


Topic 6—Buying a Home

Welcome to Wells Fargo’s Hands on Banking® program!

This fun, interactive, and engaging financial education program is designed for both self-paced, individual
learning and group use. These Instructor Guides will help you share this valuable program with groups of any
size.

In these guides, you'll find everything you need to lead participants through real-life scenarios, group
discussions, and activities that will encourage them to apply these lessons to their daily lives.

By sharing the Hand's on Banking program with others, you'll help them to take control of their finances and
build a brighter financial future.

Program Overview
The Hands on Banking program covers all the basics of smart money management. The curriculum is

designed for four age groups: Adults, Young Adults (ages 15-21), Teens (grades 6-8), and Kids (grades 4
and 5).

The Hands on Banking program is an easy and enjoyable way to teach and learn the essentials of
financial education: the basics of bank services, the importance of saving, smart money management,
using credit responsibly, investing, wealth building, and more. Whether it's opening a checking account,
avoiding identity theft, paying for college, buying a home, or starting a small business, the Hands on
Banking program provides real-world skills and knowledge everyone can use.

Using the Instructor Guides

The Instructor Guides can be used alone or as an adjunct to the online/CD-ROM program; however, we
strongly encourage you to review the program online or request a free CD-ROM. Even if participants will
not experience the program online, gaining familiarity with the online program will help you present it
more effectively. The most up to date content can always be found online at www.handsonbanking.org.

Each topic in the Hands on Banking program has its own Instructor Guide which follows the organization of the
online program and includes much of the same content. The Adults’ version of the Hands on Banking program
includes six topics:

Basics of Bank Services

Money Management Tools and Tips
Protect Yourself Financially

Using Credit to Your Advantage
Planning Your Future

Buying a Home
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Each Instructor Guide includes:
e Adglossary of all the relevant terms introduced in the topic
e Alesson introduction which includes:
0 Anoverview
0 Learning objectives
0 Sample discussion questions to start the lesson
0 '"The Basics"—a list of bullet points outlining the key concepts of the lesson
e Alesson summary of all the key concepts of the lesson
e Activities, quizzes, discussion questions, handouts and important tips for key concepts
e Atopic summary that lists all the major concepts of the topic
e Additional activities designed to extend the concepts presented in the topic to the real world
e AlLibrary Resource section that includes additional reference materials and handouts
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Lesson Concepts and Icons
Each lesson of a topic will present several key concepts. These concepts are introduced to your participants in a
variety of ways which are represented in the guides by these icons.

P Activity
ﬁ@ An activity usually involves some sort of class participation, whether it is a matching game, afill in
— the blank exercise, or worksheet completion. Typically after an activity you will have the
opportunity to lead a discussion.

Discussion

Discussions allow you to introduce key concepts while involving your participants in the
conversation and making the information relevant to them. In some places, sample discussion
questions are included to help you guide the discussion.

e

Quiz
Throughout all the topics, there are short quizzes designed to start discussions or quickly test
participants' knowledge of certain concepts.

Handout

All of the Instructor Guides include handouts that are designed as a resource for your participants
to use outside the classroom in their daily lives. For example, one handout includes a list of web
links for participants to use as they start, grow and manage their small business.

— Activity and Discussion Handouts
aﬁ Sometimes during a lesson, an activity or discussion will also use a handout to teach
a I( )l nd key concepts. In these cases the Handout icon is placed below the Activity or

Discussion icon.

Transition
(9 D The Transition icon will let you know when the next concept is related to or follows up on the
concept you're presently discussing or covering with your participants.

Library Articles
The online/CD-ROM version of the Hand's on Banking program includes a vast library with relevant
articles, checklists, and worksheets for each topic and lesson.

Relevant library articles are recommended at the end of each lesson. These articles provide additional
information to use in teaching key concepts (look for the library icon as seen above). We encourage you to
review the full library selection online or on the CD-ROM. Feel free to enrich your sessions with additional articles
from the library .

You can photocopy these articles and distribute them to participants to start a discussion, or you may want to
give them away as handouts for participants to read on their on time. These library articles expand the topic
content.
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Pre-and Post-tests for Adults and Young Adults

When you use the Adults’ and/or Young Adults’ courses with a group or in a classroom setting, we invite you to
use the Hands on Banking pre and post test we've developed. They can be accessed in the “Instructional
Resources” section of handsonbanking.org.

0 The Pre-test will help you to determine what topics to emphasis with your group.
0 The Post-test will help you assess participants progress

We'd like to request that you report the anonymous results of these tests to our Hands on Banking team. Your
input will help us to continue to improve the program.

How to Access the Interactive Program
The Hands on Banking program is available free of charge in both English and Spanish.

e  On the Web at www.handsonbanking.org and www.elfuturoentusmanos.org.
e Available for free on CD-ROM—all four age groups are included.

e You may order a CD at HOBCD@wellsfargo.com. There is no charge for small quantities of the CD-ROM.
Please email for information regarding high-volume requests. Allow two weeks for delivery.

Once again, Thank You!

Thank you for sharing these valuable financial education programs with students and adults in our communities.
As an instructor, your training and guidance will provide others with the knowledge and skills they need for a
brighter financial future.

We welcome your comments and suggestions for future versions of the Hands on Banking curriculum and the
Instructor Guides. And, we would very much like to hear your success stories. Please contact us via email at
HOBinfo@wellsfargo.com.
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Buying a Home

Topic Overview

The process of buying a home should be easy for your participants to understand once it's broken down into
steps. Whether they're dreaming of buying their first home, or if they already own a home, this topic will help
them master all the financial aspects of home ownership.

This topic includes seven lessons:

Are you ready to buy?

Before you shop

The homebuying process
Getting a mortgage
Borrowing against your equity
Protect your home investment
Recap
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These lessons include a number of hands-on participant activities. Use these activities to help simulate real-
world scenarios and activities with your participants.

This instructor guide is based on and follows the structure of the online Hands on Banking® program. We invite
you to use and experience the online program as it is an excellent resource that will support your instructional
efforts and enhance your participants' experience. It includes a variety of interactive lessons and many helpful
resource library articles to augment this guide. Visit www.handsonbanking.org to access the program. Should
you require a CD ROM to access the program you may request a free copy at HOBCD@wellsfargo.com.
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Adjustable-rate mortgage
(ARM)

Appraisal

Appreciate (in value)
Asset

Balloon payment

Capacity

Capital

Character

Closing

Closing agent

Closing costs

Collateral
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Glossary

A loan that allows the lender to make changes in the interest rate, and the
resulting principal and interest payments charged to the borrower. These rate
changes are usually tied to the rise and fall of a financial statistic (called an index),
such as the prime rate or Treasury Bill rate. The initial interest rates on ARMs are
lower than rates on fixed-rate mortgages, as the borrower is taking the risk of the
interest rate rising over time. The borrower is protected by a maximum interest
rate, which the lender may reset annually. There may be a limit on the number and
amount of increases or decreases to the interest rate at each change date or over
the life of the loan.

A professional estimate of a property's market value.

To increase in value or price over time.

Anything of value owned by a person or company. For example, a person's assets
might include cash, a house, a car, and stocks. A business's assets might include
cash, equipment, and inventory.

A final lump sum payment that is due, often at the maturity date of a balloon
mortgage.

A borrower's ability to make monthly loan payments. When reviewing loan
applications, lenders look at a borrower's income and debts to determine his or her
capacity to repay.

The assets a borrower owns, for example a car, or cash in a savings account minus
your liabilities. If a borrower is unable to make his or her loan payments, a lender
might use these assets to pay the debt. Capital is also known as collateral or assets.

The financial steadiness and stability of a borrower. For example, when reviewing
your loan application, a lender may look at how long you've lived at your current
address or worked at your current job.

The day and time when all final mortgage documents are signed and all necessary
payments are transferred to complete the purchase of a house. Also known as the
settlement date.

Usually an attorney or title agency representative who oversees a closing and
witnesses the signing of the closing documents.

Expenses or settlement costs, above the home sales price, charged to both the

buyer and seller to complete the transfer of the property and in connection with
obtaining a mortgage loan. There are also closing costs on a refinance loan.

Any assets of a borrower (for example, a home) that a lender has a right to take
ownership of if the borrower doesn't repay the loan as agreed.

Hands On Banking® « Instructor Guide « Adults - Buying A Home «
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Conditions

Credit insurance

Debt-to-income ratio

Deed-in-lieu of
foreclosure

Default

Earnest money

Equity

Equity stripping, equity
skimming

Fixed rate
Fixed-rate mortgage

Foreclosure

Foreclosure rescue

Good Faith Estimate

Guarantee / Guaranty

Home equity
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Glossary (continued)

Eligibility requirements that may be required by a lender to secure a loan or
product.

When you apply for a mortgage or personal loan you may be asked if you want to
purchase credit insurance. This credit policy protects the loan on the chance that
you can't make your payments. Credit insurance usually is optional, which means
you don't have to purchase it from the lender.

A percentage that is calculated by dividing a loan applicant's total debt payments
by his or her gross income.

The transfer of title from a borrower to the lender to satisfy the mortgage debt and
avoid foreclosure. Also called a "voluntary conveyance".

Failure to repay a credit agreement according to its terms.

A portion of the down payment delivered with a purchase offer by the purchaser
of real estate. Delivered to the seller, or an escrow agency, by the purchaser with
the purchase offer as evidence of good faith. Also known as a deposit.

The value of your investment above the total of your lien (debt).

Also known as foreclosure rescue. Predatory investors or small companies target
low-income, homeowners facing foreclosure and trick them into signing away
their equity and property.

An interest rate that remains the same during the entire term of the loan.

A loan with an interest rate that remains the same over the life of the loan.

The legal process by which an owner's rights to a property is terminated, usually
because of failure to make loan payments as agreed. Foreclosure typically involves
a forced sale of the property at public auction, with the money applied to the
remaining debt.

SEE Equity stripping, equity skimming

A document that tells mortgage borrowers the approximate costs they will pay at
or before closing, based on common practice in the locality.

A lender may require an additional signature on a loan to insure that this person
will pay the loan if you do not.

The financial difference between what your home or other real estate is worth and
the amount you still owe as debt on the home or other real estate. For example,
your home is worth $100,000 and you owe $75,000 on your mortgage, then you
have $25,000 of equity in your home.

Hands On Banking® « Instructor Guide « Adults - Buying A Home «
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Interest

Loan modification,

restructure, assignment

Loan servicing

Loan to value (LTV)

Market value

Mortgage

Net worth

Preapproval

Pre-closing: loan
settlement

Predatory lending

Prequalification

Prime rate

Principal

Sales contract
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Glossary (continued)

The amount of money paid by a borrower to a lender in exchange for the use of
the lender's money for a certain period of time. For example, you earn interest
from a bank if you have a savings account and you pay interest to a lender if you
have a loan.

Any change to the terms of a mortgage loan, including changes to the interest
rate, loan balance, or loan term.

The tasks a lender performs to protect the mortgage investment, including the
collection of mortgage payments, escrow administration, and delinquency
management.

The ratio of the amount borrowed to the appraised value or sales price of real
property expressed as a percentage.

The current value of your home based on what a purchaser would pay. An
appraisal is sometimes used to determine market value.

A loan to finance the purchase of a home, usually with defined payments and
interest rates. The homeowner gives the bank a lien, called the "mortgage,” on the
home, which serves as collateral for the loan.

The value of a company or individual's assets. Including cash, less total liabilities.

A written commitment from a lender, subject to a property appraisal or other
stated conditions, that confirms the price of home a potential borrower can afford.

