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Dear Potential Home Buyer:

Kentucky Housing Corporation is pleased to serve you
through our home buying services. As the state’s housing
finance agency, our mission is to provide safe, decent and
affordable housing opportunities. We want to help you
purchase a home. You have already taken the first step by
receiving this Home Buying Guide.

The information in this guide will take you through the home
buying process and give you many of the tools you need
when you go to your lender to ask for a low-rate Kentucky
Housing loan.

Becoming a homeowner is part of the American Dream

— and we are happy to do all we can to make this dream a
reality for you. We want to help you select the loan that best
suits your needs.

Our variety of loan products, low interest rates and excellent
customer service have helped more than 78,000 Kentucky
households become homeowners since 1972.
Congratulations on taking this first step!

Sincerely,
The Kentucky Housing Team
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Benefits of Homeownership

single person or to you and your household. It is usually a

household’s first step towards the creation of wealth. If you
take good care of your home, its value increases over time. This is
called equity, which you can use to buy more goods and services, start
your own business, pay for a college education, take a dream vacation
or spend however you wish. Additionally, homeownership typically offers
income tax benefits, that can save you money annualy.

I I omeownership can offer many benefits to you if you are a

Homeowners are good for communities — they care about the future of
the community because they have a long-term stake in it. Homeowners
provide support for the local school system, fire and police departments
and city government.

What real benefits do homeowners have?

Being a homeowner can give you a sense of stability and
permanence in addition to establishing equity. It gives you the
flexibility to make home improvements wherever and whenever
you want. You are not subject to periodic rent increases and the
interest you pay may be tax deductible (in some cases up to 100
percent!) Consult a tax specialist for more information.
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Step 1 - Prepare to Buy

ARE YOU READY TO BUY A HOME?

Buying a home is a big step. In addition to recognizing the financial
commitment, you will want to take a few minutes to assess:

*  Your job history and your income.

* How you have paid your bills (your credit history) and how
much you owe.

*  How much money you have saved for a down payment.

These are all considerations when preparing to buy a home. If you are
unsure of your strengths in these areas, talk to a Kentucky Housing
Corporation-approved lender. If you need to work on your budget or
credit, you can enroll in one of Kentucky Housing’s homeownership
education classes with one of our approved homeownership counselors.

If you are ready to buy, the best way to find out about Kentucky
Housing’s home loans is to contact an approved lender. We partner with
approved lenders and banking institutions across the state to provide you
with the best mortgage loan options. To find a Kentucky Housing partner
lender, visit www.kyhousing.org or call toll-free (800) 633-8896 or

(502) 564-7630, extension 222, or TTY 711.

The lender can tell you more about Kentucky Housing’s rates and
guidelines. If you are not sure how much you can afford to pay for a
house, the lender can help you develop an estimate. The lender will
evaluate your assets, debts and sources of income. Based on this
preliminary analysis, they will tell you the amount for which you would
qualify (prequalification). Once you find the home you want to purchase,
your lender will verify that the information you provided and received
during your prequalification is accurate during the application process.
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LIVING ON A BUDGET

Budgeting helps you control your financial future. A budget helps you
prepare for large expenses and helps you see items that are costing too
much. Having a solid budget allows you to control your finances rather
than letting your finances control you. Budgeting forces you to look at
your financial situation the way it really is. You can then make the best
decisions.

Budgeting is an important part of preparing yourself for the purchase

of a home. It helps you to save for the up-front costs and strengthens
your loan application. If you stick to your budget, you will be able to
save the money needed for the down payment, closing costs and any
emergencies that may come up, without sacrificing your ability to pay
your bills. Because you have established a regular savings plan as part
of your monthly budget, it becomes automatic to save for the future.

Be sure to save enough to cover the many expenses facing the
new homeowner. These can include moving, utility hook-ups, tools,
maintenance supplies, furniture and even window treatments.

OBTAINING FINANCING - CREDIT

For most of us, a home is the largest single purchase we will ever make.
Obtaining financing for a home is a more complex process and takes
more time than buying a car.

You will first need to prove that you have enough income to make your
monthly mortgage payment without neglecting your other monthly
financial obligations. This is called “qualifying” for the mortgage loan.
Making sure you qualify for a home loan before you purchase protects
you and your credit after you purchase.

