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Introduction

Question

When you retire, Medicare takes care of what portion of your medical expenses when you retire?
One quarter

One half

Three quarters

Question

When you retire, Social Security benefits can cover what portion of your living expenses?
One quarter

One half

Three quarters

Question
Your life expectancy when you reach age 65 is:
13 years
18 years
23 years

Activity — What you need for retirement

Estimate how much you will need when you retire. Use a simple rule of thumb. Most people will
take out 4% of their retirement fund for annual living expenses. Decide what level of lifestyle you
want when you retire (e.g. $40,000, $60,000, etc.) and divide by 4%.



Unit 1 — Buying Your Home Overview

Question
All the items listed below would most likely go up. Which of them not increase?
a. A rental payment
b. An ARM
c. A fixed rate mortgage payment
d. All the above, equally

Question
When comparing a mortgage payment to a rental payment, which of the following is not
taken into consideration.
a The homeowner’'s equity in the property
b. Whether the mortgage interest rate is fixed or adjustable (can affect rental payment)
c. No consideration of the appreciation of the property
d. The tax deduction for mortgage and none for rental property

Question
The main disadvantage of investing in real estate/property is:
a. Lack of liquidity
b. Consistence and uniformly low returns
c. The upkeep of the real estate/property
d. There is a constantly increasing supply which decreases values

Activity - Rent vs. Buying

Review a sample rental lease agreement.
http://www.buyincomeproperties.com/realestateform/Apartment_Lease.html|
Generate a list of questions and be prepared to discuss in class.

Activity — What can you afford?
How much can you afford in monthly housing expense?

1 your monthly gross income is $

2 now, divide that figure by 3. $

Answer to part 2, represents your estimated affordable monthly housing expense and includes
your monthly real estate tax and home insurance payment (principal & interest)

Compare your actual housing expense to what you can afford.

Monthly net income (include take home pay, dividends, alimony, and etc.) $

Actual housing expenses $

Divide line 2 by line 1 %

How do you compare?



Activity — Calculate debt income ratios

Calculate debt income ratios and determine how much house you can afford:
http://www.ginniemae.gov/2_prequal/intro_questions.asp?Section=YPTH
You can use your estimated earnings when you graduate.

Activity — Do a rent versus buy

Using your personal situation, do a rent versus buy analysis using this calculator
http://www.ginniemae.gov/rent_vs_buy/rent_vs_buy_calc.asp?Section=YPTH

Unit 2 — Six Steps to Buying Your Home

Activity — Review a Credit Report
Check out the following websites and review what is contained in a credit report:

http://www.experian.com/credit_report_basics/pdf/samplecreditreport.pdf

The Canadian government has an excellent explanation of credit reports. http://www.fcac-
acfc.gc.ca/eng/publications/CreditReportScore/CreditReportScoreTOC-eng.asp. Review the two
sample credit reports provided.

The San Francisco Federal Reserve has information on credit reports.
http://www.frbsf.org/publications/consumer/creditreport.html

Question:
You are in your second marriage, have decided to buy a house with your spouse, and want to
leave your share of the house to your children. How should you hold title:

a) Joint tenancy
b) Tenancy by the entirety
c) Tenancy in common

Question:
You are just married and want to leave your house to your wife. How should you hold title?

a) Joint tenancy

b) Tenancy by the entirety
¢) Tenancy in common

Using the Worksheet for Finding a Home, select your needs and wants for your dream home.

Worksheet for Finding a Home
(Adapted from HUD form)

What part of town do you want to live in? Specific all neighborhoods that are acceptable to you:

What price range do you want to consider? Minimum Maximum



http://www.ginniemae.gov/2_prequal/intro_questions.asp?Section=YPTH
http://www.ginniemae.gov/rent_vs_buy/rent_vs_buy_calc.asp?Section=YPTH

Are schools a factor? List schools that are preferable to you:
What age house do you want? Minimum Maximum

What style house do you want? List all that are acceptable to you:

How much renovation are you willing to do?

Do you have to be close to public transportation?

Do you have to be close to highway?

Do you have to be close to hospital?

