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About This Book

hether we like it or not, the law

touches our personal lives in

many ways each day. We may
not think much about the laws that affect
us as we carry out simple tasks such as
driving a car, making a telephone call, or
buying milk at the corner grocery store. But
every now and again, we’re sure to need
an answer to a common legal question that
arises in the course of daily life:

What can | do about my noisy neighbor?
What are my rights if I'm fired from my job?
Do I really need to make a will?

What should I do if | can’t pay the child
support | owe?

And so on.

This book provides answers to frequently
asked questions about more than 100
subjects you might encounter in your
personal life—topics that range from buying
a house to getting a divorce, from paying
your debts to starting and running a small
business. Obviously, we can’t answer every
question on a particular subject, but we’ve

answered many common ones to get you
started. Throughout each chapter, you'll
find resource boxes listing sources for more
information about a particular subject.

In addition, for those of you who are
computer savvy, each chapter contains a list
of online sites that will help you learn more
about a particular area of the law. Look
for the “Online Help” icon as you read.
And if you need more information about
finding the law, the appendix contains a
section that shows you how to do basic
legal research—with a focus on using the
Internet.

Think of this book as a desk reference—
a little encyclopedia that explains what the
law really means in a language you can
understand. But remember that the law
changes constantly, as legislatures pass new
statutes and courts hand down their rulings.
We will publish new, revised editions of
this book periodically, but it will never be
perfectly current. It’s always your responsi-
bility to be sure a law is up to date before
you rely on it. Check for legal updates on
our website at www.nolo.com for the most
current legal information affecting Nolo
books and software.


http://www.nolo.com/legal-updates/
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4 | NOLO’S ENCYCLOPEDIA OF EVERYDAY LAW

Home is heaven for beginners.
—Charles H. Parkhurst

uying or selling a house is a both

exciting and demanding. To do it

successfully, you need to understand
how houses are priced, financed, and
inspected; how to find and work with a real
estate agent; how to protect your interests
when negotiating a contract; and how legal
transfer of ownership takes place. This
chapter covers many of the basic topics
that buyers, sellers, and owners need to
understand.

Buying a House

Before you fall in love with a house, it’s
essential to determine how much you can
afford to pay and what your financing
options are. You'll also need to choose a
good real estate agent or broker, decide
whether to buy an old house, new house, or
condo, and finally, even if you think you've
found your dream home, understand house
inspections and insure your new home
against unforeseen problems.

I’'m a first-time home buyer. How do |
determine how much house | can afford?

Don't rely on abstract formulas to determine
how much you can pay. Instead, take a
close look at how much of your monthly
income you can realistically set aside

after you stop paying rent. Then, when
considering a particular house, total up

the estimated monthly loan payments
(including principal and interest) plus one-
twelfth of your yearly bill for property and
homeowners’ insurance and other house-
related costs like utilities and maintenance.
Now compare that to your monthly income.

Lenders expect you to make all monthly
housing payments with 28% to 38% of your
gross monthly income (before taxes). The
exact percentage depends on the amount
of your down payment, the interest rate on
the type of mortgage you want, your credit
score, the level of your long-term debts, and
other factors.

It’s best to run the numbers yourself
before you talk to a bank or lender. Various
online mortgage calculators, such as those
on the websites listed at the end of this
chapter, will help you get a realistic picture
of your budget.

Once you've done the basic calculations,
you can ask a lender or loan broker for
a prequalification letter saying that you
are likely to be approved for a loan of a
specified amount based on your income
and credit history.

However, unless you're in a very slow
market, with lots more sellers than buyers,
you'll want to do more than prequalify—
you’'ll want to be all but guaranteed
for a specific loan amount. This means
that the lender actually evaluates your
financial situation, runs a credit check,
and preapproves you for a loan (subject
to you satisfying any last-minute questions



or conditions). Having lender preapproval
makes you more financially attractive to
sellers than simple loan prequalification and
is crucial in competitive markets or where
sellers are wary of accepting any offer that
might not close successfully.

How important is my credit history in
getting loan approval?
Your credit history plays a vital role in
determining the type and amount of loan
lenders offer you. When reviewing loan
applications, lenders typically request
your credit score from the credit bureaus.
This score is a statistical summary of the
information in your credit report, including:
e your history of paying bills on time
e the level of your outstanding debts
e how long you've had credit
e your credit limit
e the number of inquiries for your credit
report (too many of a certain kind can
lower your score), and
e the types of credit you have.

The higher your credit score, the easier
it will be to get a loan. If your score is
low, a lender may either reject your loan
application altogether or insist on a very
large down payment or high interest rate to
lower the lender’s risk.

