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Welcome

The Resource Guide to Home Buying
and Selling

Consider this booklet your introduction to the world of Real Estate. It's an exciting
world that you entered the moment you decided to buy or sell a home. It’s also a world
that includes terms, forms and documents that you may not have encountered before.

That's why you have a real estate professional to guide you through the process. And
why we've put together The Resource Guide to help make your journey through the
process even easier.

If you have specific questions about your transaction feel free to contact your real
estate agent.
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Advantages of Home Ownership

If you are planning to buy a home, you probably have good reasons in mind ranging from the
purely personal to the very practical.

A Place of Your Own

Your home is your castle as the old saying goes. A home is a place that you can call your own.
Perhaps you are ready to settle down in your community, and want the feeling of permanence
and involvement that comes with owning your own home. Perhaps you need more space in
which to raise a family. Maybe you want more freedom than you have in a rental unit to adapt
your living space to suit your individual taste and needs.

Financial Incentives
For many people the motivation for home ownership is primarily financial. Owning your own
home is a first-rate investment for a number of reasons:

Scheduled Savings: \When you buy a house, your monthly mortgage payments serve as
a type of scheduled savings plan. Over time you gradually accumulate what lenders call
“equity”. This is an ownership interest in the property that you can often borrow against,
or convert into cash by selling the house. In contrast, renters must continue paying rent to
a landlord for as long as they rent, but without the opportunity to build equity.

Stable Housing Costs: Another advantage of home ownership is that while rents typically
increase year after year, the principal and interest portion of most mortgage payments remains
unchanged throughout the entire repayment period (typically 30 years). In fact, because of the
effect of inflation, over the years you pay the same amount but with ever “cheaper” dollars.

Increased Value: Houses typically increase in value, or “appreciate” over time. It's not unusual
to find a house that sold for $50,000 fifteen years ago to be valued at much more than that
amount today. This increased value is as good as money in the bank to the homeowner.

Tax Benefits: Homeowners also get significant tax breaks that are not available to renters.
Most importantly, the interest paid on a home mortgage is usually deductible. This factor alone
can save you a substantial amount each year in federal income taxes.



) Question & Answer Guide

What is an escrow?

When opening an escrow the Buyer and Seller of a piece of property establish terms and
conditions for the transfer of ownership of that property. These terms and conditions are
given to a third party know as the Escrow Holder. The Escrow Holder has the responsibility of
seeing that the terms of the escrow are carried out. The escrow is an independent neutral

account and the vehicle by which the mutual instructions of all parties to the transaction are

complied with.

How does the escrow process work?

The escrow is a depository for all monies, instructions, and documents necessary for the
purchase of your home. These include your funds for down payment, your lender’s funds,
and documents for the new loan. Generally, the Buyer deposits a down payment with the
Escrow Holder, and the Seller deposits the deed and any other necessary papers with the
Escrow Holder. Prior to close of escrow, the Buyer deposits the funds required and agreed
upon by the parties to the sale with the Escrow Holder. The buyer instructs the Escrow Holder
to deliver monies to the Seller when the Escrow Holder:

1) Records the deed, and

2) Delivers to the Buyer a policy of title insurance which shows title to the property
vested in the name of the Buyer.

The Escrow Holder is authorized to deliver the deed to the buyer when the Buyer has
deposited the agreed-upon purchase price and fulfilled any other conditions specified in the
escrow instructions. The Escrow Holder handles the prorations and adjustments on any
fire/hazard insurance, real estate taxes, rents, interest, etc., based on the escrow instructions
of both parties.

The Escrow Holder thus acts for both parties and protects the interests of each within the
authority of the escrow instructions. Escrow cannot be completed until the instructions have
been satisfied and all parties have signed escrow documents. The Escrow Holder takes the
instructions based on the terms of the Purchase Agreement and the Lender’s requirements.

How do | open an escrow?

The Buyer's Real Estate Agent will open the escrow for you. As soon as you execute your
Purchase Agreement. Your agent will place your initial deposit into an escrow account.
Escrow instructions define all the conditions that must occur before the transaction can be
finalized. Your escrow instructions represent your written statement to the Escrow Holder,
and they also provide title insurance protection for your home.



How long is an escrow?
The length of an escrow is determined by the terms of the Purchase Agreement, and can range from
a few days to several months. An escrow averages 30 to 60 days.

What is “close of escrow”?

An escrow closing is the culmination of the transaction. It signifies legal transfer of title from the
Seller to the Buyer. Usually, the Grant Deed and Deed of Trust are recorded within one working day of
the Escrow Holder’s receipt of loan funds. This completes the transaction and signifies the close of
escrow.” Once all the conditions of the escrow have been satisfied, the Escrow Officer informs you of
the date of escrow will close and takes care of the technical and financial details.

What information will | have to provide?

Statement of identity: You will be asked to complete a statement of identity as part of the necessary
paperwork. Due to the fact that many people have the same name; the statement of identity is used
to identify the specific person in the transaction through such information as the date of birth, social
security number, etc. This information is kept confidential.

Information that the Buyer needs to provide

Lender information: Provide the Escrow Holder with the name, address, and phone number of your
Lender as soon as possible after opening escrow.

Hazard/fire insurance: If you are purchasing a single family, detached home or a townhome, be
sure to order your hazard/fire insurance once your loan has been approved. You should immediately
begin looking for an agent; not all companies can write fire/hazard insurance. Then, call your Escrow
Holder with the Insurance Agent’s name and phone number so that he/she can make sure the policy
complies with your Lender’s requirements. You must have your insurance in place before the Lender
will fund money to the title company. If you do not have an Insurance Agent, your Real Estate Agent
can help you.

Title to home: Decide how you wish to hold title to your home. The Escrow Holder will need this
information in order to prepare the Grant Deed. We suggest you consult an attorney, tax consultant,
or other qualified professional before you decide. Check the chart in this booklet showing common
ways of holding title/vesting to help you understand. Your Lender also needs this information to
prepare loan documents.

When do | sign loan documents?: Generally, your escrow instructions will be mailed to you. Your
Escrow Officer or Real Estate Agent will contact you to make an appointment for you to sign your
final loan papers. At this time, the Escrow holder will also tell you the amount of money you will need
(in addition to your loan funds) to purchase your new home. Your loan funds will be sent directly to
the Title or Escrow Holder by the Lender.



Lender’s requirements: Make sure you are aware of your lender’s requirements and that you have
satisfied those requirements before you come to the escrow company to sign your papers. Your Loan
Officer or Real Estate Agent can assist you.

How does the loan process work?

Your real estate agent can provide you with current financing information to help you in selecting a
Lender. The Lender might be a bank, savings and loan, or a mortgage company. You will be required
to complete a loan application which will require personal and financial information.

What happens after | submit the loan application?
The Lender will begin the qualification process. This includes verification of the information submitted
on the application and appraisal of the value of the property.

