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      [image: art] I’ve heard you can save a lot of money by selling a house yourself. How do I decide whether to work with

         a real estate broker or put a FOR SALE BY OWNER sign in my front yard?

      


      [image: art] I’m confused. Is there a difference between a real estate broker, a real estate agent, and a real estate salesperson?

      


      [image: art] What is a disclosure statement? Will a good real estate agent offer to show it to me?


      [image: art] When do I need to use a real estate attorney?


      [image: art] What should I look for in a buyer’s inspection?


      [image: art] I’m desperate! I can’t get a lender to loan me the money I need to buy a house. What do I do?


      [image: art] Can I improve my credit rating so that I can get the mortgage I want at the lowest possible cost?


      [image: art] My neighbor told me that real estate commissions are negotiable. Really?

      


      [image: art] Do real estate agents get kickbacks or finders' fees for making referrals to specific lenders?


      [image: art] What are the telltale signs of a good, responsible agent?


      WHAT THE “EXPERTS” MAY NOT TELL YOU ABOUT™ BUYING—OR SELLING—A HOME OR APARTMENT… COULD LEAVE YOU HOMELESS!


      In this book, every question you will ever ask about buying a home is answered. Now you can know what the insiders know, avoid

         costly mistakes, and get the beautiful house you want!
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      Introduction


      More than six million homes, condos, co-ops, and other residential properties are bought in the United States every year. At

         an average price of $200,000, that adds up to more than $1 trillion! How much of that money do you think is wasted on bad advice, poor communication, ineptitude, dishonesty, and just plain

         lack of knowledge? Too much!

      


      When I first became a licensed real estate agent more than twenty-five years ago, I discovered that there are many so-called

         experts—agents, brokers, lenders, lawyers, and others—passing off sloppy work as “good enough.” They are paid well to help

         with the largest purchase that most people make, yet they often cut corners, ignore warning signs, and forget to give buyers

         and sellers very important information. Yes, there are a number of people out there intentionally stealing from buyers and

         sellers, but the bigger problem is the large body of self-styled real estate experts who think they are on the up and up,

         but don’t do what they are paid to do. No, it’s not all of them, but it’s certainly too many of them.

      


      What can you do about it? You can learn how the real estate market is supposed to work. You can discover how to hire the best and work around the rest—or do it yourself. You can be a smart real estate

         buyer!

      


      Why Experts Won’t Tell You


      So why would a real estate agent or other professional not tell you something you need to know? Many reasons:

      


      [image: art] The expert doesn’t know, either.


      [image: art] The expert hasn’t taken the time to find out.


      [image: art] The expert knows but doesn’t want you to know.


      [image: art] The expert doesn’t understand what you’re asking.


      THE EXPERT DOESN’T KNOW


      What credentials do you need to become a real estate agent? Not many, really. Each state sets its own standards, but other

         than not having a criminal record all that is required in many states is that the candidate take a class or two and pass a

         multiple-choice test. The candidate can study numerous books on real estate law and marketing or can simply sign up for a crash course on how to take the state real estate exam. It’s not always easy for you to figure out

         who really studied and has the knowledge you need and who just crammed—unless you know what questions to ask (chapter 6).

      


      THE EXPERT HASN’T FOUND OUT


      The most important qualification a real estate expert needs is self-management—knowing how to best spend her or his time. Not everyone has this skill. After a few months or a few years, those without

         this skill drift back to jobs where someone tells them when to get to work, how much time to take for lunch, and when to go

         home. Meantime, these agents-adrift can waste other people’s time and money because they haven’t wisely used their time to

         find out what buyers need to know. They would much rather chat on the phone with friends, take long lunch hours, or knock

         off early because it’s a beautiful day— anything except do homework on behalf of their clients. You’ll see what they are supposed

         to do in chapter 5.

      


      THE EXPERT DOESN’T WANT YOU TO KNOW


      Here’s one thing many agents won’t tell you: You don’t need them to purchase a residence or other real estate! You can do this yourself, following my instructions in part 3 of this

         book, “Buying a Home Without an Agent.”

      


      In addition, an agent may not want you to know the answer to a very specific question: “What do you know about so-and-so?”

         or “Have property values gone up or down in the last few years?” As you will learn in this book, most real estate agents don’t

         really work for you; they work for the seller. They cannot, by law, tell you everything the seller or another agent has told

         them. And they can’t tell you bad things about another agent. So how are you going to get the answers you want? Chapter 7

         will tell you how.

