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Illinois Homeownership Coalition  
for People with Disabilities 

Homebuyer Education 
 

Introduction 
 

Congratulations! You are taking a big step towards greater independence. 
Owning your own home is the American dream. The biggest buying 
decision you will ever make is purchasing a home. Homeownership is a big 
responsibility, one that you will have to live with for years to come.   
 
Before you make this important decision, make sure you know all that is 
involved in the home buying process. Many who have not taken the time to 
do this homework, have fallen victim to lenders who prey on lower-income 
individuals and families, unscrupulous Realtors and sellers, and have found 
themselves way over their heads in debt. 
 
Buying a home is a complicated process, governed by federal, state and local 
laws. The purchase requires a legal contract between a buyer and seller. 
Long-term financing through a bank or mortgage company is standard. 
There are at least five types of insurance involved. So before you set off to 
find your perfect home, it’s good to know there are many professionals 
available to assist you – your Home Buying Team. We will be taking a look 
at what these team members do.  
 
After completing this program, you will have a better understanding of: 

• The importance of good credit and budgeting 
• Financing your home 
• Fair Housing Laws 
• Working with a Realtor and finding a home 
• The importance of having a home inspection 
• What happens at a “closing” 
• Tips on maintaining a home 
• What to do if you encounter financial difficulties 
• Where to go if you need assistance in repairing/maintaining your 

home 
 

We hope this information will help you get started on the path to 
homeownership. Good luck with your home search. The Homeownership 
Coalition for People with Disabilities looks forward to assisting you during 
this process. 
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Chapter 1 
 

RENTING vs. HOMEOWNERSHIP 
 
 
If you are considering homeownership you should weigh the pros and cons. 
Owning a home is not for everyone. It’s a bigger commitment and more 
expensive than most first-time buyers even realize. You need a clear idea of 
what to expect before committing to 30 years of payments. Buy a home 
when the timing’s right for you, when you can afford all the costs and you 
plan to stay there for a while. 
 
Monthly Costs 
 
When you pay rent some or all of the utilities may be included. Your 
mortgage payment does not include utilities. So you need to look at the 
current utility bills, preferably a 12 month history, and calculate the average 
monthly expenses. If you are fortunate to have your mortgage payment 
lower than the rent you are paying, you may come out ahead, even with 
adding utility bills. 
  
Maintenance costs are paid by your landlord (if your landlord maintains the 
property). You pay all maintenance costs when you own, exceptions may 
include condominiums which often have a maintenance fee included in the 
monthly homeowners’ association dues. It is highly recommended that 
homeowners budget for any unforeseen repair or maintenance costs. 
 
Tax Benefits 
 
When it comes to tax benefits – owning a home may or may not benefit you, 
depending on what income bracket you are in. If you don’t file a tax return 
obviously you won’t see tax benefits. Often people consult tax accountants 
to see how much impact owning your home will have on your taxes. If the 
total of your mortgage interest and taxes doesn’t exceed your personal 
exemption, there may be no benefit in itemizing on your Federal tax return. 
If you’re in the 27% federal tax bracket, every dollar you pay in mortgage 
interest only saves you 27 cents in taxes.  
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Many of the real costs of owning a home aren’t deductible. You don’t get a 
break for insurance, repairs or maintenance – and these costs can really add 
up. 
 
Equity 
 
When you rent you build no equity (the difference between your home’s 
value and what you owe). Owning a home can be a good financial 
foundation, because it forces you to save when you make each mortgage 
payment. Part of your mortgage payment brings down the amount of the 
mortgage or loan principal. For example, if you put down $20,000 on a 
$100,000 home, and if your home appreciates 10%, your equity has grown 
by 50% ($110,000 value minus the $80,000 mortgage = $30,000 or 50% 
more than you invested). However, home prices don’t always go up. 
 
It’s difficult to predict how much your home will appreciate, if it does. 
That’s why you should be relatively sure you won’t need to move in the near 
future if you buy a home. Three years is a minimum, five years is better and 
10 years or more will help you ride out all but the worst real estate market 
conditions. 
 
Trade Up Value 
 
If you are fortunate to have purchased a home in an area that is appreciating 
in value, you can take your built up equity and buy a more expensive home. 
Even with modest appreciation, if you have lived in the home five years or 
more, you may be able to trade up. 
 
Inflation 
 
Real estate tends to keep up with and sometimes exceeds the rate of 
inflation. 
 
Features 
 
Sometimes rental properties will offer amenities a home may not; (i.e. pool, 
playground, tennis courts). Though you could purchase a home in an area 
that has these features.  
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Renters may get stuck with unruly landlords while homeowners may have to 
live with unruly neighbors. 
 
Pay Back on Improvements 
    
If you improve your rental unit you may or may not be reimbursed by the 
landlord. Usually, there is no payback on improvements. When you improve 
your home you will see some payback when you sell your home. Do not 
assume that you will get back 100% of what you spent on improvements. 
Some improvements such as an extra bathroom or bedroom may return 
100% of what was invested. A lot depends on the real estate market. So 
contact a real estate professional before adding on to your home to see if it 
would be a wise investment. 
 
Stability 
 
A landlord can raise your rent, sell the property and force you to move, 
sometimes with little notice. When you own your home the principal and 
interest of your mortgage payment remains the same for 30 years. Your 
payment will only increase if the taxes and insurance premiums increase 
(which they usually do). 
 
Mobility 
 
When you rent you can move anytime. But if you move before the lease is 
up and without the 30 day required notice you will lose your security 
deposit. 
 
When you own a home it is not so easy to move. You must sell or rent the 
home which takes time and money – figure 10% of your home’s value for 
agents’ commissions and moving expenses. If you default on your mortgage 
you will lose your equity and down payment. Your credit will be ruined for 
10 years. 
 
Security for Retirement 
 
After 30 years (or 15 years in some instances) you will have paid off your 
mortgage. Your monthly living costs will be greatly reduced. Though you 
will still have to pay real estate taxes, homeowner’s insurance, and 
maintenance. With the equity in your home you could downsize to a smaller 
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home and, hopefully, pay cash for it. You could also tap into your equity and 
pay medical or other expenses by taking out a low interest equity line of 
credit. It would be less expensive than taking out a personal installment loan. 
 
Control over Environment 
 
When you rent the landlord places pet and paint restrictions. As a 
homeowner you are free to do as you please (as long as it is not against the 
law). When you rent you can always move if the neighborhood deteriorates. 
As a homeowner it’s not so easy to pick up and leave. 
 
Investment Property 
 
Real estate such as second family homes or condominiums and vacation 
homes are great tax shelters, especially if you rent these properties. 
 
  
 
 

Renting vs. Homeownership 
What do you want to do? 

     VS.   
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Chapter 2 
 

WHAT IS CREDIT? 
 
 

If you have ever taken out a loan to buy something - a car, for example - you 
were given credit. Credit means you are using someone else’s money to pay 
for things. It also means you are making a promise to repay the money (the 
loan) to the person or company that loaned you the money (the creditor or 
lender). 
 
One of the first steps towards homeownership is to establish good credit, 
especially if you have had credit problems in the past. Establishing good 
credit might mean paying your bills on time, taking care of debts that are too 
high or past due.  If you have never borrowed before you will need to 
establish a nontraditional credit history. 
 
This chapter will explain what credit is and will provide useful information 
about:  
• Credit reports and credit scoring 
• How to improve you credit score 
• Creating a nontraditional credit history 
 
A loan usually includes both principal (the amount of money you borrowed) 
and interest (the additional dollars you pay for the privilege of borrowing the 
money). Because a loan is a legal obligation, it is important to understand 
how you must repay it. 
 
Good credit means that you make your loan payments on time and you repay 
your debts as promised. Good credit is important because it makes it more 
likely that you can get a new loan in the future when you want to make a 
major purchase, such as a car or a home. When you have a good credit 
record, lenders feel more confident that you will be willing and able to pay 
back the new loan. 
 
It’s true that you need good credit to buy a home, but you don’t need perfect 
credit. If you don’t have good credit right now, don’t get discouraged. You 
can use the ideas in this manual to start improving your credit. 
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It may take some time, but you will be far better off if you improve your 
credit before you apply for a home mortgage loan or other large purchase. 
This is important because if you have a habit of not paying your bills on 
time, or have a lot of debt, you may not qualify for a mortgage loan. Or the 
lender may give you a loan, but with a larger down payment requirement or 
at a higher rate of interest. If you pay a higher rate, you could end up paying 
thousands of dollars more in interest for your home. 
 
For example, an $80,000, 30-year fixed-rate mortgage at 7 percent interest 
will have a monthly payment of approximately $532, compared with a 
monthly payment of $644 for the same $80,000 mortgage at 9 percent 
interest. Over the life of the loan, you will pay close to $40,000 more for the 
9 percent loan than you would for the 7 percent loan. As you can see, it may 
be wise to take care of any credit problems you have before you start 
looking for a home so you can apply for the best interest rate possible. 
 
How do I know if I have good credit? 
 
Sometimes people think they have good credit. Then they apply for a loan 
and are surprised to learn that there are some problems with their credit. The 
best way to find out if you have good credit is to get a copy of your credit 
report. 
 
What is a credit report? 
 
A credit report is a record of how you have paid your credit card debt and 
other loans. A credit report shows how much debt you have, if you have 
made payments on time, or if you have not paid back some loans at all. 
Credit reports do not show information about your race, religion, medical 
history, personal lifestyle, political preferences, criminal record or any other 
information unrelated to credit. 
 
Credit reports are compiled by national credit-reporting agencies. The 
typical credit report includes four types of information: 
 
1. Identifying information: Your name, current and previous addresses, 

telephone number, Social Security number, date of birth, and current and 
previous employers. This information comes from your credit 
applications. 
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2. Credit information: Specific details about your credit cards, student 
loans, and other loans. This information includes the date opened, credit 
limit or loan amount, balance, and monthly payment. The report also 
shows your payment history during the past several years, and the names 
of anyone else responsible for paying the account, such as a spouse or a 
co-signer. Late payments, skipped payments, accounts turned over to a 
collection agency, and repossessions appear here. This information 
comes from companies you do business with. 

 
3. Public record information: Bankruptcy records, foreclosures, tax liens 

for unpaid taxes, monetary court judgments (such as lawsuits), and, in 
some states, overdue child support. This information comes from public 
records.  

 
4. Inquiries: The names of those who obtained a copy of your credit report 

and how often you have applied for credit in the past two years. When 
you order a credit report, you may also see the names of companies that 
have reviewed your report for “pre-approved” credit offers. However, 
these names will not be given to creditors who request a copy of your 
report. Creditors only see the inquiries you initiate (by applying for a new 
credit card, for example).  

 
Creditors rely on this information about how you’ve handled you loans in 
the past to decide how likely you are to repay a new loan. When you apply 
for credit or a loan, you give the creditor permission to order your credit 
report from a credit-reporting agency. 
 
How to order a credit report 
 
The best way to know what your credit report shows is to order one and 
review it carefully. It’s a good idea to order your credit report once a year to 
make sure there are no errors on it. 
 
You can order your credit report from any of the major credit reporting 
agencies listed on the next page. When you order your report, have ready 
your Social Security number, date of birth, current and previous addresses 
for the past five years, and maiden name, if applicable. 
 
You may have to pay a small fee (about $8.50) to get your credit report. 
Credit reports are free if you have been turned down for credit. However, 
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you must ask for this report from the agency that produced it within a 
specified period of time, usually 30-60 days. 
 
The information on your credit report may vary from one credit-reporting 
agency to another. This is because not all creditors report their information 
to every credit-reporting agency. For this reason, you may want to order a 
report from each of the three credit-reporting agencies listed below. 
 
 
 

Credit-Reporting Agencies 
 

Equifax      
1-800-685-1111   
www.equifax.com   
Equifax Inc. 
P.O. Box 105496 
Atlanta, GA 30348-5496 
 
Experian 
1-800-311-4769 
www.experian.com 
Experian 
P.O. Box 9600 
Allen, TX 75013 
 
Trans Union Corporation 
1-800-916-8800 
www.transunion.com 
Trans Union LLC 
Consumer Disclosure Center 
P.O. Box 1000 
Chester, PA 19022 
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How to understand your credit report 
 
Several types of organizations are available to help you understand your 
credit report at little or no charge. For example, you can ask for help from 
the credit-reporting agency that sent you the report, or you can visit a non-
profit credit-counseling organization. You can also get help from lending 
institutions, credit unions, or local housing assistance agencies in your city 
or county. 
 
How to correct errors 
 
Credit reports should be accurate, but it is important to make sure. If there 
are errors or outdated information on your credit report, it could hurt your 
chances of getting a new loan. The good news is that you have the right to 
have the mistakes corrected at no charge to you. Here’s how: 
 
1. The credit report may include information on how to correct errors. 

Follow the instructions that you get with the credit report to tell the 
credit-reporting agency about the mistake. 

 
2. A phone call to the agency, alerting them of the mistake, often will take 

care of the problem. 
 
3. If additional information is needed to correct the error, the credit-

reporting agency will tell you what to send. For example, the agency may 
ask for copies of canceled checks or other payment information. If you 
have kept good records of this information, it will be much easier to show 
where a mistake occurred. 

 
4. You may also wish to explain the problem in a brief letter. The credit- 

reporting agency must investigate your complaint within 30 days and get 
back to you with its results. As part of its investigation, the agency will 
check with the creditor whose information you are questioning. If the 
agency finds that the information in the credit report is inaccurate, the 
creditor must notify the other major credit-reporting agencies of the error 
so that they can correct their information. 

 
If the credit-reporting agency does not find an error, but you still believe 
your credit report is inaccurate, you can contact the creditor directly to try to 
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straighten out the problem. When you resolve the dispute, ask the creditor to 
send a correction to the credit-reporting agency. 
 
You also have the right to explain your side of the story on the credit report 
if the issue remains unresolved. You may write up to 100 words to explain 
the situation. The statement will appear on your credit report. For example, 
if you did not pay a car repair bill because the mechanic did not fix the 
problem, the unpaid bill may show up on your credit report – but so will 
your explanation. 
 
Credit reports and credit scores 
 
You may wonder how a creditor can look at all the information on your 
credit report and make a fair decision about your credit. One way creditors 
do this is by using a computer model (i.e. Fair Isaac & Co.- FICO) to 
analyze your credit report and give it a credit score. 
 
• What is a credit score? A credit score is used to predict how likely an 

individual is to repay a new loan based on experience with millions of 
consumers. There are many different computer models that can calculate 
a credit score. In general, however, the computer model assigns points to 
information in a credit report. For example, making payments on time 
every month is positive for the score. Charging the maximum amount 
available on a credit card is negative. The computer adds the positive and 
negative points, and the resulting number is a credit score. 

 
• What is a “good” credit score? That depends on the credit-scoring 

model and the lender. For example, one computer model ranges scores 
from 300 to 900; the higher the number, the better. In addition, each 
creditor decides what credit score range it considers to be a good risk or a 
poor risk. For this reason, the creditor is the best source to explain what 
your credit score means in relation to the final credit decision. 

 
• Why are credit scores used? Creditors, including mortgage lenders, use 

credit scoring because it is a fast, objective way to evaluate a credit 
report. Credit scoring also protects you. This is because your age, health, 
race, religion, gender, national origin, marital status, income, and 
employment are not considered in determining your credit score. 
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• How can I improve my credit score? If a creditor has told you that you 
have a poor credit score and has turned you down for credit because of 
your score, there are steps you can take. First, you have the right to 
request a written explanation from the lender that turned you down. The 
letter must explain the reasons for the credit denial. Then you can make a 
plan to begin to address these issues. As you improve your credit over 
time, your credit score will also improve. Later sections of this chapter 
suggest ways to improve your credit. 

 
Also, remember that the lender, not a credit score, makes the final decision 
to approve a mortgage loan application. A credit score is simply a tool used 
by the lender. The lender may take into consideration any special reasons for 
your past credit problems. In addition, the lender will look at more than just 
your credit score – such as the amount of the down payment, job history, 
income, savings, and the type of mortgage loan you want – before making a 
final decision. 
 
 
 

 
 

 
 
Ideas for Avoiding Late Payments 
 
• Mark your calendar when you must mail your bills each month so that 

they will arrive before the due date. 
 
• Pay bills automatically out of your checking account every month. Gas, 

electric, telephone, and insurance companies often encourage their 
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customers to pay their bills this way. If you use automatic payments, be 
sure you keep track of them in your checkbook. 

• If you take a trip out of town, make a plan for keeping your bills up to 
date. For example, you might ask a friend to pick up your mail and send 
you your bills so you can pay them while you are gone. You can also call 
your creditors before you leave town and arrange to pay your bills ahead 
of time. 

 
Taking these steps will improve you credit over time. In general, creditors 
look for a two-year history of paying bills consistently on time to establish 
good credit.  
 
What else will help me take control of my credit? 
 
In addition to paying your bills on time every month, you can take other 
steps to improve your credit or maintain the good credit you already have. 
 
• Pay loans first. Pay them before you spend money for things like going 

out for dinner or to the movies. Missed payments hurt your credit rating. 
 
• Pay off credit cards every month. If this is difficult to do, cut up the 

cards so you can’t use them. Or put the cards away until you pay them 
off. Then only use the cards if you have an emergency or know you can 
pay the balances every month. Otherwise, write checks or pay cash for 
items you buy. 

 
• Remind yourself that credit cards are loans. Before you pull out your 

credit card, ask yourself, “Would I really take out a loan to buy this?” 
 
• Charge less than the maximum amount available on your credit 

card. Even if you make the payments on time, creditors may think that 
you are in too much debt. 

 
• Only apply for the credit you need. Every time you apply for credit, it 

appears on your credit report. If you apply often, creditors may be 
concerned that you are using too much credit. Even if you do not open 
the charge account, your application may raise a flag that you may be 
having cash-flow problems. Avoid applying for credit cards just for fun, 
or to get a “free” gift or a discount on a purchase. 
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• If you feel you can wisely use a credit card, choose one with a low 
interest rate and no (or very low) annual fees. Credit cards issued by 
department stores or other stores usually charge higher interest rates than 
bank credit cards. You can use the Internet to shop for a card with low 
fees and low interest rates. Compare the fees and rates of any offers you 
receive in the mail. Do not pay an upfront fee to get a lower rate on a 
credit card. An upfront fee is different from an annual fee and is often a 
scam. 

 
• Try to pay more then the minimum due each month. When you only 

pay the minimum, you end up paying a lot of money in interest charges. 
For example, assume you use a credit card with an 18 percent interest 
rate to buy a sofa for $1,000. You only make the minimum payment of 2 
percent each month (about $20). At that rate, it will take you about 90 
months (or 7½ years!) to pay off the couch, and it will end up costing you 
about $1,800 when you include interest charges. 

 
• Use your credit card to establish good credit. Although you can get 

into debt trouble if you overuse credit cards, you can also use credit cards 
wisely to show that you can manage credit well. Just be sure to pay the 
credit cards off every month or keep the balances very low. 

 
• Look for ways to cut your expenses or increase your income. This 

will give you more money to pay bills.  
 
• Keep track of bills and past-dues notices. Do not think that a debt has 

disappeared just because you may have stopped receiving notices. For 
example, doctors or hospitals sometimes stop sending bills to patients 
after several months. But if they turn the bill over to a collection agency, 
it will show up on your credit report. Unpaid student loans will also 
appear on your credit report and may prevent you from getting a loan. 
Check your credit report to see if you have any of these debts. Then take 
steps to start paying them before you apply for a new loan. 

 
Getting help 
 
1. If you are having problems paying your debts, call your creditors to 

discuss your options. Call them before you miss a payment. This may be 
a difficult step, but it is less embarrassing than receiving phone calls from 
creditors demanding payment. If you bought a car and are having trouble 
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making the payments, for example, it may be better to sell the car and 
pay off the loan than to let the creditor repossess the car. A repossession 
will hurt your credit rating.  

 
2. If you owe money to many businesses, it may be time for expert help. 

Consider going to a non-profit credit-counseling organization. These 
organizations can work with you and your creditors to set up a repayment 
plan. They will provide this service at little or no cost. Your lender or 
creditor may be able to refer you to a credit counselor. Other places to 
look for a credit-counseling service include universities, military bases, 
credit unions, banks, and housing authorities. 

 
3. Stay away from “credit-repair” companies. Legitimate, non-profit, 

community-based counseling organizations provide a much-needed 
service to people who are having credit problems. Don’t confuse these 
organizations with so-called credit-repair companies that offer to fix your 
credit history for a fee. It can’t be done. Only you can repair your bad 
credit by repaying your debts and paying your current bills on time. 
Promises like “We can erase your bad credit, 100 percent guaranteed” are 
not true. To check out a company’s reputation, call the Better Business 
Bureau or the State’s Attorney General. 

 
A note about bankruptcy, foreclosures, and repossessions 
 
If you have not paid a loan and have had a car repossessed, a house 
foreclosed on, or have declared bankruptcy, it will have a major effect on 
your ability to get new credit. Information about a foreclosure or 
repossession can stay on your credit report for seven years. A bankruptcy 
can stay on your credit report up to 10 years. 
 
If you are in one of these situations and want to apply for a new loan, there 
are several things you can do. First, you might write a letter to the new 
lender explaining why the problem occurred. For example, perhaps you were 
seriously ill, recently divorced, or lost your job. 
 
Another suggestion is to wait a few years before you apply for a new loan. 
The length of time you must wait will depend on the lender’s rules and the 
size of the loan for which you are applying. During that time, make a strong 
effort to reduce your debt and pay your bills on time. When you apply for a 
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loan again, make sure the lender knows the steps you have taken to improve 
your credit. 1
 
 

 
 

Six Steps to Building Great Credit 
 
Your credit history can make or break you when you’re trying to convince 
lenders that you’re a good risk. Take these steps to build the best record you 
can – well before you need it. 
 
Getting credit when you don’t have any – or when you’re recovering from a 
credit disaster, like bankruptcy – can be daunting. 
 
Without a good credit history, it’s hard to get new credit. But without credit, 
it’s tough to build a good credit history. Every day, people take steps that 
establish and improve their image in the eyes of lenders. So can you. Here’s 
what you need to do: 
 
Step One: Open checking and saving accounts 
These bank accounts establish you as part of the financial mainstream. 
Lenders want to know you have a checking account available to pay bills, 
and a savings account indicates you’re putting aside something for the 
future. Having bank accounts gives you practice in managing your money. 
 
Step Two: Get your credit report – if you have one 
Next, you need to find out how lenders view you. Most base their decisions 
on credit reports, which are compiled by for-profit companies known as 
credit bureaus. You can order your credit report for a small fee from each of 
the three major bureaus or use the Credit Reports feature on MSN Money to 
obtain a “3-in-1” report. www.msn.com 
                                                           
1  Fannie Mae Foundation’s Knowing and Understanding Your Credit
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Step Three: Fix any errors or omissions 
Some credit reports include errors – accounts that don’t belong to you or that 
include out-of-date or misleading information. You should read through 
each of your three reports and note anything that’s incorrect. 
 
Once you have a list of problems, ask the bureaus to investigate errors listed 
on their reports. You can use the form that came with your report if you 
received it by mail, or use the Web link if you accessed your report on the 
Internet. 
 
Step Four: Add positive information to your report 
The more information you can provide about yourself, the more comfortable 
lenders may feel extending credit to you. In addition, certain information – 
such as having the same job or address for a few years – can make you 
appear to be more stable in lenders’ eyes. While this information isn’t used 
in creating your credit score, it’s often used by lenders in addition to credit 
scores to make lending decisions. You may also find that your report doesn’t 
include credit accounts or other information that it should. 
 
Here’s a list of items to consider: 

• Are your employer and your job title listed? If you’ve had the job less 
than two years, your previous employer and job title should be listed 
as well. 

• Is your address listed and correct? If you’ve been there less than two 
years, is your previous address listed as well? 

• Is your Social Security number listed and correct? This is the way 
most lenders will identify you. 

• Is your telephone number listed and correct? Many lenders may not 
extend credit if they can’t call you to verify information. 

• Are your checking and saving accounts listed and correct? 
• Does your report include all the accounts you’ve paid on time? Some 

lenders don’t report regularly to credit bureaus, and some report to 
only one or two, rather than all three. You can ask the creditor to 
report the account to a bureau that doesn’t list it. If the creditor refuses 
or doesn’t respond, you can send a letter to the bureau with a copy of 
your latest statement and canceled checks to prove you’re paying on 
time. 
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Step Five: Common routes for establishing new credit: 
• Apply for department store and gasoline cards. These are usually 

easier to get than major bank credit cards such as Visa or MasterCard. 
• Consider taking out a small personal loan from your local bank or 

credit union and paying the money back over time. The bank may 
require some collateral – such as the same amount you’re borrowing, 
deposited into a savings account. But the loan, if reported to the credit 
bureaus, can still help build your credit history. Make sure that it will 
be reported before you borrow the money. 

• Apply for a secured credit card. These work something like the loan 
described above: You deposit a certain amount at a bank, and in return 
you’re given a Visa or MasterCard with a credit limit about equal to 
the amount you deposited. You can find a list of secured cards at 
www.Bankrate.com. Avoid any card that charges a big fee for 
processing your application or a high annual fee. 

 
Step Six: Once you’ve got credit, use it right 

• Charge small amounts to each card – but never more than you can pay 
off each month. You need to use credit regularly to establish your 
credit history, but there’s usually no advantage to paying interest on 
those charges. 

• Once you’ve been approved for one card or loan, don’t rush out and 
apply for several more. Applying for too much credit will hurt, rather 
than help, your score. Most people need only one or two bank cards, a 
gasoline card and a department store card, acquired over a year or 
more, to start a solid credit history. 

• Pay your bills on time, all the time. This includes household bills such 
as utilities and telephone as well as your credit card bills and loans. 
Late payments on any of these accounts can wind up in your credit 
report, and can really hurt your credit score. 