Are there any specific needs such as wheelchair or other access?

Do you have animals that require special facilities?

List exterior requirements: (Mark A for “must have” and B for “like to have”)
Acreage

Small yard

Fenced yard

Garage

Carport

Patio/deck

Pool

Outdoor spa

Extra parking

Other buildings (storage, workshop, barn, etc.)
Special view

Close to lake

List interior requirements: (Mark A for “must have” and B for “like to have”)
Square footage
Eat-in kitchen
Number of bedrooms
Number of baths
Separate dining room
Formal living room
Family room

Great room

Den or library
Basement

Air conditioning

Type of flooring
Laundry room
Fireplace

Workshop

No interior steps
In-law apartment
Spa in bathroom
Lots of windows
Cable




Access to broadband

List community requirements: (Mark A for “must have” and B for “like to have”)
Community pool

Golf course

Basketball court

Tennis courts

Other requirements

Activity —

Review a purchase agreement

Check out a sample purchase agreement
http://www.buyincomeproperties.com/html/ContractToPurchaseLong.html.

Question
Inapurchaseandsaleagr eement, the saying, —Time is of the
a. the sellerisin a hurry to sell the property
b. the broker’'s commission must be paid before
c. the purchase & sale agreement provisions must be performed on or before the
specified dates
d. only the buyer needs to be concern with contingencies dates
Question

The closing date specified in the purchase and sale agreement

aoow

Question

is an estimation of time and is highly unrealistic

can be changed by the realtor only, no other signatures are required
should take into consideration all contingencies dates

can be changed; however all parties must agree and sign

3A seller receives an offer by a home buyer and counter offer. The initial contract is void, and the
buyer does not have to accept the counteroffer.

T

=

Activity —

HUD Settlement Statement

After studying the completed Settlement Statement (provided by instructor), Complete one of your
own from the information and forms provided.

For more detail instruction see:
www.dfi.wa.gov/consumers/education/home_loan/home_loan_files/HUD.pdf

for blank settlement statement, visit www.homebuying.about.com/library/bl/nhud1.htm?p=1

Question

On a settlement statement, the purchase price should be listed as:
a. A debit to the buyer
b. A debit to the seller

ess

c |
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http://www.dfi.wa.gov/consumers/education/home_loan/home_loan_files/HUD.pdf

c. BothA&B
d. Neither A or B
Question
What happens to the buyer’'s earnest money deposit
a. Debit on the &ugredist son the seller’ s si
b. Credit on the buyer’s side & not |isted
c. Credit on the seller’s side & not | st
d Debit on both the buyer’s side and on th
Question

Go to the sample HUD Settlement Statement

http://www.mbh.com/library/downloads/MBH HUDJ1.pdf

Answer the following questions:

Who is paying the realtor commissions?

Where is your earnest money accounted for?

What will be the principal amount of your mortgage?

How much cash does the buyer have to come up with at closing?

What are the total dollar value of the points on the mortgage?

What house expenses have to be divided between seller and buyer for at closing?
What other expenses are incurred?

Assignment — Buy a House

1.

2.

Determine whether it makes sense for you to buy or rent. Go to www.ginniemae.gov and
use their rent versus buy calculator.

Determine how much house you can afford. Use the affordability calculator at
Www.ginniemae.gov.

Determine what type of mortgage you should get (variable versus fixed, 30-year versus
15-year, how many points versus the rate, etc.) Using current interest rates, what your
monthly mortgage payments will be? (www.ginnie.mae has a loan calculator)

Go to the National Realtors Association website www.realtor.com. Do research on your
local area. Select a community you want to buy in. Make sure you look at all the criteria
that are important to you (close to work, good schools, low crime, local parks, noise
levels, etc.). Go to a broker website, choose a local one from your newspaper or select a
national broker like www.century21.com. Then select a house in your price range.
Research and list the following expenses: property taxes (should be on the listing),
insurance (Do research on the type of coverage. Consider flood, earthquake or other
coverage, if appropriate.), utilities (What kind of heating system does the house have?
How much will that cost you?), and maintenance (Consider how old the house is and how
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http://www.ginniemae.gov/
http://www.ginniemae.gov/
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http://www.century21.com/
http://www.century21.com/

much work you will do to maintain it.) Compare your results to the results given by Ginnie
Mae.