      


      One more important thing: Frankly, many experts are less than honest because they are afraid of being sued. In this litigious

         society, saying the wrong thing—or even the truth—can land a person in court. That gets expensive and ends careers. So an

         agent or other real estate expert may not tell you because of the fear of lawsuits.

      


      THE EXPERT DOESN’T UNDERSTAND YOUR QUESTION


      What is heard is not always what is said. It’s a primary law of communication. Sometimes it’s an intentional misunderstanding,

         and sometimes it’s because you’re not speaking the same language.

      


      The first four chapters of this book, part 1, will bring you up to speed on how the real estate market works and how to speak

         the language. In fact, the entire book is written to help you understand the language of real estate without sitting through

         boring lectures. I’ll cover terms in context so you can build your vocabulary. Most important, you’ll be able to word your

         questions correctly to get the right answers.

      


      How about those few dishonest real estate folks out there? How can you identify and avoid them? I’ll show you how.


      
Why I Will Tell You

      


      Why am I telling you this? First off, I no longer make my income as a real estate agent. I’m now a general building contractor

         and a writer. So I don’t have to “make nice” about agents, brokers, 

         lenders, title and escrow officers, sellers, and other real estate experts. I can tell you what I know and what you should

         hear rather than what others want me to tell you so I can get my commission. You’ve bought (or were given) this book, so I’m

         already paid. I can tell you what your real estate agent or other pro may not, cannot, or will not tell you.

      


      Real estate is an education. You get the education, and the teachers get your tuition. The price of this book is tuition that

         can save you many thousands of dollars in unnecessary costs when buying real estate. You don’t want to learn the hard way

         how to find and use a good real estate agent—or how to do it yourself.

      


      As you’ll learn, the key to getting the most value from a real estate transaction is knowledge. When you get done reading

         this book, you’ll know more about real estate than some real estate “experts.” And you’ll know how to hire real experts to help you. They are out there, believe me. And they’re willing to work hard and smart for you. You’ll also learn

         how to save money by handling some or all of the transaction yourself.

      


      How to Use This Book


      Now let me tell you how to get the most you can from this book.


      First, don’t be afraid to write in it. Use the inside covers, insert sticky notes, or start a Buyer’s Notebook so that you’ll

         have the most important facts where you can quickly get at them.

      


      Second, check out the table of contents. You’ll see that this book is broken down into three parts:


      [image: art] What You Need to Know Before Buying Real Estate

      


      [image: art] Getting the Most from a Real Estate Agent


      [image: art] Buying a Home Without an Agent


      Third, scan the chapters. The titles will tell you that we’re going to cover lots of ground—everything from finding qualified

         experts to moving into your new house, condo, or co-op apartment. 

         Along the way, I’ll offer you some clarifying definitions, insider’s tips, and warnings, like these:

      


      

      Lingo


      Real estate words you really should know, defined and explained so you can recognize and use them.


      


      

      Insider’s Tip


      Especially valuable information that can save you time, money, and effort when buying your residence.


      


      

      Pitfall


      Things to watch for to make sure you don’t get robbed. Learn from others’ mistakes.


      


      Finally, feel free to use the real estate glossary and resource appendices at the back of this book. They are valuable investments

         in your real estate education.

      


   

      

      
PART ONE

What You Need to Know Before Buying Real Estate

      


   

      CHAPTER 1


      It All Boils Down to Property Rights


      

         

         Nobody really owns property. They actually own the right to use property. Some property rights include living on it, using the water on it, owning any minerals or oil under it, and even

         the right to sell some of these rights to others. And it’s these property rights—not the property—that get bought and sold in the marketplace.

      


      Unfortunately, these rights can get confusing as owners sell off some and not others, forget to register (record) a sale,

         get a loan against the property, or give rights away to heirs. That’s where things can get muddy. You come along ready to

         buy, but you may not be getting the rights you think you bought. That’s where understanding property rights is really important

         to buyers. Most real estate agents know this, too, but some forget—or they assume that you know. A few don’t care. So the

         first thing you need to know before buying real estate is how property rights work and how they are transferred between buyers

         and sellers.

      


      What Is Property?


      Just about anybody can own property, including individuals, groups (couples or corporations), and even governments. Fortunately,

         property rights are about the same for everyone. These rights are defined by state laws, but most states have similar laws

         about real estate, so most of the terms used here and by real estate professionals are the same. I’ll tell you about state

         differences later in this chapter.