To avoid problems, always check your
credit report and clean up your file if
necessary—before, not after, you apply
for a mortgage. For information on how to
order and clean up your credit report, see
Chapter 9.
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How can I find the best home loan or
mortgage?

Banks, credit unions, savings and loans,
insurance companies, mortgage bankers,
and others make home loans. Lenders and
terms change frequently as new companies
appear, old ones merge, and market
conditions fluctuate. To get the best deal,
compare loans and fees from at least a half-
dozen lenders. This information is widely
available on the Internet.

Mortgage rate websites come in two basic
flavors: those sites that don’t offer loans
(called “no-loan” sites) and those that do.
No-loan sites are a great place to examine
mortgage programs, learn mortgage lingo,
and crunch numbers with online mortgage
calculators.

Many online mortgage sites also offer
direct access to loans from one or more
lenders. However, many customers report
dissatisfaction with online mortgage services
and prefer to complete their transaction with
a “live” lender or broker.

See the end of this chapter for addresses
of some mortgage websites.

To avoid all the legwork involved in
shopping for mortgages on your own, you
can also work with a loan broker, someone
who specializes in matching house buyers
with an appropriate mortgage lender. Given
the increasing variety of loan types—as
discussed further on in this section—an
experienced broker can also help you decide
which is best for you. (But check the broker’s
qualifications carefully—not all brokers are
licensed.) Loan brokers usually collect their
fee from the lender, not from you.
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What are my other options for home loans?

You may also be eligible for a government-
guaranteed loan, offered by:

e the Federal Housing Administration
(FHA), an agency of the Department
of Housing and Urban Development
(HUD) (see www.hud.gov)

e the U.S. Department of Veterans Affairs
(see www.homeloans.va.gov), or

e a state or local housing agency.

Government loans usually have low down
payment requirements and sometimes offer
better-than-market interest rates as well.

Also, ask banks and other private lenders
about any “first-time buyer programs” that
offer low down-payment plans and flexible
qualifying guidelines to low- and moderate-
income buyers with good credit.

Finally, don't forget private sources of
mortgage money—parents, other relatives,
friends, or even the seller of the house you
want to buy. Borrowing money privately is
usually the most cost-efficient method of all.

What'’s the difference between a fixed and
an adjustable rate mortgage?

With a fixed rate mortgage, the interest
rate and the amount you pay each month
remain the same over the entire mortgage
term, traditionally 15 or 30 years.

With an adjustable rate mortgage (ARM),
your interest rate will fluctuate in step with
the interest rates in the economy. Initial
interest rates of ARMs are usually offered at
a discounted (“teaser”) rate, which is lower
than those for fixed rate mortgages. Over
time, however, initial discounts are filtered

out. To avoid constant and drastic changes,
ARMs typically regulate (cap) how much
and how often the interest rate and/or
payments can change in a year and over the
life of the loan.

How do | decide between a fixed and an
adjustable rate mortgage?

Because interest rates and mortgage options
change often, your choice of a fixed or an
adjustable rate mortgage should depend

on the interest rates and mortgage options
available when you’re buying, how much
you can afford in the short term, your view
of the future (generally, high inflation will
mean that ARM rates will go up and lower
inflation means that they will fall), and how
willing you are to take a risk.

Risk-averse people usually choose the
certainty of a fixed rate mortgage, even
when balanced against the possibility that
an ARM might be cheaper in the long run.
However, some people can’t afford the
relatively higher interest rates at which fixed
rate mortgages usually begin.

Keep in mind that if you take out a loan
now, and several years from now interest
rates have dropped but your home has
retained its value, refinancing may be an
option. But if the only way you can afford
your home over the long term given your
expected income is to count on a refinance,
don't take the risk—many others have done
so and lost.

To make sure you can refinance
profitably in the future, avoid prepayment
penalties on your first mortgage.



What's the best way to find and work with a
real estate agent or broker?

Get recommendations from people who
have bought or sold a house in the past
few years and whose judgment you trust.
Don’t work with an agent you meet at an
open house or find in the Yellow Pages

or on the Internet unless and until you

call references and thoroughly check the
person out. (In fact, it’s best to line up an
agent before visiting open houses, because
if you visit an open house unaccompanied
and wish to make an offer, some listing
agents have been known to claim that they
found you first, and so they’re owed the full
commission.)

The agent or broker you choose should
be in the full-time business of selling real
estate and should have the following five
traits: integrity, business sophistication,
experience with the type of services you
need, knowledge of the area where you
want to live, and sensitivity to your tastes
and needs.