• Don’t charge the limit on your credit cards. In fact, don’t even come 
close. Try to avoid using more than 30% or so of the credit you have 
available to you – even less, if you can. Your credit score measures 
the difference between the credit available to you and what you’re 
actually using. The smaller the gap, the more it hurts your score. 
Lenders will worry that you’re becoming overextended and won’t be 
able to pay your bills if you charge too much.2 

                                                           
2 Written by Liz Pulliam Weston. Her column appears every Monday and Thursday, 
exclusively on MSN Money. www.msn.com 
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Beef Up Your Credit Score in Five Steps 
 
So you’ve had a few problems getting the bills paid lately, and you’re 
wondering what you can do to repair the damage. You’ve got plenty of 
company. There are more than 30 million people in the United States with 
credit blemishes severe enough (score under 620) to make obtaining loans 
and credit cards with reasonable terms difficult. Insurers, employers and 
landlords also use the scores in evaluating the applications they get.  
 
Or maybe your credit is OK, but you’d like to make it better. After all, the 
better your credit, the lower the interest rates you can score on mortgages, 
car loans and credit cards. New glimpses into the once-secret process of 
credit scoring have made it easier than ever to improve your credit.  
 
Here, then, are the five steps to credit repair: 
 
Step One: Pay your bills on time 
Payment history is the single most important factor in determining your 
credit score, making up 35% of the total. Since recent history carries more 
weight than what happened five years ago, getting in the habit of making on-
time payments is an incredibly powerful way to start rebuilding your credit 
rating. 
 
Likewise, delinquent payments can devastate your score. Missing even one 
payment can knock 50 to 100 points off a good score. Skipping payments for 
a single month on all your bills can lower your number from a respectable 
707 to the dismal range of 562 to 632, according to a new credit score 
simulator at www.MyFico.com, a joint venture between leading credit scorer 
Fair Isaac & Co. and credit bureau Equifax. 
 
The simulator lets you see the impact of various credit behaviors on a 
sample score. For $12.95, consumers can order their own scores and see how 
a wider array of actions, from opening new accounts to maxing out their 
credit cards, could affect their numbers. 
 
Tip: I’ve found the best way to avoid late payments is to put as many of our 
bills on automatic as possible. Our mortgage lender, utilities and phone 
service providers are happy to take their payments directly from our 
checking account each month. Online bill-payment systems are another way 
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to ease monthly check-writing chore, and many provide reminder services so 
you don’t forget a bill. The latest versions of “Quicken” and “Money” have 
good reminder features, as well. 
 
Step Two: Pay down your debts – and consider charging less 
Lenders like to see plenty of breathing room between the amount of debt 
reported on your credit cards and your total credit limits. The more debt you 
pay off, the wider that gap and the better your credit score. 
 
What many people don’t know is that credit scores don’t distinguish 
between those who carry a balance on their cards and those who don’t. So 
charging less can also improve your score – even if you pay off your credit 
cards each month. 
 
Your credit-card issuer takes a look at your account once every month or so 
and reports the outstanding balance on that day to the credit bureaus. This 
snapshot doesn’t reflect whether you pay off that balance a few days later or 
whether you carry it from month to month. 
 
Tip: If you plan to apply for a mortgage, car loan or other major credit 
account in the next year, start paying down those balances now. And if 
you’re in the habit of charging everything in sight to your cards – to gain 
more frequent flier miles, say – consider switching more to cash in the 
months before you apply. Depending on your situation, the loss of a few 
miles could be more than made up for by a better score, and thus a lower 
interest rate. 
 
This kind of advice, by the way, makes the folks at Fair Isaac & Co. more 
than a little nervous. Credit scorers and lenders don’t want to see people 
“artificially” changing their behavior to pump up their scores. Moderation in 
using plastic is never a bad thing. However, if the desire for a better score 
has you using credit more wisely, who’s the loser? 
 
Step Three: Don’t close old, paid-off accounts 
We used to tell people to close accounts they weren’t using. Now here’s the 
word from Craig Watts of Fair Isaac & Co.’s consumer affairs office: 
“Closing accounts can never help your score, and often it can hurt.” 
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This knowledge is frustrating to those who want to simplify their lives and 
reduce the opportunities for identity theft by closing unused accounts. But 
credit facts are credit facts. 
 
Shutting down credit accounts lowers the total credit available to you and 
makes any balances you have loom larger in credit score calculations. If you 
close your oldest accounts, it can actually shorten the length of your reported 
credit history and make you seem less credit-worthy. 
 
Of course, perhaps you can afford not to care too much about the effect of 
closing an account. If you don’t use your cards much and your score is 
already high, the damage caused by shutting down more recent unused 
accounts will be minimal and may be well worth the peace of mind. 
 
If you do carry balances or charge a lot, however, leave all your old accounts 
open, especially if you’re about to apply for new credit. 
 
Tip: Keep all this in mind the next time a department store clerk offers you a 
10% discount for signing up for new card. Each new account can put a small 
ding on your credit score, and offer a new opportunity for credit thieves. 
Since closing accounts can hurt, it’s better to apply only for credit you really 
need. 
 
Step Four: Don’t be afraid of credit counseling 
If you’re overloaded with high-interest debt and are in danger of falling 
behind on your payments – or you already have – consider working with a 
non-profit agency such as Consumer Credit Counseling Services to set up a 
debt repayment plan. These services can negotiate lower interest rates and 
help you pay off your bills within a few years. 
 
Contrary to what you might have heard, credit counseling probably won’t 
hurt your credit score. It used to, but about three years ago Fair Isaac & Co. 
discovered that people in debt-repayment plans were no more likely to 
default or go bankrupt than other consumers. 
 
References to credit counseling, by the way, are typically removed from a 
credit report after a consumer had successfully completed a repayment plan. 
That means there’s no lasting reminder on your credit history. 
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A few lenders still use the old scoring system, which punishes those on debt 
repayment plans. Obviously, you’ll want to avoid those lenders – and 
perhaps all lenders until you’ve dug your way out of credit trouble. 
 
Tip: Don’t confuse legitimate, non-profit credit counseling services with 
fly-by-night outfits or so-called debt settlement firms. Debt settlement will 
hurt your credit score, since you’re paying less than you own, and fly-by-
night firms can disappear with your payments, making your credit even 
worse. 
 
Step Five: Stay out of bankruptcy if you can 
Bankruptcy is worse than delinquent loans, judgements or collections. Its 
impact, however, depends on how many black marks you made on your 
credit before you filed. 
 
Bankruptcy can knock 200 points, or more, off the score of someone with 
otherwise good credit. People with multiple delinquencies or collections on 
their reports will see less decline because their scores are low to begin with. 
Either way, recovering from a bankruptcy can be tough. Once a score is 
pushed below 620, which bankruptcy inevitably does, credit becomes scarce 
and far more expensive. 
 
High-interest lenders love recent bankruptcies, because they know 
consumers aren’t allowed to file again for another six years – plenty of time 
to squeeze out lots of high-rate payments. Mainstream lenders, however, 
generally will reject consumers with a bankruptcy on their record – and 
bankruptcies are reported for up to 10 years. 
 
Knowing your credit score, and the potential impact of a bankruptcy, might 
help you steel your resolve to pay off your bills and improve your credit 
situation. Or you may decide you can’t make matters much worse, and file 
anyway. 
Tip: Once you know the impact on your score, get good, objective advice 
before filing for bankruptcy. Attorneys may be overly eager for you to file, 
while consumer credit counselors may be overly eager that you not.3

                                                           
3 Written by Liz Pulliam Weston. Her column appears every Monday and Thursday, 
exclusively on MSN Money. www.msn.com 
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The Consumers’ Guide to Credit Counseling 
 
Credit counselors are falling all over themselves to help you out of debt, but 
some do more damage than good. Here’s what you need to know, including 
whether you need it and the red flags for rip-offs. 
 
Scenario: 
Randy is deeply in debt and desperate. He’s seen all the television ads from 
credit counseling services that promise to help him, and he’s also been 
approached by a company that assures him it can painlessly make his debts 
go away. Is this too good to be true? Often, the answer is yes. 
 
Randy’s thinking of entering a world that’s fraught with fraud, 
misrepresentation and controversy. Debt counseling has become a $7 billion 
industry, but not all the players are legitimate. 
 
The best credit counseling can help people who are behind on their debts get 
back on their feet. Fly-by-night outfits can disappear with your money, and 
what remains of your credit rating. In between the two are a whole fleet of 
operators who may or may not leave you better off than you are now. 
 
The morphing world of credit counseling 
 
A decade ago the industry was dominated by the National Foundation for 
Credit Counseling, whose non-profit affiliates – usually known as Consumer 
Credit Counseling Services – negotiated lower interest rates and payment 
plans for people who had fallen behind. Today you can find the Consumer 
Credit Counseling Services in just about any city. 
 
But the services now have plenty of competition. A rise in consumer debt in 
the 1990s helped spawn hundreds of rivals, many with million-dollar 
advertising budgets, slick Internet come-ons and sound-alike names. 
 
Some do a good job of negotiating repayment plans. Others charge fat 
upfront fees, pay their executives even fatter salaries and pocket much of the 
money that could be going to pay off creditors. An increasing number target 
people who aren’t even late on their payments, but who are simply 
disgruntled about their interest rates. 
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The worst aren’t credit counselors at all. Usually billing themselves as 
specialists in “debt settlement,” they promise to help you get rid of your 
debts for pennies on the dollar – after you pay an upfront fee that can be 
$3,000 or more. Typically, by the time you hear about these companies, 
they’ve already absconded with people’s cash, disconnected their phones 
and set up shop somewhere new with a different name.  
 
Who needs credit counseling? 
 
Obviously, all these outfits are finding plenty of eager customers. 
Americans’ debt loads have been running at record levels, and bankruptcies 
are high. 
 
It’s hard to get an accurate count on how many people signed up for debt 
repayment plans through credit counseling services. About 557,000 were in 
debt repayment plans just with Consumer Credit Counseling Services during 
2001, said Lydia Sermons-Ward, spokeswoman for the National Foundation 
for Credit Counseling. Of those, Sermons-Ward said, about half were 
expected to successfully complete their plans. The other half were expected 
to drop out, with some of those filing for bankruptcy. 
 
Typically, counseling services negotiate lower payments with credit-card 
companies and other lenders, then make the payments using a check or 
electronic funds transfer sent to them by the consumer each month. 
 
Most of the counseling services’ fees are paid by the lenders themselves, 
which send back to the services a portion of the payments received. This has 
led some critics to think that credit counseling is just a tool of the lending 
industry. 
 
The payment system, known as “fair share,” has certainly encouraged the 
growth of credit counseling services. And some agencies, driven by 
competition, are now openly courting consumers who haven’t fallen behind 
on their debts by promising lower interest rates. This development has 
angered credit-card companies and often hurts consumers, who may find out 
too late that such plans can hurt their credit ratings and are often 
unnecessary. 
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Are you in danger? 
 
So let’s make this clear: If you’re able to pay your bills and are current on all 
your accounts, you almost certainly don’t need credit counseling. If your 
interest rates are too high, you usually can negotiate a lower rate with your 
credit card companies just by asking – or threatening to move your account 
elsewhere. 
 
Here’s when you might think about full-scale credit counseling: 
 

• You can’t pay the minimums on your credit cards. 
• You’re consistently late paying one or more of your regular bills. 
• You’re being hounded by creditors and collection agencies. 
• Your efforts to work out reasonable repayment plans with your 

creditors have failed. 
 
Be warned: If you’re too far in debt, credit counseling may not be able to 
help. There are limits to how little your creditors will accept, and a credit 
counseling service may not be able to cut your payments enough to either 
give you breathing room or get you out of debt. If that’s true, bankruptcy 
may be the best of bad options. 
 
Your payments also shouldn’t stretch on for years. The typical plan takes 
two to four years to complete. Responsible credit counselors say bankruptcy 
is usually the better option if the repayment would take more than five years. 
 
What to watch out for 
 
Once you’ve decided you want credit counseling, you should investigate the 
company or service carefully before signing up. Red flags to avoid include: 
 
• Big upfront fees. Consumer Credit Counseling Services typically charge 

a $35 set-up fee. If you’re paying a lot more, you may be the one who’s 
getting set-up, unless you’re getting extensive and personal money 
coaching that could justify the fee. 

• No accreditation. Legitimate credit counseling firms are affiliated with 
the National Foundation for Credit Counseling or the Association of 
Independent Consumer Credit Counseling Agencies.  

• Delayed or missing payments. Some companies pocket your first 
months’ payments as a fee, rather then passing the money on to your 
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creditors. Missing payments can hurt your credit rating. Find out how 
much of each monthly payment is going to your creditors, and when it 
will be sent to them. 

• Unrealistic promises. Some companies falsely promise that you can 
settle your debts for little or no money, without hurting your credit rating. 
Legitimate credit counseling services help you pay back what you owe, 
albeit at lower interest rates, and acknowledge there may be some affect 
on your credit rating and ability to obtain new credit. 

 
What counseling can do to your credit? 
 
Here’s another controversial topic. You may have heard that credit 
counseling will trash your credit report or even that it’s “worse then 
bankruptcy.” Neither is really true. 
 
Credit counseling may have some effect on your credit, or it may have none 
at all. Some lenders may not want to do business with you after you’ve 
completed your plan, but others will. 
 
Contrast that with a bankruptcy, which is viewed by almost all mainstream 
lenders as a huge negative on your credit report. These lenders, who prefer 
to deal with consumers with good credit, typically won’t do business with 
you for the 10 years the bankruptcy remains on your file. What happens to 
your credit during counseling largely depends on how your lenders report 
your account to the credit bureaus. 
 
First USA, the credit-card giant, reports its customers as delinquent on their 
bills until they make three consecutive payments of the new minimums 
negotiated by their credit services, said spokesman David Webster. Citibank, 
by contrast, simply adds a note to the credit bureaus’ files that the customer 
is enrolled in credit counseling. 
 
Even some lenders that were traditionally suspicious of credit counseling 
have loosened their stance. More mortgage lenders are willing to lend people 
who have successfully completed repayment plans, said mortgage broker 
Allen Bond, president of the California Association of Mortgage Brokers’ 
Southern California chapter. 
 
Some lenders say they even view credit counseling as an encouraging sign 
that a customer is getting his or her debts under control. Citibank, that 
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largest issuer of credit cards, say people who have fallen behind on their 
payments often improve their status in the company’s eyes by enrolling in – 
and sticking with – a debt repayment plan. 
 
“We always viewed that as a positive,” said Citibank spokeswoman Maria 
Mendler. “We’ve seen that for people who enter these programs, there’s a 
significantly lower rate of default.” 
That said, there are still some lenders who refuse to deal with anyone who 
has enrolled in credit counseling. And if you fell behind on your payments 
before you entered credit counseling, you’ll find those late payments will 
still affect your credit score even after you’ve paid off your debts. 
 
As you can see, there are no easy answers for people who get in trouble with 
credit. Once you’re there, make sure to evaluate your options carefully, and 
don’t make a bad situation worse.4
 
How can I create a credit history if I don’t have one now? 
 
You may prefer to pay cash for everything you buy. You may never have 
taken out a loan. Or perhaps you are recently divorced and do not have any 
credit in your name. If you are not in debt, you should feel good about that. 
 
However, if you have never made a loan payment or used a credit card, you 
may not have any credit history. This can be a problem when you get ready 
to buy a home and apply for a mortgage loan. The mortgage lender will want 
to see a record of how well you can pay bills and manage credit. 
 
If you don’t have credit cards or loans, you can still put together a credit 
history. You can create your own report to show a lender that you pay your 
rent, telephone, car insurance, medical, and utility bills on time each month. 
This is called a nontraditional credit history. 
 
Here are suggestions for building a nontraditional credit history: 
 
• Keep copies of bills you pay, including your rent, telephone, electricity, 

cable television, gas, and insurance. 
 
• Keep copies of the canceled checks used to pay your bills. 
                                                           
4 Written by Liz Pulliam Weston. Her column appears every Monday and Thursday, exclusively on MSN 
Money. www.msn.com 
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• Ask your landlord, the telephone company, and the gas and electric 

company to write you a letter. Ask them to include how long you have 
been a customer and how well you have paid your bills every month. 

 
• Show your bills, payments, and letters to lenders to prove that you pay 

your bills on time every month. A record that shows at least two years of 
regular payments is ideal. 

 
• Although overuse of credit cards can get people into debt trouble, using 

one or two credit cards wisely is a good way to establish a credit history. 
Consider asking your bank if it can issue you a “secured” credit card, 
backed by your savings account, to help you establish credit. Be sure you 
understand any fees involved and the terms for making payments. Then 
use the card for some of your purchases. Make the credit card payments 
on time every month to show you can handle credit well. You can also 
apply for a credit card on your own, directly from a department store or a 
credit card company. 

 
• If you are married, make sure some credit accounts are in your own name 

as well as your spouse’s name, so you will both build a credit history. 
Also remember that you are responsible for paying any loans or credit-
card debts that are in both names. 

 
• Ask a non-profit credit-counseling service or housing-assistance agency 

for help in preparing a nontraditional credit history.5 
 

                                                           
5 Fannie Mae Foundation’s Knowing and Understanding Your Credit 
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Chapter 3 
 

BUDGETING
 
 
How can a budget help improve my credit? 
 
One excellent way to take control of credit is to use a budget. Think of a 
budget as your spending plan. It helps you plan where you will spend your 
money – and how you will save some of it. Another good reason for having 
a budget is that it helps you get ready to buy a home. When you apply for a 
mortgage loan, the lender will ask you how much income you have and what 
your expenses are. A budget will show that information. 
 
 
There are four steps to making a budget: 
 
1. List your income. 
 
2. List your expenses. 
 
3. Compare income and expenses. 
 
4. Set priorities and make changes so that your          
    income is greater than your expenses. 
 
 
 
For a budget to work, it must be accurate. For example, do not overestimate 
your income. Also, don’t forget bills that only come due every few months 
or so, such as car insurance. In these cases, list the average cost per month. 
For example, if you pay $450 for car insurance every six months, you must 
save $75 each month to pay the bill. Use the budget at the end of the chapter 
to list your household income and expenses. 
 
If you are not sure how much you spend on things, write down everything 
you buy or keep all of your receipts for a few months. This will help you see 

Illinois Homeownership Coalition                           3- 1 Homebuyer Manual 



where you spend money and where you might be able to cut back so you 
will have more money for savings or to pay other bills.  
 
Cutting expenses and increasing income.  
 
Here are a few ideas for cutting expenses: 
• Buy only things you really need, not things you want. 
• Make a shopping list before you go to the grocery store and stick to it. 

Pay with cash, not a credit card. Use coupons. 
• Eat at home. Take your lunch to work. 
• Look for sales and off-season bargains. Compare prices. 
• Share driving or use public transportation.  
• Buy a used car instead of a new car with high monthly payments. 
• Shop at thrift stores, garages sales, or flea markets. 
• Consider discontinuing services you don’t really need, like cable TV,  

cell phone or a pager.  
• Avoid check-cashing stores, pawnshop loans, and rent-to-own stores. 

They can cost you a lot of money in fees and high interest charges.  
 
Why are checking and savings accounts important? 
 
Checking accounts are important. If you pay your bills with cash, it is 
difficult to provide creditors with a record of how you manage your money. 
Having a checking account can help solve this problem. 
 
When you have a checking account at a bank or credit union, you can use 
your monthly statement and canceled checks to show creditors that you do a 
good job of paying your bills. In addition, it usually costs less to have a 
checking account than it costs to buy money orders to pay bills or to use a 
check-cashing store to cash your paycheck. 
 
If you do not have a checking account, consider setting one up soon. Call 
several banks or your credit union. Ask what they charge and what services 
they provide. Choose the bank or credit union that offers the best deal and is 
the most convenient for you. 
 
Savings accounts are important, too. One of the best ways to improve your 
overall financial picture is to save money every month, even if it is only a 
small amount.  
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Here are some ideas to start saving money: 
 

1. When you get your paycheck, pay yourself first by taking a certain 
amount of money ($10, $25, $50) out of your paycheck and putting it 
into a savings account before you pay other bills. Better yet, have 
your company take the money out of each paycheck automatically 
and put it into your savings account.  

 
2. When you pay off a bill, continue making the same “payment” – but 

put it in your savings account. 
 
3. Another easy way to save: Put $1 a day in a jar. Then add your loose 

change to the jar. At the end of the month, you will have about $50. 
Once a month, take the money to the bank and deposit it into your 
savings account. By the end of the year, you will have $600 or more! 

 
Options for investing your money. 
 
Banks and Credit Unions. You can put your savings in an account at a bank 
or credit union. Banks and credit unions pay you extra money, called 
interest, for the use of the money you save at their institution. The great 
advantage of saving money is that it grows over time as the money earns 
interest. The longer you save, the more your money will grow. In addition, 
the federal government insures savings accounts, making them a safe 
investment. Shop around for the best interest rate, and ask if you must keep a 
minimum balance in the account to avoid service charges. 
 
Mutual Funds. When you invest in a mutual fund, the mutual fund company 
uses your money to buy shares of stocks and bonds of many different 
companies. In the United States, an investment in stocks has made more 
money over time than saving at a bank. However, investing in stocks is also 
more risky. If the stock market goes down temporarily, the value of the 
mutual fund may also go down. Unlike savings accounts at a bank, mutual 
funds are not insured by the federal government. 
 
Individual Development Accounts (IDAs). What would you do if you 
learned that for every dollar you saved, someone would add more money to 
your savings account? You would probably jump at the idea! 
 

Illinois Homeownership Coalition                           3- 3 Homebuyer Manual 



There is such a program. It is called an Individual Development Account 
(IDA). You can use the money you save in an IDA to buy a home, pay 
school tuition, or start a small business. As part of the program, you also 
receive help in managing your money and building other financial skills. 
 
IDAs are funded by sponsors. Some IDA sponsors are private, non-profit 
organizations, (i.e., your local Housing Authority). Others receive 
government money. When you participate in an IDA, the money you save is 
matched by the IDA sponsor. For every dollar you save, the sponsor will 
usually add at least $1 – or as much as $4 or more – to your IDA savings. 
 
IDAs are usually available to low-income people, but they are not available 
everywhere. You can check with your bank or credit union, church or 
religious organization, local housing authority, county welfare office, or 
community development group.1 See Appendix for your local IDAs. 
  
 
 
 
 
 

To find out about IDAs in your area, visit the Web site of 
Corporation for Enterprise Development at 

www.idanetwork.org. 
 
 
 
 

 
 
 
 
 
 

                                                           
1 Fannie Mae Foundation’s Knowing and Understanding Your Credit 
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Keys to Successful Budgeting 

 
 
1. The entire family should be involved in making basic decisions 

concerning how money will be spent, who will pay the bills, and who will 
keep track of the budget. 

 
2. Develop your own spending plan that is suited to your family’s income, 

needs, and goals. Don’t try to follow plans made for other people. 
 
3.   Prioritize your family’s goals. Your money should be spent for those 

things which mean the most to your family’s welfare and happiness. 
 
4.   Plan ahead for the whole year; this is the only way you can have a true 

picture of where you are going and how well you are following your 
financial plan. 

 
5.   Include all of your income and expenses in your budget. Plan according to 

what your income is now, not what you expect it to be. 
 
6.   Keep good records to make the procedure as simple as possible. 
 
7.   It’s important that you track and record every penny spent in order to 

control spending habits. Monthly and daily expense planning worksheets 
are included in the Appendix. 

 
8.   As a homeowner, it is extremely important that you put aside money in 

your budget for reserve accounts to cover home maintenance. 
 
9.   Pay yourself first by developing a personal savings plan. Try to save at 

least 10% of your income. If you can’t manage 10% right away, try to 
save a smaller amount, but do so regularly. 

 
10. If at the beginning, you fail at times to stick to your budget plan, don’t 

give up. Pick up where you left off and try to stay with it again. You will 
succeed if you are determined. 

 
11. Review your plan once a month. Analyze expenditures and alter the plan if 

you feel adjustments would improve the workability of your budget.  
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Are You an Over-spender? 

 
 
If you feel that your finances control you instead of you controlling your 
finances, ask yourself the following questions. If you answer “yes” to most of 
these questions, you may want to consider changing your current spending 
habits.  
 

1. Are you still paying bills from purchases made a year ago? 

2. Do you use credit cards even when the purchase is small and you have 
the cash? 

 
3. Is your checking account frequently overdrawn? 

4. Do you race to the bank to deposit your paycheck before all the checks 
you’ve written come in? 

 
5. Have you stopped adding to, or even having, a savings account? 

6. Do you sometimes wonder why you made a particular purchase? 

7. Do you feel “out of control” when faced with a buying decision? 

8. Do you juggle payments to keep creditors satisfied? 

9. Are your credit cards usually at the maximum credit limit? 

10. Do you feel free to spend more after clearing up a debt? 

11. Are you surprised at how much interest you pay creditors annually? 

12. Do you hope that your children will handle money better than you do? 
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13. Would a small reduction in your income or an emergency expense 
force you to neglect your obligation to creditors? 

 



Budget Questions 

Here are some questions to think about as you complete your budget 
worksheet. You and your spouse, or significant other, should discuss these 
questions together. 
 

1.   What are the biggest items on your budget? 

_______________________________________________________________

_______________________________________________________________

_______________________________________________________________

_______________________________________________________________ 

2.   How much are you saving each month on your current budget? 

_______________________________________________________________

_______________________________________________________________ 

3.   How could you save more money? What expenses could you cut or      
reduce? 

_______________________________________________________________

_______________________________________________________________

_______________________________________________________________

_______________________________________________________________ 

4.   In what ways do you see your financial picture changing in the next year? 
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_______________________________________________________________

_______________________________________________________________

_______________________________________________________________

_______________________________________________________________ 



5.   In the next five years? 

_______________________________________________________________

_______________________________________________________________

_______________________________________________________________

_______________________________________________________________ 

NOTES: 

_______________________________________________________________

_______________________________________________________________

_______________________________________________________________

_______________________________________________________________

_______________________________________________________________

_______________________________________________________________

_______________________________________________________________

_______________________________________________________________

_______________________________________________________________

_______________________________________________________________

_______________________________________________________________ 
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Setting Your Budget Goals 

Short-Range Goals 

Generally, a short-range goal should be achieved within the period of time 
covered by each paycheck you receive. If you get paid weekly, or receive SSI 
or SSDI, the plan will include all your expenses and income for one (1) week; 
if you get paid bi-weekly, the goal will include all your expenses and income 
for two (2) weeks, etc. 
 