Your mortgage consultant will work with you to secure any required title insurance
and real estate documents to protect against other parties claiming ownership of
the property.

When lenders conduct business in ways that is illegal or not in the best interest of
borrowers, using tactics that are fraudulent, deceptive, or discriminatory and, as a
result, cause the borrower to have difficulties in making payments as agreed.

A preliminary assessment by a lender of the amount it will lend to a potential
home buyer. The process of determining how much money a prospective home
buyer may be eligible to borrow before he or she applies for a loan.

Is merely the base rate used to make loans to certain borrowers. It is not necessarily
the lowest or best rate at which loans are made.

The total amount of money borrowed, loaned, invested, etc., not including interest
or service charges.

A legal agreement, signed by the buyer and the seller, that spells out the terms and

conditions for the sale, for example, for a home or property. Also called the sales
agreement.
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Secured loan

Short sale, pre-
foreclosure sale

Survey

Title agency

Title insurance

Underwriting

Variable rate

Workout
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Glossary (continued)

A loan where the borrower provided approved collateral, such as a vehicle or
investment account, to secure the loan.

Allows you to sell your home and use the proceeds to pay off the mortgage if you
are unable to maintain payments, even if the home's market value is less than the
total amount owed.

A precise measurement of a property which defines legal boundaries of the
property and the dimensions and location of improvements.

A company specializing in titles, the legal documents that establish who has the
current right to, or ownership of, a property, plus a history of the property's
ownership and transfers.

This provides the lender and the buyer (if you purchase owner's coverage) with
coverage for losses resulting from specific title defects listed in the policy. In cases
where land and property have changed hands over time, there is always the
possibility an error has occurred.

The process of a lender reviewing the application, documentation and property
prior to rendering a loan decision.

An interest rate that changes on a periodic basis, usually tied to movement of an
outside indicator, such as the prime interest rate. Savings accounts, mortgage
loans and certain other kinds of loans, for example may use a variable interest rate.
Also called an adjustable rate.

Restructuring the loan with your loan servicer in a way that enables you to repay
the debt.

Hands On Banking® « Instructor Guide « Adults - Buying A Home «
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Lesson 1: Are You Ready to Buy?

This lesson will teach participants the benefits and realities of owning a home, the costs involved and how to
decide if they're ready to buy.

Learning Objectives

After completing this lesson, participants will be able to:
e List the benefits and realities of home ownership
e List and explain the variety of expenses involved in purchasing and maintaining a home
e Determine if they're ready to buy a home

Start the Discussion
To start a discussion with your participants, ask some open-ended questions. Here are some examples you could
use:
e  What do you think are some of the pluses and minuses of renting your home or apartment?
e By comparison, what do you think are some of the pluses and minuses of owning your own home?
e How many Americans do you think own their own home (about 2/3rds)
e How would you go about deciding if you're ready - financially or otherwise — to own your own home?

The Basics
e Buying a home is one of the largest purchases you'll ever make.
e You need to really think through your decision to buy a home.
o Homeownership offers lots of benefits.
e But before you start house shopping, you need to think about whether owning a home is rightfor you —
and what it will really take to buy and maintain a home.

Hands On Banking® « Instructor Guide « Adults - Buying A Home «
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Topic 6—Buying a Home

— Homeownership: Benefits & Realities (Instructor Copy)
afa p Py

Instructor note:

Photocopy the activity handouts on the following two pages. Pass out the first, blank handout. Instruct
participants to write down a list of benefits of owning a home and a list of the realities of owning a home. Then,
pass out the second, completed handout and lead a discussion.

Instructions:
Have your participants write a list of benefits of owning a home and a list of the realities of owning a home.

Benefits and Realities of Homeownership

Benefits of Owning a Home Realities of Owning a Home
A place of your own Ongoing costs

e Owning a home is an opportunity to settle down | ¢ Homeownership is a large, long-term financial
and gain a sense of belonging in a community. responsibility.

e It can give you a sense of personal satisfactionto | e If you don’t want to commit to a mortgage,
have a home of your own to share and enjoy taxes, insurance, utilities, and maintenance - or
with family and friends. if your future income is uncertain - owning a

home may not be practical at this time.
An investment in your future Less easy to move

e The value of your home can increase over time, e If you think you may need to move in the near
making your investment grow. future, buying a home may not be practical

e Asyou pay down your mortgage loan over the because selling it could take time.
years, you can build ownership interest, called e If you buy a home and then have to move, you
equity, which can offer financial flexibility under could end up paying for the home you already
the right circumstances. own, plus the added expense of a new home.

e Your home s also a legacy, financial or otherwise,
for the next generation.

Manage your housing payments Upkeep of the home

¢ In some cases, monthly mortgage payments may | ¢  You'll be responsible for all utility bills, home
be lower than rental payments. repairs, and maintenance, some of which can

e Many home loans, or mortgages, are fixed-rate. be costly.
This means the amount you pay stays the same e You'll also be responsible for property taxes
month after month, which can help you plan and homeowners insurance, costs that often
your spending. increase over time.

Tax benefits Increased value not guaranteed

e Most homeowners receive tax breaks, because e  While most homes increase in value over time,
interest paid on a home mortgage and real it is possible that your home could lose some
estate taxes are almost always tax deductible. of its value.

e Consult your tax advisor regarding the e You could lose money if you sell it for less than
deductibility of interest. what you paid for it.

e Evenif valuesin your area remain steady or
increase, if you don’t keep your property well-
maintained, it could decrease in value.

A financial stepping stone Possibility of foreclosure
e Paying your mortgage and other expenses on e |nan extreme situation, if you couldn't make
time and in full will strengthen your credit rating. your mortgage payments, the lender could
e Managing your finances responsibly helps to foreclose. This means you would lose
increase your financial strength and options. ownership of the property.

Hands On Banking® « Instructor Guide « Adults - Buying A Home «
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a@ Homeownership: Benefits & Realities Activity

Instructions:
In the spaces provided, write a list of the benefits of owning a home and a list of the realities of owning a home.

Benefits and Realities of Homeownership
Benefits of Owning a Home Realities of Owning a Home

Example: a place of your own Example: Repairs and maintenance

Hands On Banking® « Instructor Guide « Adults - Buying A Home «
©2003, 2012 Wells Fargo Bank, N.A. All rights reserved. Member FDIC www.handsonbanking.org
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Homeownership: Benefits & Realities

Topic 6—Buying a Home

BENEFITS OF OWNING A HOME

A place of your own

Owning a home is an opportunity to settle
down and gain a sense of belonging in a
community.

It can give you a sense of personal satisfaction
to have a home of your own to share and
enjoy with family and friends.

An investment in your future

The value of your home can increase over
time, making your investment grow.

As you pay down your mortgage loan over
the years, you can build ownership interest,
called equity, which can offer financial
flexibility under the right circumstances.
Your home is also a legacy, financial or
otherwise, for the next generation.

Manage your housing payments

In some cases, monthly mortgage payments
may be lower than rental payments.

Many home loans, or mortgages, are
fixed-rate. This means the amount you pay
stays the same month after month, which can
help you plan your spending.

Tax benefits

Most homeowners receive tax breaks,
because interest paid on a home mortgage
and real estate taxes are almost always tax
deductible.

Consult your tax advisor regarding the
deductibility of interest.

A financial stepping stone

.

Paying your mortgage and other expenses on
time and in full will strengthen your credit
rating.

Managing your finances responsibly helps to
increase your financial strength and options.

REALITIES OF OWNING A HOME

Ongoing costs

+ Homeownership is a large, long-term financial
responsibility.

- If you don't want to commit to a mortgage,
taxes, insurance, utilities, and maintenance —
or if your future income is uncertain - owning
a home may not be practical at this time.

Less easy to move

- If you think you may need to move in the
near future, buying a home may not be
practical because selling it could take time.

« If you buy a home and then have to move,
you could end up paying for the home you
already own, plus the added expense of a
new home.

Upkeep of the home

« You'll be responsible for all utility bills, home
repairs, and maintenance, some of which can
be costly.

= You'll also be responsible for property taxes
and homeowners insurance, costs that often
increase over time.

Increased value not guaranteed

«  While most homes increase in value over
time, it is possible that your home could lose
some of its value.

+ You could lose money if you sell it for less
than what you paid for it.

- Evenif values in your area remain steady or
increase, if you don't keep your property
well-maintained, it could decrease in value.

Possibility of foreclosure

« In an extreme situation, if you couldn't make
your mortgage payments, the lender could
foreclose. This means you would lose owner
ship of the property.

Hands On Banking® « Instructor Guide « Adults - Buying A Home «
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a@ The Costs of Homeownership (Instructor Copy)

Instructor note:
Photocopy the activity handout on the following page. Instruct your participant to use the phrases from the
Word Bank to match each home ownership cost with its correct description.

Instructions:

Have your participants use the phrases from the Word Bank to match each homeownership cost with its correct
description.

Word Bank:

Bank fees Insurance

Closing costs Mortgage

Down payment Overdraft charges
Home repairs & maintenance Property taxes

Home warranty protection

Costs of Homeownership

Cost Description

A portion of the sales price paid to the seller by the homebuyer to close the sales
Down payment transaction. Down payments usually range from 3% to 20% of the property value.
You may be required to have Private Mortgage Insurance (PMI or MI) if your down
payment is less than 20%.

Costs paid by the borrower (and in some cases the seller) in addition to the
purchase price of a home. These may include the origination fee, discount points,
Closing costs appraisal, credit report, title insurance, attorney’s fees, survey, and prepaid items
such as tax and insurance escrow payments. It's common for these costs to total
between 3% and 5% of your total mortgage. You will receive an estimate of these
costs from your lender after you apply for a mortgage.

Because houses have such a high price tag, almost everyone borrows some, if not
most, of the money they need to buy one. You'll probably need a home loan, or
Mortgage mortgage, from a mortgage lender. You'll need to pay back the mortgage by
making regular payments (usually monthly) over a period of years, with interest.

Home repairs & The cost of maintaining your home. The amount will depend on the condition of
maintenance your home, its exposure to the elements, the care with which you treat it, the
number of people who live in it and the type of usage.

Taxes typically paid at least once a year to one or more governmental authorities.
Property taxes The amount is based on the market value of your property as determined by the
county where the property is located.

Homeowner’s or hazard insurance protects you against financial losses on your
Insurance property as a result of fire, wind, natural disasters or other hazards.

H A home warranty is a type of insurance that some homeowners purchase to cover
ome war.ranty repairs to major systems such as plumbing, electrical, and heating systems, as well
protection as installed appliances.

Hands On Banking® « Instructor Guide « Adults - Buying A Home «
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a@ The Costs of Homeownership Activity

Instructions:

Use the phrases from the Word Bank to match each homeownership cost with its correct description.

Word Bank:

Bank fees

Closing costs

Down payment

Home repairs & maintenance
Home warranty protection

Insurance
Mortgage
Overdraft charges
Property taxes

Costs of Homeownership

Cost

Description

A portion of the sales price paid to the seller by the homebuyer to
close the sales transaction. These usually range from 3% to 20% of
the property value. You may be required to have Private Mortgage
Insurance (PMI or MI) if it is less than 20%.

Costs paid by the borrower (and in some cases the seller) in addition
to the purchase price of a home. These may include the origination
fee, discount points, appraisal, credit report, title insurance,
attorney'’s fees, survey, and prepaid items such as tax and insurance
escrow payments. It's common for these costs to total between 3%
and 5% of your total mortgage. You will receive an estimate of these
costs from your lender after you apply for a mortgage.

Because houses have such a high price tag, almost everyone
borrows some, if not most, of the money they need to buy one.
You'll probably need a home loan, or this, from a specialized lender.
You'll need to pay this back by making regular payments (usually
monthly) over a period of years, with interest.