All states regulate and license real estate
agents and brokers. You may have different
options as to the type of legal relationship
you have with an agent or broker; typically,
the seller pays the commission of his or
her listing agent, who splits it with of
the real estate salesperson who helps the
buyer locate the seller’s house. The total
commission is a percentage (usually 5-6%)
of the sales price of the house (so 2.5-3%
per agent). What this means is that your
agent or broker has a built-in conflict of
interest: Unless you've agreed to pay the
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agent separately, there’s not payday until
you buy a home, and the more you pay for
a house, the bigger the agent’s cut.

To offset this conflict, you need to
become knowledgeable about the house-
buying process, your ideal affordable house
and neighborhood, your financing needs
and options, your legal rights, and how to
evaluate comparable prices.

What'’s the best way to get information
on homes for sale and details about the
neighborhood?

Most people begin their search on the
Internet, scanning online listings to see
which homes are worth a visit, how much
they cost, and what amenities they offer.
Virtual tours of new homes often include
floor plans and photographs.

Once you identify a house you like,
you can email the address or identification
number to your agent, the listing agent,
or the owner (if it’s a listing by a FSBO—
for sale by owner) to obtain additional
information or to set up an appointment to
see the home.

The list of websites at the end of this
chapter includes some of the major national
real estate listing sites. Your state or regional
realty association or multiple listing service
(MLS) may also have a website listing
homes for sale. Major real estate companies,
including ERA, RE/MAX, Coldwell Banker,
Prudential, and others offer home listings
on their websites.

Virtually all online editions of newspapers
offer a homes-for-sale classifieds section
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that works much like an online listing site.
On most newspaper sites, you can browse
all the listings or customize your search by
typing in your criteria, such as price range,
location, and number of bedrooms and
baths. Check the Newspaper Association of
America (www.naa.org) for a link to your
newspaper. (Under “Quick Links,” click
“Newspaper Websites.”)

Advice on relocation decisions and
details about your new community and its
services are also readily available online.
For valuable information about cities,
communities, and neighborhoods, including
schools, housing costs, demographics, crime
rates, and jobs, see the websites listed at the
end of this chapter.

Keep in mind that the Internet is no
substitute for your own legwork. Ask
your friends and colleagues, walk and
drive around neighborhoods, talk to local
residents, read local newspapers, visit the
local library and planning department, and
do whatever it takes to help you get a better
sense of a neighborhood or city.

| want to buy a newly built house. Is there
anything special | need to know?

The most important factor in buying a
newly built house is not what you buy (that
is, the particular model), but rather from
whom you buy. New is not always better,
especially if the house is slapped together
in a hurry. And as the first person to live in
the house, you could be in for unpleasant
surprises, such as water pipes that aren’t
connected to the sewer or light switches
that don’t work.

Shop for an excellent builder—someone
who builds quality houses, delivers on time,
has adequate cash reserves to finish the job
(your home plus any promised amenities
such as a clubhouse or pool), and stands
behind the work. To check out a particular
builder, talk to existing owners in the
development you're considering, or ask
an experienced contractor to look at other
houses the developer is building. Keep
tabs on the builder as the work is done, by
scheduling regular home inspections. (You'll
need to negotiate for these in your purchase
contract.)

Many developers of new housing will
help you arrange financing; some will also
pay a portion of your monthly mortgage or
subsidize your interest payments for a short
period of time (called a “buydown” of the
mortgage). As with any loan, be sure you
comparison shop before arranging financing
through a builder.

Also, be sure to negotiate the prices of
any add-ons and upgrades, such as a spa
or higher-quality appliances. These can add
substantially to the cost of a new home.

Is there anything | need to know before
buying a home in a development run by a
homeowners’ association?

When you buy a home in a new subdivision
or planned unit development, chances are
good that you also automatically become

a member of an exclusive club—the
homeowners’ association, whose members
are the people who own homes in the same
development. The homeowners’ association
will probably exercise a lot of control over



how you use and alter your property. You'll
not only have to pay regular dues (often
several hundred dollars per month), but
count on your fellow members to pay their
dues in order to maintain the common
areas and deal with any issues that come
up, such as major repairs or sudden damage
that’s not covered by your insurance.

Deeds to houses in new developments
almost always include restrictions—from
the size of your dog to the colors you can
paint your house to the type of front yard
landscaping you can do to where (and what
types of vehicles) you can park in your
driveway. Usually, these restrictions, called
covenants, conditions, and restrictions
(CC&Rs), put decision-making rights in the
hands of a homeowners’ association. Before
buying, study the CC&Rs carefully to see
if they’re compatible with your lifestyle. If
you don’t understand something, ask for
more information and seek legal advice if
necessary.