      


      

         Real property, as you now know, isn’t really dirt and a residence. It’s the right to use a specifically defined piece of real estate.

      


      

      Lingo


      Real property is the right to use real estate. Real estate is the land and everything attached to it. Personal property is everything not attached to the land. The right of real property extends from the center of the earth to the end of the

         earth’s atmosphere, unless otherwise ruled.

      


      What about the house on the property? Is it real property or personal property? The rule is: If it’s attached to the land

         (typically with a foundation in the ground), it’s part of the land and thus part of the real estate and real property.

      


      


      

      Insider’s Tip


      As you start looking at houses, remember that if something isn’t permanently attached to the house (refrigerator, wall hangings),

         it is considered personal property and is not included in the sale unless specifically mentioned. (More on this topic in chapter 10.)

      


      


      There are numerous ways that real property can be used. You can buy real estate to build a retail store, a wholesale warehouse,

         a factory, a rental apartment complex, or even a vacation home. In this book, we’re covering residential real estate, the

         place where you will live most of the time. That can be a single-family residence (SFR) such as a house, a condominium (condo)

         apartment, a cooperative (co-op) apartment, or a Planned Unit Development (PUD).

      


      What’s the difference? How you own it! With a house, you own all rights to the land, residence, and other components yourself.

         

         With a condo, you own the unit in which you live and share ownership of any common areas (entryway, yard, tennis courts, and

         the like). With a co-op, you own stock in a corporation that owns everything. When it comes to property rights, a PUD is like

         a house except that there’s little or no space between units, and any common area is jointly owned; town houses are usually

         PUDs. More people buy houses than condos, co-ops, and town houses, but we’ll cover buying all of them in this book.

      


      Title and Other Rights


      How does someone know who owns what real property rights? The owner is said to hold title to the property. This is very important to you, the buyer, so let’s take a quick look at what it means.

      


      Title is evidence of real property rights. Somewhere in a nearby government building, on paper or on a microfiche, is a signed

         and recorded document declaring who owns each piece of real property in its jurisdiction. They keep track of title—and especially

         who owes taxes!

      


      Let me clarify that title and possession are different things. If they weren’t, no one could rent property from the owner.

         The landlord holds title to a rental apartment, but the renters purchase the right of temporary possession. As you start looking

         at property for sale, you may consider houses that currently have renters in them, so understanding their rights is important

         to buying.

      


      There are a couple of ways of looking at title. If you get a mortgage, you can say that the lender actually owns the property

         and lets the buyer live in it; or you can think of it as the buyer owning the property subject to the rights of the lender. Some states see things the first way; some states see them the second. As a result, state laws

         are built from one of these two viewpoints. If the lender is considered the owner, it’s a title-theory state; if the buyer

         technically owns the property, it’s a lien-theory state. It’s an issue of law that leads to slight differences in how buyers

         take title in various states, though most states follow the lien theory. If you’re selling a house in a lien-theory state

         and buying one in a 

         title-theory state, you’ll see some differences in the paperwork. Otherwise, the process is about the same.

      


      So let’s continue with ways buyers can take title to real property. Most buyers take absolute title to the property—called

         fee absolute or fee simple. Fee means ownership. The owners can do anything they want with the property as long as it doesn’t violate zoning or other laws.

         (They can’t turn a house into a factory, for example.)

      


      

      Lingo


      Fee absolute or fee simple means that the owner of the real property has absolute ownership, can sell or otherwise dispose of the property during his

         or her lifetime, and can will the rights of ownership to another upon the owner’s demise.

      


      


      An owner also can say that the property can only be used for a specific purpose, such as an owner who wills land to be a school.

         That’s called fee defeasible, or voidable ownership. Most residential property doesn’t have this type of title.

      


      You also can hold title to property for as long as you live, with it transferred to someone else on your demise. That’s called

         a life estate. Some retirement communities sell residences with this type of title. Once the occupants die, the title reverts to the corporation,

         which can then resell it. This makes sense for those who don’t need to purchase absolute rights, because a life estate typically

         is cheaper.

      


      As mentioned earlier, you can buy the right of possession without purchasing the right of ownership. If that right is for

         a specified period of time (one, five, twenty years), what you’re getting is a lease. It gives you most of the rights of ownership, but only for the stated time. For example, if you’re moving to another city

         for your job and know you will only be there for three years, you 

         can get a three-year lease on a residence and enjoy whatever rights the owner sells you, including decorating and even remodeling

         to suit your tastes. You might even be required to pay property taxes and other assessments.

