Debts

Prequalifying with Debts

Percentages versus Fractions

Add-on Interest

Self-Liquidating or Declining-Balance Mortgages
WHERE DO I LOOK?

Mortgage Bankers and Mortgage Brokers

The Interview

What Are Points?

What Does APR Mean?

Actual Annual Percentage Rate When
Discount Points Are Charged

Rate Locks

WHAT IS A MORTGAGE?

WHAT IS AN APPRAISAL?

The Market-Data Approach

The Cost Approach

The Income Approach

HOW DOES A MORTGAGE WORK?
Fixed-Rate Mortgages

Adjustable-Rate Mortgages (ARMs)
Loan Caps

Convertible ARMs

Interest-Saving Loans

Variable-Rate Mortgages (VRMs)
Graduated-Payment Mortgages (GPMs)
Growing-Equity Mortgages (GEMs)
Assumable Mortgages
Purchase-Money (Owner-Held) Mortgages

20
21
21
22
25
26
27
27
30
30
31
31
34

35
36

41

42
44
46
46
46
46
47
48
48
49
49
49
50
50
50



CONTENTS vii

First Mortgages 51
Second Mortgages 51
Balloon Mortgages 52
Reverse-Annuity Mortgages (RAMs) 52
Shared-Equity Mortgages (SEMs) 52
Bridge Loans 52
Two-Step Mortgages 53
Foreclosure 53
Bait and Switch 53
Prepayment Penalties 54
MORTGAGE AMORTIZATION SCHEDULES 55
FEDERAL REGULATIONS REGARDING HOUSING

AND MORTGAGING 57
HOW CAN I FIND IT? 61
DRAW A CIRCLE 62
CHAMBERS OF COMMERCE 62
ASK QUESTIONS 62
ASK MORE QUESTIONS 63
KEEP RECORDS 63
HOW DO I QUALIFY THE LOCATION? 64
Visit Main Areas 64
For-Sale Signs 65
FSBO 65
Sticker Shock 66
HOW DO [ QUALIFY THE REAL ESTATE AGENT? 66
Listing versus Selling Agents 67
Agent Qualifications 67
What Is a Realtor? 68
Fiduciary Responsibility 68
Disclosure 69
Be Courteous 71

Qualify the Agency 72



viii CONTENTS

The Multiple Listing Service (MLS) 72
Changing Agents 73
The Agent’s Job 74
6 HOW DO IQUALIFY THE HOUSE? 75
HOME INSPECTION SERVICES 76
INSPECT THE CONDO, CO-0OP, OR TOWN HOUSE 77
START FROM THE BOTTOM 79
Where Does All the Water Go? 79
LOOK BEFORE YOU LEAP 82
YOU LEARN SOMETHING EVERY DAY 82
LOOK FOR WHAT IS NOT OBVIOUS 84
HOW DO 1 QUALIFY THE HOUSE’S CONDITION? 84
Foundation 84
The Water Problem 87
Siding 88
Roof 89
Exterior Windows and Doors 90
Interior Inspection 90
Kitchens and Baths Sell Houses 91
Look Up 92
Climb Up 92
Heating Systems 93
Plumbing 95
Water Heaters 96
Basement Walls and Floors 96
Electricity 98
Windows 100
Doors 102
Insulation 102
Don’t Seal It Completely 104
Ventilation 104
Decks and Patios 105

Fire Safety 106



10

11

12

13

CONTENTS

Water and Sewer Systems

HOW DO I QUALIFY THE HOUSE’S PRICE?
Is the Paperwork in Order?

Lot Lines

Inspection Checklist

RADON

HOW DO I FIND IT?

TESTING DEVICES

HOW DO I FIX IT?

RADON-REDUCTION TECHNIQUES

How to Find and Eliminate Radon in the Water

ELECTROMAGNETIC RADIATION

WATER—WHERE DOES IT COME FROM?

HOW DO 1 FIND THE WELL?
HOW DOES A SEPTIC SYSTEM WORK?

WHAT IS A SURVEY?
WHAT IS ELEVATION?

WHAT IS ZONING?

HOW DOES ZONING WORK?
HOW DOES ZONING AFFECT ME?

WHAT IS TITLE?

WHAT DOES TITLE MEANT?Y
HOW DOES TITLE WORK?
HOW DO I OBTAIN TITLE?

WHAT IS A DEED?

WHAT TYPES OF DEEDS ARE THERE?
Warranty Deed

Deed of Trust (Trust Deed)

iX

108
109
110
111
112

116

117
118
119
120
122

125

130

139
139

154
160

165

166
171

175

178
179
180

188

192
192
192



14

15

16

17

CONTENTS

Quit Claim Deed
Bargain and Sale Deed

HOW DO 1 BUY IT?

HOW DO I QUALIFY AN ATTORNEY?
WHAT IS A PURCHASE OFFER?

THE ART OF THE DEAL

WHAT IS A CONTRACT?

WHAT ABOUT INSURANCE?