It’s not easy to get out from under overly
restrictive CC&Rs after you move in. You'll
likely have to submit an application (with
fee) for a variance, get your neighbors’
permission, and possibly go through a
formal hearing. And if you want to make a
structural change, such as building a fence or
adding a room, you'll probably need formal
permission from the association in addition
to complying with city zoning rules.

How can | make sure that the house I'm
buying is in good shape?

In some states, you may have the advantage
of a law that requires sellers to disclose
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considerable information about the condition
of the house. (See “Selling Your House,”
below.) Regardless of whether the seller
provides disclosures, however, you should
have the property inspected for defects or
malfunctions in the building’s structure.

Start by conducting your own inspection.
To help you learn what to look for, see
Nolo’s Essential Guide to Buying Your First
Home, by llona Bray, Alayna Schroeder, and
Marcia Stewart. Ideally, you should take a
close look at a house on your own before
you make a formal written offer to buy it
so that you can save yourself the trouble
should you find serious problems. (Believe
it or not, people have bought houses on the
Internet sight unseen. Don’t do that!)

If a house passes your inspection,
hire a general contractor to check all
major house systems from top to bottom,
including the roof, plumbing, electrical
and heating systems, and drainage. This
will take two or three hours and cost you
anywhere from $200 to $500 depending
on the location, size, age, and type of
home. Accompany the inspector during the
examination so that you can learn more
about the maintenance and preservation
of the house and get answers to questions,
including which problems are important
and which are relatively minor. Depending
on the property, you may want to arrange
specialized inspections for pest damage
(your mortgage lender may require a
pest inspection), hazards from floods,
earthquakes, and other natural disasters
and environmental health hazards such as
asbestos, mold, and lead.


http://www.nolo.com/products/nolos-essential-guide-to-buying-your-first-home-HTBH.html
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In most states, these professional
inspections are done after you and the
seller have signed a purchase agreement.
(Your purchase should be contingent upon
the house passing one or more inspections.)
To avoid confusion and disputes, be sure
you get a written report of each inspection.

If the house is in good shape, you can
proceed, knowing that you're getting what
you paid for. If an inspector discovers
problems—such as an antiquated plumbing
system or a major termite infestation—
you can negotiate for the seller to pay for
necessary repairs. Finally, you can back
out of the deal if an inspection turns up
problems, assuming your purchase contract
is properly written to allow you to do so.

I’'m making an offer to buy a house, but |
don’t want to lock myself into a deal that
might not work out. How can | protect
myself?

Real estate contracts almost always contain
contingencies—events that must happen
within a certain amount of time (such as
30 days) in order to finalize the deal. For
example, you may want to make your
offer contingent on your ability to qualify
for financing, the house passing certain
physical inspections, or even your ability
to sell your existing house first. Be aware,
however, that the more contingencies you
want, the less likely the seller is to accept
your offer or sign the purchase agreement.
See “Selling Your House,” below, for more
on real estate offers.

When should I start looking for
homeowners’ insurance?

A house may be the biggest investment
you make in your life, so you'll want to
fully insure it against damage (by fire,
wind, vandalism, earthquakes, floods,

and mold, for example). A comprehensive
homeowners’ insurance policy should cover
the replacement value of your house and
other structures, and partial replacement
of valuable items of personal property like
art and computers. But beware: So-called
“replacement cost coverage” for your house
pays you only a preset amount, so you'll
want to make sure that’s enough to cover
your actual rebuilding costs. You'll want
some liability coverage as well, in case
visitors to your property slip and fall or are
otherwise injured.

Start shopping for homeowners’
insurance soon after your purchase
agreement has been signed. Don’t make
the mistake of putting this off until escrow
is about to close—finding a good policy
at a reasonable price is getting harder
and harder, due to recent losses and
clampdowns in the insurance industry.

The problem is particularly acute in
states such as California and Texas, where
expensive mold claims have pushed the
industry into a state of panic. Homebuyers
who have filed past claims for water
damage (a precursor to mold) or who are
buying a house with a history of mold
problems may find themselves unable to
get any insurance at all. Homebuyers with a



history of making frequent claims on their
insurance policies have similar problems.
Some homebuyers now add a contingency
to their purchase contract stating that the
deal can be cancelled if they can’t find
adequate insurance.