List 10 short-range goals: 

1)__________________________ 6)___________________________ 
      
2)__________________________ 7)___________________________ 
 
3)__________________________ 8)___________________________ 
 
4)__________________________ 9)___________________________ 
 
5)__________________________ 10)__________________________ 
 
 
Your short-range goals may include things like: 

• Paying your rent 
• Paying utilities 
• Buying food weekly 
• Paying for weekly child care 
• Buying gasoline weekly 

 
Each of these goals occurs in a short span of time and many of them are 
recurring. You should include these short-range goals, even though you might 
not have realized what you were doing. A goal is a goal, whether it’s a mental 
goal or a written one. However, goals usually become much clearer and more 
realistic when you take the time to write them down. 
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Long-Range Goals 
 
Your long-range goal may sometimes span only one (1) month, six (6) 
months, one (1) year or more. Long-range goals are determined by how long it 
takes you to accumulate the money to meet the goal. There are variables that 
enter into that decision. How much does the goal cost? And how much are 
you setting aside each pay period to work toward that goal? 
 
List 10 long-range goals: 
 
1)___________________________ 6)____________________________ 
  
2)___________________________ 7)____________________________  
 
3)___________________________ 8)____________________________  
 
4)___________________________ 9)____________________________ 
   
5)___________________________ 10)___________________________  
 
 
Your long-range goals may include things like: 

• Buying a house 
• Buying new clothes 
• Buying furniture or appliances 
• Buying a car 
• Paying off bills 
• Continuing your education 
• Taking a vacation 

 
Long-range goals, however, require not just income, but also a plan to 
accumulate money to pay for these goals. A savings account is a good way to 
accumulate money, and should become a line item in your budget. Saving 
money is generally the primary way individuals today are able to accumulate 
the funds required to purchase a home. 
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Budget Study #1 
 
Mary is working for the State of Illinois as a secretary. She is earning a salary of 
$20,000 or $633.33 after deductions, twice a month. She finds herself living from 
paycheck to paycheck, always running out of money before payday. She has a 
credit card which she is trying to pay off, but there is always something that has 
to be charged. Mary can not seem to get ahead.  Look at her expenses for two 
weeks and see where she could start saving money. 
 
 
Mon. Tues. Wed. Thurs. Fri. Sat. Sun. 
Rent     $350 
Cable   $30 
Food    $50 
Cr.Card $30   
Lunch   $5 
Soda     $1 
Candy  $.50 

Lunch   $6 
2 sodas $2  
Dinner  $7 
Video   $2 

Lunch   $4 
Soda     $1 
Present $20

Lunch  $6 
Soda    $1 
Store    $20 
Doctor $10 

Lunch    $5 
2 sodas  $2 
Movie   $7 
Snacks  $6 

Gas   $15 
Store $10 
Lunch $7 

Brunch $7 
Church $5 

Totals             
$466.50 

 

 
            $17 

 
            $25 

 
            $37 

 
            $20 

 
         $32 

 
            $12 

 
 
Mon. Tues. Wed. Thurs. Fri. Sat. Sun. 
Lunch $5 
Soda   $1 
Candy $.50 

Lunch $4 
Soda   $1 

Breakfast $3 
Electric  $40 
Lunch    $5 
Soda      $1 
Candy    $.50 

Lunch    $5 
Entert.   $15 
Purchase $6 

Lunch $5 
Soda   $1 
Entert. $20 

Store $15 Church $5 

Totals 
         $6.50 

 
         $5 

 
         $49.50 

 
             $26 

 
         $26 

 
         $15 

 
            $5 
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Mary spent a total of $ 742.50 in two weeks, but her paycheck was only for 
$633.33. She overspent by $109.17, which she has charged to her credit card. 
Are there areas where she could cut her spending? First, she could start by 
bringing her own lunch and eat out only once a week. This would save her 
$60! Then, she could buy a case of soda at the beginning of the month and 
buy her candy in bulk, instead of buying them from the vending machines at 
work. This would save her approximately $12. She spent quite a bit on 
entertainment, clothes and extra personal items that totaled $111. If she cut 
this amount down to $60 every two weeks, she’ll come out ahead. In fact, 
Mary would only spend approximately $622, leaving her $11.00 to deposit in 
savings or put towards lowering the balance of her credit card, since now she 
would not have to charge additional items. 



Budget Study #2 
 
Tim and Tammy Jones are a recently married young couple without children  
living in an apartment. Recently, they graduated from college and are now 
working. They would love to own a home. For their wedding they received 
cash gifts from family members and friends. However, they are not sure if 
they have enough money for the down payment and closing costs.   
 
First, they need to evaluate their income and expenses to see if they can afford 
a home. Then they need to determine if they have enough money for a down 
payment and closing costs.  
 
They gather their bills and payroll check stubs and are now starting to discuss 
how the money should be budgeted. They finally agree that they need to 
determine their goals and then prioritize them. 
 
Tim’s Goals: 
1. Buy a new car. His is getting very old and needs many repairs. 
2. Pay off college loans 
3. Buy a home 
 
Tammy’s Goals: 
1. Buy a home 
2. Buy new furniture 
3. Reduce income taxes 
 
Since not all their goals match, they need to further negotiate to see how all 
their goals can be met. They look closer at their income and expenses. 
 
Take home pay each month (after deductions for taxes, health insurance, and 
profit sharing) is $3,138.78. Monthly expenses are as follows: 
  
Rent     $500 
Food     $600 
Car Insurance   $125 
Clothing    $200 
Auto Maintenance/Repairs $250 
Phone     $100  (a lot of long distance calls) 
Entertainment   $200 
Gasoline    $150 
Medical    $50   (medicine) 
Cash     $200 
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Credit Cards    $300 ($2,000 balance)  



Loan Payments   $150 (college loan - $15,000 balance)  
Total Expenses          $2,825 
 
Conclusion 
Net Income:   $3,138.78 
(Less)Expenses:  $2,825.00 
Net Savings:   $   313.78 
 
Tim and Tammy have $300 per month they can save for a down payment and 
closing costs. They have a balance of $500 in their savings account. At a 
savings rate of $300 per month, they could add $ 3,600 to their account in a 
year, giving them a total of $4,100. 
 
Assuming no more charges are added to their cards, at a rate of $300 per 
month, the credit cards will be paid off in seven months, giving them another 
$300 per month for savings. 
 
Tim’s college loan will take another eight years to pay off at the rate of $150 
per month. Because the interest rate is so low, lower than what they could earn 
on their money in a savings account, they decide to keep on paying as 
originally planned.  
 
After looking at their budget, goals and priorities, it became clear that they 
could negotiate their goals so both could be happy. They revised their short -
term and long-term goals.  
 
Their short-term goals for the next six months are: 
1. Pay cash for all purchases. 
2. Have their credit cards paid off. 
3. Add $300 per month to savings. 
 
Long-term goals: 
1. Continue to pay $150 per month on the college loan 
2. When credit cards are paid off, add that additional $300 per month to their 

savings. 
3. At the end of one year, have a savings balance of $5,600. 
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4. Start looking for a home to buy after one year of following their budget 
and meeting their goals. 

 
 
 
 



By evaluating their income and expenses, they knew they could afford to buy 
a home as long as the monthly payment was within their housing budget 
amount. They also knew they would have enough money for the down 
payment and closing costs as long as they followed their budget and met their 
goals. 
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Chapter 4 
 

FINANCING
 
 
One easy way to find out how much you can afford is to get pre-qualified by 
a mortgage lender. Many lenders will be happy to tell you how large a 
mortgage they might offer you. 
 
So before you start calling or visiting lenders, let’s examine what actually 
goes into a mortgage payment and some key factors that lenders will use to 
determine how much house you can afford. Let’s start by getting a better 
understanding of just what a mortgage is.  
 
What is a mortgage loan? 
 
A mortgage requires you to pledge your home as the lender’s security for 
repayment of your loan. The lender agrees to hold the title to your property 
(or in some states, to hold a lien on your title) until you have paid back your 
loan plus interest. If you do not repay your mortgage loan, the lender has the 
right to take possession of your house and sell it in order to satisfy the 
mortgage debt. 
 
Principal and Interest. All mortgages have two features in common. The 
first feature is the mortgage principal, which is the actual amount of money 
you borrow. So, if you take out a $70,000 mortgage, your mortgage 
principal is $70,000. 
 
The second feature is the mortgage interest, which is the money you pay for 
use of the money you borrow. How much interest you pay over the life of 
your loan depends on a number of factors – which you will learn about 
shortly. The interest you pay on your mortgage can be deducted from your 
taxes, which is one of the many benefits of homeownership. 
 
Amortization. Over time, you will repay your mortgage gradually through 
regular, monthly payments of principal and interest. The amounts of these 
payments are calculated to let you own your home debt-free at the end of a 
fixed period of time. During the first few years, more of your payments will 
be applied toward the interest you owe. During the final years of your loan, 
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your payment amounts will be applied almost exclusively to the remaining 
principal. This type of repayment method is called amortization.  
 
When you sell your home, you will be required to pay back any remaining 
principal balance due on your mortgage loan to your lender. 
 
Four factors that affect your mortgage payments. 
 
If you’re shopping for a home, the price of a house is determined by 
location, size, special features (such as a garage, a deck, an extra bathroom), 
and overall market conditions. However – before you fall in love with your 
new dream home – learn the four factors that may be the key to whether or 
not you can afford that house of your dreams.  
They are: 
• the size of your down payment, 
• the amount of your mortgage, 
• your mortgage interest rate, and  
• the repayment term of the mortgage loan you choose.  
 
A change in any one of these four factors will influence how much house 
you can afford. Let’s examine each of these four factors in detail, so you can 
get a good grasp of your buying power. After answering the four buying 
power questions that follow, you should be ready to start shopping for a 
mortgage knowing how much you can pay each month.  
 
1. How large a down payment can you afford? 
 
Your down payment will reduce the amount you’ll need to borrow. So, the 
more cash you put down, the smaller the size of your loan, and the smaller 
your mortgage payments will be. 
 
Lenders often view mortgages with larger down payments as more secure 
because you have more of your own money invested in the property.  
 
Saving enough money for the down payment is usually the hardest part of 
getting ready to buy a home, especially if you’re a first-time buyer. It often 
takes many years to do.  
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FIVE PERCENT DOWN PAYMENTS ARE POSSIBLE. In the past, 
mortgage lenders expected home buyers to make a down payment 
amounting to at least 20 percent of the purchase price of the home. Today, 
however, lenders recognize that 20 percent of the sales price is a tremendous 
amount of cash for most buyers, particularly first-time buyers. So, now, most 
lenders will offer you mortgage loans with as little as 5 percent down. Some 
may even offer 3 percent down or less. 
 
Putting less than 20 percent down often means you will be required to 
purchase private mortgage insurance. Private mortgage insurance protects 
the lending institution in case you fail to make payments on your mortgage. 
Its cost will be added to your monthly mortgage payments and to your 
closing costs. This insurance helps you buy your home years sooner than 
you ordinarily would have been able to because you don’t have to save a 20 
percent down payment. 
 
Some types of mortgages for which you put less than 20 percent down do 
not require private mortgage insurance. These include loans insured by the 
federal government such as an FHA, VA or Rural Development loan. Your 
state may also offer special mortgages for low- and moderate-income home 
buyers that use state-sponsored mortgage insurance programs. 
 
Consider upcoming expenses and closing costs in your down payment 
decision. 
 
How much money do you feel comfortable applying to your down payment? 
Before you decide, you’ll need to consider moving expenses, home 
decorating costs, and any needed upcoming “big ticket” items (such as 
replacing a car). You don’t want to move into your dream house with all 
your savings depleted. 
 
In many cases, your lender will want you to have two months of mortgage 
payments saved up as cash reserves when you apply for your mortgage.  
 
You also will need to consider closing costs. The closing (or in some parts of 
the country, settlement) is the final step where ownership of the home is 
transferred to you. The purpose of the closing is to make sure the property is 
ready and able to be transferred to you from the seller. Items to be paid at 
closing vary from state to state and may include transfer and recording fees, 
title insurance, site survey fee, attorney fees, loan discount points, and 
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document preparation fees. After you have applied for a loan, your lender is 
required to provide you with a Good Faith Estimate of closing costs. 
Because you probably have not yet applied for a loan, you need to 
“ballpark” what your closing costs might be. One easy way to do that is to 
call a real estate agent and ask what closing costs run for houses in your 
area. Usually, closing costs are expressed as a percentage of the loan amount 
and typically run from 3 percent to 6 percent of your mortgage loan amount. 
Sometimes, you can negotiate with the seller of a property to pay some of 
your closing costs.  
 
2. How large a monthly mortgage payment can you afford?  
 
Your actual mortgage payments will depend in large part on the amount you 
borrow – your mortgage principal. Your income and your debts are the most 
important factors for determining how large a mortgage you will be able to 
get. If you are buying a house with someone else (spouse, parent, adult child, 
partner/companion, friend, brother and sister), you should consider your co-
purchaser’s earnings and existing debts as well. If you apply for a loan with 
somebody else, you and your co-borrower are both legally responsible for 
repayment of the mortgage.  
 
LENDERS USE TWO GUIDELINES TO DETERMINE THE 
AMOUNT OF MONEY THEY WILL LEND. The first guideline says 
that a household should spend no more than 28 percent of its gross monthly 
income (income before taxes) on monthly housing expenses. Monthly 
housing expenses include mortgage principal and interest, hazard insurance, 
real estate taxes, and private mortgage insurance (if applicable). Lenders do 
not include monthly utility bills in your monthly housing expense ratio. 
 
The second guideline says that monthly housing expenses and other long-
term debts combined generally should be more than 36 percent of total 
monthly income. That means that your monthly mortgage principal and 
interest payments, real estate taxes, hazard insurance, car loan, credit card 
payments, and other long-term debts combined generally may not exceed 36 
percent of your gross monthly income.  
 
These ratios (28 percent of total income for housing expenses and 36 
percent for total debt) are flexible guidelines. If you have a consistent record 
of paying rent that is very close in amount to your proposed monthly 
mortgage payments or you make a large down payment, you may be able to 
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use somewhat higher ratios. What’s more, some lenders offer special loan 
programs for lower- and moderate-income home buyers that allow as much 
as 33 percent of their gross monthly income to be used toward housing 
expenses and 38 percent for total debt. 
 
However, to be conservative, let’s calculate your allowable housing expense 
at 28 percent of income and your allowable total debt expense at 36 percent 
of income. So, how much can you spend?  
 
CALCULATE YOUR MONTHLY INCOME. First, you’ll want to 
calculate the total gross (before-tax) income for you and your co-borrower, 
if you have one. Be sure you include all the income your household receives 
on a regular basis, (i.e. regular and *part-time employment, *bonuses, *tips, 
*commission, dividends, interest, alimony/child support, unemployment 
compensation, pension/social security benefits, public assistance, food 
stamps, and Veterans benefits). Note that items with * asterisk require a two-
year history to be counted.  
 
After you know your gross monthly income, multiply it by 28 percent to get 
your maximum allowable housing expense. 
 

1. Your Total Gross Monthly Income  $______________ 
2. Multiply by 28 Percent    __________x. 28_ 
3. Equals Your Maximum Allowable 

Monthly Housing Expense   $______________
 
CALCULATE YOUR LONG-TERM DEBT. Next, you’ll need to 
consider the long-term debt that your household owes. Any installment or 
revolving debts (such as credit card and store accounts) that will take more 
than ten months to pay off are considered long-term debts and should be 
included. Other debts may include car payments, student loans, alimony, or 
child support payments. Total your existing monthly payments on long-term 
household debts below. Be sure to disclose all the long-term debts of each 
co-borrower.  
 
Is the amount of the monthly debt payments you just calculated more or less 
than what a lender will allow? That’s easy to find out. To calculate your 
maximum monthly allowable debt, complete this exercise: 
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1. Your Total Gross Monthly Income  $______________ 
2. Multiply by 36 Percent    __________x. 36_ 
3. Equals Your Maximum Allowable 

Combined Housing and Monthly Debt  $______________
 
You can easily see if the actual long-term debt you have is more of less than 
the 36 percent amount you are allowed.  
  
3. How low an interest rate can you expect? 
 
If you’ve ever shopped for a credit card or a car loan, you know that getting 
the best interest rate is a very important part of your shopping decision. The 
same is true when you shop for a mortgage. 
 
As will any other loan, the lower your interest rate, the lower your monthly 
payments. Or, another way to look at it is the lower the interest rate, the 
more buying power you’ll have. With lower rates, you can borrow more 
money for approximately the same monthly payment. Here are some points 
to keep in mind when you compare interest rates among loans: 
 
SHORTER TERM LOANS OFFER LOWER INTEREST RATES. 
Keep in mind that each type of mortgage loan may carry a different interest 
rate. As a general rule, the shorter the term of the loan, the lower the interest 
rate you will pay. So, a 15-year fixed-rate mortgage usually has a lower 
interest rate than a 30-year fixed-rate mortgage. 
 
A FIXED VERSUS AN ADJUSTABLE INTEREST RATE. Also keep in 
mind that you can choose a mortgage with an interest rate that is fixed for 
the entire term of the loan or an interest rate that adjusts during the loan 
term. A fixed-rate loan gives you the security of knowing that your interest 
rate will never change during the entire term of the loan. An adjustable-rate 
mortgage loan (ARM) has an interest rate that will vary during the life of the 
loan, with the possibility of both increases and decreases to the interest rate 
consequently to your mortgage payment. 
 
An ARM frequently offers a lower initial interest rate than a fixed-rate 
mortgage. However, when comparing interest rates between ARMs and 
fixed-rate mortgages, you need to know the adjustable-rate mortgage’s 
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interest rate caps. There is a cap or limit for how much the interest rate can 
increase over the life of the loan, and a cap for how much the interest rate 
can increase at each adjustable date. These caps tell you the maximum 
interest rate you could be required to pay during each adjustment period and 
over the life of the loan. 
 
PAYING DISCOUNT “POINTS” CAN LOWER YOUR INTEREST 
RATE. In the special vocabulary of mortgage lending, “points” is a difficult 
term for many home buyers to understand. “Points” are often used to 
describe a type of fee lenders charge. (The full term to describe this fee is 
“discount points.”) Simply put, a point is a unit of measure that means 1 
percent of the loan amount. So, if you take out a $100,000 loan, one point 
equals $1,000. If you take out a $50,000 loan, one point equals $500. 
Discount points represent additional money you can pay to the lender at 
closing. In return, the lender will provide you a lower interest rate on your 
loan. 
 
For example, you are shopping for a 30-year mortgage loan. A lender quotes 
you an interest rate for a 30-year, $50,000 mortgage at 7 ½ percent with no 
discount points. If you like that rate, you can choose not to pay any discount 
points at closing and pay 7 ½ percent interest. If you want to pay less 
interest, ask the lender to quote you an interest rate with you paying one, 
two, or three discount points. Usually, for each point you pay for a 30-year 
loan, your interest rate is reduced by ⅛ (or .125) of a percentage point.  
 
So, if you pay one discount point at closing on a $50,000 loan ($500), you 
could lower your interest rate from 7 ½ percent to 7 ⅜ percent. If you pay 
two discount points ($1,000 on a $50,000 loan), you could lower your 
interest rate from 7 ½ percent to 7 ¼ percent. If you pay three discount 
points ($1,500 on a $50,000 loan), you could lower your interest rate from  
7 ½ percent to 7 ⅛ percent. Remember, these are just examples. For a true 
comparison, you need to call lenders. When you call lenders to shop rates, it 
is important to compare the same combination of interest rates and points 
quoted by each lender. A good example to help you compare rates is to ask 
lenders for quotes for a loan with no discount points. You can often get a 
better idea of what the basic interest rate is at zero discount points. Then, 
you can ask to see how the interest rate is reduced for each additional 
discount point you pay. 
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4. How short a repayment term can you handle? 
 
The most popular mortgage – the 30-year fixed-rate loan – gives you a full 
30-year repayment schedule. If you make every monthly payment as 
scheduled (without prepayments or missed payments), you will own your 
home debt-free 30 years from the day your first mortgage payment is due. 
Thirty years sounds like a long time – and it is! But by extending payments 
over 30 years, you keep your monthly housing costs low. If you can afford a 
higher monthly payment, you can select a mortgage repayment schedule that 
is shorter: there are 20-year, 15-year, and even 10-year fixed-rate mortgages 
available from most mortgage lenders. 
 
SHORTER REPAYMENT PERIOD MEANS YOU WILL OWE LESS 
INTEREST. The length of your mortgage repayment period will directly 
impact your monthly mortgage payments. For the same mortgage principal 
amount, you will find that the shorter the repayment period, the higher your 
monthly payment will be, but the total interest you pay over the life of the 
loan will be less. On the other hand, the longer your repayment period, the 
lower your monthly payment will be, but the total interest you’ll pay over 
the life of the loan will be more. To see how the length of a repayment 
period affects both your monthly payments and the total interest you pay 
over the life of the loan.  
 

TOTAL INTEREST PAID (AT 7.5%) OVER LIFE OF $100,000 
      15-Year Loan 20-Year Loan 30-Year Loan 
          

$300          
275          
250        $152,000  
225        Interest  
200           
175     $93,000      
150    $67,000  Interest      
125    Interest         
100              

75              
50    $100,000  $100,000   $100,000  
25    Principal  Principal   Principal  

0               
          
MONTHLY PAYMENT  $927   $806   $699   
(principal and interest)           
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MORE FREQUENT PAYMENTS CAN MAKE YOUR FINAL PAY-
OFF DATE ARRIVE SOONER. In addition to the original term of your 
mortgage, your payment schedule can affect how quickly your loan gets 
repaid. Most loans require you to make one payment a month, or 12 
payments a year. 
 
However, you almost always have the option to make additional principal 
payments that will shorten the amount of time it takes to fully repay your 
mortgage loan. In fact, most lenders have a place on the payment coupon 
marked “additional principal payments.” If you make just one extra monthly 
payment each year, you would pay off your mortgage years ahead of 
schedule and save a considerable amount in interest payments. 
 
If you want to set up a more frequent payment schedule when you apply for 
a mortgage, you should know that some lenders offer bi-weekly payment 
plans that require a payment every other week, or 26, sometimes 27, 
payments a year. You may find that making payments more often is a better 
match with your paychecks. It will also save you a considerable amount of 
interest over the life of the loan and help you pay off your mortgage much 
faster.       
 
How do you choose the right mortgage? 
 
There is a wide selection of mortgages available in today’s market, and you 
should narrow the field by considering your particular situation. Your choice 
of mortgage will be influenced by questions such as: 
• How many years do you expect to live in your new home? 
• How important is it to be free of mortgage debt before facing your 

children’s college bills or planning for your own retirement? 
• How comfortable are you with the certainty of a fixed mortgage payment 

versus a payment that can change over time? 
 
Advantages of fixed-rate mortgages. 
 
If you expect to live in your home for many years, the interest rate of your 
loan may be your primary consideration. You may want a fixed-rate 
mortgage that will ensure that your interest rate will remain the same for as 
long as you have your loan. If you decide that you like the stable, predictable 
payments of a fixed-rate loan, then you must choose from a variety of 
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repayment terms – 15, 20, and 30 years are the most common. Here are 
some points to compare about various fixed-rate loans. 
 
A 30-YEAR FIXED-RATE MORTGAGE is the easiest fixed-rate loan to 
qualify for. Its longer term gives you the best chance to keep monthly 
mortgage payments low and use the extra cash for other purposes. 
 
A 20-YEAR FIXED-RATE MORTGAGE amortizes principal and interest 
over a 20-year period, 10 years sooner than the traditional 30-year mortgage. 
It offers you the opportunity to own your home debt-free much more 
quickly. Yet, the monthly payment is only somewhat higher than for the 30-
year mortgage loan.  
 
A 15-YEAR FIXED-RATE MORTGAGE offers a lower interest rate than 
a 30-year or 20-year mortgage and will save you a significant amount of 
interest over the life of the loan. You will build up equity in your home 
quickly, which can allow you to move to a more expensive home sooner. If 
you’re nearing retirement, this shorter-term mortgage allows you to own 
your home sooner. The benefits of a 15-year mortgage come with a price – 
your monthly mortgage payment will be considerably higher than for the 30-
year mortgage. 
 
Advantages of adjustable-rate mortgages (ARMs). 
 
If you’re confident that your income will increase steadily over the years, or 
if you plan to move in a few years and aren’t concerned with potential rate 
increase, then you may want to consider an ARM. ARMs feature an interest 
rate that moves up and down as market conditions change. Although an 
ARM usually offers a lower initial interest rate, your mortgage payments 
change periodically (usually once or twice a year). Interest rate changes 
typically are subject to two caps, one for each adjustment period and one for 
the life of your loan. For example, a typical ARM that adjusts annually may 
have a per adjustment cap of 2 percent and a lifetime cap of 6 percent. 
 
