First-Time Home Buyers Guide

Congratulations!

You have decided to buy a new home.
This booklet will help you take this big step
by describing the key issues you will deal with
in the home-buying process.



Role of the REALTOR®

Frequently, the first person you work with before buying
your first home is a REALTOR®. REALTORS® are real es-
tate licensees that have joined the REALTOR® organization
and have subscribed to the highest code of ethics in the in-
dustry. REALTORS® will provide you with helpful advice
on many aspects of the home buying process. Under Wis-
consin law the REALTOR® may represent either you or the
seller, or both you and the seller (multiple representation).
In any relationship you choose the REALTORS® primary
duty is to serve you by providing brokerage services with
skill and care, providing timely and accurate market infor-
mation, disclosing material adverse facts (defects), keeping
your confidential information confidential unless state law
requires disclosure, safeguarding any money you have giv-
en the REALTOR® to hold (earnest money) and, when the
REALTOR?® is handling negotiations between you and the
seller, by negotiating in an objective and unbiased manner
(including disclosing the advantages and disadvantages of
any offers or counter-offers you orthe seller make).

You and your REALTOR® may decide that buyer agency
is right for you. In a buyer agency relationship you will
be asked to sign a buyer agency agreement (just as a seller
signs a listing contract). Once the buyer agency agreement
is signed you become the REALTOR’S® client and are en-
titled to additional disclosure and loyalty duties from your

REALTOR®. As a buyer “client” you will have obligations
to cooperate with your REALTOR® and to keep him or
her informed of properties you may locate. If you decide
on buyer agency you may be asked to agree to “multiple
representation.”Your agreement to “multiple representa-
tion” is necessary if you want to look at any properties that
your REALTOR® has listed. Your REALTOR® will represent
both parties in this case and will take a neutral position in
any offer negotiations between you and the seller.

Equal Opportunity in Housing

Federal, state and local laws and the REALTOR® Code of
Ethics require sellers and REALTORS® to provide all buyers
an equal opportunity to purchase a home. Under Wisconsin
law it is illegal to discriminate in renting or selling because
of:

SEX, RACE, COLOR SEXUAL ORIENTATION, DISABIL-
ITY, RELIGION,NATIONAL ORIGIN, MARITAL STATUS,
FAMILY STATUS,AGE, LAWFUL SOURCE OF INCOME,
and ANCESTRY.

If you feel you may have been a victim of discrimination
please contact:

The Wisconsin Department Of Workforce Development -
Equal Rights Division

(414) 227-4384, (608) 266-6860, tty (414) 227-4081, tty (608)
264-8752

Web Site: http://www.dwd.state.wi.us/er/cr bureau/cr
open_housing law.htm

The HUD Office of Fair Housing and Equal Opportunity

1-800-669-9777 Web site: http://www.hud.gov/fhe/fheo.
html

If you would like to file a complaint regarding a violation
of the REALTOR® Code of Ethics, contact the local REAL-
TORS® Association.You may contact the Wisconsin REAL-
TORS® Association ((608)241-2047) for the location of the
local REALTOR® Association with which will you may be
filing your complaint. Web Site: http:/ /www.wra.org/

Terms of the Offer to Purchase

The offer to purchase is a legal contract and its language is
very technical. Your REALTOR® will give you an overview
of the contract and will explain your options in completing
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the offer to purchase form and any addenda. If your REAL-
TOR® is working as your buyer’s agent, he/she may provide
advice regarding your negotiations but no REALTOR® can
give you legal advice.You may wish to ask your REALTOR®
for a copy of a document entitled: EXPLANATION OF
STATE OF WISCONSIN WB-11 RESIDENTIAL OFFER TO
PURCHASE developed by the Wisconsin REALTORS® As-
sociation. This document will provide a plain English expla-
nation of the purpose of each section of the offer to purchase
and should be helpful in assisting you in understanding this
very complex transaction.