Once you apply for a mortgage loan, you undergo a very thorough credit
investigation and verification. The lender needs information regarding
your employment and your payment history. This is why it is important
to establish a good credit record early. The lender also verifies all the
information either in writing or by telephone.
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After you have passed the credit review, the lender looks at your

total financial picture to determine if you are a good credit risk for the
mortgage. If the answer is yes, you can proceed with finding a home and
contacting a closing attorney to meet the legal requirements to purchase
the home. If the answer is no, the lender provides you with specific
information about why the loan was declined and what must be done to
correct the areas of concern.

Here are some suggestions to receive favorable mortgage credit:
» Start building good credit records from the beginning by always
making your monthly payments (car loans, rent, utilities, etc.) on or

before the due date.

» Research and educate yourself on mortgage terms and different
types of mortgage financing.

* Do not sign anything without a full explanation that you
understand. You have the right and responsibility to ask questions.
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Step 2 - How Much House Can You Buy?

MONTHLY PRINCIPAL AND INTEREST

Loan Amount | 6.0% 6.25% | 6.50% | 6.75% | 7.0% 7.25% | 7.50% | 7.75%
$ 80,000 $480 $493 $506 $519 $533 $546 $560 $574

$100,000 $600 $616 $632 $649 $665 $683 $700 $717

$120,000 $719 $739 $758 $778 $799 $819 $840 $860

$140,000 $839 $862 $855 $908 $932 $956 $979 $1,003
$160,000 $959 $985 $1,011 | $1,038 | $1,065 | $1,092 | $1,119 | $1,147
$180,000 $1,079 | $1,108 | $1,138 | $1,167 | $1,198 | $1,228 | $1,259 | $1,290
$200,000 $1,199 | $1,231 | $1,264 | $1,297 | $1,331 | $1,365 | $1,399 | $1,433
$220,000 $1,319 | $1,355 | $1,391 | $1,427 | $1,464 | $1,501 | $1,539 | $1,577
$240,000 $1,439 | $1,478 | $1,571 | $1,557 | $1,597 | $1,638 | $1,679 | $1,720
$260,000 $1,559 | $1,601 | $1,643 | $1,686 | $1,730 | $1,774 | $1,818 | $1,863

Many factors will be considered during the home buying process, but
none as critical as your ability to make your monthly mortgage payment.
Above is a table to help you get an estimate of how much house you can
afford and what your monthly house payment could be.

ESTIMATING YOUR MONTHLY PAYMENT

To estimate your monthly home loan payments use the chart above. A
worksheet is provided on the next page. First, find the loan amount

that is close to the amount you think you will need for a home. For this
exercise, we assume the loan amount is the same as the purchase price.
Move across the columns to find the interest rate for your loan. Your
lender can tell you what Kentucky Housing’s current interest rate is or
you can visit our Web site for current rates at

www.kyhousing.org. The dollar amount in the box where your loan
amount and interest rate meet is the amount of the principal and interest
included in your proposed house payment.
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Estimate your total monthly payment using the worksheet below:

Example  Your Estimate

Estimated monthly principal and interest (from chart)

(for a $120,000 loan at 6.75 percent interest) $778 $
Estimated monthly taxes and insurance +192 +
(purchase price x 0.0016 — local requirements vary)

Estimated monthly mortgage insurance + 50 +
(loan amount X 0.005 divided by 12 months)

Total estimated monthly mortgage payment $ 1,020 $

(Note: Monthly mortgage insurance is required with FHA loans and will vary with
conventional loans, depending on amount of down payment and credit score. The
Kentucky Housing-approved lender will tell you about the insurance requirements.)

DEBT-TO-INCOME RATIO

One of the most important factors in the loan approval process is the
amount of debt you hold compared to your gross income (income before
taxes and deductions). The relationship between the amount owed and
the amount of income is called a debt ratio. The lender uses two types of
debt ratios in deciding whether to approve a loan:

1) the ratio of the proposed house payment to
monthly gross income, and

2) the ratio of total monthly debt and proposed house
payment to monthly gross income. The following
example will help you estimate your debt ratios.
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STEPS

a) Enter your monthly gross household income,
including all nontaxable income and stable child
support. $ (1

b) Enter your total estimated monthly mortgage
payment from previous worksheet. $ (2)

c) Enter your total of all monthly payments on
debts including the proposed house payment.
This will include such items as car loans, credit
cards, child support payments, student loans,
etc. Do not include expenses such as utilities,
child care expenses and food. $ (3)

d) Now calculate the house payment to monthly income ratio.