Because ARMs offer lower initial interest rates, initial monthly payments 
will be lower, so you may be able to qualify for a larger mortgage amount. 
However, you will likely be required to come up with more than a 5 percent 
down payment (usually at least 10 percent). Of course, if interest rates go 
down, you payment will decrease as well. Some ARMs offer you the chance 
to convert to a fixed-rate loan (for a fee) within a certain period of time. 
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The interest changes on an adjustable-rate mortgage are always tied to a 
financial index. A financial index is a readily publishable rate – for example, 
the financial index for many credit cards is the prime rate. The three most 
popular types of ARMs are: 
 
TREASURY-INDEXED ARMs, indexed to six-month, one year, or three-
year Treasury bills or securities. Depending on which of these three indexes 
you choose, your interest rate will adjust once every six months, once a year, 
or once every three years. 
 
CD-INDEXED ARMs, which adjust to a Certificate of Deposit (CD) index. 
Rate adjustments typically occur every six months, with a per adjustment 
cap of 1 percent and a lifetime cap of 6 percent. 
 
COST OF FUNDS-INDEXED ARMs, indexed to the actual costs a 
particular group of lending institutions pays to borrow money. Lenders using 
this index can adjust mortgage rates monthly, every six months or annually. 
The most popular index of this type is the Cost of Funds Index for the 11th 
Federal Home Loan Bank District of San Francisco. 
 
When comparing ARMs that have different indexes, you should look at how 
the index has performed recently. Some indexes are widely published in 
newspapers, making them easy to track. Mortgage lenders are required to 
provide you with information on how to track the index and to provide a 15-
year history of the index they use. Remember, though, that the past 
performance cannot predict future performance of the index or the direction 
your interest rate may go. 
 
Other types of ARMs.  
 
ARMs WITH AN INITIAL FIXED PERIOD. You may wish to look into 
a special type of adjustable-rate mortgage that doesn’t adjust your interest 
rate until several years after you take out the loan. These loans offer you 
several years of fixed payments before there is an interest rate change. You 
can get a three-, five-, seven-, or ten-year fixed period ARM. This means 
your interest rate would be the same for the first three, five, seven, or ten 
years and then, at the end of your chosen fixed-rate period, your interest rate 
would adjust every year. They type of adjustable-rate mortgage protects you 
against rapid interest rate increases in the early years of your loan. 
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ARMs THAT ADJUST ONLY ONCE. You can also choose an ARM that 
adjusts just one time. The first adjustment would happen at five or at seven 
years. After that initial adjustment, the mortgage maintains a fixed rate for 
the remaining 23 or 25 years of a 30-year mortgage term. This type of ARM, 
sometimes called a “two-step,” provides the benefit of initial low rates with 
the stability of longer term financing. 
 
Balloon mortgages. 
Balloon loans offer lower interest rates for shorter term financing, usually 
five, seven, or ten years. At the end of this term, they require refinancing or 
paying off the outstanding balance with a lump-sum payment. Balloon 
mortgages may be suitable if you plan to sell or refinance your home within 
a few years and want a fixed, low monthly payment. The advantage they 
offer is an interest rate that is lower than fully amortizing fixed-rate 
mortgages. For example, your initial interest rate may be 6.5 percent and you 
would pay that rate for the first five, seven, or ten years (depending on the 
term of your balloon loan). Then, your entire outstanding loan balance 
would be due to the lender or you might have to pay a fee to refinance your 
loan at the prevailing interest rate. However, ask about all the conditions for 
a refinance option at the end of the balloon term. With some balloon 
mortgages, the lender doesn’t guarantee to extend the loan past the balloon 
date. If you don’t feel you will be able to meet all the refinance conditions or 
think that balloon term may be up before you are ready to move, this type of 
loan may not appropriate for you. 
 
Other types of mortgages to consider. 
 
SPECIAL LOAN PROGRAMS. Special loan programs often exist to help 
first-time buyers. With some of these programs, you may be able to accept a 
gift from a relative or to borrow a portion of the money you will need for the 
down payment and closing costs from a local nonprofit organization or 
government agency. With others, you may be able to get a grant or other 
funds that you will have to repay and can use to cover some of these costs. If 
you don’t qualify for a mortgage based on some of the traditional 
underwriting factors described earlier, you may want to find lenders who 
offer special mortgage loans like these. These loans allow you to use a 
greater percentage of your income toward monthly housing expenses and 
will not require you to have two months of cash in reserve at closing. If you 
don’t have a traditional credit history, you can show you have a good credit 
history using your rent and utility receipts. 
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GOVERNMENT-INSURED LOANS. You may want to consider the 
mortgage plans offered by the Federal Housing Administration (FHA), the 
Department of Veterans Affairs (VA), or the Rural Housing Service (RHS). 
Properties purchased under these programs must meet certain minimum 
standards and possible loan limits. FHA-insured loans offer very low down 
payments (3 to 5 percent). VA-guaranteed mortgages with no down payment 
are available to qualified veterans. You must get a certificate of eligibility 
from the Department of Veterans Affairs for a VA loan. The guaranteed 
rural housing program offered by the RHS is for people who meet certain 
income requirements and wish to buy a home in a rural area. This 
government-guaranteed loan requires no down payment.1
 
 
 
 
 
 

 

                                                           
1 Fannie Mae Foundation’s  Choosing the Mortgage That’s Right For You
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Chapter 5 
 

HOME BUYER ASSISTANCE PROGRAMS 
 
 

Project Ground Floor 
 
A homeownership program for people with developmental disabilities from the 
Illinois Department of Human Services and Illinois Housing Development 
Authority.  
  

A.   About Project Ground Floor: 
• Project Ground Floor is funded by the Department of Human Services 

and the Illinois Housing Development Authority to help individuals 
with developmental disabilities purchase their own homes; 

• Individuals currently enrolled in Community-Integrated Living 
Arrangements (CILA), Home-Based Support Services (HBS), 
Developmental Training (DT), or Supported Employment (SEP) may 
wish to consider Project Ground Floor; 

• First mortgage loans as low as 3% are available from the Illinois 
Housing Development Authority and local lenders; 

• Participants may see their housing costs decrease. 
 

B. To Qualify, the Person Must: 
• Have mental retardation or a related condition as assessed by the 

Division of Developmental Disabilities and its representatives; 
• Want to own their own home; 
• Have a signed service contract and individual service plan with a 

developmental disabilities service provider and show a willingness to 
continue receiving services; 

• Meet income guidelines; 
• Qualify for a mortgage supplied by IHDA; 
• Be a first-time home buyer; 
• Participate in housing counseling, which will cover home 

maintenance, emergency plans, budgeting, insurance needs and more. 
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Project Ground Floor  

Income Guidelines 
     (Effective 1/04) 
 
 
 
Family Size:    1     2     3     4             5   
 
County 
 
Sangamon  22,700 25,950 29,200 32,450 35,050 
Menard  
 
 
Christian  17,750 20,300 22,800 25,350 27,400 
 
 
Macoupin  17,100 19,500 21,950 24,400 26,350 
Montgomery 
 
 
Logan  20,900 23,900 26,850 29,850 32,250
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USDA – Rural Development 
Direct Housing Loan 
 
Purpose: 
 
Section 502 loans are primarily used to help low-income individuals or 
households purchase homes in rural areas. Funds can be used to repair, build, 
renovate or relocate a home, or to purchase and prepare sites, including 
providing water and sewage facilities.  
 
Eligibility: 
 
Applicants for direct loans from Rural Housing Services (RHS) must have low 
or very low incomes. Very low income is defined as below 50 percent of the 
area median income (AMI); low income is between 50 and 80 percent of AMI. 
Payments are typically within 22 to 26 percent of an applicant’s income. In 
addition, applicants must be unable to obtain credit elsewhere, yet have 
reasonable credit histories. Elderly and disabled persons applying for the 
program may have income up to 80 percent of area median income (AMI). 
 
Terms: 
 
Loans are for up to 33 years (38 for those with incomes below 60 percent of 
AMI and who cannot afford 33-year terms). The term is 30 years for 
manufactured homes. The promissory note interest rate is set by RHS, however, 
that interest rate is modified by a payment assistance subsidy. 
 
Contact numbers: 
State Office, Housing Program Director, 217-403-6222 
 
COUNTY  OFFICE  PHONE  SUPERVISOR 
         (as of 6/04) 
 
Christian County Jacksonville  217-243-6591 Jim Vanetta 
Logan County Lincoln  217-735-5508 Mike Booher 
Macoupin County Jacksonville  217-243-6591 Jim Vanetta 
Menard County Lincoln  217-735-5508 Mike Booher 
Montgomery Co. Charleston  217-345-3901 Kevin Mellendorf 
Sangamon County Jacksonville  217-243-6501 Jim Vanetta 
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Income Guidelines 
Direct – Section 502 Loans

(Effective 3/8/04) 
 
 
 
 
Family Size:    1     2     3     4             5   
 
County 
 
Menard 
Sangamon  Low 36,350 41,550 46,750 51,900 56,050 
             
 Very low    22,700 25,950 29,200 32,450 35,050 
 
 
 
Christian    Low 28,400 32,450 36,500 40,550 43,800 
    

 Very low 17,750 20,300 22,800 25,350 27,400 
 
 
 
Montgomery  
Macoupin   Low 27,350 31,250 35,150 39,050 42,150 
 
    Very low 17,100 19,500 21,950 24,400 26,350 
 
 
 
Logan Low 33,450 38,200 43,000 47,750 51,600 
 
         Very low 20,900 23,900 26,850 29,850 32,250 
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• Certification of attendance in Housing Counseling Program 
Down Payment Assistance 
 
The city’s down payment assistance program is available to single-family 
homes purchased in Census Tract 8, 9, 15, 16, 17.  

 
For conventional loans which require a down payment of 5% of the purchase 
price, the buyer must provide a minimum of 3% from personal resources and 
the city will provide a down payment assistance grant to the borrower in the 
amount of up to 2%. For FHA buyers, the city will provide 1% of the purchase 
price. 
 
Final estimate of settlement charges and requests for down payment must be 
accepted no less than 10 working days prior to the scheduled closing date. 
 
Closing Cost Assistance 
 
The city’s closing cost assistance program is available for single family homes 
purchased in Census Tracts 2.02, 3, 6, 7, 8, 9, 13-19, 23, 24, 25, 27, 28.01, and 
28.02. See Appendix for Census Tract Map. 
 
The City will pay certain closing costs normally associated with the purchase of 
a house, which may include: 

• Application fee 
• Recording fee 
• Abstract Title Search 
• Flood Certificate fee 
• Hazard Insurance 
• Underwriting fee 
• Closing fee 
• Charges for credit reports 
• Title examination & title insurance 
• Courier fee 
• Two months escrow payments for private mortgage insurance* 

 
The City will grant a maximum of $2,000 in closing cost assistance. 
  
The City will deliver a check payable to homebuyer covering the amount of 
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down payment assistance and/or closing costs to the title company or closing 
agency prior to the day of closing. 
 
♦ The city will not reimburse any up front private mortgage insurance 
premiums or any eligible financed closing cost associated with the FHA or VA 
mortgages. 
 
Income Qualification & Eligibility Requirements 
 
Both programs are available only to home buyers with incomes not more than 
80% of HUD median income limits for the City of Springfield. The following 
chart demonstrates income limits for these programs. 
 

The current income limits for Springfield 
are as follows: 

 
Persons in            *Maximum  
Household     Income  
 1   $36,350 
 2   $41,550 
 3   $46,750 
 4   $51,900 
 5   $56,050 
 6   $60,250 
 7   $64,400 
 8   $68,550  

 (* Subject to change. Incomes effective 1/04)   
 

• Property must be located within certain designated census tracts of 
Springfield. 

• Applicants must not have liquid assets (cash, stocks, bonds, savings, 
checking accounts, etc.) in excess of $5,000. 

• Applicants must be a first-time or qualified first-time homebuyer. 
• Applicants must live in the single family house that they are 

purchasing. 
• House must be safe from lead hazards. 
• Homebuyer must attend an approved housing counseling session. 
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Habitat for Humanity 
 
Habitat for Humanity has an interest-free mortgage program for those who do 
not qualify under traditional lending guidelines. Applicants must make a $500 
down payment, must make monthly mortgage payments and each adult member 
of the family must commit to 250 hours of “sweat-equity” working on Habitat 
for Humanity projects. 
 
Who Qualifies? 
 
Habitat applicant families cannot be eligible for conventional financing. If an 
applicant can qualify for conventional financing, we encourage them to pursue 
it immediately.  
 
Habitat for Humanity – Sangamon County uses as part of its evaluation of 
applicant families income guidelines based on the U.S. Department of Housing 
and Urban Development. 
 
 

Family Size  *Max. Income 
 1   $36,350 
 2   $41,550 
 3   $46,750 
 4   $51,900 
 5   $56,050 
 6   $60,250 
 7   $64,400 
 8   $68,550 

                  (* Subject to change. Incomes effective Jan. 2004) 
 
Listed incomes guidelines are not rigid. For example, families who are 
exceptionally responsible, with minimal debt, and who can provide data to the 
Family Selection Committee showing how they intend to budget for house 
payments will be seriously considered for housing.  
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How Much Will My Payments Be? 
 
The following are estimates only. Actual monthly payments may vary due to 
family income or other factors. Goal is for payments not to exceed 25% of gross 
income.  
 

Sample Habitat Sample Housing 
House Cost   Payment  
$45,000   $250.00 Principal/mo. 
              (10 years) 
(Value $70,000  $150.00 Property Tax (est.) 
   approx.)   $  42.00 Insurance (est.) 
    $442.00 Payment/month 

      (Loan terms are based on income, up to 30 years, if needed.) 
 
Families should plan for a 4% increase in property taxes each year. Payments 
will be adjusted to cover any increases in property taxes. 
 
Your Habitat House Will Include: 
 
Two to four bedrooms and approximately 950 to 1200 square feet of living 
space.  
 
The number of bathrooms in each house is determined by the number of 
member in the family. 
 
Ceiling fans, stove and refrigerator, washer and dryer hookup, porch, 100 
square foot exterior utility building, yard seeded. 
 
Electrical preparation for air conditioning, dishwasher, and garbage disposal if 
your family desires. 
 
Families choose: 
 Basic standardized design 
 Siding color 
 Shutter color 
 Roof color of standardized shingles 
 Floor covering 
 Cabinets 
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 Counter tops 
 Stove (gas or electric) 
 Refrigerator 
 Faucets 
 Light fixtures 
 Paint (one premixed color throughout house) 
 Trim colors 
 
You’re Not Alone  
 
Once you are selected as a Habitat Family, you will be assigned a Family 
Nurturer and a Financial Advocate. These people will keep you on track with 
paperwork, your sweat-equity hours and other needs that come up as well as 
help you formulate a family budget to make sure your home becomes a reality. 
Additionally, you will be required to attend monthly meetings to prepare you 
for home ownership. 
 
Habitat for Humanity wants to partner with you to make sure that you have the 
skills to successfully own and maintain your own home! A number of people 
will be involved in your project. Volunteers with hammer and nails who 
construct your home, fundraisers, counselors and countless others, are involved 
in making your home comfortable and affordable. Because of volunteer labor 
and donated supplies, the average cost of a Habitat home in Sangamon County 
is $45,000. A fully accessible home will cost more, depending on the 
modifications needed. 
 
What Do I Do Next? 
 
The first step is to attend a Habitat for Humanity of Sangamon County 
orientation meeting. To find out more, please call: (217) 523-2710. 
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The Springfield Housing Authority 
 Section 8 Homeownership Vouchers 
 
Applications are accepted each Wednesday from 1:00 p.m. - 4:00 p.m. 
Families are eligible for the program with the following priorities: 
 

1. Section 8 Families participating in the Family Self-Sufficiency        
Program. 

2. Section 8 Families on the program for one (1) year or longer and in good 
standing with their Landlord and the Springfield Housing Authority. 

3. Section 8 Families participating in the program for one (1) year or less 
and in good standing with their Landlord and the Springfield Housing 
Authority or are currently eligible for a Housing Choice Voucher. 

 
All families must have a minimum annual income of $10,500 from wages 
unless they are elderly or disabled. 
 
All families must be employed FULL-TIME and have been continuously 
employed for twelve (12) consecutive months unless they are elderly or 
disabled.  
 
All families must be eligible for a conventional mortgage through a qualified 
lender. 
 
The family must be a FIRST-TIME HOMEBUYER. 
 
The family must complete pre- and post-purchase counseling offered through 
the Springfield Housing Authority to include credit repair, how to purchase a 
home, how to apply for a loan, home maintenance, etc. 
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TSP-HOPE, Inc. 
 
What is HOPE? 
Home Ownership Program for Equity (HOPE) is a not-for-profit initiative of 
The Springfield Project, (TSP) a neighborhood revitalization effort involving 
the educational, religious and civic communities of Springfield. 

HOPE's goal is to support TSP's revitalization efforts by increasing the number of 
owner-occupied homes on the East Side. In 2000 HOPE was recognized by the U.S. 
Department of Housing and Urban Development as "simply the best" grassroots 
housing effort. 

Who is HOPE for? 
At HOPE, we believe that everyone should be offered the opportunity to pursue home 
ownership. Our program is designed to help non-traditional or first-time homebuyers 
of modest income, and of any ethnic or religious background. 

What Does HOPE offer? 
•  Home Maintenance and repair classes 
•  Money Management Programs 
•  Help with home financing 
 
How do I qualify for HOPE?  
•  Perhaps you don't know what it takes to become a homeowner 
•  Perhaps you don't have a bank account or your salary is less than $20,000 per year 
•  Perhaps you've had bad credit experiences in the past, or 
•  You've never owned a home  

 
If you've got the dream, HOPE has the resources to help you fulfill it. 
 
TSP-HOPE, Inc. 
Home Ownership Program for Equity 
1507 E. Cook Street 
Springfield, IL 62703 
(217) 206-7690 
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City of Springfield – Home Ownership Assistance 
 
Everyone deserves to have a place that they can call home. In an effort to 
increase affordable home ownership and stabilize neighborhoods, the City of 
Springfield offers the Home Ownership Assistance Program. This program 
assists in closing costs and/or down payment to enable low and moderate 
income families to purchase a single-family residence they intend to occupy. It 
offers a non-repayable grant to qualified households. This program maximizes 
limited CDBG funds through creative partnerships with private financial 
institutions.  
 
This program is subject to available funds and federal authorization. It may be 
suspended by the city at any time. 
 
The Steps to Home Ownership 
 
The applicant should first find a home they wish to purchase within the 
designated census tracts. The applicant then must apply for a mortgage loan 
from a lending institution and meet lenders underwriting criteria.  
 
The lender must notify the Office of Planning and Economic Development 
(OPED) as soon as the applicant has received mortgage approval, been 
determined to be income eligible and a Contract For Sale has been signed. An 
OPED Housing Division representative will inspect the property to be 
purchased for housing quality standards and visually inspect for lead-based 
paint hazards. 
 
Applications must be made in a timely fashion and are required to always be 
made prior to the scheduling of the day of closing. 
 
The lender must provide OPED with: 

• Uniform residential loan application  
• Good faith estimate of closing costs and down payment 
• Verification of applicant’s employment and income 
• Last two month’s payroll stubs 
• Last two year’s Federal Tax Returns 
• Last two months of bank statements 
• Lead-based paint clearance report 
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(217) 522-6442 
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Chapter 6 
 

THE MORTGAGE LOAN PROCESS
 

 
The Lender 
 
Almost everyone who purchases a home gets a mortgage loan from a lender. 
That can be a bank, credit union, mortgage company, savings and loan 
company, government agency, or an individual. Because homes are so 
expensive, the loan process is more complicated than it is for obtaining a 
credit card or a car.  
 
Mortgage brokers (mortgage companies) arrange loan transactions rather 
than lending money directly – they find a lender for you. This can mean a 
wider selection of loan products and terms from which you can choose. 
Brokers will generally contact several lenders regarding your application, 
but they are not obligated to find the best deal for you unless they have 
contracted with you to act as your agent. Consequently, you should contact 
more than one broker, just as you would with banks or credit unions.  
 
Brokers are usually paid a fee for their services that may be in addition to the 
lenders’ fees. Their compensation may be in the form of “points” paid at 
closing or as an add-on to your interest rate, or both. Be sure to ask each 
broker how he or she is compensated so that you can compare the different 
fees. Be prepared to negotiate with the brokers as well as the lenders.  
 
Pre-qualifying  
 
Before you go out looking for a home you need to get pre-qualified. You 
want to know how much you can spend on a home. Meet with a lender or a 
housing counselor. At this meeting, the lender/counselor will ask questions 
about your income and debts, run a credit report and discuss any credit 
problems. He will calculate your housing affordability ratios to tell you: 
How much the lender is willing to lend, estimated home price, down 
payment and what a monthly payment you can afford. There is no fee for 
this service. You may get a certificate or letter that you can show the seller. 
This will help in negotiating your offer. This letter is not a guarantee. The 
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pre-qualification process is more casual than a pre-approval in that the 
lender has not verified the information given. If there are changes in your 
financial situation, the lender may not loan the same amount. 
 
Pre-Approval
 
Some lenders offer pre-approvals where you actually apply for a loan. The 
same information is required but this time it is verified. No house 
information is available, (i.e. taxes and homeowner’s insurance), to 
accurately calculate the mortgage payment. You will receive a written 
guarantee that the lender will lend a fixed amount as long as you buy in a 
certain time period (30-90 days) and the house appraises for the amount for 
which you are qualified. Remember that the loan documents and credit 
report need to be updated after 90 days. Once you have been pre-approved 
you can close quickly. A fee may be charged for the cost of a credit report 
($40-$50). You could lose this fee if you do not find a home in the time 
allowed. 
 
Getting the Loan
 
Once your offer has been accepted, you will need to apply for your loan in 
the next one to two days. You do not have to go back to the original lender 
who pre-qualified you. You may find one with better rates and closing costs. 
You can check the real estate business section of your local newspaper for 
the interest rates, check the Internet (www.realtor.com), or ask your Realtor. 
Remember interest rates change daily, so you’ll want to ask your Realtor or 
lender often when shopping for a home. Also, compare all the costs involved 
in obtaining a mortgage. Let lenders know you are shopping for the best 
deal. Shopping, comparing, and negotiating may save you thousands of 
dollars. Knowing just the amount of the monthly payment or the interest rate 
is not enough. When comparing lenders, give them the same loan amount, 
loan term and type of loan. Lenders can increase their profits by charging a 
variety of fees. Some are legitimate while others are inflated or just “junk.”  
The time to challenge these fees is not at the closing. The Mortgage 
Shopping Worksheet at the end of the chapter will help you when you speak 
with lenders and brokers. 
 
Once you know what each lender has to offer, negotiate for the best deal that 
you can. On any given day, lenders and brokers may offer different interest 
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rates for the same loan products to different customers, even though those 
customers are equally qualified. The most likely reason for this difference in 
rates is that loan officers are often allowed to keep some or all of this 
difference in the price of the loan as extra compensation. The difference 
between the lowest available price for a loan product and any higher price 
that the borrower agrees to pay is called an overage. 
 
Credit Problems? 
 
Just because you have minor credit problems due to unique circumstances, 
such as illness or loss of income, does not mean that your loan choices are 
limited to high-interest lenders. If your credit report contains negative 
information, but there are good reasons, be sure to write a letter of 
explanation to your lender. If your credit can not be explained, you will 
probably have to pay higher interest rates or higher closing fees. Ask the 
lender how your past credit history affects the price of your loan and what 
you need to do to get a better deal. 
 
Once you decide on a lender, you will fill out a formal loan application at 
the lender’s office. Have the lender write down all the costs associated with 
the loan. Ask him if he will waive or reduce one or more of the fees or agree 
to a lower interest rate or fewer points. Make sure the lender is not agreeing 
to lower one fee while raising another, or to lower the interest rate while 
charging more points. Once you are satisfied with the terms you have 
negotiated, you will want to obtain a written lock-in of your interest rate 
which should include the rate you have agreed upon, the period the lock-in 
lasts, and the cost of locking the rate. If there is a fee charged for the lock-in, 
see if it is refundable at closing. Lock-ins can protect you from rising 
interest rates while your loan is being processed. But if rates fall, you could 
end up paying a higher interest rate. If this should happen, see if you can 
negotiate a compromise with the lender. 
 
Within three days you will receive the *Good Faith Estimate that itemizes 
the lender’s best estimate of closing costs and shows the details of your 
mortgage payment and the *Truth-in-Lending Disclosure that provides a 
summary of how your loan will be repaid. *Indicates that samples of these 
forms are located in the Appendix. 
• The finance charge 
• The annual percentage rate 
• The number of payments you will make 
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• The amount of each payment and when it is due (for fixed-rate loans) 
• Any late payment charges that may apply 
• The total amount you will pay in principal and finance charges over the 

life of the loan 
• The APR (Annual Percentage Rate) is not the same as the interest rate 

and is typically higher than the interest rate you are quoted. This is 
because the APR represents the total cost of obtaining your loan 
including points, interest and all other finance charges. 

 
After the loan application is completed, a request for the credit report is 
processed. Then all information on your application is verified by 
information request forms that are sent to your bank, landlord and employer. 
The lender’s underwriter reviews all this information for the 5 C’s of credit: 
Character, Credit, Capital, Capacity and Collateral. 
 

• Character and Credit – refers to the buyer’s motivation to repay.  
Character can be determined by the stability of the applicant and 
credit history. Credit information on an applicant can come from 
many different sources. Some of them are formal, such as credit 
companies and mortgage lenders; others are alternative sources of 
credit information, (i.e. landlords, or utilities) that can provide as-
agreed payment histories. A clean payment history for the past 12 
months is required for most loans. A history of bad credit is not a 
basis for automatic denial, especially if evidence is present that the 
applicant has corrected past problems. Bad credit is, however, a signal 
of increased credit risk. In all cases, existing credit problems must be 
cured before loan closing. 

 
• Capital – refers to the liquid assets, from the borrower, for closing. 

It is possible that the applicant is able to make the monthly mortgage 
payments, but lacks the cash to close. Or the applicant may be able to 
close, but will be financially depleted by doing so. The verification of 
capital verifies that there is not only enough funds available for the 
down payment, closing costs, and reserves, but it also provides 
information on the applicant’s overall assets, ability to save, and 
potential income generated by those assets. Additional collateral after 
closing is a good compensating factor for weaknesses on a request. 
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• Capacity – refers to the client’s ability to repay the loan. 