The Lender will require that you obtain hazard/fire insurance if you are purchasing a detached home.
However, if you are buying a condominium of town house there may already be a master hazard
policy. Check with your Real Estate Agent. Also, check with your Insurance Agent for additional
coverage for your personal property. The Lender will also require that you obtain title insurance, and
may have other requirements that will need your attention prior to the close of escrow. Your Real
Estate Agent can help you take care of these requirements well in advance.

When the loan is approved, what’s next?

When your loan is approved and the loan documents are sent to the Escrow Holder handling your
transaction; the Escrow Holder will prepare an estimated closing statement which specifics in debit
and credit format the disposition of your purchase funds.

How will | know where my money has gone?

Written evidence of your deposit is generally included in your copy of the Purchase Agreement
(sometimes called an Agreement to Purchase and Receipt for Deposit). Then your funds will be
deposited in a separate escrow or trust account and processed through a local bank.

What's the next step after I've signed the closing loan documents?

After you have signed all the necessary instructions and documents, the Escrow Holder will return
them to the Lender for a final review The review usually occurs within a few days. After the review
is completed, the Lender is ready to fund your loan and inform the Escrow Holder.

When will | receive the deed?

The original deed to your home will be mailed directly to you at your new home by the county
recorder’s office. This service takes several weeks, and sometimes longer depending on the county
recorder’s volume.



What do | need to do before my appointment to sign loan documents?

Identification: Please bring either your valid state identification card, driver’s license or
passport with you to the escrow company. These items are needed to verify your identity by
a notary public. It is routine, but necessary step for your protection.

Cashier’s check: Obtain a cashier’s check made payable to your escrow company in the amount
indicated to you by your Escrow Officer. A personal check may delay the closing since Escrow and
Title Companies are required by law to have “good funds” (the check must have cleared before
disbursing funds from escrow). Wired funds are another method of expediting your closing.

Information that the Home Seller needs to know

What do | need to do before my appointment to sign the deed?

All parties signing the documents must bring proper identification. Please bring either your valid
driver’s license, state identification card, or current passport with you to the escrow company.
This is needed to verify your identity by a notary public. It is a routine, but necessary step for your
protection. Your Lender also needs this information to prepare loan documents.

When do | sign escrow instructions and where do | do this?
Generally your escrow instructions are mailed to you.

Do | continue to pay my monthly mortgage payment?
Yes. Your mortgage payment(s) must be kept current throughout the course of the escrow
transaction. If the payments are not kept current, the Lender(s) will assess and collect late charge(s).

When and where do | get my final proceeds check?

The proceeds check is disbursed upon close of escrow. This is when the escrow officer is able to verify
with the County Records Office that the documents have recorded and legal transfer has occurred.
The proceeds check can then be delivered to your Real Estate Agent, picked up from your Escrow
Officer, mailed to you or wired directly to your account.



(> The Escrow Process

You may have already heard phrases such as “the house fell out of escrow”, or “we're
waiting for escrow to close.” So just what is escrow anyway? And what does it mean to a
home buyer or seller?

Simply stated, escrow is the involvement of an impartial third party in a real estate transaction.
This neutral third party acts as an intermediary between the buyer and seller, and also collects
and remits funds as instructed. Buyer’s funds are deposited with the escrow company, which
then remits to the seller on the buyer’s behalf. The basic concept of escrow is to ensure that
both the buyer and the seller are protected during any real property transaction. Not only
is "escrow” the concept of a third party receiving and disbursing funds, but it also includes
other valuable transaction services. In order to facilitate the transfer of property from one
owner to another, the best escrow companies will:

e Prepare, review and/or revise escrow instructions.

e Determine the legal ownership and status of the property through a “title search”.
e Request a beneficiary’s statement if a debt is to be assumed by the buyer.

e Confirm that the buyer is “qualified” and meets the lender’s requirements.

e Confirm property meets requirements imposed by the lender and/or buyer.

e Prorate all related financial matters (e.g., taxes, insurance) involved in the ownership
transfer.

e Ensure all legal documentation is complete, including recording deed.

e Comply with time limits imposed in instructions.

e “Close” escrow when all instructions (buyers, seller's and lender’s) have been fulfilled.

e Disburse funds as instructed, including all related fees (title fees, commissions if any
payoffs, etc.)

e Prepare final statement for all concerned parties

Escrows in California are performed by banks, savings & loans and title companies as well as
independent escrow firms which are licensed by the state of California, and their records are
open to inspection by the Corporation Commissioner. In addition, escrow companies furnish
the state with annual audits of their books, and all escrow funds must be kept in trust
accounts. Thus, the state helps ensure that escrow companies are properly managed and
truly act as impartial parties to any real property transaction.

Escrow companies are generally held liable if any instructions are violated during the course
of an escrow. No changes may be made to any escrow instructions if changing them would
be detrimental to any party involved. It is possible to change instructions once a property has



“entered escrow,” however, but only by mutual agreement. Finally, all escrows have clearly defined
time limits. If, for some reason, all instructions cannot be carried out by the end of the time limit, all
parities involved are entitled to the return of documents, fees, funds and other related materials. They
also may mutually agree to extend the time period by changing the instructions.

The term “escrow” has come to mean “neutral protection” for the seller, the lender and the buyer.
All parties involved in the transfer of real property are impartially protected during the transaction,
and are serviced by professionals intent on ensuring a smooth, trouble-free sale. Look for an escrow
company that clearly defines its services, and which lists all fees and charges “up front”.

Escrow is an indispensable necessity in today’s marketplace. If you need further explanations during
the process, always consult your escrow officer. The escrow company is, indeed, a neutral third party,
and its job is to make sure all sale conditions are met quickly and efficiently.

Choosing your escrow company

Ideally, you should ask your real estate agent to recommend two or three different escrow companies.
Then you would choose. If you don't have an agent, you'll find escrow companies listed in the yellow
pages of your phone book under either Real Estate Escrow or Real Estate Title Insurance.

In most cases, escrow companies work together with title insurance companies so you can kill two
birds with one stone by selecting both the escrow and the title insurance company at the same time.
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Why Do | Need Title Insurance?

A Real Estate purchase is the single most important investment many people make in their
lives. “The Title” or how you take ownership is insured with Title Insurance. The purpose of
a Title Insurance policy is to protect the new owners interest in the property from things that
happened in the past of which the new owners would have no knowledge without a title
search. Problems with Title can limit your use and enjoyment of real estate, and have
negative financial consequences.

Title Insurance begins with a search of the public records for matters affecting both the
property and the individuals concerned. If a discrepancy is found, the history or “chain’ of
ownership is further reviewed.

Some examples of what could be disclosed in a search are:

e Qutstanding mortgages, deeds of trust, judgments, or tax liens;

e Deeds, wills, and trusts that contain improper vesting, incorrect names or incorrect
legal descriptions,

e Incorrect notary acknowledgments;
e Easements, CC&R’s, and Rights of other parties.

Even with all the expertise that goes into a title search and examination, hidden defects can
emerge after the close of escrow causing unpleasant and costly surprises.