$ divided by $ equals %
(2) (1) (should not exceed 29%)

e) Now calculate the total debt to monthly income ratio.

$ divided by $ equals %
(3) (1) (should not exceed 41%)

If you exceed the 29 percent or the 41 percent ratios, you may need to
consider a lower-priced home. Please keep in mind that low ratios do
not always lead to loan approval and slightly higher ratios do not always
lead to loan denial. There are other factors that are considered including
your credit record, job stability, savings ability and potential increases in

income.

Caution: The calculation of ratios does not include the other expenses
incurred on a monthly basis. These expenses include food, child care, car
insurance, utilities, etc. Ratios are based on your gross income (before
taxes are taken out). Be sure your proposed house payment will not create
budget difficulties.
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Step 3 - Finding a Lender to Suit Your Needs

KENTUCKY HOUSING-APPROVED LENDERS

It is often suggested that a home buyer should begin the process of
buying a home by speaking with a lender. By doing this, the buyer

will know how much house they can afford based on their income and
debts. Many real estate agents prefer customers do this before looking
for a home because it helps define the search criteria based on what the
buyer can afford.

For all Kentucky Housing loans, a home buyer must apply through a
lender that has been approved to handle our loans. The lender will take
you through the qualifying guidelines and the application process.

The lender will help determine how much home you can purchase,
analyze your credit and give you a Good Faith Estimate. This details
all the costs associated with your loan including down payment,
closing costs and prepaid items. Additionally, the lender will be able to
recommend any Kentucky Housing down payment assistance program
for which you may qualify.

AVOID PREDATORY LENDERS

Predatory lending can happen even before you buy your home. If you
enter an agreement with an unreliable lender, you could end up with
unusually high interest rates and unnecessary costs. If you receive an
offer suggesting that slow repayments or bad credit is not a problem, you
should not call them.

ALWAYS remember if you have any questions or suspicions that are left

unanswered, walk away. Talk to someone you trust about your financial
situation before you sign anything.
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Do Your Homework—Shop Around.

Learn the warning signs of a predatory loan. If it sounds too good to be
true, it probably is. Sometimes, though, it may be hard to tell. Here are
some signs you may be dealing with a predatory lender:

1.

2
3
4.
5

Ads promising, “No credit ... No problem.”

Unusually high-interest rates, high fees and high closing costs.
Aggressive sales techniques.

No Good Faith Estimate provided.

Prepayment penalties.

The Kentucky Predatory Lending Prevention Committee has established
a toll-free hotline so that consumers can ask questions about what they

are signing. Counselors will help you determine whether loan terms are
reasonable or risky.

DON T
BORROW

TROUBLE"

KENTUCKY

Call toll-free (866) 830-7868
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Step 4 - Understand Different Loan Types

ADJUSTABLE RATE MORTGAGE

An adjustable rate mortgage, called an ARM for short, is a mortgage with
an interest rate that is linked to an economic index. The interest rate
and your payments, are periodically adjusted up or down as the index
changes.

The terms below are associated with ARMs.

Index — An index is a guide that lenders use to measure interest rate
changes. Common indexes used by lenders include the activity of one,
three and five-year Treasury securities, but there are many others. Each
ARM is linked to a specific index.

Margin — Think of the margin as the lender’'s markup. Itis an interest
rate that represents the lender’s cost of doing business plus the profit
they will make on the loan. The margin is added to the index rate to
determine your total interest rate. It usually stays the same during the
life of your home loan.

Adjustment Period — The adjustment period is the period between
potential interest rate adjustments.

Other Considerations for ARMs

Although payments can go up, many people still consider ARMs. The
initial interest rate for an ARM is lower than that of a fixed-rate mortgage,
where the interest rate remains the same during the life of the loan. A
lower rate means lower payments, which might help you qualify for a
larger loan.