The underwriter must determine the amount of stable and ongoing 
income available to the applicant for repayment of the loan in addition 
to the other ongoing obligations of the borrowers after the closing. An 
applicant’s demonstrated employment stability, both in the past and in 
the prospects for the future, is an important indicator of the ability to 
repay the loan requested. The applicant’s occupation, employment 
history, future opportunities, education and training all enter into the 
evaluation of the stability of employment and income. 

 
• Collateral – refers to the real estate that secures the loan. Once the 

underwriter reviews the information above, the appraisal is then 
ordered to determine the last “C.” Market value is defined as the 
likely price a property will sell for in an open and competitive market, 
with the buyer and seller acting independently, knowledgeably, and 
without undue pressure or stimulus, including creative financing or 
sales concessions. The market value serves as the basis for the 
lender’s decision as to the maximum loan amount on a specific 
property being offered as security on the loan.  

 
Sometimes, you pay for the appraisal at the time of the loan application 
($275-$400). You may not need to pay this cost up-front if you are 
receiving a grant for closing costs. An appraiser calculates the value by 
comparing the home to similar properties in the area that have sold within 
the last six months (no more than a year in a slow market). The physical 
condition affects the value as well as specific features.  

 
Formulas called “loan to value ratios” are used to determine the highest 
loan amount they will make on a particular property. Usually the highest 
is 97%, although you can go 100% or higher, (i.e. VA, USDA Rural 
Development or loans where closing costs can be rolled into the loan). If 
the appraisal comes in less than the sales price, a larger down payment 
will be required, or the seller may have to lower the sales price to equal 
the appraised value. If the appraisal is higher than the sales price you not 
only may have purchased a bargain, but you may be able to roll in repairs 
or closing costs. 
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The Commitment Letter 
 
Finally, the Commitment letter is a promise from the lender to make you the 
loan. The Commitment Letter will include all the specifics of the loan, (i.e. 
loan amount, term, interest rate, loan origination fee, as well as any 
conditions that must be met before or at the closing). See a sample letter on 
the next page.   
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 

Illinois Homeownership Coalition 6-6 Homebuyer Manual 



National City® 

MORTGAGE LOAN COMMITMENT 
5/17/2004 
Name of Borrower(s): Loan Number: 

Property Address: 

We are pleased to inform you that your application for a mortgage loan on the above property has been approved subject to the terms 
and conditions set forth in this commitment and in the note and mortgage that you will sign at closing. 
Loan Amount: $         .00 Interest Rate: ___ %    Rate Expiration: 
Loan Term: __ months                      Loan Type: Fixed Rate 
Discount Points:  ____% Loan Is Approved With No Escrow 
Origination Fee:  ____% 
Monthly payment for principal and interest $ _______plus monthly escrow for annual hazard Insurance premium and real 
estate taxes, if applicable. 

Please note if interest rate is floating, actual rate and fees will be determined before closing. 
A balloon loan matures before the loan is fully amortized. If you have chosen a balloon loan, the balance of the loan will be due in a lump sum 
payment at maturity. 
Loan Commitments issued for FmHA, FHA or VA insured loans are subject to all the terms and conditions of the FmHA or FHA commitment; or 
the VA certificate of reasonable value, as well as the rules and regulations of the Farmers Home Administration and the Department of Veterans 
Affairs. 
Prior to settlement we will require an original insurance policy containing fire and extended coverage insurance in an amount 
at least equal to that of the replacement value of the premises and a receipt showing premiums paid in advance for one year. 
The insurance policy shall also contain a standard mortgagee clause in favor of Lender. 
The mortgagee clause should read: National City Mortgage Co., Its Successors and/or Assigns 

Attn: Insurance Department 
P.O. Box 1024 
Dayton. OH 45401-1024 

Monthly deposits, and initial deposits as determined by Lender, are required to cover the payment of estimated annual real estate taxes, special 
assessments and, if applicable, FHA or Private Mortgage Insurance Premiums. Lender may also require additional deposits for hazard or other 
insurance if required for this loan. Such deposits are to be placed in a separate escrow or Impound account. 

All unpaid and future special assessment installments must be paid in full prior to, or at time of settlement. 
Compliance with all requirements of real estate title examination so that we may secure a valid mortgage lien against subject property. A title 
commitment is required on all approved loans. 
You must notify us of any change which would affect your employment, income or credit status, and we reserve the right to modify or 
withdraw this commitment as a result 
The mortgage or deed of trust, note and other pertinent loan documents will be provided by Lender and must be signed by all applicants that are 
to be contractually liable under this obligation. Further, the mortgage or deed of trust, must also be signed by any non-applicant spouses if their 
signature is required under state law to create a valid lien, pall clear title, or waive inchoate rights to property. Note: Samples of loan documents 
are available upon request. 
Your loan coordinator will obtain a flood certificate on the property. If the certificate indicates the property le in a flood zone, flood insurance 
will be required. Federal law requires that flood insurance, available through any agent, be written in either the maximum amount available or 
the loan balance, whichever is lesser. This insurance will be mandatory until this loan is paid in full. By accepting this commitment, you 
acknowledge that the property securing this loan is in an area identified as having a special flood hazard and agree to these insurance 
requirements. 
Closing costs must be paid by cashier's check or certified check payable to you. The closing agent will require you to endorse this check to them 
once the loan closing has been completed. At your loan closing, picture Identification (drivers license or state issued identification) will be 
required. 
If your loan does not close in approximately 90 days from the date on the oldest credit document, the documents used to approve your loan may 
need to be updated. Changes In the Information may result in withdrawal or a change In your loan approval. 
Please review the following conditions of your loan approval: 
□   1.  This pre-approval is subject to a loan amount of ________, loan-to-value of _______% and payment 

     amount of_______. 
□   2.  Fully executed purchase agreement and addenda for an amount of ______. 
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□   3.  Copy of cancelled check or broker receipt as verification of earnest money indicated on the purchase 
     agreement for the amount of ____.  

□   4.  A letter from the plan administrator indicating that the required funds may be withdrawn and that no 
     repayment is required. 

□  5.  A copy of the gift checks(s) and deposit receipt when the gift funds are received and deposited.  
□  6.  A copy of the gift letter from an immediate relative in die amount of not less than ____. 
□  7.  Proof that the following debt(s) have been paid off____,____,_____. 
□   8.  Certificate of completion of homebuyer counseling. 
□  9.  A third party investor subject to availability and approval of the loan program currently offers this 

  commitment. You are advised, that National City from time to time discontinues relationships with such investors and 
   provides no assurance that a substitute program/investor will be available.  

□ 10.  Please provide a copy of any current lease(s) for rental property at____.  
□ 11.  Divorce decree as it pertains to the properly settlement agreement. 
□ 12.  Satisfactory appraisal on the property indicating a fair market value of not less than.____. 
□ 13.  Verification that the residence at ____ has been sold, mortgage has been paid off and equity received in the amount of 
___     ____,  A HUD-1 Settlement; Statement is sufficient. 
□ 14.  A copy of bridge loan documents for an amount of____ and a monthly payment of ____. 
□ 15.  Your loan coordinator will obtain a  telephone verification, of employment from ____, if employer refuses to perform      
           verbal, then borrower to provide one additional pay stub dated within, 30 days of closing.  
□ 16.  A private mortgage insurer as arranged by us must accept this loan for coverage. Required coverage ____%. 
□ 17.  The condominium you are purchasing must meet secondary market requirements. We will need to evaluate and approve \ 
            the following: Condo Master Deed, Homeowner's Association Budget, Condo/PUD Warranty Letter completed by the  
            association, Liability and Fidelity Insurance and, if applicable, Flood Insurance. 
□ 18. This condominium is eligible for limited review. 
□ 19. A copy of the condominium master insurance policy indicating $1,000,000 liability coverage.  
□ 20. The subordination of____ needs to be obtained through appropriate Lender. 
□ 21. Spouse to sign mortgage documents at closing as required by the Title Company. 
□ 22. The following debts will be paid from loan proceeds at closing:___,____, ____. 
□ 23.  We must receive a satisfactory final inspection and color photo from the appraiser, a full certificate of    
           occupancy, title company approval of all sworn statements and waivers of lien for construction and end loans, if  
           applicable. 
□ 24 The Home Equity Loan applied for at the time of application is subject: to review and approval.  
□ 25. Federal regulations require loan proceeds to be disbursed no earlier than three business days after the signing of the mortgage and     
          note. At closing you will be presented with a right to cancel form which stipulates that you have three days to rescind the  
          transaction.  
□ 26. Provide bankruptcy discharge letter. 
□ 27. This is a construction loan. Please see attached document for additional conditions.  
□ 28. A supplement to the credit report will be obtained to ____.    
□ 29. Survey 
□ 30. Provide copy of trust agreement, for your living trust.  
□ 31. Prior to or at the time of settlement you will be asked to sign IRS Form. 4506.  
□ 32. Provide Visa or other document indicating length of residency data for non-permanent resident alien.  
□ 33. Provide copy of the installment loan agreement to support the student loan payment amount included in the monthly debt payment   If  
          unavailable, a direct verification will be obtained by National City.  
□ 34. Your loan coordinator will order a flood certificate on the property. If the certificate indicates the property is located in a flood zone,  
          flood insurance will be required.  
□ 35. 
□ 36. 
□ 37   
□ 38. 
□ 39. 
□ 40. 

This commitment expires ____,2004. The Lender reserves the right to terminate this commitment prior to the settlement 
of the loan in the event of an adverse change in your personal or financial status, or the improvements on the property are 
damaged by fire or other casualty. 

To answer any questions relative to our commitment, please call your Loan Officer or Loan Coordinator, 

Thank you for selecting National City for your home financing needs. 

_______________________________ Loan Coordinator: Franco Quatrini Loan Originator 
Loan Coordinator's Phone Number: 
1-800-762-6228x3712  

 
 
Closing Agent: 

Closing Agent's Address:  
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Mortgage Shopping Worksheet 
 
Name of Lender: ……………………………………  __________________________    ___________________________ 

Name of Contact: …………………….......................  __________________________    ___________________________ 

Date of Contact: …………………………………….  __________________________    ___________________________ 

Mortgage Amount: …………………………………  __________________________    ___________________________ 

 

       mortgage 1  mortgage 2 mortgage 1 mortgage 2 

Basic Information on the Loans 
 
Type of Mortgage: fixed rate, adjustable rate,  
   conventional, FHA, other? (If adjustable, see below)..… _________ _________ _________ _________ 
 
Minimum down payment required……………………….. _________ _________ _________ _________ 
 
Loan term (length of loan)……………………………….. _________ _________ _________ _________ 
 
Contract interest rate……………………………………... _________ _________ _________ _________ 
 
Annual percentage rate (APR)………………………........ _________ _________ _________ _________ 
 
Points (may be called loan discount points)……………… _________ _________ _________ _________ 
 
Monthly Private Mortgage Insurance (PMI) premiums…. _________ _________ _________ _________ 
 
How long must you keep PMI?.......................................... _________ _________ _________ _________ 
 
Estimated monthly escrow for taxes and hazard insurance. _________ _________ _________ _________ 
 
Estimated monthly payment (Principal, Interest, Taxes,  
   Insurance, PMI)………………………………………... _________ _________ _________ _________ 
 
Fees 
   Different institutions may have different names for  
   some fees and may charge different fees. We have  
   listed some typical fees you may see on loan  
   documents. 
 
Application fee or Loan processing fee………………… _________ _________ _________ _________ 
 
Origination fee or Underwriting fee……………………. _________ _________ _________ _________ 
 
Lender fee or Funding fee………………………………  _________ _________ _________ _________ 
 
Appraisal fee…………………………………………… _________ _________ _________ _________ 
 
Attorney fees…………………………………………… _________ _________ _________ _________ 
 
Document preparation and recording fees……………... _________ _________ _________ _________ 
 
Broker fees (may be quoted as points, origination fees 
   or interest rate add-on)……………………………… _________ _________ _________ _________ 
 
Credit report fee……………………………………….. _________ _________ _________ _________ 
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Name of Lender:……………………………………… _______________________ _______________________ 
 
Other fees……………………………………………… _________ _________ _________ _________ 
 
Other Costs at Closing/Settlement 
 
Title search/Title insurance 
 For lender……………………………………. _________ _________ _________ _________ 
 For you………………………………………. _________ _________ _________ _________ 
 
Estimated prepaid amounts for interest, taxes, hazard 
   insurance, payments to escrow……………………… _________ _________ _________ _________ 
 
State and local taxes, stamp taxes, transfer taxes…….. _________ _________ _________ _________ 
 
Flood determination…………………………………… _________ _________ _________ _________  
 
Prepaid Private Mortgage Insurance (PMI)…………… _________ _________ _________ _________ 
 
Surveys and home inspections………………………… _________ _________ _________ _________ 
 
Total Fees and Other Closing/Settlement Cost  
   Estimates……………………………………………. _________ _________ _________ _________ 
 
Other Questions and Considerations about the Loan 
 
Are any of the fees or costs waivable?............................ _________ _________ _________ _________ 
 
Prepayment penalties 
 
Is there a prepayment penalty?..................................... .. _________ _________ _________ _________ 
 
If so, how much is it?................................................... .. _________ _________ _________ _________ 
 
How long does the penalty period last? (for example, 
   3 years? 5 years?)……………………………………. _________ _________ _________ _________ 
 
Lock–ins 
 
Is the lock-in agreement in writing?................................ _________ _________ _________ _________ 
 
Is there a fee to lock-in?.................................................. _________ _________ _________ _________ 
 
When does the lock-in occur – at application, approval, 
   or another time?........................................................... _________ _________ _________ _________ 
 
How long with the lock-in last?....................................... _________ _________ _________ _________ 
 
If the rate drops before closing, can you lock-in at a  
   lower rate?................................................................... _________ _________ _________ _________ 
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Name of Lender:……………………………………… _______________________ _______________________ 
 
 
If the loan is an adjustable rate mortgage: 
 
What is the initial rate?.................................................... _________ _________ _________ _________ 
 
What is the maximum the rate could be next year?......... _________ _________ _________ _________ 
 
What are the rate and payment caps each year and  
   over the life of the loan?.............................................. _________ _________ _________ _________ 
 
What is the frequency of rate change and of any 
   changes to the monthly payment?............................... _________ _________ _________ _________ 
 
What is the index that the lender will use?..................... _________ _________ _________ _________ 
 
What margin will the lender add to the index?............... _________ _________ _________ _________ 
 
Credit life insurance 
 
Does the monthly amount quoted to you include 
   a charge for credit life insurance?.............................. _________ _________ _________ _________ 
 
If so, does the lender require credit life insurance 
   as a condition of the loan?.........................................  _________ _________ _________ _________ 
 
How much does the credit life insurance cost?............. _________ _________ _________ _________ 
 
How much lower would your monthly payment be  
   without the credit life insurance?..............................  _________ _________ _________ _________ 
 
If the lender does not require credit life insurance,  
   and you still want to buy it, what rates can you get 
   from other insurance providers?................................. _________ _________ _________ _________   
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Mortgage Loan Application Checklist 
 

This checklist outlines the principal documents and information that are generally 
required from both the borrower and co-borrower(s) to complete the application. Your 
lender may require additional documentation depending on the circumstances of your 
loan. However, by having the information in the checklist available at the time of the 
initial interview, you will save time, avoid delays and more smoothly ahead to your 
dream home. 
 
Documents needed to complete loan application: 
 
� Copy of Purchase Sales Contract or Offer to Purchase and all addenda – signed by 

the buyer and seller. 
 
� Property Information Listing Sheet or Multiple Listing Service Sheet 
 
� Tax returns – Previous two years’ personal federal income tax returns and all 

schedules if you are: 
• self employed 
• employed in a family business 
• a tradesman 
• receiving all or part of your income from bonus, commission, partnership or trust 

income 
• own rental property 
• have income from an otherwise non-verifiable source such as corporate ownership, 

installment sales and tips  
 
Information generally required to complete loan application: 
 
� Employment history – Name and address of employer(s) for the last two years, dates 

of employment and income. Explanation of recent gaps in employment, if applicable. 
 
� Social Security number(s) – For both borrower and co-borrower(s). 
 
� Checking and savings accounts – Depository institutions’ names and addresses, 

account numbers and balances. Depositories include banks, credit unions and saving 
banks. Passbooks and bank statements from the previous three months may be 
required. 
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� Stocks, bonds, investments accounts – Name and address of broker and previous 
three months’ statements or copies of the stock certifications. A list of serial numbers 
and issue dates may be acceptable for verifying bonds. 

 
� Life insurance policies – Name of insurance company, policy number, face amount 

and approximate cash value of each policy.  
 
� Retirement plan – Approximate value of vested interest and copy of most recent 

statement. 
 
� Automobiles owned – Make and year of each automobile owned and current market 

value (Evidence of clear title may be required if owned free and clear). 
 
� Other assets – Estimate of the market value of other assets, (i.e. furniture or personal 

property). 
 
� Credit information – For each open account, including credit cards with a zero 

balance, provide: 
    • Creditor name • Payment amount 
    • Address • Current balance 

• Account number • Date paid in full and copy of statement             
   with zero balance (if applicable)  

 
You may also be requested to provide information regarding any application you have 
made for credit within the last 90 days prior to making application for your mortgage 
loan. 

 
Additional information that may be required: 
 
� Self-employed borrower – Previous two years’ and current year-to-date Profit and 

Loss Statement and Balance Sheet. 
 
� Divorced or separated borrower – Copy of divorce decree or maintenance 

agreement, along with any amendments and a 24-month payment history of 
alimony/child support payments, if such payments are provided or received and are 
needed to qualify. 

 
� Overtime income – W-2s from the previous two years if overtime income will be used 

to qualify. 
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� Other income – Documentation of the income received for the past 12 months if such 
income is used to qualify (for example, interest or dividend income). 

 
� Renters – Landlord’s name and address and previous 12-month rental payment 

history. Rent receipts or cancelled checks are acceptable. 
 
� Real-estate owned – Name and address of your mortgage lender, account number and 

most recent year-end statement. In addition, if the real estate owned is: 
• currently rented – a copy of the current lease or rental agreement for each unit.  
•  listed for sale – a copy of the listing agreement. 
• sold, but not closed – a copy of the sales contract and escrow number. 
• sold, closed and the proceeds from the sale will be used for the down   

        payment – a copy of the HUD-I Uniform Settlement Statement. 
 
� Gift letters – If part of your source of down payment or closing costs is from a gift, a 

signed letter is needed from the donor to verify that you are not required to repay the 
funds. Sometimes, the lender will provide you with a gift letter form to be filled out by 
relative. 

 
� Construction/permanent loan – Signed construction contract with cost breakdown 

and builder plans. 
 
� Affordable housing – Loans underwritten using liberalized guidelines under 

affordable housing programs, (i.e. Fannie Mae’s Community HomeChoice), may 
require: 
• Counseling or homebuyer education certificate. 
• Inspection certificate or equivalent, (i.e. for Section 8 Homeownership  

       Voucher or Rural Development loan programs). 
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Chapter 7 
 

FAIR HOUSING LAW
 

 
Fair Housing Amendment Act of 1989 Background  
The Fair Housing Amendments Act (FHAA) was signed by President 
Reagan in September 1988 and became effective on March 12, 1989.  The 
Act is intended to strengthen enforcement of Fair Housing requirements and 
to extend civil rights protections for families with children and persons with 
disabilities. 
 
The FHAA has three broad purposes in relation to people with disabilities: 
 

 To end segregation of the housing available to people who have 
disabilities; 

 To give people with disabilities greater opportunity to choose where they 
want to live; 

 To assure that reasonable accommodations and modifications be made to 
the individual needs of people with disabilities in securing and using 
housing. 

 
What Housing is Covered? 
The Fair Housing Act covers most housing. In some circumstances the Act 
exempts owner-occupied buildings with no more than four units, single-
family housing sold or rented without the use of a broker, and housing 
operated by organizations and private clubs that limit occupancy to 
members. 
 
What is Prohibited? 
In the sale or rental of housing no one may take any of the following actions 
based on race, color, national origin, religion, sex, familial status or 
disability: 
• Refuse to rent or sell housing. 
• Refuse to negotiate for housing. 
• Make housing unavailable. 
• Deny a dwelling. 
• Set different terms, conditions or privileges for sale or rental of a 

dwelling. 
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• Provide different housing services or facilities. 
• Falsely deny housing is available for inspection, sale or rental. 
• Real Estate agents persuade owners to sell or rent “blockbusting” or 
• Deny anyone access to or membership in a facility or service (such as a 

multiple listing service) related to the sale or rental housing.  
 
Housing Opportunities for Families 
Unless a building or community qualifies as housing for older persons, it 
may not discriminate based on familial status. That is, it may not 
discriminate against families in which one or more children under 18 live 
with: 
• A parent. 
• A person who has legal custody of the child or children. 
• The designee of the parent or legal custodian, with the parent or 

custodian’s written permission. 
• Familial status protection also applies to pregnant women and anyone 

securing legal custody of a child under 18.  
 
Exemption: Housing for older persons is exempt from the prohibition 
against familial status discrimination if: 
• The HUD Secretary has determined that it is specifically designed for 

and occupied by elderly persons under a Federal, State or local 
government program. 

• It is occupied solely by persons who are 62 or older. 
• It houses at least one person who is 55 or older in at least 80 per cent of 

the occupied units, and adheres to a policy that demonstrates an intent to 
house persons who are 55 or older. 

 
In Mortgage Lending 
No one may take any of the following actions based on race, color, national 
origin, religion, sex, familial status or disability: 
• Refuse to make a mortgage. 
• Refuse to provide information regarding loans. 
• Impose different terms or conditions on a loan, such as different interest 

rates, points or fees. 
• Discriminate in appraising property. 
• Refuse to purchase a loan. 
• Set different terms or conditions for purchasing a loan. 
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In addition: It is illegal for anyone to: 
• Threaten, coerce, intimidate or interfere with anyone exercising a fair 

housing right or assisting others who exercise that right. 
• Advertise or make any statement that indicates a limitation or preference 

based on race, color, national origin, religion, sex, familial status, or 
disability. This prohibition against discriminatory advertising applies to 
single-family and owner-occupied housing that is otherwise exempt from 
the Fair Housing Act. 

 
Additional Protection if you have a Disability –   
Reasonable Accommodations 
If you or someone associated with you has a physical or mental disability 
(including hearing, mobility and visual impairments, cancer, chronic 
alcoholism, chronic mental illness, AIDS, AIDS Related Complex and 
mental retardation) that substantially limits one or more major life activities 
your landlord may not: 
• Refuse to let you make reasonable modifications to your dwelling or 

common use areas (at your expense) if these modifications are necessary 
for you to use the housing. Where reasonable, the landlord may permit 
changes only if you agree to restore the property to its original condition 
when you move. A landlord may require two things: 1) removal of the 
modification(s) after lease/rental, 2) a request in writing prior to 
installation. Your landlord may also request that you set up a repair 
escrow fund. After you move out that escrow money will fund any 
repairs that may need to be made to restore the property to its original 
condition. 

• Refuse to make reasonable accommodations in rules, policies, practices 
or services if necessary for the disabled person to use the housing. 

 
Example: A building with a “no pets” policy must allow a visually impaired 
tenant to keep a guide dog. 
 
Example: An apartment complex that offers tenants ample, unassigned 
parking must honor a request from a mobility-impaired tenant for a reserved 
space near her apartment, if necessary, to assure that she can have access to 
her apartment.  
 
However, housing need not be made available to a person who is a direct 
threat to the health or safety of others or who currently uses illegal drugs. 
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Complaint Referral Process 
Any person who believes that they have been discriminated against 
may file a complaint within one year or initiate an action in federal 
court within two years of the event. It is best to file as soon as 
possible. You may write a letter or telephone the closest HUD office 
or the local fair housing agency.  
 

What to tell HUD: 
• Your name and address. 
• The name and address of the person your complaint is against (the 

respondent). 
• The address or other identification to the housing involved (all 

person that may have been present). 
• A short description to the alleged violation (the event that caused 

you to believe your rights were violated). 
• The date(s) to the alleged violation.1 

 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 

                                                 
1 Reprinted with permission from the U.S. Department of Housing and Urban Development, Office of Fair 
Housing and Equal Opportunity publication Fair Housing – Equal Opportunity for All. 

Illinois Homeownership Coalition                           7-    Homebuyer Manual 4



Predatory Lending 
 
 
Understanding Predatory Lending 
Predatory lending is a practice used to take advantage of borrowers. 
Predatory lenders will offer homebuyers with previous credit problems “easy 
money” by providing loans with exorbitantly high fees and interest rates. In 
the end, a loan from a predatory lender will actually cost you more in the 
long term and may eventually cost you your home. 
 
Predatory lending is different from what is known as “subprime lending.” 
Subprime lenders usually help borrowers who, because of previous credit 
problems, do not qualify for loans from traditional financial institutions. 
Subprime lenders offset the risk of offering loans to such borrowers by 
charging slightly higher, but still fair, fees. 
 
Identifying a Predatory Loan 
An important step in avoiding predatory lending is identifying a predatory 
loan. Below are some clues to look for on your lending documents, such as 
your HUD settlement statement and your federal truth-in-lending disclosure 
statement, that may indicate a predatory loan: 

• Check for a balloon payment. A balloon payment is one big 
payment at the end of the loan. For example, a loan with a total of 179 
payments of $200 and one payment of $50,000 is a loan with a 
balloon payment. While a balloon payment can benefit borrowers by 
allowing for smaller, monthly payments, you should be sure you can 
pay the balloon amount. In general, all payments should be the same, 
or very similar, over the life of the loan. 