Examples:

e Previously undisclosed heirs with claims against the property.
e Forged deed that purport to affect said land.

e Mistakes in the public records including erroneous legal descriptions or misspelling of
parties names.

Title Insurance gives you the security and protection against many title issues and the
potential loss of your most valuable asset, your home.

Definition of Title Insurance: “Title Insurance means insuring, guaranteeing or
indemnifying owners of real or personal property or the holders of liens or encumbrances
thereon or others interest therein against loss or damage suffered by reason of: a) Liens or
encumbrances on, or defects in the title to said property; b) Invalidity or unenforceability of
any liens or encumbrances thereon; or c) Incorrectness of searches relating to the title to
real or personal property.”



What is Involved in Issuing a Title Policy?

Escrow Office opens title order with the title company.

Customer Service verifies legal and vesting & sends to escrow.

Title order goes to searching at title plant.

Property information is searched and required documents are printed
Recorded documents are examined & preliminary title report is written.

Word Processing Department types preliminary title reports & enters information into a
computer for future retrieval.

Messenger service delivers preliminary title report to escrow company & lender.

New document/demands & statement of information are submitted to title officer
by escrow

Title officer reviews new information.
Upon loan approval new lender funds loan.
Escrow officer sends title all documents necessary to record the sale or refinance.

Escrow officer sets up recording with title unit and gives title the dollar figure to
expect from new lender

Preliminary Title Report and documents are reviewed for any last minute changes and
accuracy.

Property is checked for tax payments and any newly recorded items that may effect
the transfer of title and/or loss of priority.

Documents record at the County Clerk-Recorder’s office
Title officer writes the title policies.
Old loans are paid off & proceeds (if any) sent to escrow

Buyer & Lenders title policies are typed & sent out

12



How to Read a Preliminary Title Report

After months of searching, you've finally found it - your perfect dream home. But is it
perfect? Will you be purchasing more than just a beautiful home? Will you also be acquiring
liens placed on the property by prior owners? Have documents been recorded that will
restrict your use of the property?

The preliminary report will provide you with the opportunity, prior to purchase, to review
matters affecting your property which will be excluded from coverage under your title
insurance policy unless removed or eliminated before your purchase. To help you better
understand this often bewildering subject, the California Land Title Association has answers
to some of the questions most commonly asked about preliminary reports.

Q. What is a Preliminary Report?

A. A preliminary report is a report prepared prior to issuing a policy of title insurance that
shows the ownership of a specific parcel of land, together with the liens and encumbrances
thereon which will not be covered under a subsequent title insurance policy.

Q. What role does a Preliminary Report play in the real estate process?
A. A preliminary report contains the conditions under which the title company will issue a
particular type of title insurance policy.

The preliminary report lists, in advance of purchase, title defects, liens and encumbrances
which would be excluded from coverage if the requested title insurance policy were to
be issued as of the date of the preliminary report. The report may then be reviewed and
discussed by the parties to a real estate transaction and their agents.

Thus, a preliminary report provides the opportunity to seek the removal of items referenced
in the report which are objectionable to the buyer prior to purchase.

Q. When and how is the Preliminary Report produced?
A. Shortly after escrow is opened, an order will be placed with the title company that will
then begin the process involved in producing the report.

This process calls for the assembly and review of certain recorded matters relative to both
the property and the parties to the transaction. Examples of recorded matters include a deed
of trust recorded against the property or a lien recorded against the buyer or seller for
an unpaid court award or unpaid taxes. These recorded matters are listed numerically as
“exceptions” in the preliminary report. They will remain exceptions from title insurance
coverage unless eliminated or released prior to the transfer of title.

13



Q. What should I look for when reading my Preliminary Report?

A. You will be interested, primarily, in the extent of your ownership rights. This means you will want
to review the ownership interest in the property you will be buying as well as any claims, restrictions
or interests of other people involving the property.

The report will note in a statement of vesting the degree, quantity, nature and extent of the owner’s
interest in the real property. The most common form of interest is “fee simple” or “fee” which is the,
highest type of interest an owner can have in land.

Liens restrictions and interests of others which are being excluded from coverage will be listed
numerically as “’exceptions” in the preliminary report. These may be claims by creditors who have
liens or liens for payment of taxes or assessments. There may also be recorded restrictions which have
been placed in a prior deed or contained in what are termed CC&Rs conditions and restrictions.
Finally, interests of third parties are not uncommon and may include easements given by a prior
owner which limit your use of the property. When you buy property you may not wish to have these
claims or restrictions on your property. Instead, you may want to clear the unwanted items prior to
purchase.

In addition to the limitations noted above, a printed list of standard exceptions and exclusions listing
items not covered by your title insurance policy may be attached as an exhibit item to your report.
Unlike the numbered exclusions, which are specific to the property you are buying, these are standard
exceptions and exclusions appearing in title insurance policies. The review of this section is important,
as it sets forth matters which will not be covered under your title insurance policy, but which you may
wish to investigate, such as governmental laws or regulations governing building and zoning.

Q. Will the Preliminary Report disclose the complete condition of the title to
a property?

A. No. It is important to note that the preliminary report is not a written representation as to the
condition of title and may not list all liens, defects, and encumbrances affecting title to the land, but
merely report the current ownership and matters that the title company will exclude from coverage if
a title insurance policy should later be issued.

Q. Is a Preliminary Report the same thing as title insurance?

A. Definitely not. A preliminary report is an offer to insure, it is not a report of a complete history
of recorded documents relating to the property. A preliminary report is a statement of terms and
conditions of the offer to issue a title insurance policy, not a representation as to the condition

of title.

These distinctions are important for the following reasons: first, no contract or liability exists until the

title insurance policy is issued; second the title insurance policy is issued to a particular insured person
and others cannot claim the benefit of the policy

14



Q. Can | be protected against title risks prior to the close of the real estate
transaction?

A. Yes, you can. Title companies can protect your interest through the issuance of “binders” and
“commitments.”

A binder is an agreement to issue insurance giving temporary coverage until such time as a formal
policy is issued. A commitment is a title insurer's contractual obligation to insure title to real property
once its stated requirements have been met. Discuss with your title insurer the best means to protect
your interests.

Q. How do | go about clearing unwanted liens and encumbrances?

A. You will wish to carefully review the preliminary report, Should the title to the property be clouded,
you and your agents will work with the seller and the seller's agents to clear the unwanted liens and
encumbrances prior to taking title.

Q. Who can | turn to for further information regarding Preliminary Reports?
A. Your real estate agent and your attorney, should you choose to use one, will help explain the
preliminary report to you. Your escrow and title company can also be helpful sources.

Conclusion: In a business that is directed at risk elimination, the efforts leading to the production
of the preliminary report, which is designed to facilitate the issuance of a policy of title insurance, is

perhaps the most important function undertaken.

Reprinted with permission from the California Land Title Association.
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() 29 Covered Risks for Homeowners

Someone else owns an interest in Your Title.