Activity — Case study on buying a house

CASE STUDY

Mr. and Mrs. Lee Buys a Home

Follow the six step buying process and determine what Mr. and Mrs. Lee need to consider in
purchasing a home. All analysis must be included in your written presentation.

1 Mr. and Mrs. Lee are relocating to Seattle Washington from Houston Texas. They have
three children: ages 13, 5, and 15. They want a 4 bedroom homes with a minimum of 3
baths.

1 Mrs. Lee’ soncerns are schools, shopping, and community activity for the children to
participate in. She wants to live in suburban area. They are moving from a 3200 sq feet
home on 1.5 acres; which just sold for $250,000 so they have a down payment of
$50,000.

1 Mr. Lee concern is the distance from his job site to his home. He also likes to work on
small projects in the garage. A shop will be ideal.

1 Their joint income is $150,000 per year.

1 Debts: $30,000 on two cars, $15,000 in credit card, rental home with outstanding
mortgage of $35,000. Total debt payments are $2000 per month.

Unit 3 - Mortgages

Question

A debt-to-income ratio of 28/36 refers to:

a) the percent of your monthly income after tax put to debt

b) the percent of your loan payments put to mortgage payment

¢) the percent of your gross monthly income put to housing expenses and other loan payments
d) the percent of your mortgage payments put to other loan payments

Question
Which payments are included in the first number in the debt —to-income ratio?
Auto loan payments



Student loan payments
Personal loan payments
Mortgage payments
Alimony paid out

Real estate taxes
Home insurance

Question

Which payments are included in the second number in the debt —to-income ratio?
Auto loan payments

Student loan payments

Personal loan payments

Mortgage payments

Alimony paid out

Real estate taxes

Home insurance

Question
Your gross household income is $60,000. Using the 28/36 debt to income ratio. How much
mortgage can you afford? Assume housing expenses other than mortgage is $400 per month.

Question
True or False

Going to one lender is enough when you want to get a mortgage.

A mortgage broker is not obligated to get the best deal for you.



l't’s not i mportagowu’'te keawi wgetwheh a | ender or a mor

Question

What do the following do to your finance charges in a mortgage? Indicate whether it makes the
charges higher or lower.

Higher down payment

30-year term as compared to 15-year term

3 points as compared to 1 point

Question
When is it good to use an adjustable-rate mortgage over a fixed-rate mortgage?



Question
A lender is advertising 5% mortgages with an APR of 5.2%. How is the noted (nominal) rate
different from the APR? Which should be used to evaluate a mortgage?

Question

Monthly Payment - $100,000 - 30 years

|

14% :
12% :
10% |
|

8% |

|
6% |

|

|

|

|

|

|

: |
|

|

|

|

4% |

$0.00 $200.00 $400.00 $600.00 $800.00 5$1,000.00 $1,200.00 51,400.00

You have an adjustable-rate mortgage that resets after a year. The rate is set at 2% above the
90-day treasury bill. When you assumed the mortgage a year ago, you were given the rate of
4.97%. The treasury bill rate is 5.03%. What will your rate be changed to? What increase will you
see in your monthly payments?

Question
You are comparing two mortgage lenders for a $200,000 mortgage. The first is offering a 5.75
rate with 3 points, while the second is offering 6.00% with 1 point. Which is the better deal?



You have to do an APR calculation on this one to determine which is the better deal. Go to:
http://www.dinkytown.net/java/MortgageApr.html and input the numbers. The 6% with 1 point
wins by a hair.

Question

The local newspaper had these rates for 30-year fixed rate mortgages with 20 percent down.
Using an APR calculator determine http://www.dinkytown.net/java/MortgageApr.html determine
what the APRs are for each decide which is the best deal.