• Calculate the total fees for the loan. Loans with total points/fees 
exceeding 8% of the total loan amount could be a clue to a predatory 
loan. 

• Review prepayment penalties. Prepayments penalties penalize you 
making loan payments ahead of time. If a prepayment penalty is 
included in your loan, it should be offset by a significant reduction in 
your loan rate or fees. 

• Look for credit life or disability insurance charges. Predatory loans 
often include high payments – either paid as a single premium or 
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financed into your monthly loan payment – for unnecessary credit life 
or disability insurance.2 

 
What is predatory lending and how can it affect you? 
Most lenders are trustworthy – but unfortunately, some lenders are not. They 
sometimes direct borrowers away from loans with more affordable interest 
rates. Instead, they offer loans that carry very high interest rates, 
questionable fees, and unnecessary charges. These practices are considered 
predatory lending. 
 
A predatory lender may be a large company with a name you know. Or it 
may be a small company or a loan broker you’ve never heard of. But 
predatory lenders have many of the same traits. They: 

• Offer loans based solely on the equity in a home, not on the    
borrower’s ability to repay the loan; 

• Charge unusually high interest rates for loans; 
• Add excessive points to a loan without lowering the interest rate; 
• Include excessive fees; and 
• Tack on unnecessary costs, such as prepaid single-premium credit 

life insurance. 
 
With or without these extra charges, you may find it difficult or even 
impossible to repay the loan. If you fall behind in your payments, more 
charges may be added. Or the lender may suggest that you refinance the loan 
to lower your monthly payment. But the unpaid payments may be added to 
the new loan amount, costing you even more money over time. Then the 
loan becomes even more difficult to repay. If you can’t make the payments, 
you could lose the items you purchased or used to secure the loan.  
 
Most often, the victims of predatory lenders are low- and moderate- income 
persons, minorities, and the elderly. But anyone - including you - can be 
misled by a predatory lender. You may want to consolidate credit card debt 
or buy your first home. If you already own your own home, you may want to 
make repairs to it. Your reasons for a loan may be good, but if you agree to 
an unfair loan, you could lose your home! 
 
Here is an example of what can happen if you’re not careful: The Smiths had 
always dreamed of buying their own home. They were in their early 30’s and 
had a household income of $48,000 a year. They had experienced some 
                                                 
2  Submitted by Stella Adams - GE Mortgage Insurance, Raleigh, North Carolina.  
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credit problems in the past but had paid their bills on time for two years. 
Still, they were afraid that their previous credit problems would make it 
impossible to qualify for a mortgage at a bank or credit union. They were 
happy to get a letter from ABC Quick Credit that offered “easy” mortgages 
for everybody. 
 
After talking to the folks at ABC, the Smiths felt confident that they were 
getting a great deal. They didn’t bother to check with other lenders to see if 
they could get a more favorable interest rate. Instead they went with ABC. 
The friendly loan officer told them he had helped many others in their 
situation. Getting the mortgage WAS easy – they received a $90,000 
adjustable-rate mortgage, but at an interest rate of 15 percent with 7 points. 
And, as a condition of the ABC loan, they also had to purchase credit life 
insurance for $500. 
 
If they had shopped around, the Smiths would have realized that they would 
have qualified for a better loan – a fixed-rate mortgage at 8 percent with 2 
points and no credit life insurance. The ABC loan officer had said to trust 
him – and, unfortunately, that’s just what the Smiths did. 
 
At the end of the first year, the mortgage interest rate went up 2 percentage 
points to 17 percent – and their mortgage payment increased by $145 a 
month! The Smiths quickly fell behind on their payments. They tried to get 
help, but it was too late. They lost their home. 
 
What can you do to avoid a predatory lender?

• Watch out for loan offers from someone who calls you on the 
telephone or comes to your door without an invitation. Throw 
away mail from companies offering to arrange a loan for you. 
Advertisements promising easy money should be viewed with 
caution. Remember, if an offer sounds too good to be true, it probably 
is. 

• Be wary of high-pressure sales pitches, such as claims that an 
offer is good only for a limited time. If the offer is good – and 
legitimate – today, it should still be good tomorrow. Take time to 
check it out. 

• If you’re thinking about consolidating your debts into a home-
equity loan, talk to a local non-profit housing or consumer credit-
counseling agency first. These agencies have your best interest in 
mind. They may be able to help you work out credit arrangements to 
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avoid debt consolidation altogether. If debt consolidation is the most 
appropriate choice, they can help you select the best available options. 
Without their assistance, you may choose a bad loan and end up 
losing your home. 

• Avoid loans that include extras you don’t need. Loans should not 
include unnecessary costs like prepaid single-premium credit life 
insurance. Predatory lenders may require that you purchase a credit 
life insurance policy as a condition of getting a loan. This is not 
necessary. These extras will be added to the total cost of your loan and 
make your payments higher. 

• Never sign an agreement that you don’t completely understand. 
And don’t take a lender’s word that an agreement is “standard.” If the 
agreement seems unreasonable, or uses terms that are unfamiliar to 
you, ask for a complete copy of the loan agreement. Get a second 
opinion from someone you trust before you sign the loan agreement. 
Bring it to your advisor or local non-profit housing or consumer-credit 
counselor to review it.  

• Fill in all blank spaces. If an answer is not required, write “N/A” 
(Not applicable) in the blank. Do not sign a document until you have 
completed every space. Someone could fill in the blank later and 
make you responsible for something without your knowledge or 
agreement.  

 
Are all loans or credit cards with high interest rates predatory? 
No, not necessarily. It is fairly common for bank, department store, and 
gasoline credit cards to have high interest rates. These cards usually have an 
interest-free grace period, so you will not pay any interest if you pay your 
bill in full every month. And interest rates for a mortgage, home equity, 
auto, or personal loan are usually considerably lower. The interest rate for 
your loan may vary based on the lending institution, type of loan, and your 
personal credit history. Plan to contact at least three lending institutions to 
compare their interest rates and loan options. You may also want to check 
the real estate business section of your local newspaper – or use popular 
search engines on the World Wide Web – to check current interest rates.3  
  
Protect Yourself Against Predatory Lending 
The best way to protect yourself from predatory lending is to get all the facts 
before you borrow. Below are some basic steps you can take to avoid a 
predatory loan or refinancing agreement: 
                                                 
3 Fannie Mae Foundation’s Borrowing Basics: What You Don’t Know Can Hurt You. 
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• Compare offers. Resist the urge to accept the first loan you are 
offered. Shop around and compare several lender offers.  

• Research local lenders. Research lenders in or near your community. 
Be wary of unsolicited telephone or door-to-door offers from lenders, 
especially when they promise you “easy money.” 

• Get information in writing. Get detailed information about the loan 
terms and conditions, and have the lender put it in writing through a 
good faith estimate. 

• Seek outside advice. Don’t be afraid to have someone with 
experience, like a lawyer or local non-profit housing agency, help you 
understand the mortgage loan process. 

• Negotiate your terms. Negotiate the terms and conditions of your 
loan, such as the interest rate, type of interest payment, fixed vs. 
ARM, points, and terms of the loan. 

• Resist pressure to sign. Before you sign, read the entire loan 
document and make sure you understand all the terms. 

• Terminate unfair loan agreements. If you have signed a home 
equity loan or refinancing agreement you believe is unfair, you have 
the right to terminate the agreement within three business days 
without penalty. 

• Prevent loan “flipping.” Flipping is the repeated refinancing of a 
loan. Each time your loan is refinanced, you pay increased costs, 
which can strip the equity from your home. 

• Avoid home improvement scams. If you need to borrow for home 
improvements, make loan arrangements through a reputable financial 
institution rather than with a contractor. 

• Report home equity scams. If you think you’ve signed a predatory 
loan, or believe predatory lenders are targeting your community, 
report the lender to the Consumer Protection Division of your state’s 
Banking Commission. 

 
Get the Facts Before You Borrow 
You are your own greatest advocate when it comes to avoiding predatory 
lending practices. Before you borrow, make sure you get all of the facts and 
information you need to get your best loan. If you have any questions about 
predatory lending, contact the U.S. Department of Housing and Urban 
Development at 1-800-669-9777 (TDD 1-800-927-9275). 4
 
                                                 
4 Submitted by Stella Adams - GE Mortgage Insurance, Raleigh, North Carolina.  
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Where Can You Get Help? 
You may get helpful information and guidance from a local non-profit 
housing or credit-counseling agency. Start by looking in the yellow pages of 
your local telephone book. Many of these agencies provide free services or 
charge a nominal fee. 
 
Your local Legal Services or Legal Aid organizations may also provide 
valuable assistance. Advisors there will review loan agreements. They can 
also provide guidance if you want to file a complaint against a lender.5 See 
next two pages for organizations and agencies in your local area.  
 
 
 
 
 
 
 

 
 

 
 
 
 
 
 
 
 

                                                 
5 Fannie Mae Foundation’s Borrowing Basics: What You Don’t Know Can Hurt You
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To Report Predatory Lending 
(As of 6/04) 

 
Office of Banks and Real Estate 

Consumer Service Division 
(877) 793-3470 

 
City of Springfield 

Department of Community Relations 
Municipal Center East 

800 East Monroe, Rm. 108 
Springfield, IL 62701 

Contact: Nancy Collins 
(217) 789-2270 

 
 

Counseling Agencies 
 
 
Springfield Housing Authority  C.E.F.S. Economic Opportunity Corp. 
200 N. 11th St.    1805 S. Banker 
Springfield, IL 62703   Effingham, IL 62401 
Contact: Tami Rechner   Contact: Kristie Warfel 
(217) 753-5757 ext. 232   (217) 342-2193 ext. 150 

Montgomery and Christian counties 
Springfield Urban League 
100 N. 11th St. 
Springfield, IL 62703 
Contact: Roz Bond 
(217) 789-0934 
 
City of Springfield 
Department of Community Relations 
Municipal Center East 
800 East Monroe, Rm. 108 
Springfield, IL 62701 
Contact: Nancy Collins 
(217) 789-2270 
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Legal Aid 
(As of 6/04) 

 
Equip for Equality 

427 E. Monroe 
Springfield  

Contact: Gerard Broeker 
(800) 758-0464 

 
 

Land of Lincoln Legal Assistance 
(217) 753-3300 
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Chapter 8 
 

WORKING WITH A REALTOR 
 

 
The real estate agent is one of the most important members of your home 
buying team. The agent is licensed by the state and has been specially 
trained to sell homes, buildings and land. A REALTOR is a member of the 
National Association of REALTORS (NAR). Most active agents are 
REALTORS. 
 
Real estate agents make their living by matching buyers and sellers. They 
are paid a commission from the money the seller makes from the sale of the 
home. The commission is a percentage of the sales price, typically 6-7%, 
though there is no fixed rate. 
 
If an agent works with a buyer and a seller in the same transaction, the agent 
gets the whole commission. But when an agent just represents a buyer or a 
seller – the commission is split between the seller’s agent and the buyer’s 
agent. 
 
You may have heard the terms “listing agent” and “buying agent.” All 
agents can represent both. However some specialize. 
 
A listing agent has a contract with the seller to market their property. The 
agent has an agency relationship with the seller because the seller is paying a 
fee. Most listing agents are concerned about getting the seller the highest 
price for their home. 
 
A buyer’s agent enters into a contract or agency relationship with the buyer. 
The buyer’s agent gets paid by splitting the commission with the selling 
agent, so there usually is no cost to the buyer. The buyer usually agrees to 
work only with that agent and may be obligated to pay the original agent if 
they buy through another agent. Your agent will work harder in exchange for 
your loyalty. 
 
Sometimes the agent may represent both the buyer and the seller, (i.e. if the 
agent sells one of their listings to the buyer). This is called “dual agency.” 
By law, full disclosure in writing must be made to the buyer immediately if 
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this situation occurs. No matter who the agent represents, they have a legal 
obligation to be honest and fair and disclose in writing who they are working 
for. The Realtor can not withhold information about the property that may 
hurt their client or hurt the client’s chances of getting a better deal.  
 
(Note: See disclosure forms in the Appendix.) 
 
The Agent’s Job
 
You should expect your agent to: 
 

• Find a home that fits your needs and budget. 
• Protect you throughout the sale and explain all the steps of the buying 

process. 
• Help you get prequalified. 
• Research all homes available in your price range with the features that 

you want. 
• Give you copies of listing sheets that describe the homes you are 

looking at. 
• Take you to view the homes. 
• Provide information about the community and schools. 
• Help determine how much homes are worth by giving you 

information about comparable sold properties in the area. 
• Refer you to a home inspector. 
• Help write the contract in a way that will protect you, but will also be 

attractive to the seller. 
• Negotiate the offer to get the best price for you. 
• Help find a lender. 
• Explain the legal paperwork. 

 
Finding an Agent 
 
As you can see, the agent does a lot for the buyer. Buying a home is a big 
job and can take several months. Because you will be spending many hours 
with your agent and relying on them for information and advice, it is 
important to find one you respect and trust. Ask friends for 
recommendations or find names on neighborhood “for sale” signs. National 
real estate companies have referral services to match buyers with agents if 
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you are moving out of town. You can check a real estate agent’s professional 
record by calling or writing local associations of REALTORS. 
  
It is a good idea to interview more than one REALTOR before making a 
decision. Once you find one, there should be no need to work with any other. 
The Realtor you choose can sell you any house. Other agents may try to 
work with you, but remember how much time your agent has invested in 
helping you. If you have signed a buyer’s agreement, you can not work with 
another REALTOR. You may end up paying a commission if you do. 
 
Real estate agents work under the supervision of a broker, who is legally 
responsible for the activities of their agents. If you ever have a problem or 
feel you are not being represented properly, call your Realtor’s broker. If 
you feel you are a victim of steering, because of race, religion, national 
origin, color, sex, disability, familial status, or other illegal reasons, the real 
estate agent may be violating the Fair Housing Act. Contact your Realtor’s 
broker or call the local Office of U.S. Department of Housing and Urban 
Development (HUD) to report your experience. 
 
What Do You Want in An Agent? 
 
Write down four questions you would ask a real estate agent, to be sure you 
would be comfortable working together. Refer to Prospective Agent’s 
Profile at the end of this chapter to help you with your decision. 
 
Types of Homes 
 
Not all homes are single family. There are many types and several ways to 
own them. Think about what best suits your family’s needs before you start 
looking. When you purchase a detached single family house or a unit that is 
attached to another, you own the land and house. You make all the decisions 
about how the land and house is used. This is called fee simple ownership. If 
your home is attached to another home there should be a party wall 
agreement that says the owner’s will share equally if the wall or roof needs 
to be repaired, (i.e. due to fire or water damage). 
 
Duplex, Triplex and Fourplex 
 
These types are most common in cities. The owner owns the land and one or 
all of the units on it. If the owner lives in one and rents the other units, the 
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lender will need to know if you have had experience in managing rental 
properties and that you have enough money in savings to pay the mortgage 
in case your renters do not pay their rent. 
 
Planned Unit Development 
 
A Planned Unit Development is most commonly referred to as a PUD and is 
part of subdivision. A PUD may have common areas or other features that 
are shared with homeowners i.e. pool or playground. You own the house and 
the land it sits on. You pay monthly or annual dues to an association to take 
care of common areas. There are covenants and restrictions that govern the 
common areas, but they don’t control what you do inside your home. Your 
agent will get a copy of the covenants and restrictions before you make an 
offer. 
 
Condominium 
 
A condominium or condo is a home attached to other homes or units and 
shares common areas (i.e. hallways, lobbies and land). It may look like an 
apartment or townhouse. The owner makes decisions about his own unit. 
The association takes care of the common areas and land. Water and garbage 
pickup may be included in the monthly assessment. Condo associations have 
covenants and restrictions. Association dues are paid monthly to a 
homeowners association. They can be high if they include taxes, some 
utilities, insurance, water and extra money for a reserve fund that pays for 
major repairs.  
 
If there is not enough money in reserves, the association can vote to charge a 
special assessment. You have no choice but to pay your share. Monthly 
condo fees are not tax-deductible. Before buying, read the covenants and 
restrictions. Ask to see the association’s budget to make sure there are ample 
reserve funds for repairs. Verify that the seller’s association dues are paid. 
Check to see if the association has filed for bankruptcy or is involved in any 
lawsuits. Are there any special assessments planned in the near future? 
 
Land Lease 
 
The owner owns their home but rents the land the home sits on. Usually, 
there is a yearly fee in addition to the mortgage payment (could be monthly). 
The lease fee is usually based on the lot’s size and value for the entire life of 
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the lease. Some have an escalator clause that allows the lease amount to be 
raised based on a cost of living or some other index. 
 
Usually leases are 60-90 years. At the end of the term the house and land 
belong to the owner. There are lots of restrictions on land use. 
 
House Hunting 
 
House hunting is the fun part of the home buying process. Take your time 
and look at many houses. The more you see, the easier it will be to tell if the 
house you choose is well-built and how it compares to others in the same 
price range.  
 
In addition to working with your REALTOR, explore on your own. Don’t be 
rushed. If the agent is pushy, get a new one. Going through the Sunday 
newspaper can be frustrating, there is always information that is left out. If 
you call an agent from an ad, mention that you are already working with an 
agent. If the agent says you can only buy through him, call your agent with 
the newspaper information. 
 
Also check real estate shopping guides, found in grocery and other retail 
stores. Some local cable stations air real estate programs, showcasing local 
properties that are for sale. Visit open houses on Sundays or whatever day is 
customary for your area. Also, visit new home subdivisions and tour their 
model homes.  
 
Foreclosed homes are referred to by lenders as real estate owned (REO) 
properties. They are anxious to sell them because they are costly to maintain. 
The lender may offer a lower interest rate. Often REO properties have been 
neglected. You purchase them in “as is” condition. Make a property 
inspection a contingency on your offer. HUD requires inspections to be 
made before you make an offer. 
 
For lists of REO properties contact larger banks and credit unions. Ask for 
the REO or foreclosure manager. Check local HUD, VA offices, city or 
county departments of housing. Call Federal Home Loan Mortgage 
Corporation at (800) FREDDIE or Fannie Mae at (800) 7Fannie. 
 
You might attend auctions that are conducted as a part of an estate sales or a 
bankruptcy procedure. They are fast and easy if you have a substantial down 
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payment and have money for the deposit at the time of the auction. 
Government agencies and banks are now conducting auctions to move large 
number of homes at one time. But don’t expect to get a steal. Sellers have a 
minimum they will accept. They are always sold “as is.” Do any inspections 
before the sale. You need to be pre-approved for the loan before making a 
bid. You could lose your deposit if financing does not go through. 
 
Be wary of tax and foreclosure sales. If people who do not pay their taxes or 
mortgages, the courts can order the property to be sold to pay these debts. 
Most states have laws that protect the homeowner as much as possible which 
makes buying one of these risky business. You do not have the protection of 
a inspection, an appraisal, or title insurance. The former owner has from six 
weeks to one year after the tax sale to redeem the property by paying back 
the taxes owed (not applicable for a foreclosure). Call the REO Department 
for your area. If this happens, you get your deposit back. But in the 
meantime, the original owner lives rent free while you pay the taxes, 
insurance and other expenses to protect your investment. At the end of the 
redemption period you may have to hire an attorney to evict the former 
owner. Always seek legal advice before buying one of these properties. 
 
Contact non-profit organizations. Many build or repair homes, then sell them 
to low to medium income families, (i.e. Habitat for Humanity, TSP-HOPE, 
and the Springfield Housing Authority). Call the city’s Economic 
Development Department for a list of organizations.  
 
You may be tempted to buy a home that is “for sale by owner” or FSBO. 
Your real estate agent may try to discourage you because it is much harder 
for them to get paid. Many of these homes are overpriced. Your REALTOR 
can help determine the true value so you don’t end up paying too much for 
the home. It is common for a seller to feel his home is worth more than it 
really is. You may ask the seller to pay your agent partial commission to 
help with all the paperwork. If the seller will not, you may want to reduce 
your offer and pay your agent a flat fee to help you. 
 
Narrowing the Search   
 
After seeing 10-12 homes they all start to blur in your mind. It’s a good idea 
to take notes. Cross off properties that are too expensive or are missing 
something you need. Once narrowed down to a few, have your agent take 
you back a few more times to the ones you really liked. 
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Evaluating Your Dream Home 
 
Once you have narrowed the homes down to one, make an appointment to 
inspect it carefully when the owner is not home. If it is a fixer-upper, hire an 
inspector. If it is newer and appears to be in good condition, make your offer 
contingent on a home inspection. Take a flashlight and look into dark areas 
in the attic, basement, or crawl space for evidence of mold, dampness, 
insects, rotting wood, etc. Turn on faucets, flush toilets to test water 
pressure, look for leaks or discoloration on walls, flip light switches. Check 
for window screens. 
 
Estimate Expenses 
 
Make a list of things you have to buy, repair or replace within the first few 
months, (i.e. appliances, paint or carpet replacement). How much money 
will you need in addition to the down payment and closing costs to make the 
house livable. Do you have enough? If not, you may offer the seller a higher 
price and have the seller pay for the carpet or for some of the repairs. Then 
list routine maintenance items and major things that will need to be replaced 
from time to time, (i.e. roof, painting the siding and trim, landscaping, 
replacing windows, replacing the furnace and hot water heater). Figure how 
much you will have to save each month in order to pay for these expenses. 
This is all part of budgeting.  
 
For example, a roof lasts 15-20 years. Find out the age of the roof, then 
subtract it from 20. Ask the inspector how much a roof costs. Divide that 
number by the number of years existing. Do this exercise for all the house’s 
major expenses including heating, cooling and the water heater. Can you 
afford to save this amount and pay all your other monthly obligations? 
 
Double Check the Neighborhood 
 
If the house passes your inspection and you can afford to buy and maintain 
it, take a look at the bigger picture. Walk the area; talk to the neighbors. 
Visit the schools and day care centers. Ask for school report cards that give 
such information as how the students are doing as compared to the rest of 
the state. Check out commuting time, morning and evening. How far is work 
or school? Is that time acceptable? Look at the other houses on the street. 
Are they well maintained?  
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Buying Your Home 
 
The most important question to answer before making an offer is “What are 
you willing to pay?” and that question has two parts—“What is the fair 
market value?” and “What is it worth to you?”    
 
Fair Market Value 
 
This is a term used by banks and appraisers to describe the price a typical 
buyer is willing to pay to a seller who is not under pressure to sell, (i.e. 
someone getting a divorce, and with whom the buyer does not have a 
personal relationship). To figure out the fair market value, look at the 
comparable sold properties in the area and also at those that are on the 
market to see if prices are going up or down. The features your house has 
that others may not have, make it more or less valuable. For the price per 
square foot take the square footage and divide it by the price of the home. 
Compare this to the others. Also, consider if it is a buyer’s market or a 
seller’s market? Find out why the sellers are selling. Do they need to move 
soon or has the house been on the market a long time? They may accept a 
lower offer. Ask the agent if there have been other offers, or if there have 
been price reductions.   
 
What is it Worth to You? 
 
Only you can determine what you are willing to pay. Your agent should not 
tell you what you should offer. But they can help in reaching that decision. 
First start with the fair market value, then subtract the cost of things that you 
will have to replace right away, (i.e. carpet or roof). Then add dollars for 
things that this house has that are important to you, (i.e. location, closeness 
to schools, new appliances). Subtract dollars if the seller is anxious to move 
quickly and add dollars if it is the only house in the neighborhood. This is 
not an exact science. Once you decide on an offer, refigure you monthly 
housing costs, principal interest, taxes and insurance. Then add utility costs, 
etc. and decide if you are going to be comfortable making these payments. 
Recalculate your down payment, closing costs, moving expenses, repairs 
and anything you need to buy immediately, (i.e. lawn mower, furniture and 
appliances). Do you have enough money? 
 
Refer to the Homebuyer Checklist at the end of the chapter to help you in 
your search. 
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Purchase and Sale 
 
The Offer 
 
The offer is really a Purchase Agreement and is a legal binding contract 
when accepted by all parties. It is written with the agent’s assistance. If you 
back out of the contract you could lose your earnest money and be sued by 
the seller. Though you are protected by contingencies written into the 
contract. The most common is the financing contingency. If you are unable 
to complete the sale because you cannot get financing, you may get your 
earnest money back. Other common contingencies are home, radon and 
termite inspections.  
 
The contract includes price, legal description, names of the buyer and seller, 
amount of earnest money, financing, closing date, personal property left in 
the house, a list of all the contingencies, and a time limit for the seller to 
accept the offer so that someone else does not get your house.  
 
See a sample Purchase Agreement in the Appendix. 
 
Negotiating 
 
It is a common practice to bargain. The seller may accept the first offer but 
he could also counter-offer one or more times. The agent presents the offer 
and counter offers and tries to convince the seller to accept it. If there is a 
counter-offer, the agent will bring it back to you and discuss it. The seller 
could reject the offer without countering. Then you resubmit a new offer. 
Even if you offer the full price, the seller can reject it if the terms are not 
favorable, (i.e. closing date, time and possession, personal property). If you 
feel the seller is refusing to sell to you because of race, color, national origin, 
sex, familial status or disability, Federal Fair Housing laws may be violated. 
See Chapter 7 – Fair Housing Laws for information on how to file a 
discrimination complaint. 
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Prospective Agent’s Profile 

 
 
 
Name of firm__________________________________________________ 
 
Phone number_________________________________________________ 
 
Managing broker_______________________________________________ 
 
Recommended agent____________________________________________ 
 
Number of years selling real estate full time__________________________ 
 
Number of listings______________________________________________ 
(acquired in the last year, comparable to the house you want) 
 
Is the agent well informed about your targeted community?______________ 
 
In general, what services will the agent and firm 
provide?______________________________________________________ 
 
During your meeting, did the agent pay attention to your concerns?________ 
 
Would you enjoy working with this person?__________________________ 
 
Miscellaneous notes:____________________________________________ 
_____________________________________________________________
_____________________________________________________________
_____________________________________________________________
_____________________________________________________________
_____________________________________________________________
_____________________________________________________________
_____________________________________________________________
_____________________________________________________________
_____________________________________________________________
_____________________________________________________________ 
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Home Buyer Checklist 
 

This checklist identifies some of the important factors to consider when choosing a home. 
In addition to an affordable sale price, you will also want to be sure that the neighborhood and house 
meet the needs of your family. For instance, if you have children, you may want to know if there are 
other children in the neighborhood or if schools and playgrounds are nearby. As a working person, the 
distance and travel time to and from your place of employment or the availability of public 
transportation may be of concern. You may already know the type and size of home that you would 
like to purchase, but there are many other features of the house that you want to consider; for example, 
the condition of the plumbing, heating, electrical systems, and whether these are up to code; closest 
space; number of bedrooms, etc., before deciding to buy a particular house.  
Take this checklist along when you go shopping for your house. It will help you evaluate the 
neighborhoods and assess the availability and condition of various features of up to three homes in a 
side-by-side comparison.  