Selecting an Attorney

Before you sign an offer, you may want to ask an attorney
to look it over. If you have not had a chance to talk to an at-
torney before you are ready to submit the offer, you can ask
your REALTOR® to include an attorney review contingency.
This contingency will allow your attorney to object to legal
problems that he or she may find in the offer.

An attorney can also help you prepare for closing. Your RE-
ALTOR® will be able to provide the names of attorneys who
practice real estate in your area.

Property Condition

One of the most important things for a first time home buyer
to do is to learn as much about the property’s condition as
possible. The seller, REALTOR® (s), appraiser, home inspec-
tor and other inspectors and testers will be providing you
information on the property’s condition. You should read
this section carefully so that you understand the role and
limitations of each of these information sources.

Seller

Sellers will ordinarily disclose any defects that they are
aware of (or have notice of) in the “property condition re-
port” as well as in the offer to purchase. These disclosures
are important but it is important to remember that the seller
may have limited exposure to all or some parts of the prop-
erty and is not likely to have the type of technical knowledge
a professional inspector does. Some sellers do not make dis-
closures regarding property defects (an “as-is” transaction).
Generally, an “as is” clause alerts the buyer that he/she is
responsible to determine the condition of the property being
purchased.The buyer should consider having expert inspec-
tors inspect the property under the inspection contingencies
in the offer to purchase.The use of an “as is” clause, how-

ever, does not necessarily mean that the seller may still not
need to make some disclosures about the property or face
possible liability.

First, the “as-is” seller cannot create an unreasonable risk
of harm to others by not disclosing a dangerous defect. Sec-
ond, the seller may not actively conceal a defect or prevent
a buyer from investigating the property and discovering
the defect. Third, the seller may be liable if he or she makes
statements about the property, which turn out to be untrue.
Finally, the seller may be liable in an “as is” sale if he/she
doesn’t disclose material conditions which would be diffi-
cult for the buyer to discover during an inspection of the
property. Thus the use of an “as is” clause is not always go-
ing to be an escape for the seller from all disclosures.

REALTOR®

REALTORS® must (with some exceptions) disclose material
adverse facts to all parties, in writing and in a timely man-
ner. These material adverse facts include property defects as
well as other conditions which could affect the transaction.
This disclosure duty extends to defects actually known by
the broker as well as information known by the broker that
suggests a material adverse fact might exist. Like the seller,
the broker is not required to have technical knowledge such
as a home inspector may have. If you feel that a REALTOR®
failed to make a required disclosure, contact the REALTOR®
directly. If following the discussion with the broker you are
not satisfied you may file a complaint with the Department
of Regulation and Licensing or the local REALTORS® As-
sociation.
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Home Inspector

The State of Wisconsin regulates home inspectors. Buyers
should only work with Wisconsin “registered” home in-
spectors. Your REALTOR® may provide you with the names
of home inspectors working in your area but it is your re-
sponsibility to verify that the inspector that you hire meets
your requirements. Because the minimum requirements for
a home inspection under the home inspector regulations are
not very extensive, it is important to discuss what parts of
the property will be inspected and what parts will not before
signing your home inspection contract. Your REALTOR®
may provide a checklist for you to use to ensure all areas of
the property you wish to have inspected are addressed by
the home inspector or other inspectors or testers.

Other Inspectors and Testers

In addition to the home inspection, you may want to have
other inspections and tests such as lead-based paint tests,
radon tests, and furnace heat exchanger inspections. These
must be addressed in the offer, as buyers are only autho-
rized to have tests and inspections performed if the inspec-
tions or tests are necessary to complete a contingency in the
offer. Therefore, it is important that you discuss with your
REALTOR® all of the inspections and tests you wish to com-
plete and ask your REALTOR® to include appropriate con-
tingencies in the offer.

Appraiser

Appraisers are ordinarily employed by the lender to verify
the value of the property before the lender makes your mort-
gage loan. Some loan programs ask the appraiser to identify
property defects the appraiser observes. Buyers should un-
derstand that appraisers are not required to have the type
of technical knowledge that home inspectors have. Buyers
should not consider the appraisal as a substitute for a home
inspection or other inspection or test.