The cost of maintaining your home. The amount will depend on the
condition of your home, its exposure to the elements, the care with
which you treat it, the number of people who live in it and the type
of usage.

These are typically paid at least once a year to one or more
governmental authorities. The amount is based on the market value
of your property as determined by the county where the property is
located.

This protects you against financial losses on your property as a result
of fire, wind, natural disasters or other hazards.

This is a type of insurance that some homeowners purchase to cover
repairs to major systems such as plumbing, electrical, and heating
systems, as well as installed appliances.
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Instructor note:

)I Your Home as an Investment

Photocopy the activity handout on the following page. Start a discussion by asking questions such as:
e "How can owning a home strengthen your financial situation?"
o Ifyour home is an investment, what kind of financial benefits will you receive? Are there any

disadvantages?”

Then, distribute the activity handout and continue the discussion by emphasizing these key points.

When you buy a home, you're making an investment that can strengthen your financial future.

Benefits of Homeownership

Benefit

Description

A solid long-term investment

e  Over time, homeownership builds wealth.

e According to the most recently available figures from the
Federal Reserve, the median net worth for homeowners was
46 times the median net worth for renters: $184,400 vs.
$4,000. Homeownership is a powerful contributor to the
difference.

Significant tax advantages

e  Within limits, homeowners can deduct mortgage interest,
mortgage insurance, and property taxes.

e When you sell the home, there may be a capital gains tax
exemption available for primary residences.

e Check with a tax professional to see how these benefits may
apply to you.

Historically, home prices rise

e  While home prices have seen recent declines in some areas,
home prices generally appreciate, or rise, over time.

e Historically, most homeowners who own their property as a
long term investment have seen the value of their
investment increase.

Housing markets are local, not
national

A home's value reflects local conditions, so instead of worrying
about national averages, consider the prospects for economic
growth, housing supply, and housing demand in your local area.
Talk with real estate professionals in your community to get an
assessment of local conditions.

Timing the housing market is
difficult

Naturally, you'd like to buy a home when prices are at their
lowest point, and then sell it years later, just as home values and
prices reach some peak. But don't count on it. Successfully
“timing the market” owes much more to luck than to skill. A
more sound strategy is to have more time in the market. In other
words, if you plan to purchase a home for the long-term, there’s
usually a better chance that your investment will increase in
value if you buy rather than wait on the sidelines.
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ﬁ (111 Your Home as an Investment

When you buy a home, you're making an investment that can strengthen your financial future.

Benefits of Homeownership

Benefit

Description

A solid long-term investment

e  Over time, homeownership builds wealth.

e According to the most recently available figures from the
Federal Reserve, the median net worth for homeowners was 46
times the median net worth for renters: $184,400 vs. $4,000.
Homeownership is a powerful contributor to the difference.

Significant tax advantages

e  Within limits, homeowners can deduct mortgage interest,
mortgage insurance, and property taxes.

e When you sell the home, there may be a capital gains tax
exemption available for primary residences.

e Check with a tax professional to see how these benefits may
apply to you.

Historically, home prices rise

e  While home prices have seen recent declines in some areas,
home prices generally appreciate, or rise, over time.

e Historically, most homeowners who own their property as a
long term investment have seen the value of their investment
increase.

Housing markets are local, not national

A home's value reflects local conditions, so instead of worrying
about national averages, consider the prospects for economic
growth, housing supply, and housing demand in your local area.
Talk with real estate professionals in your community to get an
assessment of local conditions.

Timing the housing market is difficult

Naturally, you'd like to buy a home when prices are at their lowest
point, and then sell it years later, just as home values and prices
reach some peak. But don't count on it. Successfully “timing the
market” owes much more to luck than to skill. A more sound
strategy is to have more time in the market. In other words, if you
plan to purchase a home for the long-term, there’s usually a better
chance that your investment will increase in value if you buy rather
than wait on the sidelines.
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B@ Are You Ready? Activity (Instructor Copy)

Instructor note:

Photocopy the activity handout on the following page. Instruct your participants to complete the checklist
When they are finished, reveal that if they checked yes to at least six of the items, they are probably in a good

situation to consider buying their first home.

This checklist will help you determine if you're ready by asking you questions about:
Your current financial picture:

Credit history and credit score

Debt-to-income ratio

Ability to pay monthly

Are You Ready for Homeownership?

Yes «/

No v/

Situation

| have a steady, reliable source of money coming in.

I've been employed on a steady basis for at least the last two years.

| pay my regular monthly bills, such as rent and utilities, on time.

I make regular payments on my debts (credit cards, car loans, etc.)

i |wiN =

| can afford to continue to pay these debts plus pay a mortgage. (In general,
mortgage costs should not exceed 28% of your gross income.)

I've researched how much my other expenses are likely to be - such as
homeowners insurance, taxes, association dues, utilities, repairs, and
maintenance - and feel confident that | can pay them.

| have some money saved for the purpose of buying a home.

| understand that buying a home is a major, long-term responsibility. I'm
committed to fulfilling that responsibility.

I have time to take care of a house - including responsibilities like home
repairs and yard work.

10. I've recently reviewed my credit report; | know my current credit score.

l“p‘.!

As a homeowner, your monthly house expenses may be higher than what you paid in rent, but
you're investing in an asset that can help you build wealth and roots in a community.
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ﬁﬁ Are You Ready? Activity

This checklist will help you determine if you're ready by asking you questions about:

Your current financial picture:
Credit history and credit score
Debt-to-income ratio

Ability to pay monthly

Are You Ready for Homeownership?

Yes v

No v Situation

| have a steady, reliable source of money coming in.

I've been employed on a steady basis for at least the last two years.

| pay my regular monthly bills, such as rent and utilities, on time.

I make regular payments on my debts (credit cards, car loans, etc.)

AN R Rl A

mortgage costs should not exceed 28% of your gross income.)

homeowners insurance, taxes, association dues, utilities, repairs, and
maintenance - and feel confident that | can pay them.

7. lhave some money saved for the purpose of buying a home.

committed to fulfilling that responsibility.

repairs and yard work.

As a homeowner, your monthly house expenses may be higher than what you paid in rent, but
you're investing in an asset that can help you build wealth and roots in a community.
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a@ Scenario Activity—To Buy or Not to Buy? (Instructor Copy)

Instructor note:

Photocopy the activity handout on the next page. Ask participants to choose the best possible option, and then,
for each option, instruct them to write a few sentences about why it was right or wrong for the situation. After
participants finish, lead a group discussion about their choices, using the consequences and feedback provided
below.

Instructions:

Have participants read Brandon and Tracy's story. Based on their situation, choose the best possible option.
Then, for each option, have them write a few sentences about why the option was right or wrong for Brandon
and Tracy's situation.

Brandon and Tracy's Story

Brandon and Tracy both have demanding jobs and live in a beautiful $1,200 a month apartment. They're
considering buying their first home and have found two they like. Each costs $200,000; the monthly mortgage
payment will be $1,298. The house they prefer needs a lot of repairs. To buy either, they’'ll need most of their
savings for the down payment and need to cut back on a number of things in order to pay the new monthly
expenses. What should Brandon and Tracy do?

1. Keep working, saving, and enjoying their apartment until they can buy a house they

really want.

Consequences:

They're enjoying the apartment, but are not getting anywhere financially. Their homeowner friends are
starting to build home equity and have tax advantage. They have nothing to show but a cancelled check.
They should have been more flexible about giving up a few things and bought a home sooner.

Feedback

Iftheir landlord raises their 51,200 rent by 2% a year, in 30 years they'll be paying 52,828 a month. After 30
years, they'll have paid more than 5685,000 with no assets to show for it. If they're willing and able to pay
somewhat more for housing now, they could start building wealth as homeowners.

2. Buy the house that’s in better condition.
Consequences
This was the right choice at the right time. Although it isn’t their dream home, it’s a great start to building
home equity and getting tax advantages. They're managing their money to pay all the new expenses. They
liked the other house, but didn't have the time or money to deal with all the repairs.

Feedback
This is the best choice. Based on a 3% average annual increase in value, theirs200,000 home will be worth
$485,000 in 30 years. They'll also be able to save money each year on taxes.

3. Buy the house they prefer, even though it needs repairs.
Consequences:
They're glad to be homeowners, but living through the remodeling is a hassle. They're both so busy at work
that they had to hire contractors for the repairs. That costs a lot, especially on top of all their other new
home expenses. But, they are in the location they want and the house will look great. Overall, we think our
investment in this fixer-upper will be worthwhile.

Feedback:

This wasn't the ideal short-term choice but could work out long-term. They should have considered the
total picture of their new monthly expenses. Theyll be short on funds until the remodel is done and their
home could lose value if they can’t complete the necessary work.
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ﬁ@ Scenario Activity—To Buy or Not to Buy?

Instructions:
Read Brandon and Tracy's story. Based on their situation, choose the best possible option. Then, for each option,
write a few sentences about why the option was right or wrong for Brandon and Tracy's situation.

Brandon and Tracy's Story

Brandon and Tracy both have demanding jobs and live in a beautiful $1,200 a month apartment. They're
considering buying their first home and have found two they like. Each costs $200,000; the monthly mortgage
payment will be $1,298. The house they prefer needs a lot of repairs. To buy either, they’'ll need most of their
savings for the down payment and need to cut back on a number of things in order to pay the new monthly
expenses.

What should Brandon and Tracy do?

1. Keep working, saving, and enjoying their apartment until they can buy a
house they really want.

Should they choose this option? Why or why not?

2. Buy the house that’s in better condition.

Should they choose this option? Why or why not?

3. Buy the house they prefer, even though it needs repairs.

Should they choose this option? Why or why not?
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Lesson Summary

Instructor note:
Summarize this lesson by reviewing these key points with your participants.

Key points from the Are You Ready to Buy? lesson:
e Buying a home is one of the largest purchases you'll ever make.
e You need to really think through your decision to buy a home.
e Homeownership offers lots of benefits.
e But before you start house shopping, you need to think about whether owning a home is rightfor you -
and what it will really take to buy and maintain a home.
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Lesson 2: Before You Shop

In this lesson, participants will learn about making a game plan and setting realistic goals for what they can
purchase before they go house shopping. They will learn the pros and cons of different loan types, the
importance of choosing the right lender and how to get preapproved.

Learning Objectives
After completing this lesson, participants will be able to:

Prepare a "game plan" to help them buy their first home
Set realistic goals for what they can afford

List the pros and cons of various loan types

Describe the importance of choosing a lender

Identify warning signs for predatory lending practices
Describe the process for getting pre-approved

Start the Discussion
To start a discussion with your participants, ask some open-ended questions.

Describe your dream home. Now, describe the "must have" features you'd like to see in a home you can
afford.

What does your family think about buying a new home? Do they understand the costs and possible
trade-offs that could arise?

The Basics

There are some important steps you need to take before you go house shopping: make a game plan,
evaluate how much you can pay, choose a lender, and get preapproved for a loan.

The process of homebuying is made much easier if you shop for a mortgage first and then shop for a
house.

Consider taking a class for first-time homebuyers. Many lenders, realtors, and homebuilders sponsor

them.

Hands On Banking® « Instructor Guide « Adults - Buying A Home «
©2003, 2012 Wells Fargo Bank, N.A. All rights reserved. Member FDIC www.handsonbanking.org
Page 26 of 97



http://www.handsonbanking.org/

Topic 6—Buying a Home

a@ Make a Game Plan Activity (Instructor Copy)

Instructor note:
Photocopy the activity handout on the following page. Instruct your participants to read the list of action items
they should do before buying a house. Instruct them to list examples of things they can do for each action item.