 
Checklist Comparison 

    1    2    3 
Address  _____________       _____________        _____________
Asking Price  $____________  $____________  $____________
Real Estate Taxes $____________  $____________  $____________ 
 
The Neighborhood 1    2    3 
Near Work             
Near Schools            
Near Shopping            
Near thoroughfares           
    and expressways 
Near public transportation          
Near doctors/dentists           
Near churches            
Garage collection           
Street lights             
Streets and alleys well           
     maintained  
Traffic volume            
Parks             
Neighbors’ properties           
    well maintained 
All utilities installed           
Neighborhood covenants/          
    restrictions 
Near train tracks/airport          
Area zoned residential           
Near industry            
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Proposed special            
    assessments 
Flooding danger           
Restrictive easements           
 
The House   1    2    3 
Age of house           _____             _____            _____ 
Number of stories          _____            _____            _____ 
Wood frame            
Brick frame            
Wood and brick frame          
Aluminum siding           
Roof condition           
Foundation condition           _____            _____            _____ 
Overall exterior condition    _____            _____            _____   
Garage size           _____            _____            _____ 
Number of bathrooms          _____                                      _____                                      _____ 
Number of closets          _____                                      _____                                      _____ 
Number of bedrooms           _____                                      _____                                      _____ 
Oil heat                               
Gas heat            
Electric heat            
Hot-water heat            
Insulation            
Central air conditioning          
Energy conservation features          
Age of heating system          _____            _____            _____ 
Age of hot water heater        _____            _____                                      _____  
Capacity of hot water heater _____                       _____                                      _____ 
Age of electrical wiring        _____                                     _____                                      _____ 
Plumbing condition              _____                       _____                                      _____ 
Estimated water bill             $                    $                    $                               
Estimated heating bill          $                    $                               $                               
Estimated electric bill          $                    $                    $               
Living room            
Fireplace            
Separate dining room           
Family room            
Drapes-Number of rooms    _____            _____            _____ 
Carpeting-Number of rooms_____            _____                                      _____ 
Kitchen eating area           
Refrigerator            
Stove/oven (gas/electric)          
Garbage disposal            
Dishwasher            
Broken windows           
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Storm windows/screens          
Washer/dryer outlets           
Laundry space            
Finished basement           
Attic             
Sump pump/drainage           
Connected to sewer system          
Patio             
Backyard fence           
Landscaping             
Property boundaries           
Security (dead bolt locks,          
     smoke detectors) 
Building code compliance           
    (remodels & additions) 
Ability to expand or enlarge          
     house  
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Chapter 9 
 

THE HOME INSPECTION 
 

 
After all parties have signed the purchase agreement, you will need to schedule the 
home inspection. Typically, you will have a week to 10 days to get this 
accomplished. To contact a licensed home inspector you may want to refer to the 
list on the next page. You will want to make sure that whoever you use is licensed 
by the State. 
 
If a major defect, health or safety hazard has been discovered during the home 
inspection and you wish the seller to repair or replace something to correct the 
problem, you will need to put this in writing within the time frame allowed. The 
terms are spelled out in the purchase agreement. The seller then has a certain 
period of time in which to respond. If the seller does not correct the problem or 
provide an allowance for you to have it corrected; you may have the option of 
backing out of the contract without forfeiting your earnest money. Contact an 
attorney if there is a question about getting released from the contract. 
 
The home inspection is a wise investment for all homebuyers. A professional will 
point out potential problems that could have been missed during your initial visits. 
Also, the home inspector will be able to advise you about approximate costs to 
repair noted problems, so that you can better budget for these in the future. If 
asked, he will provide seasonal maintenance tips to help prevent future major 
repairs.  
 
Expect the inspection to last three to four hours. During the last half-hour you may 
go through the home and review the report with the inspector. You may even 
receive the report at the end of the inspection, but more likely within a day or two. 
Payment is expected at the time of service, unless other arrangements have 
previously been made. Typically, costs range from $175 - $300, depending on the 
size of the home.  
 
Although not a standard practice for the industry, for an additional fee, some 
inspectors may offer a warranty on their service. Others might carry “errors and 
omissions” insurance coverage. Most inspectors, like any professional, carry 
general liability insurance. However, a home inspector is not required to guarantee 
any installed systems which have been inspected.  
  
The following pages include a list of inspectors, Standards of Practice for home 
inspectors and what is covered in an inspection. 
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Home Inspectors 
(As of 6/04) 

 
AmeriSpec Home Inspection Service    217-789-7901 
 Dana Strumpher 
 Marsha Strumpher (office staff) 
 
B-Safe Home Inspection Service    217-585-1000 
 Dan Cody 
 Brian Dannenberger 
 Timothy Kearney   
 
Bob, The Building Inspector     217-525-8256 
 Barden Borst II 
 
Brickkicker Central IL Inspections    217-726-5425 
 John Dunn 
 
Buraski Building Inspections     217-529-6929 
 Frank Buraski 
 Jason Buraski 
 Mark Teague 
 
Castles Home Inspection Service    217-529-2422 
 James Keller 
 
Dean Peabody Home Inspections    217-254-0510 
 Dean Peabody 
 
Dunham Indent. Home Inspections    217-391-0059 
 Thomas Dunham 
 
Hometeam Inspection Service     217-698-4577 
 Stanley Kupish 
 Jon Morgan 
 
Miller, David G., & Associates     217-473-6783 
 David Miller 
 
Pillar to Post Home Inspectors     217-546-4663 
 John McConnell 
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QUESTIONS TO ASK A HOME INSPECTOR 
 
 
 

1.   How long have you been in business? 

2.   Are you a member of the American Society of Home Inspectors? 

3.   What other professional designation do you hold? 

4.   Do you specialize in residential property inspections? 

5.   How many inspections do you do on a monthly basis? 

6.   How long will the inspection last? 

7.   What will be covered in the inspection? 

8.   Can I accompany you on the inspection? 

9.   Will I get a written report? How soon? 

10.  If problems are found, can you/will you estimate the cost of repairs? 

11.  Do you offer a warranty on the inspection service? 

12.  What other services do you offer? 

13.  What is your fee for the inspection? What does that cover? 

14. When can you do the inspection? 

 

 

 

 

 
 
 

ILLINOIS REGISTER 
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OFFICE OF BANKS AND REAL ESTATE 
Section 1410.200 Standards of Practice 
 a) For the purposes of this Section, the terms listed below shall mean: 

1)  Alarm Systems: Warning devices, installed or free-standing, including but not limited   
     to: carbon monoxide detectors, flue gas and other spillage detectors, security   
     equipment, ejector pumps and smoke alarms. 

 2)  Client: A person who engages or seeks to engage the services of a home inspector for  
       an inspection assignment.  

 3)  Component: A part of a system 
 4)  Decorative: Ornamental; not required for the operation of the essential systems and  
                  components of a home. 

5)  Describe: To report a system or component by its type or other observed, significant   
      characteristics to distinguish it from other systems or components. 

 6)  Home Inspection: Shall be defined as in Section 1-10 of the Act. 
 7)  Home Inspection Report: A written evaluation prepared and issued by a home  
                  inspector upon completion of a home inspection, that meets the Standards of Practice 

as established by OBRE. 
8)  Inspect: To examine readily accessible systems and components of a building in 

accordance with these Standards of Practice, using normal operating controls and 
opening readily accessible access panels. 

9)  Roof Drainage Systems: Components used to carry water off a roof and away from a 
building. 

 10) Significantly Deficient: Unsafe or not functioning. 
11) Solid Fuel Burning Appliances: A hearth and, fire chamber or similar prepared place 

in which a fire may be built and which is built in conjunction with a chimney; or a 
listed assembly of a fire chamber, its chimney and related factory-made parts 
designed for unit assembly without requiring field construction. 

12) Structural Component: A component that supports non-variable forces or weights 
(dead loads) and variable forces or weights (live loads). 

13) System: A combination of interaction or interdependent components, assembled to 
carry out one or more functions. 

14) Under Floor Crawl Space: The area within the confines of the foundation and 
between the ground and the underside of the floor. 

15) Unsafe: A condition in a system or component, that is judged to be a significant risk 
of personal injury or property damage during normal, day-to-day use. The risk may 
be due to damage, deterioration, improper installation or a change in accepted 
residential construction standards. 

 b) These Standards of Practice define the practice of home inspection in the State of Illinois and 
shall: 
 1)  Provide home inspection guidelines; and 
 2)  Define certain terms relating to these home inspections. 
c)  The purpose of these standards of practice is to establish a minimum and uniform standard for 
licensed home inspectors to provide the client with information regarding the condition of the 
systems and components of the home as inspected at the time of the home inspection. 
 
 
 
d)  Home inspectors or home inspector entities shall enter into a written agreement with the 
client that includes at a minimum: 
 1)  The purpose of the inspection; 
 2)  The date of the inspection; 
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3)  The name, address and license number of the home inspector or home inspector 
entity; 

 4)  The fee for services performed; 
 5)  A statement that the inspection will be performed in accordance with these Standards; 
 6)  A list of the systems and components to be inspected; and 
 7)  Limitations or exclusions of systems or components being inspected; and  

8)  the signature of the home inspector of the duly authorized representative of a home 
inspector entity. 

e)  At the conclusion of the home inspection, a home inspector shall submit a written report to 
the client or their duly authorized representative, that includes the home inspector’s signature and 
license number and shall: 
  1)  Describe the systems and components that were inspected; 

2)  Report on those systems and components inspected that, in the opinion of the 
inspector, are significantly deficient; and 

 A)  A reason why, if not self-evident, the system or component is significantly deficient. 
 B)  The inspector’s recommendations to correct or monitor the reported deficiency. 
 C)  Disclose any systems or components designated for inspection, that were present at 

the time of the home inspection, but were not inspected and a reason they were not 
inspected. 

f)  These Standards are not intended to limit home inspectors from: 
1)  Including other inspection services, systems or components in addition to those 

defined in these standards of practice; 
2)  Recommending repairs, provided the home inspector is appropriately qualified to 

make such recommendations; and 
 3)  Excluding systems and components in the written agreement from the inspection. 
g)  When, pursuant to written agreement with a client, the structural system/foundation is 
inspected, the home inspector shall: 
 1)  Inspect the structural components including the foundation and framing; and 

2)  Describe the foundation and report the methods used to inspect the under-floor crawl 
space, floor, wall, ceiling, roof, structure and report the methods used to inspect the 
attic.  

h)  When, pursuant to the written agreement with a client, the exterior is inspected, the home 
inspector shall: 

1) Inspect the exterior wall covering, flashing, tin, all exterior doors, attached decks, 
balconies, stoops, steps, porches, and their associated railings, the caves, soffits, and 
fascias where accessible from the ground level, the vegetation, grading, surface 
drainage, and retaining walls on the property when any of these are likely to adversely 
affect the building, walkways, patios, and driveways leading to dwelling entrances; 
and 

 2)  Describe the exterior wall covering. 
 
 
 
 
 
i)  When, pursuant to the written agreement with a client, the roof system is inspected, the home 
inspector shall: 

1)  Inspect the roof covering, the roof drainage systems, the flashings, the skylights, 
chimneys, and roof penetrations; and 

 2)  Describe the roof covering and report the methods used to inspect the roof. 
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j)  When, pursuant to the written agreement with a client, the plumbing system is inspected, the 
home inspector shall: 

1)  Inspect the interior water supply and distribution including all fixtures and faucets, the 
drain, waste and vent systems including all fixtures, the water heating equipment, the 
vent systems, flues, and chimneys, the fuel storage and fuel distribution systems, the 
drainage sumps, sump pumps, and related piping; and 

2)  Describe the water supply, drain, waste, and vent piping materials, the water heating 
equipment including the energy source, the location of main water and main fuel 
shut-off valves. 

k)  When, pursuant to the written agreement with a client, the electrical system is inspected, the 
home inspector shall: 

1) Inspect the service drop, the service entrance conductors, cables, and raceways, the 
service equipment and main disconnects, the service grounding, the interior 
components of service panels and sub panels, the conductors, the over-current 
protection devices, installed lighting fixtures, switches, and receptacles, the ground 
fault circuit interrupters; 

2) Describe the amperage and voltage rating of the service, the location of main 
disconnect(s) and sub panels, the wiring methods; and 

3) Report on the presence of solid conductor aluminum branch circuit and on the absence 
of smoke detectors. 

l)  When, pursuant to the written agreement with a client, the heating system is inspected, the 
home inspector shall: 
 1)  Inspect the installed heating equipment, the vent systems, flues, chimneys; and 
 2)  Describe the energy source, the heating method by its distinguishing characteristics. 
m)  When, pursuant to the written agreement with a client, the cooling system is inspected, the 
home inspector shall: 
 1)  Inspect the installed central and through-wall cooling equipment; and 
 2)  Describe the energy source, the cooling method by its distinguishing characteristics. 
n)  When, pursuant to the written agreement with a client, the interior is inspected, the home 
inspector shall inspect the walls, ceiling, and floors, the steps, stairways, and railing, the 
countertops, installed cabinets, a representative number of doors and windows, garage doors and 
garage door operators. 
o)  When, pursuant to the written agreement with a client the insulation and ventilation are 
inspected, the home inspector shall: 

1)  Inspect the insulation and vapor retarders in unfinished spaces the ventilation of attics 
and foundation areas, the mechanical ventilation systems; and 

2)  Describe the insulation and vapor retarders in unfinished spaces, the absence of 
insulation in unfinished spaces at conditioned surfaces. 

p)  When, pursuant to the written agreement with a client, the fireplaces and solid fuel burning 
appliances are inspected, the home inspector shall: 
 1) Inspect the system components, the vent systems, flues, and chimneys; and  
 2)  Describe the fireplaces, solid fuel burning appliances, and the chimneys. 

 
 
 

HOME INSPECTION CHECKLIST 
 
 

Building Exterior: 
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___Is the foundation sound and free of defects? 

___Are all stairs, rails and porches sound and free of hazards? 

___Are there handrails solidly installed wherever there are four or more steps? 

___Are the roof, gutters and downspouts in sound condition? 

___Is the chimney free of loose bricks or missing mortar? 

___Are all exterior surfaces entirely free of peeling, cracking or chipping paint? 

___If the unit is a mobile home, is it properly tied down? 

___If the unit is a mobile home, does it have at least one operable smoke alarm? 

___Is all exterior electrical wiring in excellent condition and properly installed? 

___Is the yard completely free of garbage and debris? Who is responsible for yard care? 

___Are all storage buildings and garages in safe, sound condition and free of debris? 

___Do the walls of the building look straight, solid and fee of loose trim or siding? 

___Are all the frames of doors, windows and walls weather-tight and water-tight? 

___Are there working lights at the front and rear doors? 

 

Living Room: 
 
___Are there at least two electric outlets or one outlet and one operable, permanently-installed  

      light fixture? 

___Is the room entirely free of electrical hazards? 

___Do all outlets and switches have unbroken coverplates installed? 

___Does all electrical cable have metal wire moldings installed? 

___Are all ground floor windows and doors equipped with working locks? 

___Are all window panes unbroken? Are all windows air-tight and equipped with screens? 

___Are the ceiling, walls and floor free of hazardous defects and in clean condition? 

___Is the entire room free of peeling, chipping and cracking paint? 

___Are the baseboards and corners of tile room free from rodent-gnawed holes? 

___Is there a heat vent? 

 
 
Kitchen: 
 
___Is the floor impervious to water and easily cleanable? 

___Do all stove burners work and are all knobs present on the stove? 

___Does the unit have an operable over, refrigerator, sink and properly installed plumbing? 
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___Is the kitchen free of water leaks? 

___Is there at least one working electrical outlet and one working permanently-installed light  

      fixture? 

___Is the kitchen free of electrical hazards? Do all outlets and switches have unbroken  

      coverplates installed? Are all floor outlets removed? Does all electrical cable have metal wire  

      moldings installed? 

___Are all ground floor windows and doors able to be locked and equipped wide screens? 

___Are the appliances, ceiling, walls and floor free of hazardous defects, in clean condition and  

      easily cleanable? 

___Are the window panes unbroken? Are all windows air-tight? If there is no window, is there a  

      working exhaust vent system? 

___Is the kitchen entirely free of peeling, chipping or cracking paint? 

___Are the baseboards, base cabinets and corners of the room free from rodent-gnawed holes? 

___Are the cabinets and other areas free of roaches? 

___Is there a heat vent? 

 
Bathroom: 
 
___Is there a working toilet, sink and tub (or shower) installed in a private room? 

___Is there an operable window with a screen or a working exhaust vent? 

___Is there a permanently-installed light fixture in working order? Metal light pulls are not  

      allowed. 

___Are the ceiling, floors, and walls in clean and safe condition? Is the floor impervious to  

      water? Are all ground floor windows able to be locked? 

___Is the bathroom free of electrical hazards? Are all floor outlets removed? Are all outlets and  

      switches equipped with unbroken cover plates? Does all electrical cable have metal wire  

      moldings installed? 

___Is there hot and cold water under pressure in all faucets? 

___Is the bathroom free of peeling, chipping or cracking paint? 

 

___Is the plumbing properly installed and working well? 

___Are the baseboards and corners of the room free from rodent-gnawed holes? 

___Is there a heat vent? 

 
Bedrooms: 
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___Is there a window present that leads to the outside of the unit and equipped with a screen that  

      can be opened and locked? 

___Are there at least two working outlets or one outlet and one permanently-installed light  

      fixture? 

___Is the room free of electrical hazards? Are all outlets and switches equipped with unbroken  

      cover plates? Does all electrical cable have metal wire molding installed? 

___Are the ceiling, floor and walls in clean and safe condition? 

___Is the bedroom entirely free of peeling, chipping and cracking paint? 

___Are the baseboards and corners of the room free from rodent-gnawed holes? 

___Is there a heat vent? 

 
Other Rooms and Areas: 
 
___Is the furnace properly installed and free of debris around it? Will it maintain a minimum  

      heating temperature of 68 degrees in all rooms? 

___Is the water heater equipped with a temperature relief valve and an iron or copper discharge  

      line extending downward from the valve to within six inches of the floor? 

___Is the unit free of open electrical boxes and broken light fixtures and do all outlets and  

      switches have unbroken cover plates? Is the wiring neat and well insulated? Does all  

      electrical cable in rooms used for living have metal wire moldings installed? 

___Are halls and stairways well-lighted? Do all stairways have handrails? 

___Is there more than one way to exit the unit? 

___Are there adequate facilities for disposal of garbage? In buildings of three or more units, the  

      owner must supply the containers. 

___Are all window screens intact and undamaged? All windows must be equipped with screens  

      and no usable window can be nailed or caulked shut. 

___Are all interior surfaces free of peeling paint in rooms used for living or areas often used by  

      the occupants such as halls, stairwells and dining room? 

___IN ADDITION, is there at least one smoke alarm for each floor level?   
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Chapter 10 
 

HOME MAINTENANCE 
 

 
Once you own a home, you will have many responsibilities: Yard work, 
making repairs, maintaining the appearance of your home. All this is 
necessary to keep the home’s value, or perhaps even help it increase in 
value, and continue to be a safe and attractive place to live. It is especially 
important to do the small repairs before they become bigger, more expensive 
ones. If you fail to maintain your property, you’ll pay even more when it 
comes time to sell. Many buyers will not bid on a property that shows 
significant neglect. Buyers are likely to ask for expensive concessions to pay 
for what you should have been doing all along. 
 
Most homeowners should plan to spend at least 1% of their home’s purchase 
price each year on maintenance and repairs, says finance expert Eric Tyson – 
and more if they plan to hire someone else to do all the work. Tyson, co-
author of Home Buying for Dummies, recommends setting aside some 
money each month into an emergency fund. You may not spend the whole 
amount every year, but sooner or later a big expense will come along – a 
new furnace or roof, for instance, will consume several years’ worth of 
savings. 
 
At the end of this chapter you will find Your Home Checklist that will help 
you identify and prioritize your responsibilities as a homeowner. The 
checklist identifies the items that will need to be inspected periodically and 
the specific maintenance tasks that you will need to do as well as how often 
you will need to do them. 
 
Some of the new expenses you will have that you did not have as a renter 
are: 

• Lawn and garden equipment 
• Snow removal equipment 
• Pest control 
• Power tools 
• Washer and dryer 
• Trash cans 
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Learning to prioritize repairs or improvements can be a challenge on a 
limited budget. 
 
How would you prioritize the following projects on a scale of 1-5? 
 
___ Replace older electric water heater with a new energy-efficient gas    
       water heater. (Anticipate savings of $18/month.) 
___ Replace carpeting that had excessive stains. 
___ Build a porch for leisure and entertainment. 
___ Repair a roof after several shingles blew off during a storm. 
___ Replace old, drafty storm windows. 
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SEASONAL MAINTENANCE CHECKLIST 
 

         Spring  Fall 
 
Electrical        
Periodically check exposed wiring and cable.       □    □    
Replace as necessary. 
Check all lamp cords, extension cords and         □    □ 
receptacles for wear. 
Trip circuit breakers every six (6) months and        □      □ 
ground fault circuit Interrupters (GFCIs) monthly 
to insure proper function.   
If fuses blow, circuit breakers trip frequently, or any       □    □ 
appliance sparks or shorts out, contact a licensed  
electrician for repairs. 
 
Heating and Cooling   
Clean or change furnace filters every three (3) months of       □    □ 
operation. 
Lubricate fan and motor bearings (only where indicated).       □    □ 
Check fan belt tension and listen for unusual noises.        □    □ 

Keep area around heating and cooling equipment clear.        □    □ 
For boiler systems, check water level and shut-off valve for leaks.      □    □ 
Have system service annually prior to the start of the season.      □    □ 
 
Plumbing 
Check all faucets, hose bibs, and supply valves for leakage       □     □ 

Check for evidence of leaks around and under sinks, showers,      □     □  
toilets and tubs. Check all tile joints for adequate grout.  
Check lawn sprinkler system for leaky values and exposed lines.      □     □ 

Have the septic tanks cleaned every two (2) years.        □      □ 

Have well water checked for quality.          □     □ 

Check the main water shut-off valve for operation and leakage.       □     □    
 
Interior 
Check ceiling and surfaces around windows for evidence        □    □ 
of moisture.   
Check caulking around showers, bathtubs, sinks, and        □      □ 
toilet base.  
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Check ceiling areas beneath bathrooms for leakage.         □    □ 
Check all stairs and railings for any loose members.         □    □ 
Check all fire and safety systems regularly.         □    □ 
Test all smoke and CO detectors regularly.          □    □ 
 
Doors and Windows 
Check for loose or missing glazing putty.         □     □ 

Check caulking for deterioration at the openings and joints       □     □  
between dissimilar materials (wood and masonry). 
Check weather stripping.           □     □ 

Check for broken glass and damaged or missing screens.        □     □ 

Check for window and door hardware.         □     □ 
 
Exterior – Foundation 
Check foundation walls and floors for cracking heaving, spalling       □     □ 
deterioration, or efflorescence.  
Check chimney for loose, deteriorated, or missing mortar or bricks.      □     □ 

Check grading for proper slope away from foundation.       □     □ 

Check basement and crawlspace for moisture or leaks.       □     □ 

Check all wood surfaces for weathering and paint failure.       □     □ 

Check all decks, patio, porches, stairs and railings for deterioration.     □     □  

Cut back and trim all vegetation from structures.        □     □ 
 
Roof 
Check for any missing, loose or damaged shingles.        □     □ 

Check for open seams, blisters or bald areas on flat roofs.       □     □ 

Check gutters, strainers, and downspouts – make sure downspouts      □     □ 
divert water away from the foundation. 
Check the attic for any evidence of leaks.         □     □ 

Check flashing around all surface projections, sidewalls and       □     □ 
protrusions. 
Trim back all tree limbs and vegetation away from the roof.       □     □ 

Check fascia and soffits for deteriorations and damage.       □     □ 
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Chapter 11 
 

CLOSING 
 
 
Once you have been approved for your mortgage loan, you’ll be getting 
ready for closing or “settlement”. Your role at closing will be to review and 
sign loan documents and pay closing costs. 
 
Each situation is different. Sometimes the closing costs may be included in 
your mortgage, or the seller or the builder of your home may pay for some 
or all of the closing costs. You may even be fortunate enough to receive 
grant funding to cover your closing costs. 
 
The closing process varies from state to state and even within the same 
county or city. Certain activities are standard.  Many of the people involved 
with the purchase of your home may be at the closing, such as the seller, 
their real estate agent and yours. A closing agent manages the paperwork 
and disperses the funds. The meeting is usually held at the closing agent’s 
office (title company or lender). Your Realtor or lender will determine the 
location.   
 
Preparing for Closing 
 
Several important steps are taken in the final weeks before closing: The title 
company conducts a title search and prepares the title insurance policies, 
homeowner’s insurance is purchased and the final inspection of your new 
home is scheduled. These activities are coordinated with the help of your 
Realtor. 
 