Someone else has an easement on the Land.
Someone else has a right to limit your use of the Land.
Your title is defective.

Any of Covered Risks 1 through 6 occurring after Policy Date.

© N o v A~ WN =

Someone else has a lien on Your Title, including a:
a. Mortgage
b. Judgment, state or federal tax lien or special assessment;

c. Charge by a homeowner's or condominium association; or

d. Lien occurring before or after the Policy Date, for labor and material furnished

before the Policy Date.

9. Someone else has an encumbrance on Your Title.

10. Someone else claims to have rights affecting Your Title arising out of fraud, duress,

incompetence or incapacity.

Someone else has rights affecting Your Title arising out of leases, contracts or options.

Someone else claims to have rights affecting Your Title arising out of forgery or impersonation.

11.  You do not have both actual vehicular and pedestrian access to and from the Land,

based upon a legal right.

12. You are forced to correct or remove an existing violation of any covenant, condition or
restriction affecting the Land, even if the covenant, condition or restriction is excepted

in Schedule B.

13. Your Title is lost or taken because of a violation of any covenant, condition or
restriction, which occurred before you acquired Your Title, even if the covenant,

condition or restriction is excepted in Schedule B.

14. Because of an existing violation of a subdivision law or regulation affecting the Land:

You are unable to obtain a building permit;

b. You are forced to correct or remove the violation; or

15.

c. Someone else has a legal right to, and does, refuse to perform a contract to
purchase the Land, lease it or make a mortgage loan on it.

The amount of your insurance for this Covered Risk is subject to Your Deductible
Amount and Our Maximum Dollar Limit of Liability shown in Schedule A.

You are forced to remove or remedy your existing structures or any part of them —

other than boundary walls or fences — because a portion was built without obtaining a
building permit from the proper government office. The amount of your insurance for
the Covered Risk is subject to Your Deductible Amount and Our Maximum Dollar Limit

of Liability shown in Schedule A.
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16.

17.

18.

19.

20.

21.

22.

23.

24,

25.

26.

27.

28.

29.

You are forced to remove or remedy your existing structures, or any part of them, because
they violate an existing zoning law or zoning regulation. If you are required to remedy and
portion of your existing structures, the amount of your insurance for the Covered Risk is
subject to Your Deductible Amount and Our Maximum Dollar Limit of Liability shown in
Schedule A.

You cannot use the Land because use as a single-family residence violates existing zoning
law or zoning regulation.

You are forced to remove your existing structures because they encroach onto your
neighbor’s Land. If the encroaching structures are boundary walls or fences, the amount
of your insurance for this Covered Risk is subject to Your Deductible Amount and Our
Maximum Dollar Limit of Liability shown in Schedule A.

Someone else has a legal right to, and does, refuse to perform a contract to purchase the
Land, lease it or make a mortgage loan on it because your neighbor’s existing structures
encroach on the Land.

You are forced to remove your existing structures because they encroach one to an easement
or over a building set-back line, even if the easement or building set-back line is excepted in
Schedule B.

Your existing structures are damaged because of the exercise of a right to maintain or use an
easement affecting the Land, even if the easement is excepted in Schedule B.

Your existing improvements (or a replacement or modification made to them after the Policy
Date), including lawns, shrubbery or trees, are damaged because of the future exercise of a
right to use the surface of the Land for the extraction or development of minerals, water or
any other substance, even if those rights are excepted or reserved from the descriptions of
the Land or excepted in Schedule B.

Someone else tries to enforce a discriminatory covenant, condition or restriction that they
claim affects Your Title which is based upon race, color, religion, sex, handicap, familial status
or national origin.

A taxing authority assesses supplemental real estate taxes not previously assessed against the
Land for any period before the Policy Date because of construction or change of ownership
or use that occurred before the Policy Date.

Your neighbor builds any structure after the Policy Date — other than boundary walls or
fences — which encroach onto the Land.

Your Title is unmarketable, which allows someone else to refuse to perform a contract to
purchase the Land, lease it or make a Mortgage on it.

A document upon which Your Title is based is invalid because it was not properly signed,
sealed, acknowledged, delivered or recording.

The residence with the address shown in Schedule A is not located on the Land at the
Policy Date.

The map, if any, attached to the policy does not show the correct location of the Land
according to the Public Records.
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Common ways of holding title to real property

TENANCY IN
COMMON

JOINT TENANCY

COMMUNITY
PROPERTY

COMMUNITY
PROPERTY WITH
RIGHT OF SURVIVORSHIP

Any number of
persons (can be

Any number of
persons (can be

Only husband
and wife.

Only husband
and wife.

Parties | shand and wife). husband and wife).
Ownership can be Ownership interests  |Ownership interests are  |1/2 of the community
divided into any number |cannot be divided. equal. property of a husband
L. of interests, equal or and wife belongs to the
Division unequal. surviving spouse and the
other half belong to the
decendents estate.
Each co-owner has a There is only Title is in the “community.” |“Community”
Title separate legal title to his |one title to the (similar to title being in a |with Right of
undivided interest. wholeproperty partnership) SURVIVORSHIP
. Equal right of Equal right of Equal right of Equal right of
Possession possession. possession. possession. possession.
Each co-owner’s Conveyance by Both co-owners MUST Right of Survivorship
interest my be one co-owner without|JOIN in conveyance may be terminated
conveyed separately the others of real property. much like how a Joint
conveyance by its owner. breaks the joint Separate interests Tenancy is severed.
tenancy. cannot be conveyed.
Purchaser becomes a Purchaser becomes Purchaser can only Title is in the
Purchaser’s [|tenantin common with tenant in common acquire vyhole title of “Commumty”
other co-owner. with the other community cannot with Right of
Status co-owners. acquire part of it. Survivorship
On co-owners death, On co-owners On co-owner's death,1/2  |Upon death of spouse,
his interest passes by will |death, his interest goes to survivorship in title passes to survivor
to his devisees or heirs.  |ends and cannot severalty. Up to 1/2 goes |without administration.
Death No survivorship right. be willed Survivor by will or succession to  |Consult Attorney with
ownes the property  Jothers. (Consult attorney |specifics
by survivorship. with specific questions.)
, Devisees or heirs Last survivor If passing by will, tenancy |Survivor status upon
Successor’s become tenants in owns property in in common between death
Status common severalty. devisee and survivor results
Co-owner’s interest Co-owner’s interest Co-owner’s interest Consult Attorney with
may be sold on execution |may be sold on cannot be seized and sold |specific questions
sale to satisfy his creditor. |execution sale to separately. The whole
Creditor’s Creditor becomes a satisfy creditor. Joint  |property may be sold to
. tenant in common. tenancy is broken, satisfy debts of either
nghtS creditor becomes husband or wife, depending
tenant in common. on the debt. (Consult
attorney with specific
questions.)
Favored in doubtful Must be expressly Strong presumption COMMUNITY PROPERTY
cases except husband stated and properly  |that property acquired unless Right of Survivorship
Presumption [and wife. (See formed, not favored. |by husband and wife is expressly added.

community property)

is community.
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Who Pays What? A guide to closing costs

The SELLER can generally be expected
to pay for:

e Standard CLTA owner’s Title Insurance
e Real Estate Commission
e Document preparation fee for Deed

e Documentary transfer tax
($1.10 per $ 1,00.00 of sales price)

e Any City Transfer/Conveyance tax
(according to contract)

e Any FHA or VA loan fees required by Buyer’s
Lender

e Payoff of all loans in Seller’s name (or existing
loan balance if being assumed by Buyer)

e Interest accrued to Lender being paid off,
Statement Fees, Reconveyance Fees and any
Prepayment Penalties.