      


      

      Pitfall


      Make sure you know exactly what type of title you’re getting when you buy real property. If something happens to you or you

         try to sell the property someday, you may find out that you have nothing to give. This is especially true of apartments (condos,

         co-ops). If there is any doubt in your mind, ask a real estate attorney or title insurance officer to explain what rights you’re buying.

      


      


      Here’s one more thing to think about as you consider property rights. An easement is the right that someone else has to use your property for a specific purpose. Why would you ever consider such a thing?

         Because you want electrical, sewer, and water service! In order for these services to come onto your property, the utility

         companies must first ask your permission. If your title includes specific easements, however, they already have that right

         and don’t have to ask. In fact, the easement was probably added to the title before a residence was built, so you may not

         have a choice in the matter. When you take title to the property, you accept any prior easements (though they can be changed

         with the help of an attorney). When you buy property, the title report will include specific information about easements to

         the property.

      


      Out in front of your residence, the city or county probably has an easement over your property because, in many places, you

         actually own the property up to about the center of the road. Because title includes a road easement, though, you can’t throw

         up a barricade some fine morning and start charging people to 

         drive over your property. The owner has already agreed to let people pass over it. Conversely, other people are letting you

         drive over their property. That’s an easement.

      


      In addition, someone owns the rights to any and all minerals in your new property. It may be you or it may be someone else.

         If you find gold on your land, you may not be able to keep it. Chances are, however, that the gold, silver, oil, and just

         about everything else of great value was removed before the house was ever built; this is a nonissue in most locations. If

         you are concerned about mineral rights on the property you’re buying, speak with an attorney or a title company officer to

         get an understanding of who owns what rights.

      


      There’s one other set of rights that impact residential property: riparian. These are rights you may have—or not have—regarding

         bodies of water on or adjacent to your property. Is it your water? Can you dump in it? Whom do you share these rights with? These are all property right and title questions that you

         may need answers to. Again, a title officer or attorney can explain them to you as they pertain to any property you buy.

      


      Transferring Title


      So now you know what title is all about. But how can you make sure that you are getting good and clear title to property you

         buy?

      


      First and foremost, make sure that the person selling you the property rights has the right to do so! Fortunately, there are

         folks who make a living at researching and verifying titles on property: title companies. They use public records as well

         as their own extensive files on every property in your area to know who owns what rights. Most also will insure title to property,

         guaranteeing that they will pay for the defense of a property’s title in court or even pay a judgment ordered by the court

         if the title isn’t what they say it is. That’s title insurance. You’ll learn more about title insurance companies in the coming

         chapters.

      


      As a buyer, there are various ways that you can take title, or own rights to a property. That’s important because it indicates your ownership interest (by yourself, or with others)

         as well as 

         what will happen to the property if an owner dies, called right of survivorship. If, for example, there is a divorce, how the owners hold title will be important. As a buyer, you want to know what title

         is being offered as well as how you want to hold it. When it’s transferred, the way that title is held usually can be changed,

         so you will want to know your options.

      


      

      Lingo


      Tenancy is the right of possession of real estate, including the right of ownership and occupancy. There are various forms of tenancy

         as defined by state laws.

      


      


      Let’s take a quick look at how title can be held. It’s a simplified description always subject to state laws, so you may hear

         slightly different terms. The intent, however, is about the same wherever you buy or sell title.

      


      [image: art] Tenancy by the entirety gives husband and wife equal right of possession and the right of survivorship (if one dies, the other gets the property). This is sometimes called community property.

      


      [image: art] Joint tenancy offers two or more people undivided interest in the property with the right of survivorship; it’s similar to tenancy by the entirety.

      


      [image: art] Tenancy in common gives two or more people undivided interest in the property but no right of survivorship (if one dies, the property must be sold).

      


      There are other forms and other names for these forms, but their intent is to define who gets what rights, including the right

         to the property if one of the owners dies. When property title transfers to you, make sure you know what you’re getting.

      


      During the buying process, someone (agent, seller, escrow service, you) will request an abstract of title from a title company. It’s a summary of the historical record of title for that 

         specific piece of property, often dating back to when the parcel was part of a larger parcel that was subdivided. If you’re

         using an agent, she or he may get this and review it for you, but, frankly, most don’t.

      


      

      Insider’s Tip


      Every piece of real estate in your area is defined, and title changes are recorded, at a city or county courthouse. It’s public

         record so you can, at any time, go down and find out about property you’re considering buying. It helps if you have the legal

         description, but even an address can get you basic information. Visit the local property tax office and the local planning

         office, too.