For many people, the length of time they plan to own the home is a major

factor of consideration. The possibility of rate increases is typically not a
concern if you plan to sell the home within a few years.
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Sometimes home buyers are in a position where they know their income
will increase within the next few years. If so, the extra funds might cover
the higher payments that result from rate increases.

Some ARMs can be converted to a fixed-rate mortgage. However,
conversion fees could be high enough to take away all of the savings you
saw with the initial lower rate.

While you cannot dictate which index a lender uses, you can choose a
loan and lender based on the index that will apply to the loan. Ask the
lender how each index used has performed in the past. Your goal is to
find an ARM that is linked to an index that has remained fairly stable over
many years.

When comparing lenders, consider both the index and the margin rate
being offered.

OPTION ARM

An option ARM is an adjustable-rate mortgage that typically lets
borrowers choose one of four different payments each month. From
smallest to largest, they are: (1) a minimum monthly payment, (2) an
interest-only payment, (3) full principal and interest amortized over 30
years or (4) full principal and interest amortized over 15 years.

Those who choose the interest-only payment pay no principal that
month, but they pay the full amount of interest due, so their loan balance
stays the same.

Those who choose the minimum payment pay no principal and less
interest than what accrues on the loan. The unpaid interest is added to
the loan balance, resulting in what is known as negative amortization.

If borrowers continue to make the minimum payment, their loan balance
will grow, and if interest rates rise, it will grow even faster. When the
balance reaches a certain point — usually 110, 115 or 125 percent of the
original balance, depending on the loan — the loan is “recast” and the
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minimum payment goes up.

The loans are often pitched as a good option for people with variable
incomes — such as the self-employed and those who get year-end
bonuses — because they can adjust their monthly payments.

However, option ARMs are also being used by people to buy more house
than they could otherwise afford, which is likely to cause default and
foreclosure on the home if interest rates rise.

INTEREST ONLY

With an interest-only mortgage loan, the borrower only pays the interest
on the mortgage in monthly payments for a fixed term. After the end

of that term, usually five to seven years, they either refinance, pay the
balance in a lump sum or start paying off the principal, in which case the
payments jump skyward.

Like with the option ARM, the interest-only mortgage allows a borrower
to buy more house than they can afford and can result in default and
foreclosure after the end of the initial term.

BALLOONS

If you know you will be moving in five to seven years, and you would
like a lower-interest rate but are uncomfortable with an adjustable rate,
the balloon mortgage may be for you. These loans often have a lower
interest rate than a conventional 30-year mortgage, but the loan is due
in five to seven years. If you are still in the house at the end of the term,
you will have to go through the loan approval process all over again to
find another mortgage to pay off the first one.
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FIXED RATE

Fixed-rate mortgages are the traditional loans that have a fixed-interest
rate over the life of the loan, typically 30, 20, 15 or 10 years. With these
loans, your monthly payment for interest and principal never changes
(your escrow expenses, such as property taxes and insurance, may
change from year to year). Down payments required on these loans can
be as low as 3 percent. In some cases a down payment is not required.
If you want predictable payments over the life of your loan and do not
mind paying a bit more for this assurance, the fixed-rate mortgage may
be the best option for you.

KENTUCKY HOUSING CORPORATION

In addition to the stability of having a 30-year, fixed-rate mortgage,
Kentucky Housing does not sell loans like other mortgage companies.

If you choose to get a Kentucky Housing loan, your mortgage payment
will always remain the same (although your insurance and taxes may
vary), which gives you stability and security that your loan will always be
serviced by Kentucky Housing Corporation.
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Step 5 - Finding A Home

SELECTING A REAL ESTATE PROFESSIONAL

Once you know how much house you can afford, you can start looking
for a home to buy. Although you can choose to look on your own, it

is very beneficial to utilize the services of a real estate professional,
an expert who knows which homes can meet your requirements and
desires.

If a seller is using a real estate agent to sell their home, the seller has
already entered into a listing contract for that agent’s assistance. The
seller typically pays the fees for the real estate agent’s assistance.

Just because the seller is using an agent to represent them in the sales
transaction, it does not obligate you to use that agent to represent you.
You can find a real estate agent on your own to help you find a home,
help you in negotiating the sales price and assist you in understanding
the process. Your agent can provide you with information about the
different neighborhoods where you might want to live, as well as
suggestions that you may not have considered. Your agent can give you
practical advice about what you should look for in a home.