¢ Termite Inspection (according to contract)

e Termite Work (according to contract)

e Home Warranty (according to contract)

¢ Any judgement, tax liens, etc. against the seller

¢ Recording charges to clear all documents of
record against the Seller

e Tax proration (for any taxes unpaid at time of
transfer of title)

¢ Any unpaid Homeowner’s dues

e Any bonds or assessments
(according to contract)

e Any and all delinquent taxes

e Notary Fees

e Escrow Fee (50%)

e Seller’s portion of Sub-Escrow Fee

e Demand Fees

The BUYER can generally be expected
to pay for:

e Title insurance premiums (ALTA Loan Policy)
e Escrow Fee (50%)

e Document preparation (if applicable)

¢ Notary Fees

e Recording changes for all documents in Buyer’s
names

e Termite Inspection (according to contract)
e Tax proration on (for date of acquisition)
e Homeowner's Transfer Fee

¢ All new loan charges (except those required by
Lender for Seller to pay)

e Assumption/Change of Record Fees for takeover
of existing loan.

¢ Recording charges to clear all documents of
record against Buyer

¢ Beneficiary Statement Fee for assumption of
existing loan

e Inspection Fees (roofing, property inspection,
geological, etc.)

e Home Warranty (according to contract)

¢ City Transfer/Conveyance Tax
(according to contract)

e Fire Insurance Premium for first year
e Buyer’s portion of Sub-Escrow Fee

e Escrow Loan Tie-In Fee
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The Loan Process

LOAN APPLICATION

Processing: Gathering, analyzing and supporting Statements from the application

a. Contact Escrow

b. Order & Check Credit Report

c. Order & Check Appraisal

d. Order & Check Verifications

e. Order & Check Misc. Documents

Underwriting: In-depth analysis, Interpreting information as it applies to the secondary
market for salability.

a. Order Mortgage Insurance
b. Analyze Credit

c. Analyze Property

d. Assign Conditions

Closing Department/Funding

a. Order Documents

b. Documents Signed & Re-verified
c. Documents Returned Verified

d. Final Conditions

e. Title Recorded

f. Funds Requested
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What is a Point?

One point is equal to 1% of the NEW Loan Amount.

Why do Lenders charge points?

Whenever governmental regulation, state usury law and/or competitive practices prohibit the
lender from charging a rate of interest which would make the real estate loan competitive
with other fields of investments, the lender must seek some method of increasing the yield
for the investors. By charging “points”, the lender can bring the real estate loan up to those
other investments.

Are points called by different names?
Yes. Loan Origination Fee, Commitment Fee, Discount Fee, Warehousing Fee, etc.

Who must pay the points?

FHA: the Buyer is usually charged with the Loan Origination Fee; the Discount Fee can be
paid by the Buyer or Seller.

VA: the Buyer is usually charged with the Loan Origination Fee and the Funding Fee.

Conventional: points can be paid by the Buyer, the Seller, or split between the two.
City/County/State government sponsored loans: as published by them.

Do the number of points charged fluctuate?

Yes. If rates on mortgage loans are lower than other investments (such as stocks, bonds, etc.)
the funds will be drawn away from the mortgage market. Also, when there is a heavy demand
upon the money market because of business needs, role requirements or other government
borrowing, the result is that money for home mortgages becomes scarce and more expensive.
When this occurs, more points can be charged. Points balance the market. Points are not set
by government regulation but by each lender individually.

On VA loans, is there any way to lock in the number of points?

Not without jeopardizing the sale. Even when a lender stipulates in writing the number of
points to be charged, that guarantee states “if the interest rate is not changed by the
government.” Points charged on an FHA or conventional loan are usually not changed from
commitment time to settlement.
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Is FHA or VA financing unfair to sellers?

No. Homes can sell faster because more buyers can qualify with the lower down payment
requirement, lower interest rate, and long term loans with lowest monthly payments. Sellers receive
all cash for their equity to reinvest in a new home or other investment. The purpose of these loans is
to provide purchasers the opportunity to buy homes with minimal cash investment thus providing a
bigger market for sellers.

Are points deductible for income tax purposes?

Points on a home mortgage (for the purchase or improvement of, and secured by, the taxpayer’s
principal residence) are deductible currently if points are generally charged in the geographical area
where the loan is made and to the extent of the number of points generally charged in that area
for a home loan. If you are in doubt about points being deductible you should contact your tax
return preparer.
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Information Needed at Loan Application

Picture ID with proof of Social Security Numbers.

Residence Addresses — past 2 years.

Names and Addresses of each employer — past 2 years.

Gross Monthly Salary. Base only & Bonus list separate.

Names, Addresses, Account Numbers & Balances of all checking & savings accounts — last 2
months of bank statements.

Names, addresses, account numbers, balances, and monthly payments for all open loans.
Names, account numbers, balances, and monthly payments of all credit cards.

Addresses of other real estate owned.

Loan information on other real estate owned.

Estimated value of furniture and personal property.

Certificate of Eligibility and DD214's (VA only).

Money for Credit report and appraisal.

W?2's (2 years) and current check stub.

Copies of filed 1040 (last 2 years).

Full Divorce decree if applicable
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) The Appraisal

Having an idea of what is involved in appraising a piece of property can greatly help in
maximizing the appraised value and avoiding costly details and re-inspections. The appraisal
process consists of several steps. The following are the major steps in the sequence normally
followed by appraisers.

1. Research the subject property as to size, bedrooms, baths, year built, lot size and
square footage.

2. Gather data of recent sales in the subject’s neighborhood. The appraiser needs to
locate at least three and preferably more similar-sized homes which have sold and
closed escrow in the neighborhood. The homes need to be within one mile of the
subject and sold within the last 6 months. These homes are considered the
‘Comparable Properties’ or ‘Comps’ for short.

3. Field inspections consist of two parts: first the inspection of the subject property and
second, the exterior inspection of the comparable properties which have been selected
to estimate the value of the subject property.

The subject inspection consists of taking photos of the street scene, front of the home and
rear of the home which may include portions of the yard. The appraiser will make an interior
inspection for condition, noting any item that would detract from or add to the value of the
home. He will also draw a floor plan of the home while doing the inspection.