Having a game plan can help you buy your first home.

Instructions:
Have your participants fill in the right column of this chart by listing examples of steps they can take to complete
the tasks listed in the left column.

Making a Game Plan
Action Item Description
e Example: determine how many bathrooms you need.
e Decide what you need in a home.
Determine must-have features | ¢  Consider square footage, number of bedrooms and
bathrooms, features like a garage or fenced yard, and

neighborhood.
e Create a strategy for saving the money you'll need to buy a
home.
Create a saving strategy e Plan ahead for the whole year.
e Review your progress once a month to see how well you're
doing.

e If you have a family, the whole family is part of your financial
picture. So get them involved in the planning process.

e Sit down as a family to discuss the goal of owning a home.

e By getting everyone working together toward the same goal,
you can avoid conflicts about how money is being spent, and
save the money you need even faster.

e Tracking what you spend will help you stick to your financial
strategy.

e Keep your record-keeping system as simple as possible so
that it doesn't take too much time.

Create family teamwork

Keep good records
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ﬁ@ Make a Game Plan Activity

Having a game plan can help you buy your first home.

Instructions:
The left column of this table lists things you should do before you buy a home. In the right column, list some
examples of how you will complete these tasks.

Making a Game Plan

Action Item Description
e Example: determine how many bathrooms you need.

Determine must-have features

Create a saving strategy

Create family teamwork

Keep good records
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Evaluate How Much You Can Pay

Instructor note:
Start a discussion by asking questions such as:
o "What are the steps you should take to determine how much you can pay for a house?"

e 'Inaddition to mortgage payments, what other costs should you consider when figuring out how much
you can afford?"

—
-

Continue the discussion by listing these five steps.

To determine a housing budget that's comfortable for you, follow these five steps.

1. Review your monthly spending plan and identify non-essential spending.

2. Calculate how large a monthly mortgage payment you cou/d make.

3. Decide how large a mortgage payment you are willing to make.

4. Determine how much money you've saved for a down payment and closing costs.

5. Talk to a home mortgage consultant about financing options that fit your needs.

| Tip‘.! To determine your homebuying power, multiply your gross annual income by 2.5 to estimate a top
purchase price, or by 28% and divide by 12 to estimate the upper limit for your monthly housing expenses.
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Instructor note:
At this point in the class, consider using this recommended library article listed below as a discussion resource or
a takeaway for your participants. You can find this and other library articles at the end of this topic.

Recommended Article: Calculating Your Costs

Remember, the online Hands on Banking® program has dozens of additional library articles that you can use and
distribute for this and other topics. Visit www.handsonbanking.org to browse all the available articles.
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Chose a Lender the Smart Way
(A

Instructor note:
Lead a group discussion about predatory lending. Use the questions and answers below to frame the discussion.

What is predatory lending? Do you believe it exists?
e Predatory lending is when a lender will deceptively try to convince you to agree to unfair or abusive
loan terms...or violate those terms in some way that will make it difficult for you to defend yourself
e Anyone can be a target.
e Know the warning signs to look for can help you to avoid being a victim.

What does it mean to choose a lender the smart way?
o Always be careful when selecting a lender because there are a few you should watch out for.

What can a responsible lender do for your?
e Aresponsible lender can help you gain financial flexibility and achieve your goals.

How do you find a responsible lender?
e Look for an established company with a good reputation.
e Ask a money-savvy friend, family member, or work associate for a referral.
e  Or, ask your local banker or employer.

What are the good signs of a responsible lender?
e  Good lenders will put everything in writing, give you time to shop and compare costs and rates before
you sign a loan agreement.
e Good lenders typically work for an established company with a good reputation.

You'll have to live up to the terms of the loan agreement you sign, so it’s critical that you understand
: exactly what you're signing and avoid predatory lenders. Ask your financial or legal advisor to help you.
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— Predatory Lending Warning Signs Activity (Instructor Copy)
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Instructor note:

Photocopy the activity handout following these instructions. Cut the page into nine strips—each one will
include a warning sign. Divide the class into nine groups (if you do not have enough students for nine groups,
assign two or more warning signs to a group). Hand out a warning sign to each group. Ask them to define or
explain each warning sign as well as tips to avoid these predatory lending practices. After they are finished, ask

each group to share their definitions. Use the chart below to help participants explain each warning sign.

Predatory Lending Warning Signs

Warning Sign Description
Encouragement to If a lender has changed any of your income or expense information or leaves
include false your income blank, do not sign the loan application.

information.

Incomplete loan
documents.

Never sign a loan document with missing information.
Don't work with a lender who asks you to sign a document that is not
completely or accurately filled in.

“Bait and switch”
sales tactics.

When a lender makes promises in order to make the sale, then backs out on
the promises after the sale.

Carefully read and understand the agreement before you sign.

Question anything in the document that is not consistent with what you
were told.

Don’t sign the agreement if it is unclear, incomplete, or not as promised.

Equity stripping or
skimming
(foreclosure
rescue).

Predatory investors or small companies target low-income homeowners
facing foreclosure and trick them into signing away their equity and property.
Example: they might bury a document in a stack of loan papers that signs
over home ownership to the loan company, or even forge homeowners’
signatures.

Loan flipping.

Refinancing a loan can be a responsible and useful financial strategy, but loan
flipping is when a lender persuades a borrower to repeatedly refinance a
loan, often within a short time frame, charging high points and fees each
time.

This will cost you money and postpones the loan principal from being
reduced.

Bi-weekly loan
payments.

Some predatory lenders may charge you up to $1,000 for the "privilege" of
paying your loan biweekly.

Although this can decrease the total interest you pay over the life of the loan
and the time it takes to pay in full, such accounts can often be set up for free
or for a one-time fee of a few hundred dollars.

Required (or
requested) deed
signing.

If you are behind on your mortgage payments, a predatory lender may offer
to help find new financing and ask you to deed your property over to the
lender as a temporary measure to prevent foreclosure. But then the promised
loan never comes, and the lender who made you the offer owns your home.

Advertisements
promising “No
Credit? No
Problem!”

These are often warning signs of scams. Consumers responding to such ads
are guided through a phony application process and may even receive fake
loan approval documents.

To receive the approved loan, they are told to pay money up-front for fees or
services. Instead they lose their money — and in some cases, their homes.
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Predatory Lending Warning Signs Activity (Instructor Copy) (continued)

Promises to
refinance the loan
to a better rate in

the future.

No one can make you that promise. Instead, ask the lender if there is
anything you can do to get a better rate now.

Balloon payments are large, lump-sum payments due at the end of the term. Before you agree to a
balloon loan, make sure you fully understand and are prepared to pay the loan balance when it's due.
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a@ Predatory Lending Warning Signs Activity

Predatory Lending Warning Signs

Encouragement to include false information

Incomplete loan documents

“Bait and switch” sales tactics

Equity stripping or skimming (foreclosure rescue)

Loan flipping

Bi-weekly loan payments

Required (or requested) deed signing

Advertisements promising “No Credit? No Problem!”

Promises to refinance the loan to a better rate in the
future
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,HE. Instructor note:

At this point in the class, consider using this recommended library article listed below as a discussion resource or
a takeaway for your participants. You can find this and other library articles at the end of this topic.

Recommended Article: Protect Your Money and Identity

Remember, the online Hands on Banking® program has dozens of additional library articles that you can use and
distribute for this and other topics. Visit www.handsonbanking.org to browse all the available articles.
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— Get Preapproved Activity (Instructor Copy)
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Instructor note:

Photocopy the activity handout on the following page. Instruct your participants to follow along with the
worksheet and fill in the correct terms as you discuss the key points. Then, ask your participants to come up
three or four benefits of being pre-approved. Then walk through the list below.

Instructions:
Have your participants fill in the blanks as they listen to the discussion.

e Before you apply for a loan, a lender can “prequalify” you. This means they estimate how much financing
you could receive.

e Afteryou've filled out a loan application and the lender has analyzed your credit more thoroughly, they
can provide you with a “preapproval” - a written letter confirming the price of home you can purchase.

e Getting preapproved lets you and others see, in writing that you qualify for a specific home loan amount.

e  With your preapproval in hand, you're ready to look for your new home. The lender will consider fina/
approval of the loan later on in the process, after you've found the home you want to buy.

Instructions:
Have your participants list three or four benefits of being preapproved.

Being preapproved:

e Helps you narrow your search to properties in your price range;

e Gives you confidence that you can secure a home loan for a specific amount;

Reassures home sellers that your offer is serious because your financing is already in place; and
Helps speed the process of getting a mortgage loan once you've found a home to purchase.

Although you can get preapproved before or after you have found a home to buy, most buyers find that
they have increased negotiating power if they're already preapproved when they begin their home
search.
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a@ Get Preapproved Activity

Instructions:
Fill in the blanks as you listen to the discussion.

e Before you apply for a loan, a lender can you. This means they estimate how
much you could receive.

. you've filled out a and the lender has
analyzed your credit more thoroughly, they can provide you with a -a
written letter confirming the you can purchase.

e Getting preapproved lets you and others see, in writing that you fora

e  With your preapproval in hand, you're ready to look for your new home. The lender will consider

buy.

Instructions:
List three or four benefits of being preapproved.

Although you can get preapproved before or after you have found a home to buy, most buyers find that
they have increased negotiating power if they're already preapproved when they begin their home
search.
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Lesson Summary

Instructor note:
Summarize this lesson by reviewing these key points with your participants.

Key points from the Before You Shop lesson:
e There are some important steps you need to take before you go house shopping: make a game plan,
evaluate how much you can pay, choose a lender, and get preapproved for a loan.
e The process of homebuying is made much easier if you shop for a mortgage first and then shop for a
house.
e Consider taking a class for first-time homebuyers. Many lenders, realtors, and homebuilders sponsor
them.
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Lesson 3: The Homebuying Process

In this lesson, participants will learn the steps of the homebuying process and how to work with a real estate
agent to buy the home they want.

Learning Objectives

After completing this lesson, participants will be able to:
e Confidently select a real estate agent
e List the next steps in the home buying process, such as making an offer and negotiating
e Explain how you can work together with a real estate agent to buy the home you want

Start the Discussion
To start a discussion with your participants, ask some open-ended questions. Here are some examples you could
use:

e Do you know any real estate agents? Have you ever talked to them about the process?

e What's important to you when selecting an agent?

e What steps do you think you need to take before buying a home?

e What do you think could be a challenge in the homebuying process? How can you prepare for these

challenges in advance?

The Basics

e There are lots of steps involved in buying a home. But understanding the basics of the homebuying
process can make it go smoothly.

e Agood real estate agent can help you define what you want in a home, search for homes in
neighborhoods that meet your needs, and provide you with data on recent home sales in the area.

e Before you begin house shopping, there are several steps we suggest you take: attend a class for first-
time homebuyers, evaluate what you're looking for and how much you can pay, and get preapproved
for aloan.
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Topic 6—Buying a Home

Select a Real Estate Agent Activity (Instructor Copy)

Instructor note:

Photocopy the activity handout on the following page. Divide the class up into groups. Instruct them to come
up with three or four benefits of having a real estate agent three or four ideas how to find a real estate agent
and three or four things they should do after they find an agent. When they are finished, use the key points
below to frame the discussion.

Instructions:
Have your participants list some benefits of having a real estate agent, ways to find a real estate agent, and some
things they should do once they've found some real estate agent candidates.