Financing Your New Home

Before you begin the house hunting process it is important
to know what you can afford.This information can also be
useful when you write your offer because it will assure the
seller that you are a qualified buyer.Your lender can provide
either a pre-qualification or a pre-approval.

A prequalification is an estimate of what you can afford.
When you prequalify for a mortgage, the lender collects
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basic information regarding your income, monthly debts,
credit history and assets, and then uses this information

to calculate an estimated mortgage amount that you can
afford.

A preapproval uses this basic information as well as elec-
tronic credit reporting to verify your credit worthiness.

To satisfy your obligations under the offer to purchase to
deliver a “loan commitment” to the seller, only a document
labeled a “commitment” can be used.

Buyers should be cautious when they review “loan com-
mitments” received by a lender. Some loan commitments
are issued before the property has been appraised and the
lender reserves the right to not issue the loan if the property
doesn’t appraise for the purchase price. Because delivery of
a “loan commitment” may waive your protections under the
financing contingency you will want to review the condi-
tions stated in the “loan commitment” carefully before hav-
ing it delivered to the seller.
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Most of the more than 50 different mortgage types available
will fall under two categories — fixed and adjustable rate—
each with advantages to consider.

Fixed Rate Mortgage

The fixed rate mortgage is a traditional method of financing
a home.The interest rate stays the same for the entire term of
the loan (usually 15 or 30 years). Your payments are stable
and predictable.

Adjustable Rate Mortgage (ARM)

The interest on an adjustable rate mortgage is linked to a
financial index, such as a Treasury security, so your monthly
payments can vary over the life of the loan, usually 25 to 30
years. Most adjustable rate mortgages have a lifetime cap on
the interest rate increase to protect the borrower.The lower
initial payments on ARMs make it easier for buyers to quali-
fy. Some ARMs may be converted to fixed rate mortgages at
specified times, usually within the first five years.

Documents Needed to Apply for a Mortgage

When you apply for a mortgage, you will need to furnish in-
formation regarding your income, expenses and obligations.
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It will save time if you have the following items available:

Two most recent pay stubs

W-2 forms for the last two years

Federal tax returns for the last two years

Last two months’ bank statements

Long-term debt information (credit cards, child sup-
port, auto loans, installment debt, etc.)

The Financing Process

Your choice of lender and type of loan will influence not
only your closing costs, but also the monthly cost of your
mortgage loan. Often the price of a home mortgage loan is
stated in terms of an interest rate, points, and other fees. A
“point” is a fee that equals 1 percent of the loan amount.
Points are usually paid to the lender, mortgage broker, or
both, at the settlement or upon the completion of the escrow.
Often, you can pay fewer points in exchange for a higher
interest rate or more points for a lower rate. Ask your lender
or mortgage

broker about points and other fees.

A document called the Truth in Lending Disclosure State-
ment will show you the “ Annual Percentage Rate” (“APR”)
and other payment information for your loan. The APR takes
into account not only the interest rate, but also the points,
mortgage broker fees and certain other fees that you have to
pay. Ask for the APR before you apply to help you shop for
the loan that is best for you. Your lender will likely require
you to obtain certain closing services, such as a new sur-
vey, mortgage insurance or title insurance. It may also order
and charge you for other loan-related services, such as the
appraisal or credit report. A lender may also charge other
fees, such as fees for loan processing, document preparation,
underwriting, flood certification or an application fee. You
may wish to ask for an estimate of fees and settlement costs
before choosing a lender. Some lenders offer “no cost” or
“no point” loans but normally cover these fees or costs by
charging a higher interest rate.

“Locking in” your rate or points at the time of application or
during the processing of your loan will keep the rate and/
or points from changing until settlement or closing of the es-
crow process. Ask your lender if they charge a fee to lock-in
the rate and whether the fee reduces the amount you have to
pay for points. Find out how long the lock-in is good, what
happens if it expires, and whether the lock-in fee is refund-
able if your application is rejected.

For more information please visit us on the web at www.

wra.org
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