HOW MUCH INSURANCE DO I NEED?
WHERE CAN I FIND INSURANCE?

HOMEOWNER WARRANTIES
HOW DO 1 OBTAIN A WARRANTY?

HOW MUCH DOES A WARRANTY COST?

DO I NEED A WARRANTY?

FINALLY... THE CLOSING

WHEN AND WHERE?

WHAT TO DO BEFORE THE CLOSING
WHAT TO BRING WITH YOU
DURING THE CLOSING

THE MORTGAGE

THE MORTGAGE NOTE

TRUTH-IN-LENDING DISCLOSURE FOR
REAL ESTATE MORTGAGE LOANS

DISCLOSURE FORM

OWNER’S ESTOPPEL CERTIFICATE
COMPLIANCE AGREEMENT
RESPA FORM

Index

192
193

194

198
201
204
206

212

213
215

217

221
221
221

223

224
225
226
227
230
232

233
233
233
234
234

235



SHOULD I OR SHOULDN'T I?

WHAT IS REAL ESTATE?

Real estate is a combination of two words, real, which is defined
as “that which has existence—not artificial or imaginary”—and
estate, which is defined as “the degree, nature, and amount of
one’s lawful interest in a property.”

We are born within it, we live out our lives scurrying on it, and
eventually we will all become a part of it; but owing to society’s
needs for regulation, the concept of real estate can be difficult to
understand.

When you own a patch of land with or without your home (or
condo or co-op) sitting on it, you own a piece of the planet. Your
ownership will include everything from the depths of the earth
to the highest point in the sky. This is the most fascinating aspect
of owning real estate; it is a mystery and an adventure. But to join
this exclusive club of real estate owners, you must first become
initiated by surviving the complicated maze of terminology and
documentation.

Those of you who have been out of the buyers’ market for a
while and are considering reentering it will discover that the
purchase process has changed considerably since the early
1980s—financing has changed as well as the laws governing

1



2 SHOULD I OR SHOULDN'T I?

property transfers. Building codes have changed; brokerage laws,
zoning laws, environmental laws, banking credit applications,
closing documents, and contract forms have also all changed.

There is a certain internal language related to any industry, but
to understand the purchase process is to understand not only
how this language is interpreted by the professionals but also
how it applies to you. In this book you will gain an understand-
ing of both of these important points.

You will earn many titles as you follow this maze, and you
will be treated differently with each title change. You began your
adventure as a dreamer, and because you have decided to act
upon that dream, your new title is prospective purchaser.

A prospective purchaser, or prospect, is someone who has de-
cided to buy. This decision is a powerful one and will affect
many lives. When there is a sale, many people and institutions
make money, such as the broker, sales agent, attorneys, bank, and
title company, not to mention the state and the seller. When you
enter a sales office, it is not the same as shopping in a department
store; you are the catalyst to a process in which a lot of money
will change hands.

Now that you are a prospective purchaser, it is time to join one
of the two basic buyer groups and earn a new title. You will be
considered either a move-up (repeat) buyer or a first-time buyer.
Move-up buyers have already been through the maze at least
once and thus have experience. They also know more about what
they need and want in their next home and what to watch out for.
First-time buyers do not have the same advantages and are actu-
ally at the mercy of their advisors.

RELOCATION

Corporate America is on the move because of downsizing and
plant closings. Many companies are changing locations, and em-
ployees are either moving with their current employer or search-
ing for new employment in other areas. Gone are the days when
children grew up in the same neighborhood as had their parents,
raised their own children, and then settled into the community.
It used to be that people simply wished to relocate; now they of-
ten have to.



RELOCATION 3

If you are being relocated by your employer, you now have an-
other title, relocation purchaser. When relocation purchasers
walk into a real estate office, they inform the sales professionals
that they have a job, they can afford the financing, and they not
only want to but have to buy. Relocated buyers’ time is limited
owing to job requirements, and the sales professionals know that
they have a limited time to locate and complete the sale. Just as
in any other business, a buyer gets preferential treatment over
someone who is just looking. A prospective purchaser is inter-
ested in buying; the relocation purchaser has to buy and will re-
ceive preferential treatment.

WHAT ARE THE FINANCIAL BENEFITS OF OWNING REAL
ESTATE?

Whatever your reasons for moving may be, if you are a first-time
buyer, buying a home requires a substantial financial commit-
ment. It is an investment as well as a change of lifestyle.

If you are presently renting, your monthly payment covers the
cost of your living space and occasionally includes certain util-
ities such as heat and hot water. The landlord takes care of
maintaining the property, and you are able to quietly enjoy your
space. You receive no tax benefits, and neither do you build
equity or have total control over your living environment. For
my money, the benefits of owning far outweigh the benefits of
renting.

Equity

There are millions of apartments out there occupied by millions
of people who rent as a matter of preference or affordability.
However, when you rent, you are simply helping to pay off some-
one else’s mortgage. If your preference is apartment-style living,
at least consider buying a condominium or co-op. The monthly
payments will reduce your mortgage; you will build equity and
receive certain tax benefits as well.