The inspection of the comparable properties is limited to an exterior inspection. For features
that cannot be seen from the street, the appraiser has reports from Multiple Listing Services
(MLS), California Market Data Cooperative (CMDC), county records, and appraisal files along
with other sources to help determine the condition and amenities of the comparables. After
the field inspection has been completed, the appraiser must determine which comparable
properties most resemble the subject, making slight adjustments in value for any differences
between them. After making the required adjustments, the appraiser must go through the
reconciliation process with the three comparable properties to determine a final estimated
value. This method of estimating value is called the “Direct Sales Comparison Approach to
Value”, and it accounts for nearly all of the considerations in determining value of single family
homes.

It is important to consider that the appraiser will be taking photos of the street scene and of
the front of the subject. The street scene gives the lenders some kind of ideas as to the type of
neighborhood in which the home is located. The photo of the front of the home gives the
lender and idea of its condition and its curb appeal. And lastly, a photo of the back of the
home and rear yard is taken. Many homeowners don’t take care of the rear portion of their
homes and back yards, so for this reason the rear photo is required.

In most cases, (over 90% of the time) what you see in the condition of the exterior of a home
will be repeated almost exactly in the interior.

An appraiser will call in advance to set up the appointment to inspect the home. At that time,
any information about the home’s size, number of bedrooms, bathrooms, pool, enclosed
patios, etc. should be supplied. The more that is known about the property prior to inspection,
the better the appraiser can focus on researching the most similar comparables.
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The Inspection Process

Structural pest control inspection

Often referred to as a “Termite Report”, the Structural Pest Control Inspection is conducted
by a licensed inspector. In addition to actual termite damage, the Pest Report will indicate any
type of wood destroying organisms that may be present, including Fungi (sometimes called
“dry rot”), which generally results from excessive moisture.

Section 1 Conditions: Viost Pest Reports classify conditions as Section 1 or Section 2 items.
Section 1 conditions are those which are “active”, or currently causing damage to the property.
Generally, Section 1 items need to be corrected before a lender will make a loan on a home.

Section 2 Conditions: Those which are not currently causing damage, but are likely to, if
left unattended. A typical Section 2 item is a plumbing leak where the moisture has not yet
caused fungus decay.

Who pays?: The Purchase Contract will specify who is responsible for the cost of the inspection
and making these corrections. This is a negotiable item and should be considered carefully.

Physical inspection

The Physical Inspection is usually done through a General Home Inspection. While Home
Inspectors are not currently required to have a license, most are, or have been, General
Contractors. The inspection and the resulting report provide an overall assessment of the
present condition of the property.

Further Inspections: If conditions warrant, the Home Inspector may recommend a
Structural Engineers Report. Such a report would identify structural failures and detail
recommended corrections.

Who pays?: Typically, this inspection is paid for by the Buyer.

Geological inspection

You may also elect to have a Geological Inspection to educate yourselves as to the soil
conditions at the home. This inspection is performed by a Geotechnical Engineer and involves
not only physically inspecting the property, but also researching past geological activity in the
area. The primary purpose of a Geological Inspection is to determine the stability at the
ground under and around the home.

Who pays?: Typically the Buyer pays, but as with other inspection, this is negotiable.
Home warranty

Home Protection Plans are available for purchase by a Buyer or Seller. Such plans may provide
additional protection of certain systems and appliances in the home.
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Understanding Mello-Roos

In purchasing your new home, your future monthly payments will be made up of principal,
interest, real property taxes and insurance, but what is the tax for the Community Facilities
District, otherwise known as a Mello--Roos District?

Q. What is a Mello-Roos District?

A. Mello-Roos District is an area where a special tax is imposed on those real property owners
within a Community Facilities District. This district has chosen to seek public financing through
the sale of bonds for the purpose of financing certain public improvements and services. These
services may include streets, water, sewage and drainage, electricity, infrastructure, schools,

parks and police protection to newly developing areas. The tax you pay is used to make the

payments of principal and interest on the bonds.

Q. What are my Mello-Roos taxes paying for?

A. Your taxes may be paying for both services and facilities. The services may be financed
only to the extent of new growth, and services include: police protection, fire protection,
ambulance and paramedic services, recreation program services, library services, the operation
and maintenance of parks, parkways and open space, museums, cultural facilities, flood and
storm protection, and services for the removal of any threatening hazardous substance.
Facilities which may be financed under the Act include: Property with an estimated useful life
of five years or longer, parks, recreation facilities, parkway facilities, open-space facilities,
elementary and secondary school sites and structures, libraries, child care facilities, natural gas
pipeline facilities, telephone lines, facilities to transmit and distribute electrical energy, cable
television lines, and others.

Q. When do | pay these taxes?

A. By purchasing an interest in a subdivision within a Community Facilities District you can
expect to be assessed for a Mello--Roos tax which will typically be collected with your general
property tax bill. These special tax payments are subject to the same penalties that apply to
regular property taxes.

Q. How long does the tax stay in effect?

A. The tax will stay in effect until the principal and interest on the bonds are paid off along
with any reasonable administrative costs incurred in collecting the special tax or so long as it is
needed to pay the expenses of services, but in no case shall exceed 40 years.

Q. How much will the Mello-Roos payment be?

A. The amount of tax may vary from year-to-year, but may not exceed the maximum amount
specified when the district was created. In the case of the purchase of a new house within a
subdivision, the maximum amount of the tax will be specified in the public report.
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Understanding Supplemental Property Taxes

Supplemental property taxes have been with us since 1983, but you and your neighbors still
may not know what they are, what they do and how they affect you and your property. To
help you better understand this confusing subject, here are the answers to some of the most
frequently asked questions about supplemental real property taxes.

When did this tax take effect?

The Supplemental Real Property Tax Law was signed by the Governor in July of 1983 and is
part of an ambitious drive to aid California’s schools. This property tax revision is expected to
produce over $300 million per year in revenue for schools.

How will Supplemental Taxes affect me?

If you don’t plan on buying a new property or undertaking new construction, this tax will
not affect you at all. But, if you do wish to do either of the two, you will be required to pay a
supplemental property tax which will become a lien against your property as of the date of
ownership change or the date of completion of new construction.

When and how will | be billed?

“"When" is not easy to predict. You could be billed in as few as three weeks, or it could
takeover six months. When will depend on the individual county and the workload of the
County Assessor, the County Controller/Auditor and County Tax Collector. The assessor will
appraise your property and advise you of the new supplemental assessment amount. At that
time you will have the opportunity to discuss your evaluation, apply for a Homeowner’s
Exemption and be informed of your right to file an Assessment Appeal. The county will then
calculate the amount of the supplemental tax bill. The supplemental tax bill will identify,
among other things, the amount of the supplemental tax and the date on which the taxes
will become delinquent.

Can | pay my Supplemental Tax Bill in installments?

All supplemental taxes on the secured roll are payable in two equal installments. The taxes
are due on the date the bill is mailed and they are delinquent on specified dates depending
on the month the bill is mailed as follows:

1. If the bill is mailed within the months of July through October, the first installment will
become delinquent on December 10th of the same year. The second installment will become
delinquent on April 10th of the next year.