A real estate agent can:
e Help you define what you want in a home, search for homes in neighborhoods that meet your needs,
and provide you with data on recent home sales in the area.
e Answer questions about properties that interest you, for example, tax rates and building code
regulations.
e Formulate an offer and act as an intermediary between you and the seller, smoothing the negotiating
process, when you find a home you want, your agent can help you.

How to find an agent:
e Look for agent names on For Sale signs in neighborhoods that interest you
e Ask your mortgage lender for suggestions
e Visit the Web sites of local realty companies
e Ask family, friends, or neighbors for referrals

After you've found some candidates:
e Interview at least 2-3 agents.
e Tell them what you're interested in.
e Find out if they have experience in the area where you hope to buy.
e Askif they can provide additional information about a property or neighborhood, then see how well
and how quickly they respond to your request.
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aB Select a Real Estate Agent Activity

Instructions:
List some important points and benefits of having a real estate agent, list ways to find a real estate agent, and list
some things you should do once you've found some real estate agent candidates.

What's important to you in looking for an agent?

List the benefits of having a real estate agent.

How can you find a real estate agent?

After you've found some real estate agent candidates, you should:
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What Are Your Next Steps? Quiz (Instructor Copy)

Instructor note:

Photocopy the activity handout on the following page. Instruct your participant to put the steps of the home
buying process in the correct order. Then, lead a discussion emphasizing the importance of this order using the
Next Step activity handout that follows the Quiz page.

Instructions:
Have your participants put the steps of the home buying process in the correct order.

1. Make an offer

2. Negotiate

3. Go into contract

4, Have a home inspection
5. Get an appraisal

6. Receive loan approval
7. Finalize the sale
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What Are Your Next Steps? Quiz

Instructions:
Put the steps of the home buying process in the correct order.

Finalize the sale

Get an appraisal

Go into contract

Have a home inspection
Make an offer
Negotiate

Receive loan approval
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Instructor note:

Topic 6—Buying a Home

Photocopy the activity handout on the following page. Lead a discussion about the homebuying process.

Next Steps in the Homebuying Process

Step Description
e The asking price and selling price of homes are often different.
e Your real estate agent will help you develop the offer and present it to the
seller.
e You will propose a purchase price, the time frame in which you'd like to
1. Make an take ownership, the amount of your down payment and any conditions
offer that must be met prior to sale (such as required repairs).
¢ You will be required to make a partial down payment deposit often called
an “earnest money” deposit to show your offer is a serious one. Your agent
will be able to advise you on how much of a deposit you may need to
make.
e Sometimes an offer is accepted immediately. You may need to negotiate.
2. Negotiate e Your real estate agent is a go-between with the seller’s agent during
negotiations.
e After the offer is accepted, you reach a sales agreement.
e This means that both you and the seller have defined the price and terms
for the sale and a sales contract is drawn up.
3. Gointo e Once you and the seller sign it, the contract is a legally binding document.
e This process is referred to as “going into contract.”
contract

Have a trusted professional review the terms and conditions of the sales
agreement before you sign.

Ask questions if you don't understand. Never sign a blank or incomplete
contract

4. Haveahome |
inspection

Arrange for a home inspection to identify any repairs the home may need.
You'll want to know as much as possible about the condition of the house.
Major repairs can become a negotiating point with the seller.

Your real estate agent can provide a list of professional home inspectors
who can offer you their opinion.

Your agent can also advise you about arranging any special inspections
that may be needed for things like termites, lead paint, or soil
contamination. Make sure your new home will be healthy and safe for your
family.

Some sales agreements specify that the offer is “subject to inspection” -the
buyer can back out of the deal if the inspection results are not to their
satisfaction.

5. Getan
appraisal

Your lender will have the home appraised to determine its fair market
value. This is to confirm that the home is worth as much (or more) than
your loan amount.

6. Receiveloan | e
approval

You receive official notification from your lender that your home loan has
been approved, including a confirmation of the amount.

Chart continues on next page
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Your Next Steps (continued)

e Finalizing the sale, also known as closing, is the last step in your home
purchase.

e Atclosing, ownership of the property is transferred from the seller to you.
You'll meet formally with a closing agent, a professional who prepares the
official documents related to the sale.

e Depending on where you live, this individual is usually an attorney or title

7. Finalize the agency representative. Your real estate agent and the seller's agent may
sale also attend.

e When you're ready to schedule your closing date, all parties will be
contacted to arrange for it to take place at a convenient time and location.

e The closing procedure and associated fees vary depending on purchase
location.

e You will be notified of the exact amount you need in order to close and any
additional documents you may need to bring.
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Your Next Steps in the Homebuying Process

Next Steps in the Homebuying Process

Step Description
The asking price and selling price of homes are often different.
Your real estate agent will help you develop the offer and present it to the
seller.
You will propose a purchase price, the time frame in which you'd like to
1. Make an take ownership, the amount of your down payment and any conditions
offer that must be met prior to sale (such as required repairs).

You will be required to make a partial down payment deposit often called
an “earnest money” deposit to show your offer is a serious one. Your agent
will be able to advise you on how much of a deposit you may need to
make.

2. Negotiate

Sometimes an offer is accepted immediately. You may need to negotiate.
Your real estate agent is a go-between with the seller’s agent during
negotiations.

3. Gointo
contract

After the offer is accepted, you reach a sales agreement.

This means that both you and the seller have defined the price and terms
for the sale and a sales contract is drawn up.

Once you and the seller sign it, the contract is a legally binding document.
This process is referred to as “going into contract.”

Have a trusted professional review the terms and conditions of the sales
agreement before you sign.

Ask questions if you don't understand. Never sign a blank or incomplete
contract

4. Have a home

Arrange for a home inspection to identify any repairs the home may need.
You'll want to know as much as possible about the condition of the house.
Major repairs can become a negotiating point with the seller.

Your real estate agent can provide a list of professional home inspectors
who can offer you their opinion.

Your agent can also advise you about arranging any special inspections

inspection that may be needed for things like termites, lead paint, or soil
contamination. Make sure your new home will be healthy and safe for your
family.
Some sales agreements specify that the offer is “subject to inspection” -the
buyer can back out of the deal if the inspection results are not to their
satisfaction.
Your lender will have the home appraised to determine its fair market

5. Get ar? value. This is to confirm that the home is worth as much (or more) than
appraisal your loan amount.

6. Receive loan
approval

You receive official notification from your lender that your home loan has
been approved, including a confirmation of the amount.
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Your Next Steps in the Homebuying Process (continued)

7. Finalize the
sale

Finalizing the sale, also known as closing, is the last step in your home
purchase.

At closing, ownership of the property is transferred from the seller to you.
You'll meet formally with a closing agent, a professional who prepares the
official documents related to the sale.

Depending on where you live, this individual is usually an attorney or title
agency representative. Your real estate agent and the seller’s agent may also
attend.

When you're ready to schedule your closing date, all parties will be
contacted to arrange for it to take place at a convenient time and location.
The closing procedure and associated fees vary depending on purchase
location.

You will be notified of the exact amount you need in order to close and any
additional documents you may need to bring.
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Lesson Summary

Instructor note:
Summarize this lesson by reviewing these key points with your participants.

Key points from the Homebuying Process lesson:

e There are lots of steps involved in buying a home. But understanding the basics of the homebuying
process can make it go smoothly.

e Agood real estate agent can help you define what you want in a home, search for homes in
neighborhoods that meet your needs, and provide you with data on recent home sales in the area.

e Before you begin house shopping, there are several steps we suggest you take: attend a class for first-
time homebuyers, evaluate what you're looking for and how much you can pay, and get preapproved
for a loan.
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.ﬁ. Instructor note:
At this point in the class, consider using this recommended library article listed below as a discussion resource or
a takeaway for your participants. You can find this and other library articles at the end of this topic.

Recommended Article: Home Shopping Tips

Remember, the online Hands on Banking® program has dozens of additional library articles that you can use and
distribute for this and other topics. Visit www.handsonbanking.org to browse all the available articles.
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Lesson 4: Getting a Mortgage

In this lesson, participants will learn the basic vocabulary of home loans, how to apply and what happens after
they do. Participants will also learn how loan decisions are made and what to do if the lender says no,.

Learning Objectives
After completing this lesson, participants will be able to:
o Define basic home loan vocabulary terms
e Understand how to apply for a home loan
e Describe the process after the application is received
e Describe how lending decisions are made
e List some reasons why a lender may say "no"

Start the Discussion
To start a discussion with your participants, ask some open-ended questions. Here are some examples you could
use:

e What home loan words and phrases do you not understand?

e What types of emotions or feelings do you have when you think about home loans and mortgages?

e  What things do you think are most important to lenders as they review a home loan application?

The Basics

e Buying a home is probably one of the biggest investments you'll ever make.

e Because houses have such a high price tag, almost everyone borrows some, if not most, of the money
they need to buy one.

e There are many terms associated with home loans, including "mortgage,” "loan to value,” "APY," etc.

e Lenders look at the "Five C's" to make a decision about your home loan application.

e Don't take it personally if a lender declines your home loan. This provides you an opportunity to review
and strengthen your credit worthiness.
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— Home Loan Vocabulary Activity (Instructor Copy)
alEli

Instructor note:

Photocopy the activity handout on the following page. Instruct participants to match the homebuying term
with its correct definition. Then use the Home Loan Vocabulary handout that follows this activity to lead
discussion.

Instructions:
Have your participants draw a line from the homebuying term to its correct definition.

The process by which a lender decides

Mortgage whether to lend money.

A professional estimate of a property's

Interest rate . N
market value at a certain pointin time.

T
em A loan to help you purchase a home.

Aporaisal A period of time over which a loan is
bP scheduled to be repaid
The amount of a loan in relation to the

Closing value of the property.

The amount of interest paid per year

Underwriting divided by the principal amount (that is,
the amount loaned).

The day and time when all final mortgage

documents are signed and all necessary

payments are transferred to complete the

purchase of a house.

Loan to value (LTV)
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ﬁﬁ Home Loan Vocabulary Activity

Instructions:
Draw a line from the homebuying term to its correct definition.

Mortgage The process by which a lender decides
whether to lend money.

Interest rate A professional estimate of a property's
market value at a certain point in time.

Term A loan to help you purchase a home.

A period of time over which a loan is
Appraisal scheduled to be repaid

The amount of a loan in relation to the
Closing value of the property.

The amount of interest paid per year
Underwriting divided by the principal amount (that is,
the amount loaned).

The day and time when all final mortgage

Loan to value (LTV) documents are signed and all necessary
payments are transferred to complete the
purchase of a house.
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Home Loan Vocabulary (Instructor Copy)

Instructor note:

Photocopy the activity handout on the following page and lead a discussion with your participants about these

home loan terms after they have completed the Quiz on the previous page.

Being familiar with these terms will help you understand the home loan process.

Home Loan Vocabulary

Term

Description

Mortgage

A mortgage is a loan to help you purchase a home. In return for lending you the
money to purchase the home, you promise the lender to pay back the funds over
a certain time period at a certain cost.

Each mortgage payment you make includes principal and interest. Principal
means the amount you borrow based on the sale price of the home. Interest is the
cost of borrowing money — the amount the lender is charging you for the loan.
Some mortgage payments also include property taxes and insurance.

A mortgage loan is secured by the real estate being purchased. This means that
the property backs up your promise to repay. Should you default, or stop repaying
the loan, the lender could foreclose.

Many banks offer home loans, and some lenders specialize in mortgage lending.
Lenders must provide borrowers with a document that lists all of the estimated
costs associated with getting the mortgage loan. This is called a Good Faith
Estimate. Check with a mortgage financing expert for details about financing
options.

Interest rate

The amount of interest paid per year divided by the principal amount (that is, the
amount loaned).