Equity is the money value of a property in excess of any debts
that can be held against it. Like any other industry, real estate is
dominated by the laws of supply and demand. If the supply is
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great and the demand is low, prices and terms should be easier to
obtain, and the reverse should apply if demand is high and the
supply is low. Keep the laws of supply and demand in mind. De-
pending on the area of your search, understanding the local mar-
ket can save you thousands of dollars in purchasing and financ-
ing your home.

Your rent payment is an investment in your lifestyle, not in the
property. When you become a property owner, you are entitled to
deduct certain property costs from your income taxes. Thus far,
all interest charges and property taxes pertaining to your mort-
gage payment are fully tax deductible (see chapter 3). Because
most of your mortgage payment will be interest in the early years
of the loan, this deduction is substantial.

Appreciation

In New York State during the hectic mid-1980s, properties were
appreciating annually at more than 20 percent of their original
value. Those values are adjusting downward now owing to the
area’s economy. However, homes that were constructed in late
1977 that sold for $69,000 and appreciated to sell in the mid-
1980s for $269,000 are still reselling today for $195,000—more
than 2% times their original value despite the economy. Buying a
home is an investment that will give you tax benefits—as well as
appreciation of your investment over time.

Tax Benefits

Let’s see just how much you can save by owning as opposed to
renting. The following example shows projected monthly and
annual numbers for the mortgage’s principal, interest, taxes, and
insurance. First, however, we need to review some terms you’ll
need to understand: adjusted gross income and tax bracket.
Your adjusted gross income is the amount of income you claim
after all of your deductions have been taken out, and your tax
bracket is the percentage of your adjusted gross income that you
pay in income taxes annually.

Review last year’s tax returns and locate your adjusted gross
income. Then check to see how much you paid in total (federal,
state, and local) income taxes. Divide the amount you paid in
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taxes by the adjusted gross income to arrive at your tax bracket.
If your gross income was $45,000 and you had deductions total-
ing $2,000, your adjusted gross income would then be $43,000. If
your total income taxes amounted to $16,340, then your tax
bracket would be 38 percent, because $16,340 divided by
$43,000 equals 0.38. (Because tax preparation is such an exact
science, you should ask your accountant to calculate your tax
bracket for you.)

The Big Picture

Inflation hurts us in many ways by eroding our buying power—
and helps those of us who own real estate by making everything
more expensive and thus more valuable. As we all know, infla-
tion rates change over the years.

If you were thinking of buying a home in a specific area, you
would contact the local tax assessor and ask about the various
prices and taxes of sold homes in your target price range. Review
Table 1.1 to see how you could break down the expenses by
month and year. The property taxes and your tax bracket would
probably be different, but the formula is the same. Then review
Table 1.2 to see how those numbers could add up to sizable fi-
nancial benefits for you each year.

If you consider all the tax benefits and add the appreciation in
value, you can see that your actual housing costs would be very
little, even with the current appreciation rate of 3 percent per year.

Table 1.1. Homeowner Expenses

Projected mortgage amount $107,600.00
Estimated annual property taxes $2,700.00
Life of mortgage loan 30 years
Projected interest rate 8%
Projected monthly insurance $35.00
Estimated monthly property taxes $225.00
Monthly principal and interest $790.00
Principal, interest, taxes, and insurance (PITI) 1,050.00
Estimated purchaser tax bracket 38%

Estimated annual appreciation of property +3%
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Table 1.2. Homeowner Savings

Deductible interest the first year $ 8,608.00
Deductible property taxes 2,700.00
Total interest and tax deductions 11,308.00
Deductible tax and interest reduces income tax by 4,297.04
Property value increase 3,228.00
First-year principal mortgage reduction 1,292.00
Total first-year financial benefits 8,817.04
Monthly financial benefits 734.75
Actual monthly house cost 315.25

By deducting the interest and taxes, you would create a saving in
income taxes of $4,297. Your property would increase in value
by $3,228, and you would reduce the mortgage debt by $1,292,
thus increasing your equity in the property. Now add $8,817.04
to your current total annual rent and ask yourself how much it is
really costing you to continue renting instead of owning. Not
only do you receive these benefits, but you also own the home,
and you are building equity in the property every month. You
will receive that equity upon the sale of the home. When you
think about it, unless you rent for the lifestyle, you cannot afford
not to own a home.

THE SINGLE-FAMILY DETACHED HOME

Most home buyers prefer single-family detached homes. A de-
tached home sits on its own private lot unattached to any other
structure except possibly a garage or other building that services
only that home.

The lot size will vary according to zoning requirements (see
chapter 11), and the other lots in the surrounding area will usu-
ally be much the same size. When you buy a single-family de-
tached home, you own the house as well as the lot the house sits
on, and you are solely responsible for the upkeep of the entire
property. You can change the house and grounds to suit your
needs as long as you comply with local zoning, building codes,
and deed restrictions if any (see chapter 11).