2. If the bill is mailed within the months of November through June, the first installment will
become delinquent on the last day of the month following the month in which the bill is
mailed The second installment will become delinquent on the last day of the fourth calendar
month following the date the first installment is delinquent.
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How will the amount of my bill be determined?
There is a formula used to determine your tax bill. The total supplemental assessment will be prorated
based on the number of months remaining until the end of the tax year, June 30th.

How does the proration factor work?

The supplemental tax becomes effective on the first day of the month following the month in which
the change of ownership or completion of new construction actually occurred. If the effective date
is July 1st, then there will be no supplemental assessment on the current tax roll and the entire
supplemental assessment will be made to the tax roll being prepared which will then reflect the full
cash value. In the event the effective date is not July 1st, then the table of factors represented in the
chart is used to compute the supplemental assessment on the current tax roll.

If effective Proration If effective Proration

date is: factor is: date is: factor is:
August 1 .92 February 1 42
September 1 .83 March 1 .33
October 1 75 April 1 .25
November 1 .67 May 1 A7
December 1 .58 June 1 .08
January 1 .50 July 1 .0

Example: The County Assessor finds that the supplemental property taxes on your new home would
be $1,000 for a full year. The change of ownership took place on September 15th with the effective
date being October 1st. The supplemental taxes would, therefore be subject to a proration factor of
.75 and would be $750.

Will my taxes be prorated in escrow?

No. Unlike your ordinary annual taxes, the supplemental tax is a one time tax which dates from the
date you take ownership of your property or complete the construction until the end of the tax year
June 30th.

The information set forth herein is intended as an overview and should not be construed as legal, financial, or tax advice. Consult your
tax professional.
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(. Property Tax Breaks for Seniors - Prop. 60/90

Under Proposition 90, California property owners who are 55 years or older may be able to
qualify to transfer the assessed valued of their principal residence sold in County “A" to their
new residence in County "B".

The County Assessors will require a copy of the tax bill from the other county and a copy of
the applicant’s birth certificate to be included with the application. Also include a copy
of the grant deed for the new purchase and a copy of the closing statements of both sale
and purchase.

Summary of eligibility requirements

e The seller of the original residence, or a spouse residing with the seller, must be at
least 55 years of age, as of the date that the original property is transferred.

e The replacement property must be of equal or lesser “current market value” than
the original.

e The base year value of the original property cannot be transferred to the replacement
dwelling until the original property is sold.

e The replacement property must be purchased or newly constructed within two years
(before or after) of the sale of the original property.

e The owner must file an application within three years following the purchase date or
new construction completion date of the replacement property.

e This is a one-time only filing. Proposition 60/90 relief cannot be granted if the
claimant, or spouse, was granted relief in the past.

e Proposition 60/90 relief includes, but is not limited to: single family residences,
condominiums, units in planned unit developments, cooperative housing, corporation
units or lots, community apartment units, mobile homes subject to local real property
tax, and owners’ living premises which are a portion of a larger structure.

e The taxpayer is not eligible for the tax relief until they actually own AND occupy the
replacement dwelling as their principle residence.

Alameda (415) 272-3755 San Mateo (415) 363-4500 Modoc (916) 233-3939

Kern (805) 861-2311 Santa Clara (408) 299-4347 Orange (714) 834-2746

Los Angeles (213) 974-3101 Ventura (805) 654-2181 San Diego (619) 531-5507
It is essential that you call the co-operating County in question, to verify that they are
currently accepting the value transfer under Proposition 90, and what their requirements are.

If you have any questions, the property tax office in Sacramento for all counties in California
may be reached by calling: (916) 445-4982

The information set forth herein is intended as an overview and should not be construed as legal, financial, or tax advice. Consult

your tax professional.
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Do | Need to Homestead My Property?

What is a homestead?

A Homestead is a special provision in California to allow homeowners to protect their property
from forced sale to satisfy their debts within certain limits. It does not protect the homeowner

against trust deeds, mechanics liens or prior-to-filing liens. The Declaration of Homestead is the
form that must be acknowledged and recorded to protect the resident.

What property does it cover?

1.
2.
3.
4.

House and adjoining property
Condominiums and town homes
Farms

Life Estates

You may have only one homestead at a time.

How much does it protect me for?

1.
2.

Head of households $75,000

Persons who are mentally or physically disabled, or those who are over the age of 65
$100,000

Any resident who does not qualify for one of the above $50,000

Are there any requirements to be met to make the homestead valid?

1.

A statement showing the claimant is the head of the family and stating the name of
the spouse

A statement showing that the claimant is residing on the property and claims it as his
or her homestead

A description of the premises and an estimate of cash value

The declaration of homestead may need to contain a statement as to the character of
the property, and that no former declaration has been made.
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Terms You will Want to Know

Adjustable Rate Mortgage (ARM): A mortgage with an interest rate that changes over
time in line with movements in the index. ARMs are also referred to as AMLs (adjustable
mortgage loans) or VRMs (variable rate mortgages).

Adjustment Period: The length of time between interest rate changes on an ARM. For
example, a loan with an adjustment period of one year is called a one-year ARM which
means that the interest rate can change once a year.

Amortization: Repayment of a loan In equal installments of principal and interest, rather
than interest-only payments.

Amortized Loan: A loan that is completely paid off, interest and principal, by a series of
regular payments that are equal or nearly equal. Also called a Level Payments Loan.

Annual Percentage Rate (APR): The total finance charge (interest, loan fees, points)
expressed as a percentage of the loan amount.

Appraisal: The act or process of estimating values of real estate or any interest therein.
Appreciation: An increase in value of real estate.

Assumption of Mortgage: A buyer's agreement to assume the liability under an existing
note that is secured by a mortgage or deed of trust. The lender must approve the buyer in
order to the original borrower (usually the seller) from liability.

Balloon Payment: A [ump sum principal payment due at the end of some mortgages or
other long-term loans.

Cap: The limit on how much an interest rate or monthly payment can change, either at each
adjustment over the life of the mortgage.

CC&R'’s: Covenants, Conditions and Restrictions. A document that controls the use,
requirements and restrictions of a property.

Certificate of Reasonable Value (CRV): A document that establishes the maximum value
and loan amount for a VA guaranteed mortgage.

Closing: The final settlement of a real estate transaction between buyer and seller.

Closing Statement: The financial disclosure statement that accounts for all of the funds
received and expected at the closing, including deposits for taxes, hazard insurance, and
mortgage insurance.

Condominium: A form of real estate ownership where the owner receives title to a particular
unit and has a proportionate joint ownership of common area of the structure and the land
interest. The unit itself is generally a separately owned space whose interior surfaces (walls,

floors and ceilings) serve as its boundaries.
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Contingency: A condition that must be satisfied before a contract is binding. For instance, a sales
agreement may be contingent upon the buyer obtaining financing.

Conventional Mortgage: A mortgage securing a loan made by investors without governmental
underwriting, i.e., which is not FHA insured or VA guaranteed.