A.  The Title 
 
“Title” is another word for homeownership of a property. If you hold title, 
you are the owner. It’s simple to determine who holds the title, the names 
are on the deed. However, there are things that cloud the title or make it 
difficult to determine who owns the property. A title officer or attorney will 
research the chain of title to make sure the person selling the home has the 
right to sell it. Then the title company researches public records and issues a 
report which shows:  
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• The ownership - important with all the different types of ownership; 
• Outstanding loans, like mortgages, judgments which have to be 

satisfied. Or if the builder is the seller, whether there are any 
outstanding builder’s construction loans. The builder has to sign an 
affidavit stating that there are no outstanding liens, and that all of 
those who have worked on the home have signed lien waivers. The 
title company reviews these waivers;  

• Any easements that can not be used because of utilities, drainage or 
future street widening;  

• If city and state taxes have been paid and if there are any deed or 
zoning restrictions which limit the way the property can be used, (i.e. 
business in an area zoned for residential);  

• If there is a homeowners’ association and if there are outstanding dues 
or assessments; and  

• The legal description of the property. In lieu of a survey, a location 
endorsement is included, stating that located on that property is a 
residential structure known as the address given. 

 
The title insurance company sells an insurance policy which guarantees that 
the report is accurate and you can rely on it. All lenders require that the 
buyer pay for a lender’s policy which protects the lender if there is an error 
in the report, (i.e. omitting an owner in an inheritance situation). Also, there 
is a buyer’s policy which the seller pays for – to protect the buyer. 
 
Different Ways to Own a Home 
 
When you apply for a loan, the lender needs to know how you will take the 
title and with whom, if anyone. This is a very important legal decision. 
Consult your attorney or tax advisor if you have any questions. Your real 
estate agent can explain, but not advise what is best. How you hold the title 
affects the way you can sell your property and who will inherit it when you 
die. 
 
Sole and Separate 
 
This is the most common way for single people. If you plan to get married in 
the future, talk with a tax advisor to find out what will happen to your title 
after the marriage. In some states community property laws automatically 
gives both parties equal shares in any property owned by the other, even if it 
was purchased before they were married. 
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Tenancy in Common 
 
Two or more people own the same piece of property. They may have equal 
ownership or one can own more of a share than the others, (i.e. family 
members inheriting a home from the parents). Married couples can own 
tenancy in common. You can sell your share to someone else or leave it to 
your heirs when you die. Before you buy with others as tenants in common, 
you should have a written agreement spelling out who pays for which 
expenses and who determines when the house will be sold. Think ahead of 
what you will do if this plan does not work. 
 
Joint Tenancy 
 
Have rights of survivorship for two or more people owning the same 
property. All owners have equal and undivided interest in property. Upon the 
death of one of the owners, the others automatically inherit it. Joint tenancy 
makes it easier to inherit, but does not eliminate inheritance taxes. This is a 
very common way for married couples. But it is not limited to married 
couples. 
 
Tenancy in Its Entirety 
 
This form is similar to joint tenancy. It can only be used on homestead 
property, not rental or investment properties. The big benefit is that you 
cannot sue against the home. This is good for those who are in professions 
that are sued regularly, (i.e. doctors, builders). 
 
B.  Homeowner’s Insurance 
 
Hazard insurance (or homeowner’s insurance) coverage must be, in an 
amount at least equal to that of the replacement value of the property, with 
the lender’s name on the policy. In event of a fire, for example, the insurance 
company would send the lender a check to pay for repairs. To protect your 
family, you need homeowner’s replacement coverage. It covers the cost of 
rebuilding your home and replacing some of the contents if they are 
damaged or robbed, based on current rather than depreciated costs. Your 
agent will be happy to visit your home and recommend how much insurance 
you will need. Your agent often will give a safety inspection and recommend 
proper type of locks, fire alarms and other safety features. In some 
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neighborhoods, you may need other types of coverage, for example, flood 
insurance (if home is in a flood plain), mine subsidence or earthquake.  
 
At least one week before closing you will pay for your first year’s premium. 
You will need to take the premium receipt and binder (or original policy) as 
proof of coverage for the lender. Your lender may offer mortgage life 
insurance at the closing or you may purchase it through your insurance 
agent. This policy pays off your loan in the event of your death. DO NOT 
confuse with the mortgage insurance that you are required to pay each 
month if you have less than a 20% down payment on your home. You may 
receive a discount on your homeowner’s policy if you carry other insurance 
policies with the same agent, (i.e. car and life). 
 
C.  Miscellaneous 
 
There are still a few things that need to be done. Don’t forget to reserve a 
moving company at least a month before your closing. At least a week prior 
to your taking possession, you must call the utility companies to order 
services placed in your name. Conduct a final walk-through 1-2 days before 
closing with your REALTOR. The day before closing look over the closing 
statement with your agent to verify that the closing costs are what you were 
expecting. You will need to get a cashier’s check made out to the title 
company or lender, if closing at either of those locations. 
 
Closing Day 
 
When determining a closing date, check the sales contract for the estimated 
date. Then contact the lender to make sure the closing occurs before the 
commitment letter expires and while your interest rate lock remains valid.  
 
Closing is the day in which you will sign the deed as well as the mortgage 
and note on the property. You will also receive the seller’s warranty, if it 
was offered in the sales contract. At or after the closing, you should receive 
the original or copies of the following: 

• HUD I (Settlement Statement) - This document itemizes the funds the 
buyer and seller will pay at closing. 

• Note - Often called the promissory note, it represents your promise to 
pay your mortgage payment per the loan terms and conditions, 
including when and where to send your payment. 
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• Affidavits - You’ll sign various affidavits which are written 
declarations made under oath before an authorized official (your 
closing agent). These affidavits verify information such as your 
address, place of employment and checking account number. 

• Deed - This document transfers ownership from the seller to you. 
 
After your closing, keep the paperwork you receive in a safe place. Keep a 
copy of every document you’ve signed. Also, make sure you know where 
your homeowner’s insurance policy and title insurance records are for future 
reference. 
 
See Appendix for samples of: HUD I – Settlement Statement, Deed, 
Mortgage and Note in the Appendix. 
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Chapter 12 
 

AFTER CLOSING  
 
 
Mortgage Delinquency Prevention 

There may be times when some homeowners face financial difficulties after 
they have purchased a home due to illness, job layoff, divorce, major home 
repair or some unforeseen event. That is why it is so important to establish a 
reserve fund to get through these difficult times without the risk of losing 
your home. 

Reserve Fund 
 
It is recommended that you save enough to cover all of your payments and 
expenses for 3- 6 months. Use the fund only for emergencies, such as: to pay 
your bills and expenses if you or your spouse are laid off or injured, and to 
fund unexpected major home or auto repairs. 

Staying Current on Mortgage Payments 
 
Making late payments usually results in late charges, reflecting poorly on 
your credit report. Good credit is important especially if later on you want to 
apply for an equity loan, second mortgage or refinance to make repairs or 
home improvements. 
 
If you fail to make timely mortgage payments, you could lose your home 
and your good credit. It is very important that you contact your lender at the 
first sign of trouble so a plan can be worked out to save you from losing 
your home. 
 
How to Avoid Foreclosure 

 
A good deal of this information may apply to all homeowners in danger of 
losing their homes. Not all of the foreclosure avoidance tools mentioned 
may be available to you if you have a VA or conventional loan. 
Additionally, HUD/FHA does not have any loss mitigation oversight over 
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VA or conventional loans. Please contact your lender or a housing 
counseling agency. 
 
Foreclosure – Foreclosure may occur if you miss your mortgage payments. 
This is the legal means that your lender can use to repossess (take over) your 
home. When this happens, you must move out of your house. If your 
property is worth less than the total amount you owe on your mortgage loan, 
a deficiency judgment could be pursued. If that happens, you not only lose 
your home, you also would owe HUD an additional amount. 
 
Both foreclosures and deficiency judgments could seriously affect your 
ability to qualify for credit in the future. So you should avoid foreclosure if 
possible. 
 
Q: What Should I Do? 
  

1. DO NOT IGNORE THE LETTERS FROM YOUR LENDER. 
If you are having problems making your payments, call your 
lender’s Loss Mitigation Department without delay. Explain your 
situation. Be prepared to provide them with financial information, 
such as your monthly income and expenses. Without this 
information, they may not be able to help. Make sure you 
immediately follow- up with a letter confirming what was 
discussed. Keep a copy of the letter. Continue to press the lender 
for a response. Don’t just it back and wait. 

2. Stay in your home for now. You may not qualify for assistance if 
your abandon your property. 

3. Contact a HUD-approved counseling agency. Call (800) 569-4287 
or TDD (800) 877-8339 for the housing counseling agency nearest 
you. These agencies are valuable resources. They frequently have 
information on services and programs offered by government 
agencies as well as private and community organizations that could 
help you. The housing counseling agency may also offer credit 
counseling. These services are usually free of charge. 

 
Q: What Are My Alternatives? 
 
You may be considered for the following: 
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 Special Forbearance. Your lender may be able to arrange a 
repayment plan based on your financial situation and may even 
provide for a temporary reduction or suspension of your payments. 
You may qualify for this if you have recently experienced a reduction 
in income or an increase in living expenses. You must furnish 
information to your lender to show that you would be able to meet the 
requirement of the new payment plan. 

 
  

Mortgage Modification. You may be able to refinance the debt 
and/or extend the term of your mortgage loan. This may help you 
catch up by reducing the monthly payments to a more affordable 
level. You may qualify if you have recovered from a financial 
problem and can afford the new payment amount.  
 
For FHA Loans Only – Partial Claim. Your lender may be able to 
work with you to obtain a one-time payment from the FHA-Insurance 
fund to bring your mortgage current. 
 
You may qualify if: 
 

1. Your loan is at least two months delinquent but no more than 
12 months delinquent; 

 2. You are able to begin making full mortgage payments. 
 
When your lender files a Partial Claim, the U.S. Department of 
Housing and Urban Development will pay your lender the amount 
necessary to bring your mortgage current. You must execute a 
Promissory Note, and a Lien will be placed on your property until the 
Promissory Note is paid in full. The Promissory Note is interest-free 
and is due when you pay off the first mortgage or when you sell the 
property. 

 
 Pre-foreclosure sale. This will allow you to avoid foreclosure by 

selling your property for an amount less then the amount necessary to 
pay off your mortgage loan. 

 
 You may qualify if: 
 
  1. The loan is at least two months delinquent; 
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 2. You are able to sell your house within three to five months;  
3. A new appraisal (that your lender will obtain) shows that the 

value of your home meets HUD program guidelines. 
 
 Deed-in-lieu of foreclosure. As a last resort, you may be able to 

voluntarily “give back” your property to the lender. This won’t save 
your house, but it is not as damaging to your credit rating as a 
foreclosure. This is generally a good idea only if the homeowner will 
receive something from the lender in return for saving it the trouble of 
foreclosing. For example, if the home’s value exceeds the amount of 
the outstanding loan, the homeowner may want to ask the lender to 
agree not to seek further collection remedies. By turning over the deed 
to the mortgage holder, the owner may forfeit any right to equity in 
the home. Also, the owner may have valid claims or defenses against 
the lender that would be lost by turning over the deed.     

 
 You can qualify if: 
   

1. You are in default and don’t qualify for any of the other 
options; 

2. Your attempts at selling the house before foreclosure were 
unsuccessful; and 

  3. You don’t have another FHA mortgage in default. 
 
Q: How Do I Know if I Qualify for Any of These Alternatives? 
 
Your lender will determine if you qualify for any of the alternatives. A 
housing counseling agency can also help you determine which, if any, of 
these options may meet your needs and also assist you in interacting with 
your lender. Call HUD (800) 569-4287 or (800) 877-8339  
 
For Conventional Loans 
 
Talk to your lender about specific loss mitigation options. Work directly 
with him or her to request a “workout packet.” A secondary lender, like 
Fannie Mae or Freddie Mac, may have purchased your loan. Your lender can 
follow the appropriate guidelines set by Fannie or Freddie to determine the 
best option for your situation.  
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Fannie Mae does not deal directly with the borrower. They work with the 
lender to determine the loss mitigation program that best fits your needs.  
 
Freddie Mac, like Fannie Mae, will usually only work with the loan servicer. 
However, if you encounter problems with your lender during the loss 
mitigation process, you can call customer service for help at 1-800-
FREDDIE (1-800-373-3343). 
 
Q: Should I Be Aware of Anything Else? 
 
Yes. Beware of scams! Solutions that sound too simple or too good to be 
true usually are. If you’re selling your home without professional guidance, 
beware of buyers who try to rush you through the process. Unfortunately, 
there are people who may try to take advantage of your financial difficulty. 
Be especially alert to the following: 
  
 Equity skimming. In this type of scam, a “buyer” approaches you, 

offering to get you out of financial trouble by promising to pay off 
your mortgage or give you a sum of money when the property is sold. 
The “buyer” may suggest that you move out quickly and deed the 
property to him or her. The “buyer” then collects rent for time, does 
not make any mortgage payments, and allows the lender to foreclose. 
Remember, signing over your deed to someone else does not 
necessarily relieve you of your obligation on your loan. 

 
 Phony counseling agencies. Some groups calling themselves 

“counseling agencies” may approach you and offer to perform certain 
services for a fee. These could well be services you could do for 
yourself for free, such as negotiating a new payment plan with your 
lender, or pursuing a pre-foreclosure sale. If you have any doubt about 
paying for such services, call the HUD-approved housing counseling 
agency referral hotline at (800) 569-4287 or TDD (800) 877-8339. Do 
this before you pay anyone or sign anything. 

 
Q: Are There Any Precautions I Can Take? 
 

           Here are several precautions that should help you avoid being “taken” by a 
scam artist: 
 
 1. Don’t sign any papers you don’t fully understand. 
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 2. Make sure you get all “promises” in writing. 
3. Beware of any contract of sale of loan assumption where you are 

not formally released from liability for you mortgage debt. 
4. Check with a lawyer or your mortgage company before entering 

into any deal involving your home. 
5. If you’re selling the house yourself to avoid foreclosure, check to 

see if there are any complaints against the prospective buyer. You 
can contact your state’s Attorney General, the State Real Estate 
Commission, or the local District Attorney’s Consumer Fraud Unit 
for this type of information. 

 
Q: What Are the Main Points I Should Remember? 
 
 1. Don’t lose your home and damage your credit history. 

2. Call or write your mortgage lender immediately and be honest 
about your financial situation. 

 3. Stay in your home to make sure you qualify for assistance. 
4. Arrange an appointment with a HUD-approved housing counselor 

to explore your options at (800) 569-4287 or TDD (800) 877-8339. 
 5. Cooperate with the counselor or lender trying to help you. 
 6. Explore every alternative to keep your home. 
 7. Beware of scams. 

8. Do not sign anything you don’t understand. And remember that 
signing over the deed to someone else does not necessarily relieve 
you of your loan obligation. 

 
Act now. Delaying can’t help. If you do nothing, YOU WILL LOSE YOUR 
HOME and your good credit rating.1
 
 
 
 
 
 
 
 
 
 
 
 
                                                           
1 U.S. Department of Housing and Urban Development’s Homes and Communities Web site 
www.hud.gov:80/foreclosure/index.cfm   
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Additional Tips 
 

1. Get legal advice. Because foreclosure is a severe legal process, 
homeowners should obtain legal help. Possible sources of legal help are 
the neighborhood legal services, a bar association – pro bono attorneys, 
or a program providing legal assistance for the elderly or disabled. A 
competent attorney can determine whether there are legal defenses to a 
foreclosure. Don’t wait until it is too late to seek legal advice. Avoid 
“quick fix” attorneys who may advertise through the mail from published 
foreclosure lists. They may push you to prematurely file a bankruptcy. A 
bankruptcy may be appropriate at some point. But proper timing is 
critical. 

 
2.  Keep current on home payments. Make sure you pay the mortgage first 

– before low priority bills, such as credit cards and medical bills. 
Skipping payments on these low priority bills for a few months will have 
less effect on your credit than skipping your mortgage payment. If you 
miss two or more payments, you could risk losing your home. Sometimes 
the default can be cured by simply paying the missed payments. 

 
3.  Lenders prefer to hear from the homeowner first, before a counseling    

agency contacts them. 
 
4.  Homeowners must keep lender advised of circumstances affecting ability    

to pay. Many lenders believe that the homeowner who doesn’t call 
doesn’t care. 

 
5.  Homeowners who make promises and don’t keep them are destroying  

their credibility with the lender. 
 
6.  Lenders will consider the homeowner’s past payment history in 

determining whether or not to grant forbearance or work out a payment 
plan. 

 
7.  Homeowners may give “excuses” rather than reasons for non-payment.  

Lenders look for reasons. 
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8.  Many lenders will be receptive to giving the homeowner a “second  
chance” if the lender is assured that a counseling agency will maintain 
close contact with the mortgagor to ensure commitment to the obligation. 

 
9.  Apply for income maintenance, tax abatement and public assistance 

programs. Benefits provided by government and non-profit agencies are a 
key source of assistance for those experiencing financial difficulties. 
These resources can help people with disabilities and the elderly free 
their income for home payments. Benefit programs include: Energy bill 
assistance, weatherization assistance, property tax relief, low-cost home 
improvement materials and emergency home repair programs.  

 
10. When foreclosure is threatened, a homeowner may wish to contact a  

Realtor to obtain an appraisal of the home or even list it for sale. Doing 
so provides the owner with information about the homes marketability 
and its likely sale price, without necessarily obligating the homeowner to 
sell. Most homeowners do not want to give up their homes, but selling it 
is a better solution than having the bank sell it.  If they find a buyer, the 
homeowners may sell their homes privately before a foreclosure sale 
takes place. 

 
11. Consider filing bankruptcy. Homeowners who are about to lose their 

homes should carefully consider filing a petition for bankruptcy. This can 
stop the foreclosure process and allow time to regroup and try to work 
out a plan to keep the home. Bankruptcy may also help them cure past 
defaults and make future payments. However, the bankruptcy option is 
complicated and it is a good idea to seek professional assistance from an 
attorney specializing in bankruptcy. 2

 
   
 
. 
  
 

 
 
 

                                                           
2 Creditinsiders.com 
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Assistance Resources  
(As of 6/04) 

 
Sangamon County Department of Community Resources 
200 S. 9th St., Rm. 311 
Springfield, IL 62701 
(217) 535-3120   Fax: (217) 535-3119 
 
C.E.F.S Economic Opportunity Corporation 
(217) 342-2193 
Contact: Kristie Warfel 
Counties served: Montgomery, Christian, Clay, Effingham, Fayette, 
Moultrie and Shelby 
 
Central Illinois Economic Development Corp. ( aka Community 
Development) 
1800 5th St. 
Lincoln, IL  
(217) 935-2455 
Counties covered: Logan, Menard, Dewitt, Mason and Piatt 
  
1. Illinois Home Weatherization Program - Energy conservation services 
(such as attic and wall insulation, storm windows, caulking, glazing, weather 
stripping, etc) to income eligible Sangamon county homeowners. Furnace 
tune-ups, retro-fit and repairs are included with dollar limits on all work 
done (a computerized energy audit is done to determine what items can be 
accomplished within the limit).  
 
2. LIHEAP – Low Energy Home Emergency Assistance Program - 
Assists low-income households with winter energy services. A one-time 
benefit is provided in late fall to income-eligible households. This benefit is 
paid directly to the utility companies in the household’s name.   
 
CWLP - City, Water, Light & Power  
Municipal Center East  
800 East Monroe 
Springfield, IL 62757 
(217) 789-2116    Fax: (217) 789-2136 
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CWLP’s Project  RELIEF  is a winter assistance program designed to help 
current low-income customers with delinquent CWLP bills. Customers who 
have CWLP water service only (no electric service) may apply directly to 
Project RELIEF for assistance with past-due bills. However, customers who 
have electric service must apply to the state’s Low-Income Home Energy 
Assistance program (LIHEAP) before applying for help from Project 
RELIEF.  
 
Sign-up for Project RELIEF usually begins the first week in December. The 
program continues through May or until funds run out, whichever occurs 
first. To qualify for Project RELIEF, in addition to being a current CWLP 
customer having a delinquent CWLP bill, the customer’s total household 
income for the 90-day period immediately preceding the date of application 
may not be more than 150% of the Federal Poverty Guidelines. The 
customer may also be required to come up with money to cover a portion of 
the delinquent bill.  
 
Capital Township General Assistance 
Kathy Pierce, Case Manager  
621 East Monroe 
Springfield, IL 62701 
(217) 525-1736 
 
Assistance is available for help to avoid a pending disconnection or to 
restore utilities that have been disconnected due to delinquent utility 
payments. Potential recipients must comply with the current Federal Poverty 
Guidelines, provide proof of current ongoing and past income for the entire 
household for the past thirty days, possess a photo ID and Social Security 
cards (or acceptable alternative verifications) for each household member, a 
rent receipt or lease and a disconnect notice from the utility company. 
Printouts are acceptable. All payments are made to the utility company. 
Maximum monthly grant - $200 pending disconnection notice, $300 if 
utilities have been disconnected (singles/couples), $400 if utilities have been 
disconnected (families). Assistance limitations: once every two years. 
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Circuit Breaker 
Illinois Department of Revenue 
P.O. Box 19003 
Springfield, IL 62794-9003 
 
You may be eligible for the following benefits: 
• A Circuit Breaker grant for property tax relief to reimburse you for some 

of the property tax you paid. 
• Pharmaceutical assistance, an optional benefit program that helps pay for 

covered prescription medications. 
• A vehicle license plates discount. 
 
Income 
• Your previous year’s total income must be less than $21,218 if filing for 

yourself only;  
• $28,480 if filing an application for yourself and your spouse, or yourself 

and one qualified additional resident;  
• $35,740 if filing for yourself, your spouse and at least one qualified 

additional resident, or yourself and at least two qualified additional 
residents.  

 
Eligibility 
1. Age 
• You must be 65 years of age or older before the current year in which 

you are applying;  
• You must become 65 years of age during the current year you are 

applying;    
• You must be 16 years of age or older before the current year and totally 

disabled;  
• You must be a widow or widower who was 63 or 64 years of age before 

the death of your spouse (if your spouse was receiving or was eligible to 
receive benefits). 

 
2. To qualify as a person with a disability 

You must be at least 16 year of age and receive disability benefits from 
one of the following: 

• Social Security 
• Veterans Administration 
• Civil Service 
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• Railroad retirement 
 
Or have one of the following: 
• A Class 2 disability card from the Illinois Secretary of State’s Office. 
• A completed Schedule A, Doctor’s Statement, for each person who does 

not have proof of disability listed above. Use a separate Schedule A for 
each person.  

 
You must attach proof of disability  
 
Filing Deadline 
Need to file Form IL-1363, postmarked on or before December of the 
current year.  
 
If you need help 
• Visit the web site at www.Iltax.com. 
• Write to the address above.  
• Call automated service, available 24 hours a day/seven days a week. 

1(800) 624-2459 or 1(800) 544-5304 TDD  
 
 

Springfield’s Office of Planning and Economic Development 
231 S. Sixth St. 
Springfield, IL 62701 
(217) 789-2377 
 

EMERGENCY HOME REPAIR 
 (for Owner Occupants with Very Low Incomes) 

 
What does this program offer? 
This program offers a grant of up to $4,500 to cover the cost of one major 
repair. This program covers one major code violation and the violation must 
pose an immediate threat to the health and safety of the occupants. The 
funding is a grant with no monthly payments required. 
 
How do you qualify? 
1) Owners must have owned and lived in their house for one year. Contract- 
    for-Deed purchasers are not eligible. 
2) Owner’s property must not have had assistance under this program within  
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     the past 10 years. 
3) The property must be located within designated Census Tracts. 
4) Examples of items which may be repaired are condemned furnaces or  
    faulty wiring. 
 

DEFERRED LOAN PROGRAM 
(for Owner Occupants with Very Low Incomes) 

 
What does this program offer? 
A deferred, forgivable loan is available for the cost of repairs to bring the 
property up to City Code standards. The maximum amount available on a 
one-time basis is $20,000.  
 
The loan will be forgiven at a rate of 20% per your for five years as long as 
the owner maintains occupancy. No monthly payments are required. 
 
How do you qualify? 
1) Owners must have owned and lived in their house for one year. Contract-  
    for-Deed purchasers are not eligible. 
2) The owner’s property must not have had Economic Development  
    assistance under this program within the past 10 years. 
3) The property must be located within certain designated Census Tracts. 
4) Examples of items which may be repaired are plumbing, electrical,  
    heating and roofing. 
 
INCOME GUIDELINES FOR EMERGENCY HOME REPAIR AND 

DEFERRED LOAN PROGRAM 
 
Owners must meet these income guidelines: 
Family Size:     Maximum Current:
      Annual Income (Subject to change) 
1       $22,700 
2       $25,950 
3       $29,200 
4       $32,450 
5       $35,050 
6       $37,650 
7       $40,250 
8 (or more)      $42,850 
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Habitat for Humanity – Sangamon Chapter 
918 E. Enos St. 
Springfield, IL 62702 
(217) 523-2710 
 
Building products, (i.e. paint, carpet, vinyl flooring, fixtures and cabinets) 
available for a very reasonable cost.  
 
Maintenance Classes
Habitat for Humanity periodically conducts classes for their homebuyers. 
They have allowed the Homeownership Coalition’s homebuyers to 
participate, as well. Call (217) 523-2710 for a class schedule. 
 
TSP-HOPE, Inc. in Springfield offers a six-week course for the general 
public a few times a year. Call (217) 206-7690 for their next class.  
 
Repair /Maintenance Assistance 
The Homeownership Coalition for People with Disabilities is developing a 
list of professionals who can do maintenance and repair projects. Call (217) 
523-2587 for referrals. 
 
Springfield Center for Independent Living 
For accessibility modifications call (217) 523-2587. There sometimes are 
grant programs to assist low and very-low income families.  
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