      


      


      Once the abstract of title has been reviewed and okayed, the title company issues a binder or insurance policy on the title. If you’re dealing with a lender, you’ll need that binder to get the money to buy the house.

      


      Escrow Basics


      As you can see, there’s a ton of paperwork involved in buying a house. There are agreements, title papers, loan papers, and

         lots of documents to help protect the sellers and agents. Everything must be pulled together for the closing transaction.

         And someone you all trust has to keep track of the title and money that’s changing hands. Who does this?

      


      An escrow agent is a trusted third party that works as a go-between for the seller, buyer, agent, lender, title company, and anyone else

         involved in a real estate transaction. The agent follows the instructions from the signed and countersigned purchase agreement—who

         gets what, when, and how—then takes care of all the paperwork, math, and transfers to make it happen.

      


      An escrow agent can be independent or part of the lender’s or title company’s staff. When buying property, it’s typically

         smarter to

      


      

      

         Lingo


      Escrow is an agreement between two or more parties to allow a disinterested third party to manage a transaction following agreed-upon

         instructions.

      


      


      

      Insider’s Tip


      If the purchase has some unusual terms or title issues, consider hiring a real estate attorney to perform the escrow function.

         This is an especially good idea if you’ve already found a trusted attorney who offers this service. It’s more expensive than

         an escrow service, but can save you some headaches.

      


      


      use an independent escrow company, though a title company is a qualified third party for most transactions. Lenders should

         only be used as escrow agents if you are refinancing your mortgage.

      


      Chapters 11 and 18 will more thoroughly cover the closing of a real estate transaction, including requirements, who typically

         pays for what, and how not to get overcharged when you’re most vulnerable.

      


      Summary


      You’ve learned more about real estate transactions in this chapter than some agents know. You’ve learned about property rights, what title is, how title can be taken, and how real estate transactions

         are closed. Along the way, I’ve given you some valuable tips to save time, trouble, and money. Whether you plan to use a real

         estate agent (part 2), have decided to buy property without an agent (part 3), or really don’t know for sure quite yet, this

         introductory chapter and this part serve as a solid foundation for buying a house or apartment.

      


   

      CHAPTER 2


      It’s a Buyer’s Market


      

         You’ve probably heard the terms buyer’s market and seller’s market—meaning that one or the other has the upper hand in negotiating the best price. Let me tell you a trade secret: It’s always a buyer’s market! In this chapter, I’ll tell you why this is true—and what you can do as a buyer to take advantage of this

         truth.

      


      

      Lingo


      A seller’s market occurs when there is a greater demand for housing than the supply offers, giving sellers a perceived advantage in pricing

         and selling their property. A buyer’s market occurs when buyers have a wide choice of properties because of local economic downturns or other factors.

      


      


      The Marketplace


      There are all types of marketplaces. There’s the farmer’s market where buyers and sellers congregate to exchange money for

         vegetables, sometimes haggling over prices until a deal is made. There’s the supermarket where no-haggle prices are marked,

         take it or leave it. There’s the stock market where the price is typically set by competition among buyers. What they all

         have in common is that sellers and buyers get together, estimate the value of something, and, if agreeable, exchange the thing

         for money.

      


      

         How does the real estate market fall into this structure? There are sellers, buyers, the valuation, and the exchange of money

         and possession. It, too, is a marketplace just like the farmer’s market, the supermarket, and the stock market, though it

         isn’t in a specific location. The commodity—property rights—is different, but about everything else is the same whether you’re

         selling and buying cantaloupes or condos. Of course, the prices are different; you wouldn’t pay $200,000 for a cantaloupe

         no matter how delicious it was!

      


      So who actually sets the price of property, the seller or the buyer? The market value of a specific piece of property is the

         price at which a willing seller and a willing buyer agree to exchange property title for money. But how do they know what

         the market value really is? If they don’t buy and sell property every day (and most don’t), how do the seller and buyer know

         if the price is “fair”?

      


      The answer is that someone who knows more about the current real estate market than they do completes an appraisal of market

         value. An appraisal is an estimate of or opinion about the value of a specific piece of property. As an opinion, it is subject to elements beyond

         established facts. Maybe it’s what the seller wants to sell the property for or the buyer wants to pay for it, but until they actually exchange title and money, it’s not a fact; the asking price is an opinion.
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