Your agent can also help you in other ways, too. They can help you find
homeowner’s insurance, help with the transfer of your utilities and help
with home inspections. They can help educate you through the entire
process. All of these services add value to the process.

A real estate professional plays a very important role in the home buying
process and should be selected with care. Before selecting your agent,
ask for recommendations from family and friends and interview several
agents to have a better idea of what each one is like and what each
offers you. The relationship between a real estate professional and a
buyer should be one of mutual respect and trust, similar objectives and,
frequently, a written agreement specifying the terms and conditions of the
agent’s representation of the buyer.
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The ideal real estate professional:
* Understands your needs and objectives.
+ |s professional and dedicated to doing a good job.
+ Knows the area where you want to live.
* Knows how much you can spend on a home.
+ Has a valid real estate license or certificate.
* Has excellent references from other clients.
+ Treats you with the respect that you deserve.

WHAT IS A REALTOR®?

Some people think that all real estate agents are “Realtors®,” calling
agents by that name generically without realizing that not every agent
can legally use the title.

A REALTORS®, is a real estate agent or affiliated real estate
professional who is a member of the National Association of
REALTORS?®, called NAR for short. REALTORS® are located in all
parts of the world.

REALTOR® CODE OF ETHICS

When agents become REALTORS®, they must agree to conduct their
business in a way that adheres to the NAR’s Code of Ethics. The
REALTOR® code covers ethical requirements that deal with all aspects
of the job, from working with consumers and fellow agents to writing
truthful advertising. For more information, visit www.realtor.org.

WHAT TO LOOK FOR IN A HOME

Before you begin searching for a home, it is important that you decide
what characteristics you want in your home. Use the Home Comparison
Data Chart provided on the next page to write down the desired
characteristics of your first home and use it to evaluate how the different
homes you look at meet your desires. Make several copies of the chart
and carry them with you as you search for a home, keeping in mind
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which characteristics you consider essential in the home you purchase.
If you fill in the information as you look at homes, you will be able to
remember the different homes you see and can evaluate the homes
fairly, using the same criteria regardless of when you see them.

Once you have decided which characteristics you want your home

to have and in which neighborhoods you are interested in living, you
should begin to view homes for sale with your real estate agent. During
this period, it is important that you make a thorough evaluation of the
properties that you visit.

Get accustomed to viewing properties with a critical eye. Inspect each
home thoroughly, making sure you look at and evaluate each area that
you consider important in your home. Feel free to take pictures or video
so that you can remember what you liked or disliked in each home and
make sure that you keep detailed notes on your Home Comparison Data
Chart (on the following two pages).

OTHER DETAILS TO CONSIDER

Here are some additional important house hunting tips to consider as you
search:

. Read a sample of the purchase contract very carefully. Ask the real
estate agent to explain all items you do not understand.

. If you make an offer to purchase a house, make it contingent
(conditional) upon your ability to obtain satisfactory loan financing.
This means you are not obligated to buy the house if you cannot
secure an acceptable loan.

For example: “This transaction is contingent upon receiving financing
through Kentucky Housing Corporation.”

. When making an offer on a house, you must make an “earnest
money” deposit. This shows your good faith intention to purchase
the house. Pay the minimum amount of earnest money possible.
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HOME COMPARISON DATA CHART HOME 1

LOCATION INFORMATION AND DIMENSIONS
Address
Sales Price

Type of Housing
(single-family, condo, townhouse, ranch, two-story, etc.)

Lot Size
Type of Neighborhood

Deed Restriction/Covenants

Community (schools, shopping, commute)

EXTERIOR
Style/Age and Condition

Yard/Landscaping

Garage

Siding or Brick

Driveway

Windows/Doors
Roof
INTERIOR

No. of Bedrooms
Kitchen

Dining Room

Appliances

No. of Bathrooms

Living Room
Deck/Patio

Basement/Attic Storage
Other

EQUIPMENT AND MECHANICS
Heating System

Water Supply

Sewer or Septic Tank

Plumbing

Electrical (amps)

Insulation

Air Conditioning
Other
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It is typically not cashed until the loan closing and added to the
overall amount of money you borrow.