Shop carefully—and if you're in a state
with a troubled insurance industry, buy
a policy with a high deductible. This will
lower your premium cost and prevent you
from racking up a history of claims that
could endanger your ability to renew your
policy or get future insurance.

RESOURCE
For more information about buying

a home:

* Nolo’s Essential Guide to Buying Your First
Home, by llona Bray, Alayna Schroeder,
and Marcia Stewart, provides all the
information you need to select the best
house, mortgage, agent, inspections, and
much more.

* How to Buy a House in California, by
Ralph Warner, Ira Serkes, and George
Devine (Nolo), explains the details of the
California house-buying process.

* Inspecting a House, by Rex Cauldwell
(Taunton Press), shows professional

inspectors how to inspect a house in order

to discover major problems, such as a bad
foundation, leaky roof, or malfunctioning
fireplace, and it’s written in language a
layperson can understand.
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Strategies for Buying an
Affordable House

To find a good house at a comparatively
reasonable price, you must learn about the
housing market and what you can afford,
make some sensible compromises as to size
and amenities, and above all, be patient.
Here are some proven strategies to meet
these goals:

1. Buy a fixer-upper cheap (preferably one
that needs mostly cosmetic fixes).

2. Buy a small house (with remodeling
potential) and add on later.

3. Buy a house at an estate or probate
sale.

4. Buy a house subject to foreclosure
(when a homeowner defaults on the
mortgage).

5. Buy a shared-equity house, pooling
resources with someone other than a
spouse or partner.

6. Rent out a room or two in the house.

7. Buy a duplex, triplex, or house with an
in-law unit to get rental income.

8. Lease a house you can’t afford to buy
now with an option to buy later.

9. Buy a limited-equity house built by a
nonprofit organization.

10. Buy a house at a short sale (where the
seller’s mortgage is higher than the
value of the loan, and the lender agrees
to accept a lower amount from a willing
buyer).

11. Buy a house at an auction.


http://www.nolo.com/products/nolos-essential-guide-to-buying-your-first-home-HTBH.html
http://www.nolo.com/products/how-to-buy-a-house-in-california-BHCA.html
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Selling Your House

If you're selling a home, you need to time
the sale properly, price the home accurately,
and understand the laws (such as disclosure
requirements) that cover house transactions.
These questions and answers will get you
started.

I don’t need to sell in a hurry. When are the
best and worst times to put a house on the
market?

Ideally, you should put your house on

the market when there’s a large pool of
buyers—causing prices to go up. This may
occur in the following situations:

e Your area is considered especially
attractive—for example, because
of the schools, low crime rate,
employment opportunities, weather,
or proximity to a major city.

e Mortgage interest rates are low.

e The economic climate of your region
is healthy, and people feel confident
about the future.

e There’s a jump in house-buying
activity, as often occurs in spring or
due to a time-sensitive tax credit.

Of course, if you have to sell
immediately—because of financial reasons,
a divorce, a job move, or an imperative
health concern—and you don’t have any of
the advantages listed above, you may have
to settle for a lower price, or help the buyer
with financing, in order to make a quick
sale.

Preparing Your House for Sale

Making your house and garden look as
attractive as possible may put several
thousand dollars in your pocket. At a
minimum, sweep the sidewalk; mow

and fertilize the lawn; put some pots of
blooming flowers by the front door; clean
the windows; and fix chipped or flaking
paint. Clean and tidy up all rooms and
remove clutter, personal items (including
photos), and some furniture, to make
them look bigger. Be sure the house smells
good—hide the kitty litter box and bake
some cookies. Check for loose steps, slick
areas, or unsafe fixtures, and deal with
everything that might cause injury to a
prospective buyer. Take care of minor
maintenance issues that might make buyers
think you've taken poor care of the house,
such as a cracked window, overgrown front
yard, leaking faucet, or loose doorknob.
You can improve the look of your house
without spending much money—a new
shower curtain and towels might really
spruce up your bathroom, and freshly cut
flowers or bowls of fruit will improve every
room. Or you can spend several thousand
dollars to have a professional “stage”

your house with rented furniture and
accessories, a technique some real estate
agents swear by.



| want to save on the real estate
commission. Can | sell my house myself
without a real estate broker or agent?

Usually, yes. This is called a FSBO
(pronounced “fizzbo”)—for sale by owner.
You must be aware, however, of the legal
rules that govern real estate transfers

in your state, such as who must sign

the papers, who can conduct the actual
transaction, and what to do if and when any
disputes or other problems arise. You also
need to be aware of any state-mandated
disclosures as to the physical condition of
your house. (See the discussion below.)

If you want to go it 