For example, if you paid $5,000 in interest per year for a loan of $100,000, the
interest rate is 5,000 divided by 100,000, or five percent (5%).

A fixed-rate mortgage is a loan with an interest rate that remains the same over
the life of the loan.

An adjustable-rate mortgage (ARM) is a loan where the interest rate is recalculated
on pre-determined dates. Exactly how these adjustments are calculated and when
they are made is specified in the loan documents.

Term

A period of time over which a loan is scheduled to be repaid. For example, a home
mortgage may have a 30-year term, meaning it must be repaid within 30 years.

Loan to value

The amount of a loan in relation to the value of the property. For example: an
$80,000 loan on a property worth $100,000 would be 80% LTV. If there is more

(LTV) than one loan, this is called the “combined” loan to value.
A professional estimate of a property's market value at a certain point in time. (The
Appraisal market value is the price a property will realistically sell for based on recent selling
prices of similar properties in the same area.)
The day and time when all final mortgage documents are signed and all necessary
Closing payments are transferred to complete the purchase of a house. Also known as the

settlement date.

Underwriting

The process by which a lender decides whether to lend money based on: the value
of the property, the borrower’s creditworthiness and ability to pay, and the
lender’s lending guidelines and practices.
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] Home Loan Vocabulary

Being familiar with these terms will help you understand the home loan process.

Mortgage

A mortgage is a loan to help you purchase a home. In return for lending you the
money to purchase the home, you promise the lender to pay back the funds over
a certain time period at a certain cost.

Each mortgage payment you make includes principal and interest. Principal
means the amount you borrow based on the sale price of the home. Interest is the
cost of borrowing money — the amount the lender is charging you for the loan.
Some mortgage payments also include property taxes and insurance.

A mortgage loan is secured by the real estate being purchased. This means that
the property backs up your promise to repay. Should you default, or stop repaying
the loan, the lender could foreclose.

Many banks offer home loans, and some lenders specialize in mortgage lending.
Lenders must provide borrowers with a document that lists all of the estimated
costs associated with getting the mortgage loan. This is called a Good Faith
Estimate. Check with a mortgage financing expert for details about financing
options.

Interest rate

The amount of interest paid per year divided by the principal amount (that is, the
amount loaned).

For example, if you paid $5,000 in interest per year for a loan of $100,000, the
interest rate is 5,000 divided by 100,000, or five percent (5%).

A fixed-rate mortgage is a loan with an interest rate that remains the same over
the life of the loan.

An adjustable-rate mortgage (ARM) is a loan where the interest rate is recalculated
on pre-determined dates. Exactly how these adjustments are calculated and when
they are made is specified in the loan documents.

Term

A period of time over which a loan is scheduled to be repaid. For example, a home
mortgage may have a 30-year term, meaning it must be repaid within 30 years.

Loan to value

The amount of a loan in relation to the value of the property. For example: an
$80,000 loan on a property worth $100,000 would be 80% LTV. If there is more

(LTV) than one loan, this is called the “combined” loan to value.
A professional estimate of a property's market value at a certain point in time. (The
Appraisal market value is the price a property will realistically sell for based on recent selling
prices of similar properties in the same area.)
The day and time when all final mortgage documents are signed and all necessary
Closing payments are transferred to complete the purchase of a house. Also known as the

settlement date.

Underwriting

The process by which a lender decides whether to lend money based on: the value
of the property, the borrower’s creditworthiness and ability to pay, and the
lender’s lending guidelines and practices.
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Steps in the Lending Process Activity (Instructor Copy)

Instructor note:
Photocopy the activity handout on the following page. Instruct participants to place the steps in the correct
order. When they are finished, lead a discussion about each step.

Instructions:
Have your participants place each step of the lending process in the correct order.

1. Complete the application
Your lender will assist you to fill out a loan application.

2. Get preapproved
After reviewing your completed loan application, the lender can give you a preapproval letter, a written
letter that confirms the price of home you can purchase.

3. Processing
Your home mortgage specialist collects the necessary financial documents to process your loan. The
property is appraised to determine its fair market value.

4. Receiving approval
The lender will review your application and financial information to make their lending decision. If your
application is declined, they may recommend steps you can take in order to obtain financing.

5. Pre-closing
In this phase, sometimes referred to as “loan settlement,” your home mortgage consultant will work with
you to secure any required title insurance and real estate documents to protect against other parties
claiming ownership of the property.

6. Closing
The day and time when all final mortgage documents are signed and all necessary payments are transferred
to complete the purchase of a house. Also known as the settlement date.

7. Loan Servicing
The steps taken to maintain a loan from the time it's closed until it's paid off, for example billing the
borrower, collecting payments, and making contract changes. It's not uncommon to have loan servicing
transferred between many companies during the life of a loan.

[

Title insurance is a policy protecting a homebuyer and/or lender against loss due to an error or dispute
related to the title, the document that proves property ownership.
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a@ Steps in the Lending Process Activity

Instructions:
Place each step of the lending process in the correct order by writing a number in the space provided. After the

activity, use the space under each step to take notes or write questions.
Closing
Complete the application
Get preapproved
Loan Servicing
Pre-closing

Processing

Receiving approval
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Complete the Loan Application (Instructor Copy)

Instructor note:

Photocopy the activity handout on the following pages, then lead a discussion about the sample loan
application.

Residential Loan Application
(A]  eowowmmowwon

Borrower’s Name Co-Borrower's Name

Social Security Number Social Security Number

Dependents Dependents

Present Address (street, city, state, ZIP) Present Address (street, city, state, ZIP)

EMPLOYMENT INFORMATION

Name & Address of Employer Name & Address of Employer

Business Phone (incl. area code) Business Phone (incl. area code)

MONTHLY INCOME ASSETS

Name and address of Bank, S&L,
or Credit Union

Gross
Monthly Income

Borrower Co-Borrower

stocks and bonds

o

DEBTS AND OBLIGATIONS

Creditor names and outstanding balances

retirement plans

Real estate owned E CREDIT REFERENCES

loans or debts

Alimony

o PROPERTY INFORMATION

Purchase price

Alterations, improvements, repairs
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Complete the Loan Application (Instructor Copy), Continued

A. Personal Data
Full names, home address(es) for the previous two years, and Social Security numbers of all
borrowers. Employment information for the previous two years including employer name, address,
and phone number.

B. Income
The amount and source(s) of ongoing income (usually excluding alimony and child support) for all
borrowers.

C. Assets

Information on all assets you'll be using to qualify for the loan (checking and savings accounts, stocks
and bonds, retirement plans, and other real estate owned) including bank name, account type, and
balance. You'll also be asked to provide the source of down payment funds.

D. Debts and Obligations
Information on all outstanding debts and financial obligations. Creditor names and outstanding
balances for all loans and notes payable; alimony; child support; and other liabilities. Real estate
owned including property address, market value, outstanding liens, rental income, mortgage
payments, taxes, insurance and maintenance dues.

E. Credit References
Information concerning loans or debts that have been paid, plus any other references to good credit
use.

F. Property Information
Specifics on the property you wish to buy, if you've chosen one.

In some cases, you may need to provide additional documents to verify your income and available cash,
or request credit bureaus to correct items in your credit report that you believe are inaccurate.
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= Complete the Loan Application
ﬁ@ P PP

Residential Loan Application
O I

Borrower’s Name Co-Borrower’s Name

Social Security Number Social Security Number

Dependents Dependents

Present Address (street, city, state, ZIP) Present Address (street, city, state, ZIP)

EMPLOYMENT INFORMATION

Mame & Address of Employer Name & Address of Employer

Business Phone (incl. area code) Business Phone (incl. area code)

MONTHLY INCOME

ASSETS

Name and address of Bank, S&L,
or Credit Union

Gross
Monthly Income

Borrower Co-Borrower

stocks and bonds
DEBTS AND OBLIGATIONS

Creditor names and outstanding balances

retirement plans

Real estate owned E CREDIT REFERENCES

loans or debts

Alimony

° PROPERTY INFORMATION

Purchase price

Alterations, improvements, repairs
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Complete the Loan Application, Continued

A. Personal Data
Full names, home address(es) for the previous two years, and Social Security numbers of all
borrowers. Employment information for the previous two years including employer name, address,
and phone number.

B. Income
The amount and source(s) of ongoing income (usually excluding alimony and child support) for all
borrowers.

C. Assets

Information on all assets you'll be using to qualify for the loan (checking and savings accounts, stocks
and bonds, retirement plans, and other real estate owned) including bank name, account type, and
balance. You'll also be asked to provide the source of down payment funds.

D. Debts and Obligations
Information on all outstanding debts and financial obligations. Creditor names and outstanding
balances for all loans and notes payable; alimony; child support; and other liabilities. Real estate
owned including property address, market value, outstanding liens, rental income, mortgage
payments, taxes, insurance and maintenance dues.

E. Credit References
Information concerning loans or debts that have been paid, plus any other references to good credit
use.

F. Property Information
Specifics on the property you wish to buy, if you've chosen one.

In some cases, you may need to provide additional documents to verify your income and available cash,
or request credit bureaus to correct items in your credit report that you believe are inaccurate.
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— How Lenders Decide Activity (Instructor Copy)
alEli

Instructor note:
Photocopy the activity handout on the following page. Instruct your participants to match each of the 5 C's with

its correct description. After they are finished, walk through each "C.”

How do lenders decide whether or not to loan you money? The 5 C's of course—character, capacity, capital,

collateral and conditions. Some lenders develop their own loan decision “scorecards” using aspects of the 5 C's
and other factors.

Instructions:

Have your participants read the descriptions in the right hand column of the table. Then instruct them to write in

the right "C" for each description—character, capacity, capital, collateral or conditions.

When lenders evaluate this "C," they look at stability — for example, how long you've
lived at your current address, how long you've been in your current job, and
whether you have a good record of paying your bills on time and in full.

Character If you want a loan for your business, the lender may consider your experience and
track record in your business and industry to evaluate how trustworthy you are to
repay.

Your other debts and expenses could impact your ability to repay the loan.

Creditors therefore evaluate your debt-to-income ratio, that is, how much you owe

Capacity compared to how much you earn.

The lower your ratio, the more confident creditors will be in your ability to repay the

money you borrow.

This term refers to your net worth — the value of your assets minus your liabilities.
Capital In simple terms, how much you own (for example, car, real estate, cash, and

investments) minus how much you owe.

This term refers to any asset of a borrower (for example, a home) that a lender has a

right to take ownership of and use to pay the debt if the borrower is unable to make

the loan payments as agreed.

Collateral Some lenders ma i tee in addition to thi

y require a guarantee in addition to this.

A guarantee means that another person signs a document promising to repay the

loan if you can't.

Lenders might consider a number of outside circumstances that may affect the

borrower’s financial situation and ability to repay, for example what's happening in
Conditions the local economy.

If the borrower is a business, the lender may evaluate the financial health of the

borrower’s industry, their local market, and competition.
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a@ The “Five Cs” of Credit Activity

How do lenders decide whether or not to loan you money? The 5 C's of course—character, capacity, capital,
collateral and conditions. Some lenders develop their own loan decision “scorecards” using aspects of the 5 C's
and other factors.

Instructions:
Read the descriptions in the right hand column of the table. Then, write in the right "C" for each description—
character, capacity, capital, collateral or conditions.