Company Interest rate Points APR
A 5.75 0

B 5.875 1

C 4.875 5.875

D 5.25 2.875

Question

The following is data for a loan of $200,000 for an adjustable rate mortgage that is fixed for the
next five years and then resets (interest rate adjusted based on going rate) ever year after that.
The cap on the increase for the first year is noted and each additional year plus the maximum for
the loan. For each determine what is the maximum rate each can charge on the loan

Caps on Increase
First Add.
Rate Year Year Maximum
US Bank 5.5 2 2 6
Seattle Bank 4.5 5 2 5
Wells Fargo 4.5 2 2 5



http://www.dinkytown.net/java/MortgageApr.html
http://www.dinkytown.net/java/MortgageApr.html
http://www.dinkytown.net/java/MortgageApr.html

Assignment: Buying a house

Go to zillow.com. ldentify a house that you want to buy. The sky is the limit.

Find at least two mortgage rates on the internet. Estimate the other closing costs. Assume a
reasonable down payment.

Cost of house

Broker's fee (

Home inspection fee

Title search and insurance

At t osfeeey’

Other closing fees

TOTAL

Mortgage (Select two from any internet site (e.g. bankrate.com) and compare). Vary the down
payment and vary the term to determine the effect on the monthly payment.

Use the calculators at Freddie Mac:
http://www.freddiemac.com/corporate/buyown/english/calcs_tools/

Mortgage 1 Mortgage 2 Mortgage 1A Mortgage 2A

Down payment

Loan Amount
(Total minus
down payment)

Fees

Term (15-year,
20-year, 30-
year)

APR

Monthly
Payment

Reflect on what you should do when you actually buy a house.

Unit 4 — Home Equity or Line of Credit

Question
When obtaining a home equity line of credit, are the costs included in the APRs?

Question

You have a home equity loan for $50,000 that resets every year based on the prime rate and a
15-year term. It is calculated by adding 3% to the rate. Using the calculator on
www.bankrate.com, find your monthly payment on the following years:



http://www.bankrate.com/

Year Prime rate Home equity loan rate Monthly Payment
2004
2001
2006
How high can your variable rate go?
Prime rate
25.00
20.00
15.00 Ju r‘\
: /\
S | T\ N
g 10.00 L / a
S \.\ / \A \\ / ——\_/ Van
U\/ "’\J‘, = /
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Source: Federal Reserve
Question

Explain the differences between the HECM and private reverse mortgage.

1 Federal insurance
M Size of loan
1 Costs




Unit 5 — Investing in Real Estate

Activity — Evaluate real estate funds

The following are exchange-traded funds that invest in real estate based on various indices:

Fund Ticker
Cohen and Steers ICF
Dow Jones IYR
Wilshire RWR
Vanguard VNQ

Go to www.morningstar.com and compare these real estate funds to other types of investments.

Forms

Real Estate Consultant Check List

Your Real Estate Consultant Realtor 1 Realtor 2 Realtor 3

Knowledgeable of the area where
you want to buy

Experienced (Years in business
and number of homes sold)

Resourceful (Was able to provide
accurate information sources)

Company reputable

Professional and accessible
(Returns calls and easy to make
an appointment with )

Good communication skills
(Answers all questions
thoroughly)

Fees charged



http://www.morningstar.com/

Worksheet for Finding a Home

Worksheet for Finding a Home
(Adapted from HUD form)

What part of town do you want to live in? Specific all neighborhoods that are acceptable to you:

What price range do you want to consider? Minimum Maximum

Are schools a factor? List schools that are preferable to you:
What age house do you want? Minimum Maximum

What style house do you want? List all that are acceptable to you:

How much renovation are you willing to do?

Do you have to be close to public transportation?

Do you have to be close to highway?

Do you have to be close to hospital?

Are there any specific needs such as wheelchair or other access?

Do you have animals that require special facilities?