. Arrange for an acceptable home inspection by a qualified inspector.
An inspector will check for defects and safety-related issues of your
potential new home, including utilities, roof, quality of construction,
wiring, plumbing, etc. An inspection usually costs between $200
and $300, but is well worth the money spent on it.

. Decide up front who will pay for the repairs and include this
agreement in the purchase contract. Please remember that an
appraisal is only an estimate of property value. It does not mean
the property is free of defects. If you receive down payment and
closing costs assistance from Kentucky Housing, the seller must
pay for all repairs.

. Buyer Beware: While you have the right to expect that your home
is built in accordance with all applicable local, state and federal
building codes and ordinances, it is up to you — the buyer — to
question and verify these are, in fact, true. Research your purchase
before you buy.

The Difference Between Home Inspection and Appraisal

A home inspection is an examination of a property to determine
the condition of the structure and mechanical systems. A home
inspection is not required, but is recommended to buyers. The
inspection gives valuable information on the home’s structural
condition and mechanical systems and only takes two to three
hours to complete. It is recommended that a home buyer include
a home inspection contingency in their Offer to Purchase contract.
By making the offer contingent on an acceptable home inspection,
a buyer has the option to withdraw the Offer to Purchase if the
inspection reveals problems that neither the buyer or the seller is
willing to correct.

An appraisal is an estimate of the value of a home and is required
by the lender. An appraisal does not indicate if a home needs
repairs.
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Step 6 - Loan Application

INFORMATION NEEDED

You are only a few steps away from realizing your dream of
homeownership. Once you have found a house and made an offer

to purchase, it is time to apply for your loan and get the loan process
started. You will probably want to work with the Kentucky Housing
approved lender that pre-qualified you. If not, look for a Kentucky
Housing approved lender on the “Homeownership’ page of Kentucky
Housing’s Web site, and schedule an appointment with a loan officer.

INITIAL FUNDS NEEDED

There will be certain expenses that must be paid upfront when
purchasing a home.

Earnest Money or a Good Faith Deposit — You might be asked to
put down a cash deposit (several hundred dollars to several thousand

depending on the value of the home and the market) towards the down
payment that shows your commitment to buying the home. Ask your
real estate agent how much money is needed for a deposit and use your
prequalification certificate to back up your offer to the seller. It is typically
not cashed until the loan closing and added to the overall amount of
money you borrow.

Credit Report — While we realize that many people do not have perfect
credit, a home buyer must have good credit in order to get a loan. Credit
standards vary depending on the loan type. Your lender will pull your
credit report from all three major credit reporting agencies.

Appraisal — All homes are required to be appraised. This is a report

made by a qualified person, which states his opinion as to the value of a
property.
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CHECKLIST

To be approved for a loan, a lender must research your sources of
income, your debts and your credit history. You have already given

the necessary information to pre-qualify you for a loan. Now is the

you must formally apply for a loan, filling out a complete application

and supplying the documents that verify the information that you have
given. Having the proper documentation makes the loan process much
quicker and easier for everyone. Use this checklist when gathering your
documentation.

] Personal check to pay for credit report and appraisal. Contact
your lender in advance to get an estimate of these costs.

Evidence of Social Security number for each applicant.
W-2s for the past two years.

Tax forms for the past two to three years.

I I R I A

Completed purchase contract signed and dated by the buyer, the
seller and any real estate agents involved.

[

Seller’s Disclosure of Property Condition (if real estate agent is
involved).

] Copy of signed, court-entered divorce decree and property
settlements with verification of child support or maintenance paid
or received (if applicable).

] Copy of bankruptcy discharge papers and a written explanation
from applicants of the reasons for filing bankruptcy (if applicable).

] Landlord’s name(s), address(es) and phone number(s) for the
last two years.

] Name(s) and address(es) of ALL employers for past two years
for each applicant.
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] Paycheck stubs covering the past 30 days.

[

Any proof that you are receiving other sources of income.

] Most recent two months’ bank statements for accounts (savings,
checking, etc.).

] If applying for a VA loan, copy of DD-214 and VA Certificate of
Eligibility.

] If a family member will be giving you money (gift funds) to be
used in purchasing a home, provide the amount and source of
the gift.

] Other items requested by lender.
[]
[]
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