Which "C?"

e  When lenders evaluate this "C," they look at stability - for
example, how long you've lived at your current address,
how long you've been in your current job, and whether you
have a good record of paying your bills on time and in full.

e If you want a loan for your business, the lender may
consider your experience and track record in your business
and industry to evaluate how trustworthy you are to repay.

e Your other debts and expenses could impact your ability to
repay the loan.

e  Creditors therefore evaluate your debt-to-income ratio,
that is, how much you owe compared to how much you
earn.

e The lower your ratio, the more confident creditors will be in
your ability to repay the money you borrow.

e  This term refers to your net worth — the value of your assets
minus your liabilities.

e Insimple terms, how much you own (for example, car, real
estate, cash, and investments) minus how much you owe.

e This term refers to any asset of a borrower (for example, a
home) that a lender has a right to take ownership of and
use to pay the debt if the borrower is unable to make the
loan payments as agreed.

e Some lenders may require a guarantee in addition to this.

e A guarantee means that another person signs a document
promising to repay the loan if you can't.

e Lenders might consider a number of outside circumstances
that may affect the borrower’s financial situation and ability
to repay, for example what's happening in the local
economy.

e If the borrower is a business, the lender may evaluate the
financial health of the borrower’s industry, their local
market, and competition.
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ﬁ Instructor note:
At this point in the class, consider using this recommended library article listed below as a discussion resource or
a takeaway for your participants. You can find this and other library articles at the end of this topic.

Recommended Article: About Credit Scores

Remember, the online Hands on Banking® program has dozens of additional library articles that you can use and
distribute for this and other topics. Visit www.handsonbanking.org to browse all the available articles.
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— If the Lender Says No Activity (Instructor Copy)
a@ y y Py

Instructor note:
Photocopy the activity handout on the following page. As a group, brainstorm some steps they can take to have
the lender reconsider an application if it was rejected originally.

Instructions:

Have your participants look at the list of reasons why a loan may not be granted. Then in the space provided,
instruct them to write a few sentences about the steps they can take to have the lender reconsider their
application.

1. Irregular employment
e  Provide details about your employment history.
e Lenderis looking for stable/consistent employment history.

2. Not enough income to repay the loan
e Find out if all sources of income were considered in evaluating your application.
e Consider having a spouse co-sign so his or her income is included.
e Find a reliable co-signer who is acceptable to the lender.

3. Poor credit history (slow repayment of other loans)
e Obtain a copy of your credit report and review it to see if it is correct or if there are possible errors you
need to correct.
e Find out if the credit bureau made any are errors in the information they provided the lender.
o Talk to a credit counselor to see how you can improve your credit score

4. Lack of credit history
e No prior credit? Apply for a credit card with a low limit, make small purchases and pay on time.
e Find out if factors such as payment of rent or utility bills could be considered.

5. Too short a time at residence
e Provide more details on where your prior residence (s) and length of time at each place

6. Insufficient down payment
e Offer to make a larger down payment if possible.
e Pay off some of your existing debt.

If a lender turns you down, don’t take it personally.
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a@ If the Lender Says No Activity

Instructions:
Look at the list of reasons why a loan may not be granted. Then in the space provided, write a few sentences
about the steps you can take to have the lender reconsider your application.

1. Irregular employment
Example: Provide more details about your work history.

2. Not enough income to repay the loan
Example: Consider having someone cosign the loan.

3. Poor credit history (slow repayment of other loans)
Example: Talk to a credit counselor.

4. Lack of credit history
Example: Apply for a credit card with a low limit.

5. Too short a time at residence
Example: Provide more details about your residence history.

6. Insufficient down payment
Example: Keep saving!

l-r“,\_\ If a lender turns you down, don't take it personally.
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Lesson Summary

Instructor note:
Summarize this lesson by reviewing these key points with your participants.

Key points from the Getting a Mortgage lesson:

Buying a home is probably one of the biggest investments you'll ever make.

Because houses have such a high price tag, almost everyone borrows some, if not most, of the money
they need to buy one.

There are many terms associated with home loans, including "mortgage,” "loan to value," "APY," etc.
Lenders look at the "Five C's" to make a decision about your home loan application.

Don't take it personally if a lender declines your home loan. This provides you an opportunity to review
and strengthen your credit worthiness.
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Lesson 5: Borrowing Against Your Equity

In this lesson, participants will learn about home equity loans and lines of credit and how they offer financial
flexibility if used carefully.

Learning Objectives
After completing this lesson, participants will be able to:
e Define home equity
e Compare and contrast two different ways of borrowing against the equity in their home

Start the Discussion
To start a discussion with your participants, ask some open-ended questions. Here are some examples you could
use:

e What do you think the difference is between a home equity loan and a line of credit?

e  Which one do you think is more advantageous in your situation? Why?

The Basics
e Equity is the difference between how much your house is worth and how much you still owe for it. This
means you may be able to borrow money using your home as security.
e Owning a home is an investment because homes generally increase, or appreciate, in value.
e Asthe years go by and you pay your mortgage down, you may have more and more home equity
e If you doborrow against your home’s equity, be sure to make your loan payments on time and in full.
Otherwise, you may risk losing your home.
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al’i" ' Home Equity Loans & Lines (Instructor Copy)
]

Instructor note:

Photocopy the activity handouts on the following two pages. Divide the class into two groups and distribute the
activity handout. One group will provide information for the home equity loan column and the other group will
provide information for the home equity line of credit column. Then use the key points in the table below to
compare and contrast the two.

Home equity loan (Second mortgage) Home equity line of credit
Provides a lump sum of money Provides revolving credit
e Your lender will provide a lump sum. e Atype of credit that allows an individual to
borrow up to a certain amount of money, repay
the money borrowed with interest when it is
due, and then borrow the money again.
Uses your home as security Uses your home as security
e Your home guarantees the loan. * Your home guarantees the loan
Must pay back by certain date Repayment options may vary
e Your lender will specify a due date e Your lender will explain your repayment options
Often used for a project Various uses
e Home equity loans are often used for one e Homeowners use their home equity lines of
specific purpose, for example, remodeling the credit for a wide variety of purposes ranging
house. from home improvements to college education.
Higher interest than first Interest rates vary
e The interest rate on a second mortgage is o Different financial institutions may offer
usually higher than on a first mortgage. different rates. Shop around.
e Different financial institutions may offer e Some lines of credit have fixed interest rates;
different rates. Shop around. others have variable rates.
Tax deductible interest Tax deductible interest
e Because these debts are secured by your e Because these debts are secured by your home,
home, part of the interest you'll pay is often tax part of the interest you'll pay is often tax
deductible, regardless of how you spend the deductible, regardless of how you spend the
money. money.
e Check with your tax advisor. e Check with your tax advisor.
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Instructions:
Answer each question as it pertains to home equity loans and equity lines of credit

Home equity loan (Second mortgage) Home equity line of credit
How do you get the money? How do you get the money?
Tip: will you get it in one lump sum or a certain Tip: Will you get the money in one lump sum?
amount that you need right now?
What guarantees the loan? What guarantees the loan?
Tip: What is collateral for the loan? Tip: What is collateral for the loan?
How do you repay? How do you repay?
What is it used for primarily? What is it used for primarily?
What's the deal with interest rates? What's the deal with interest rates?
What about interest and taxes? What about interest and taxes?
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Lesson Summary

Instructor note:
Summarize this lesson by reviewing these key points with your participants.

Key points from the Borrowing Against Your Equity lesson:
e Equity is the difference between how much your house is worth and how much you still owe for it. This
means you may be able to borrow money using your home as security.
e Owning a home is an investment because homes generally increase, or appreciate, in value.
e Asthe years go by and you pay your mortgage down, you may have more and more home equity
e If you doborrow against your home’s equity, be sure to make your loan payments on time and in full.
Otherwise, you may risk losing your home.
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Lesson 6: Protect Your Home Investment

In this lesson, participants will learn how maintaining their home can save them money in the long run. They will
discover how to protect their home investment if they experience financial difficulties or a life-changing event.

Learning Objectives
After completing this lesson, participants will be able to:
e Explain how maintaining your home can help save you money in the future
e List steps to protect their home investment if they experience financial difficulties or a sudden life-
changing

Start the Discussion
To start a discussion with your participants, ask some open-ended questions. Here are some examples you could
use:

e What are some important steps you need to take to maintain your home?

e  What issues could happen to cause some one to lose their home or experience foreclosure?

e  What actions do you think a homeowner could take to avoid foreclosure?

The Basics
e Once you're a homeowner, you need to protect your investment by managing your finances effectively,
maintaining your home in good condition, and being prepared to handle unexpected expenses.
¢ If you find that you are experiencing difficulties paying your mortgage, work directly with your lender to
discuss options. It is important to contact them immediately if you foresee future payment issues.
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a@ Take Charge of Your Home Investment Activity (Instructor Copy)

Instructor note:
Photocopy the activity handout on the following page. Instruct your participants to fill in the blanks while you
lead the dliscussion.

Instructions:
Have your participants fill in the blanks as they listen to the discussion about tips to protect their home

investment.
Be sure to make your payments on time. If you don’t make your payments,
you could damage your credit rating or lose your home.
Automatic mortgage payment programs ensure that your mortgage is paid
Pay your ' gage pay prog y gageisp
on time.
mortgage!

Some plans allow you to pay off your loan more quickly so you pay less
interest and accumulate equity faster. Ask your lender about the payment
options they offer.

Manage your
money

Establish a monthly schedule for paying your bills; consider using an
automatic bill pay service.

Stick to your spending plan so you don't overspend.

Keep careful financial records so you know where you stand.

Postpone new
debt

Avoid opening new credit accounts.

Before you make any other major purchases and take on additional debt, be
sure you handle your new monthly housing expenses, including your new
mortgage, utilities and other home-related expenses.

Keep on saving

Set aside money for planned and unexpected expenses.

Try to have enough savings available for six months of mortgage payments
should you need it.

Maintain your
property

Maintain your home inside and out.
Regular maintenance may help you avoid expensive repairs.

Maintenance may also reduce energy costs and keeps up the value of your
most important investment, your home.

Have adequate
insurance

Make sure you have adequate coverage in all areas, including homeowners’
insurance.

Use home equity
carefully

Take advantage of borrowing against your home equity if you need to, but
manage it carefully. Always pay on time.
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B@ Take Charge of Your Home Investment

Instructions:
Fill in the blanks as you listen to the discussion about tips to protect your home investment.

e Be sure to make your payments . If you don’t make your
payments, you could damage your or lose your
home.

Pay your . mortgage payment programs ensure that your
mortgage! mortgage is paid on time.

e Some plans allow you to pay off your loan more quickly so you pay less
interest and accumulate faster. Ask your lender
about the payment options they offer.

e Establisha for paying your bills; consider using an
automatic bill pay service.

Manage your
money e  Stick to your so you don't overspend.

e Keep careful so you know where you stand.

e Avoid opening new

Postpone new
debt

e Before you make any other and take on additional
debt, be sure you handle your new monthly housing expenses, including
your new mortgage, utilities and other home-related expenses.

e Setaside money for planned and unexpected expenses.

Keep on saving e Try to have enough savings available for of

mortgage payments should you need it.

e Maintain your home inside and out.

e Regular maintenance may help you avoid

Maintain your

ropert .
property e Maintenance may also reduce and keeps up
the of your most important investment, your
home.

Have adequate e Make sure you have adequate coverage in all areas, including

insurance
Use home equity | e Take advantage of borrowing against your if
carefully you need to, but manage it carefully. Always pay on time.
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.ﬁ Instructor note:
At this point in the class, consider using this recommended library article listed below as a discussion resource or
a takeaway for your participants. You can find this and other library articles at the end of this topic.

Recommended Article: Protect Your Investment

Remember, the online Hands on Banking® program has dozens of additional library articles that you can use and
distribute for this and other topics. Visit www.handsonbanking.org to browse all the available articles.
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”’ E“) What If You Can't Make Your Mortgage Payment?