List exterior requirements: (Mark A for “must have” and B for “like to have”)
Acreage

Small yard

Fenced yard

Garage

Carport

Patio/deck

Pool

Outdoor spa

Extra parking

Other buildings (storage, workshop, barn, etc.)
Special view

Close to lake

List interior requirements: (Mark A for “must have” and B for “like to have”)
Square footage

Eat-in kitchen

Number of bedrooms

Number of baths

Separate dining room

Formal living room

Family room

Great room

Den or library




Basement

Air conditioning
Type of flooring
Laundry room
Fireplace
Workshop

No interior steps
In-law apartment
Spa in bathroom
Lots of windows
Cable

Access to broadband

List community requirements: (Mark A for “must have” and B for “like to have”)
Community pool

Golf course

Basketball court

Tennis courts

Other requirements

House Check List

 Feature | Value and notes  Good | Average Poor
Square footage

Number of bedrooms

Number of baths

Floorplan

Interior walls

Closet/storage

Basement

Fireplace

Cable/lnternet

Dampness

Exterior

Lawn/yard

Fence

Patio/deck

Garage

Energy efficient

Screens, storm

Roof (age)

Gutters

Neighborhood

Nearby homes

Traffic

Noise

Safety/Security

Mix of neighbors

Number of children

Pet restrictions

Parking

Zoning restrictions




Neighborhood restrictions

Fire protection

Police

Snow removal

Garbage service

Schools

Age/condition

Reputation

Quality of teachers

Test scores

Funding

Curriculum

Class size

Busing distance

Accessibility

Supermarket

Work

Shopping

Child care

Hospitals

Doctor/dentist

Parks

Restaurants

Place of worship

Airport

Mortgage Shopping Worksheet
(From the Federal Reserve)

Name of Lender:

Name of Contact:

Date of Contact:

Mortgage Amount:

mortgage 1 /mortgage 2 mortgage 1 ' mortgage 2

Basic Information on the Loans
Type of Mortgage: fixed rate,

adjustable rate, conventional, FHA, |— — — —
other? If adjustable, see below




Minimum down payment required

Loan term (length of loan)

Contract interest rate

Annual percentage rate (APR)

Points (may be called loan discount
points)

Monthly Private Mortgage
Insurance (PMI) premiums

How long must you keep PMI?

Estimated monthly escrow for taxes
and hazard insurance

Estimated monthly payment
(Principal, Interest, Taxes,
Insurance, PMI)

Fees

Different institutions may have
different names for some fees and
may charge different fees. We have
listed some typical fees you may
see on loan documents.

Application fee or Loan processing
fee

Origination fee or Underwriting fee

Lender fee or Funding fee

Appraisal fee

Attorney fees

Document preparation and
recording fees

Broker fees (may be quoted as
points, origination fees, or interest
rate add-on)

Credit report fee

Other fees

Other Costs at

Closing/Settlement

Title search/Title insurance
For lender

For you




Estimated prepaid amounts for
interest, taxes, hazard insurance,
payments to escrow

State and local taxes, stamp taxes,
transfer taxes

Flood determination

Prepaid Private Mortgage
Insurance (PMI)

Surveys and home inspections

Total Fees and Other
Closing/Settlement Cost
Estimates

Name of Lender:

mortgage 1

mortgage 2

mortgage 1

mortgage 2

Other Questions and
Considerations about the Loan
Are any of the fees or costs
waivable?

Prepayment penalties
Is there a prepayment penalty?

If so, how much is it?

How long does the penalty period
last? (for example, 3 years? 5
years?)

Are extra principal payments
allowed?

Lock-ins
Is the lock-in agreement in writing?

Is there a fee to lock-in?

When does the lock-in occur—at
application, approval, or another
time?

How long will the lock-in last?

If the rate drops before closing, can
you lock-in at a lower rate?

If the loan is an adjustable rate
mortgage:
What is the initial rate?




What is the maximum the rate
could be next year?

What are the rate and payment
caps each year and over the life of
the loan?

What is the frequency of rate
change and of any changes to the
monthly payment?

What is the index that the lender
will use?

What margin will the lender add to
the index?

Credit life insurance

Does the monthly amount quoted to
you include a charge for credit life
insurance?

If so, does the lender require credit
life insurance as a condition of the
loan?

How much does the credit life
insurance cost?

How much lower would your
monthly payment be without the
credit life insurance?

If the lender does not require credit
life insurance, and you still want to
buy it, what rates can you get from
other insurance providers?