Conversion Clause: A provision in some ARMSs that enables you to change an ARM to a fixed-rate
loan. usually after the first adjustment period, The new fixed rate is generally set at the prevailing
interest rate for fixed-rate mortgages. This conversion feature may cost extra.

Cooperative: A form of multiple ownership in which a corporation or business trust entity holds title
to a property and grants occupancy rights to share-holders by means of proprietary leases or similar
arrangements.

Counter-Offer: A rejection of an offer by a seller along with an agreement to sell the property to the
potential buyer on terms differing from the original offer.

CRB: Certified Residential Broker. To be certified, a broker must be a member of the National
Association of Realtors® have five years experience as a licensed broker and have completed five
required Residential Division courses.

Deed: Written instrument which, when properly executed and delivered, conveys title.

Discount Points: Additional charges made by a lender at the time a loan is made. Points are
measured as a percent of the loan, with each point equal to one percent. These additional interest
charges are paid at the time a loan is closed to the lender at a rate of return so as to approximate
the market level.

Due-On-Sale Clause: An acceleration clause that requires full payment of a mortgage or deed of
trust when the secured property changes ownership.

Earnest Money: The portion of the down payment delivered to the seller or escrow agent by the
purchaser with a written offer as evidence of good faith.

Easement: Created by grant or agreement for a specific purpose, an easement is the right, privilege
or interest which one party has in the land of another. (Ex. right of way)

Equity: The interest or value which an owner has in real estate over and above the liens against real
property.

Escrow: A procedure in which a third party acts as a stakeholder for both the buyer and the seller,
carrying out both parties’ instructions and assuming responsibility for handling all of the paperwork
and distribution of funds.

Federal National Mortgage Association (FNMA): Popularly known as Fannie Mae.

A privately owned corporation created by Congress to support the secondary mortgage market.
It purchases and sells residential mortgages insured by FHA or, guaranteed by the VA, as well as
conventional home mortgages.
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Fee Simple: An estate in which the owner has unrestricted power to dispose of the property as he
wishes, including leaving by will or inheritance, it is the greatest interest a person have in real estate.

FHA Loan: A loan which has been insured by the Insuring Office of the Department of Housing and
Urban Development; the Federal Housing Administration guaranteeing its payment in case of default
by the owner.

Finance Charge: The total cost a borrower must pay, directly or indirectly, to obtain credit according
to Regulation Z.

FMHA Loan: A loan insured by the federal government similar to FHA loan usually used for
properties in rural areas.

Graduated Payment Mortgage: A residential mortgage monthly payments that start at a level and
increase at a predetermined rate.

GRI: Graduate Realtors Institute. A professional designation granted to a member of the National
Association of Realtors®, who has successfully completed three courses covering Law, Finance and
Principles of Real Estate.

Home Inspection Report: A qualified inspector’s report on a property’s overall condition. The report
usually includes an evaluation of both the structure and mechanical systems.

Home Warranty Plan: Protection against failure of mechanical systems within the property. Usually
includes plumbing, electrical, heating systems and installed appliances.

Index: A measure of interest rate changes used to determine changes in an ARM’s interest rate over
the term of the loan.

Joint Tenancy: An equal undivided ownership of property by two or more persons. Upon death of
any owner, the Survivors take the descendant’s interest in the property.

Land Contract: A contract ordinarily used in connection with the sale of property in cases where the
seller does not wish to convey title until all or a certain part of the purchase of the purchase price is
paid by the buyer.

Lien: A form of encumbrance which usually makes property security for the payment of a debt of
discharge of an obligation. Example: Judgments, taxes, mortgages, deeds of trust, etc.

Loan Commitment: A written promise to make a loan for a specified amount on specified terms.

Loan-To-Value Ratio: The relationship between the amount of the mortgage and the appraised
value of the property, expressed as a percentage of the appraised value.

Margin: The number of percentage points the lender adds to the index rage to calculate the ARM
interest rate at each adjustment.

Marketable Title: Merchantable title; title free and clear of objectionable liens or encumbrances.
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Mortgage: An instrument recognized by law by which property is hypothecated to secure the payment
of a debt or obligation: procedure for foreclosure in event of default is established by statute.

Mortgage Life Insurance: A type of term life insurance often bought by mortgagors.
The coverage decreases as the mortgage balance declines. If the borrower dies while the policy is in
force, the debt is automatically covered by insurance proceeds.

Negative Amortization: Negative amortization occurs when monthly payments fail to cover the
interest cost. The interest that isn’t covered is added to the unpaid balance, which means that even
after several payments you could owe more than you did at the beginning of the loan. Negative
amortization can occur when an ARM has a payment cap that results in

monthly payments that aren’t high enough to cover the interest.

Origination Fee: A fee or charge for work involved in evaluating, preparing, and submitting a
proposed mortgage loan charged the borrower by the lending institution. The fee is limited to 1
percent for FHA and VA loans.

Personal Property: Any property which is not real property, e.g., money, savings accounts,
appliances, cars, boats, etc.

PITI: Principal, interest, taxes and insurance.

Planned Unit Development (PUD): A zoning designation for property developed at the same or
slightly greater overall density than conventional development, sometimes with improvements
clustered between open, common areas. Uses may be residential, commercial or industrial.

Point: An amount equal to 1 percent of the principal amount of the investment or note. The lender
assesses loan discount points at closing to increase the yield on the mortgage to a position competitive
with other types of investments.

Prepayment Penalty: a fee charged to a mortgagor who pays a loan before it is due. Not allowed
by FHA or VA loans.

Private Mortgage Insurance (PMI): Insurance written by a private company protecting the lender
against loss if the borrower defaults on the mortgage.

Promissory Note: Following a loan commitment from the lender, the borrower signs a note
promising to repay the loan under stipulated terms. The promissory note establishes personal liability
for its repayment.

Purchase Agreement: A written document in which the purchaser agrees to buy certain real estate
and the seller agrees to sell under stated terms and conditions. Also called a sales contract, earnest
money contract, or agreement for sale.

Real Property: Land and whatever by nature or artificial annexation is a part of it.

Realtor®: A real estate broker or associate active in a local real estate board affiliated with the
National Association of Realtors®.
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Regulation Z: The set of rules governing consumer lending issued by the Federal Reserve Board of
Governors in accordance with the Consumer Protection Act.

Special Assessment: Legal charge against real estate by a public authority to pay cost of
public improvements such as: street lights, sidewalks, street improvements, etc.

Sub-Division: A parcel of land that has been divided into smaller parts.

Tenancy in Common: A type of ownership by two or more persons who hold undivided
interest; without right of survivorship; interests need not to be equal.

Title Insurance Policy: A policy that protects the purchaser, mortgagee or other party against losses.

Trust Account: An account separate and apart and physically segregated from broker’s own,
in which broker is required by law to deposit all funds collected for clients.

VA Loan: A loan that is partially guaranteed by the Veterans Administration and made by a
private lender.
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