Instructor note:

Start a discussion by asking questions such as:

o "Why is it important to make your mortgage payments on time?"

o "What happens if you cannot make your mortgage payments on time?"

e "Ifyou know you're going to fall behind on your mortgage payment, what steps should you take?"

Continue the discussion by focusing on the key points below and then transition into the Steps to Foreclosure
handout on the following pages. Also consider inviting a mortgage banker or a credit counselor to present to
Yyour participants.

Always make your mortgage payments on time.

e Ifyou can't, you need to call your lender immediately.

e Even the most reliable borrowers sometimes fail to meet every payment on its due date.

e Anunexpected crisis (long illness, job loss, marriage break-up, etc.) can negatively impact your ability to
pay.

e Don't be intimidated or embarrassed to call your lender. It's essential that you call them, because they want
to help you and can only do so if you contact them. (Be sure to call the company to whom you currently
send your loan payment, not the company who originated your mortgage.)

The last resort generally for both the lender and the customer is foreclosure.

e This which will have a major negative impact on you and your credit.

e Asthe result of a foreclosure, the lender becomes the owner of your home and you must move out.
e Thelender might also pursue you through the courts for money you still owe on your mortgage.

e (Calling your lender as soon as you have trouble paying your mortgage is the best way to avoid this.

If you have an unexpected crisis, take action right away. Lenders have more options when you call as
soon as you realize there may be an issue. Contact your lender and a housing counseling agency and
cooperate fully with them. Avoid companies that charge you a high fee upfront and claim they can help
you avoid foreclosure. These could be scams!
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Instructor note:

Topic 6—Buying a Home

} Steps to Avoid Foreclosure

Begin a group discussion by asking participants to come up with ways people can save their homes and avoid
foreclosure if they get in financial trouble. Then, discuss the key points below.

If you fall behind in your mortgage payments, don’t hide from the situation.

e Contact your lender right away. More options may be available to you sooner.
Contact your e If you work directly with your lender, they can develop appropriate solutions.
lender e Alenderis motivated to help you stay in your home.

e Foreclosure can be a complex process in which lenders must strictly follow state
and local laws, go through legal channels, take possession, often make repairs,
market the home, and successfully sell it. Because of the extensive costs and effort
involved, lenders usually consider foreclosures a “last resort.”

e The U.S. Department of Housing and Urban Development (HUD) provides a list of
approved housing counselors on their Web site: www.hud.gov.
e A HUD-approved housing counseling agency can help you assess your financial
Call a situation and recommend where you can cut costs, enabling you to pay the past
housing Ic:lue;lamount, if possible. The counselor can also help you negotiate with your
ender.
counselor e The Homeownership Preservation Foundation has a National Assistance Hotline — 1-
888-995-HOPE (888-995-4673) - that provides advice, assistance and support to
help individuals and families who are struggling financially to stay in their homes.
For additional information, visit www.hopenow.com.
Negotiate a e If you cannot afford to pay the entire amount you owe on your loan, discuss a loan
kout workout arrangement with your loan servicer.
workou This means restructuring the loan in a way that enables you to repay.
Talk to your lender about establishing a new repayment schedule.
This is known as a loan modification, or restructuring of the loan. (If you have an
Explore FHA mortgage loan, this restructuring is known as “loan assignment.”)
options to Loan modification is a change in one or more of the mortgage loan terms in order
stay in your tp mal'<e the mgnthly payment more affordable given the borrower’s present
home financial situation.

These changes may be made on a temporary or permanent basis and could include
changing the loan’s interest rate, monthly payment amount, or time available to

repay.

Leaving your

If your financial circumstances dramatically change, you may not be able to find a
way to afford your loan.

You may find that the best option is not to keep your home.

One option may be a short sale, or pre-foreclosure sale. A lender will typically want
the home’s sale price to repay what you owe on the mortgage, but may accept a

home lesser amount. Don't sell your home for less than what you owe without talking to
your lender first.
e Another option may be a deed-in-lieu of foreclosure. This is when you give your
property back to the lender.
Research e Bankruptcy is a legal process that involves seeking the help of the U.S. Federal
your Court to release or “discharge” some of your debts and get a fresh start financially.
e Bankruptcy is a serious matter that can have significant, long-lasting
bankruptcy : . ) \ ,
options consequences. Bankruptcy law is complicated and changing. It's essential to get

professional counseling about your options.
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Steps to Avoid Foreclosure

If you fall behind in your mortgage payments, don’t hide from the situation.
Contact your lender right away. More options may be available to you sooner.
If you work directly with your lender, they can develop appropriate solutions.

Cor;taCt your A lender is motivated to help you stay in your home.
ender Foreclosure can be a complex process in which lenders must strictly follow state
and local laws, go through legal channels, take possession, often make repairs,
market the home, and successfully sell it. Because of the extensive costs and effort
involved, lenders usually consider foreclosures a “last resort.”
The U.S. Department of Housing and Urban Development (HUD) provides a list of
approved housing counselors on their Web site: www.hud.gov.
A HUD-approved housing counseling agency can help you assess your financial
Call a situation and recommend where you can cut costs, enabling you to pay the past
h . due amount, if possible. The counselor can also help you negotiate with your
ousing lender.
lor en . . . . : .
counse The Homeownership Preservation Foundation has a National Assistance Hotline — 1-
888-995-HOPE (888-995-4673) - that provides advice, assistance and support to
help individuals and families who are struggling financially to stay in their homes.
For additional information, visit www.hopenow.com.
. If you cannot afford to pay the entire amount you owe on your loan, discuss a loan
Negotiate a workout arrangement with your loan servicer.
workout This means restructuring the loan in a way that enables you to repay.
Talk to your lender about establishing a new repayment schedule.
This is known as a loan modification, or restructuring of the loan. (If you have an
Explore FHA mortgage loan, this restructuring is known as “loan assignment.”)
X Loan modification is a change in one or more of the mortgage loan terms in order
options to . ,
) to make the monthly payment more affordable given the borrower’s present
stay in your financial situation.
home

These changes may be made on a temporary or permanent basis and could include
changing the loan’s interest rate, monthly payment amount, or time available to
repay.

Leaving your

If your financial circumstances dramatically change, you may not be able to find a
way to afford your loan.

You may find that the best option is not to keep your home.

One option may be a short sale, or pre-foreclosure sale. A lender will typically want
the home’s sale price to repay what you owe on the mortgage, but may accept a

home lesser amount. Don’t sell your home for less than what you owe without talking to
your lender first.
Another option may be a deed-in-lieu of foreclosure. This is when you give your
property back to the lender.
Bankruptcy is a legal process that involves seeking the help of the U.S. Federal
Research Court to release or “discharge” some of your debts and get a fresh start financially.
your Bankruptcy is a serious matter that can have significant, long-lasting
bankruptcy consequences. Bankruptcy law is complicated and changing. It's essential to get
options professional counseling about your options.
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Topic 6—Buying a Home

Lesson Summary

Instructor note:
Summarize this lesson by reviewing these key points with your participants.

Key points from the Protect Your Home Investment lesson:
e Once you're a homeowner, you need to protect your investment by managing your finances effectively,
maintaining your home in good condition, and being prepared to handle unexpected expenses.
e If you find that you are experiencing difficulties paying your mortgage, work directly with your lender to
discuss options. It is important to contact them immediately if you foresee future payment issues.
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Topic 6—Buying a Home

Topic Summary

Instructor note:
Summarize this topic by reviewing these key points with your participants.

Key points from the Buying a Home Topic.

e Before you start house shopping, consider whether homeownership is right for you at this time, and
whether you're really ready to buy.

¢ Ifyou decide you are ready, a good real estate agent can help you step-by-step through the
homebuying process

e Shop for your mortgage before you shop for a home so you know how much home you can buy.

¢ Ifyou're turned down for financing, there are steps you can take to strengthen your financial
picture

e After you're a homeowner, if the value of your home goes up and you pay your mortgage loan down,
you may qualify for a home equity loan or line of credit, giving you more financial flexibility.

e Protect the home you've worked so hard to get. Use your credit wisely, keep on saving, and be a
smart money manager. Get adequate insurance and maintain your property inside and out

Additional Activities

These activities are designed to extend the new concepts presented in the Buying a Home Topic. Use these or
similar activities to give participants an opportunity to apply what they have just learned to real-life scenarios.

1. Collect some flyers from homes that are for sale while you're out and about. Go online and try out some
mortgage calculators to see what your payment would be for these houses. Change the down payment
amount and interest rate to see how the payment changes.

2. Talk with a real estate agent about your preliminary needs. Ask any questions you may have and discuss
locations, pricing, the housing market, etc. Most real estate agents will love to talk to you as you can
become a future client who refers more people!

3. Order your free copy of your credit report from www.annualcredit report.com or one of the three agencies.
Identify any errors or incorrect entry and immediately contact the lender and the credit agency to repair the
error(s).

4. Go to as many open houses as you can. Talk to realtors about the houses, its features and what are average

prices for that specific area.

If you are a homeowner, review your insurance plan to ensure it covers your home and contents.

6. Talk with your banker and get more information on equity loans, lines and options for you as a homeowner.

v
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Topic 6—Buying a Home

Appendix

Library Articles & Additional Topic Resources

Use these library articles as a discussion resource or a takeaway for your participants. Remember, the online
Hand’s on Banking®program has dozens of additional library articles that you can use and distribute for this and
other topics. Visit www.handsonbanking.org to browse all the available articles.
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If the interest rate on your new mortgage loan is lower, your monthly payment also could be less.
Even if you refinance using the same lender that financed your original mortgage, you will go through
closing and pay closing costs again. Still, if the mortgage interest rates are low enough or you need to
take a lump sum of cash out of your home investment, the cost of refinancing may be worth it over
the long term.

If your goal is to get a better rate, refinancing makes sense if you stay in the home long enough to
recover the costs of the new loan. The difference between your current rate and a new, lower rate
doesn’t have to be large for refinancing to make sense financially. Check with your home mortgage
consultant or use an online refinance calculator to help you determine if refinancing would be
worthwhile in your circumstances.

Avoiding foreclosure

If you're a homeowner, you have probably invested a great deal of time and money in the purchase of
your home. It's most likely one of the largest financial investments you'll ever make. You must make
your monthly payment on time or you'll risk losing your home and the money you have invested
through foreclosure. In a foreclosure, the lender becomes the owner of your home and you must
move into other housing. The lender might also pursue you through the courts for money you still
owe on your mortgage loan.

Even the most reliable borrowers sometimes fail to meet every payment on its due date, and it’s
possible that there’s a good reason for a late payment, such as a reduction of earnings or illness in the
family. If you're having problems making your monthly mortgage payments, call your lender
immediately. If you do, you might avoid losing your home through foreclosure.

Take immediate steps to save your home:

e Call or write your lender.
e (Call a housing counseling agency and arrange an appointment.

e Call your HUD or VA office, but only after you've contacted your lender or a counseling agency
and they cannot help you.

e Cooperate fully with whichever source of help you contact.
e Inquire about payment assistance.

e Pay the delinquent amount, if possible.
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Take immediate steps to save your home: (continued)

e Try to negotiate an agreement giving you more time to catch up on overdue payments and
postpone foreclosure — known as a forbearance agreement.

e Talk to your lender about a loan modification (an agreement to establish a new repayment

schedule for your mortgage) or loan assignment, if you have a Federal Housing Authority
(FHA) mortgage.

e Research your bankruptcy options.

We invite you to contact Wells Fargo for further information and assistance. Visit our Web site at
wellsfargo.com or any Wells Fargo store.
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