PRACTICAL RESOURCES
BUYER PREPARATION GUIDE

BY DAVID COMPTON & GEORGE SMITH
In this module, we covered the agency disclosure process at your initial consultation with the buyer.  After you have reviewed the process and completed the agency disclosure and election steps, you will want to take time to educate your buyer to prepare them for the process they will be going through.  The degree to which you do this will depend on several factors but especially their level of sophistication.  As was mentioned earlier, a key question is “What experiences have you had in buying previous homes?” can give you good insight into this.  You may want to ask other questions to get insight into their situation in other areas.  
For review, these areas include:
1. The buyer’s motivation

2. Previous home-buying experience

3. Desired lifestyle & features in their new home

4. Emotional concerns about relocating

5. Time considerations

6. Experience with current home

7. Financial considerations

To gage whether you have sufficient information about the buyer so that you can deliver the highest possible quality service to them, the process needs to begin with you extracting the proper information in these seven key categories.  Make sure that you have what you need in these areas before you proceed to persuade the buyer to work with you and only you.

In the second phase of your meeting where you will want to persuade the buyer that you are the right agent/consultant for them, it is important to remember that the five most critical concerns that buyers have are the following:

1. Financially able – will they be able to comfortably handle the down payment and total monthly payments.

2. Informed decision – do they have all of the important information they will need so that you can assist them in making a fully-informed decision with their eyes completely open.

3. Best buy – will the property they choose to buy give the lifestyle value they are seeking for the financial commitment they are making.

4. Resale value – will the proposed property hold the promise for the best possible opportunity to have appreciation in value.

5. Family agreement – do all members of the buyer’s family feel confident about the decision on the property.

After you have conducted your interview and persuaded the buyers of the value of your services, the process of identifying areas that the buyers will want to give their special attention to.  These included the following areas on which you want to educate your buyer:

1. Review financing options with lender.

2. Obtain loan pre-approval, not just pre-qualification.

3. Review new household budget.

4. Determining the wants and needs in their new home.

5. Provide “Sample” copies of all documents that they will be approving when they are ready to make a decision to make an offer.

6. Review the home-previewing process with them.

7. Review how you will negotiate for them.

8. Review how the offer presentation process works.

9. Verification of information and due diligence.

10. Verification with the final walk-through inspection.

11. Educate them on how the closing process works.

12. Review the moving-in process.
In each instance, you will notice that financial considerations are included and have become, for most buyers today, the most important consideration.  You will also notice that we recommend shifting the review of the financing options to being the lender’s responsibility.  When they meet with the lender, you may want to advise them of some questions that they should ask a lender to get a complete profile of the financial obligation they will be taking on.  It goes without saying that the lender you refer them to should be able to answer these questions thoroughly, completely, accurately, and confidently.  They include the following which we have titled “THE TEN QUESTIONS FOR A BORROWER TO ASK A LENDER”:

1. “What is the interest rate that you are offering on the loan?”  Keep in mind that if the loan is an adjustable or a reset loan, they will want to know:  the index, the margin, the initial rate period, the adjustment period, the adjustment period & life of loan caps, the conversion option details, and any risk of negative amortization if any.

2. “What are the discount points and loan origination fees on this loan?”  They will also want to know whether these are costs that are going to be paid out of pocket or added in to the loan amount.

3. “What will be the anticipated closing costs on this loan?”  Be sure to advise them that these estimated costs, which the lender is required by law to provide them an estimate of in a good faith estimate, are not necessarily all of the closing costs they will have to pay.  Review other fees with your broker and a title/escrow representative.  Advise them that they will want to know the total cash up front that will be required that will include their down payment and the closing costs.
4. “What is your lock-in period on rates and points and for long do you make this commitment?”  Lock commitments do vary from lender to lender and you may want to advise to find out if this commitment works both ways if rates and/or points should go down rather than up.  They may want to ask the lender if they offer a “float-down” lock-in commitment and what fee they charge for it.

5. “Does this loan have any prepayment penalties and how much are they?”  Most F.N.M.A./F.H.L.M.C. conforming loans along with F.H.A. and V.A. loans do not have prepayment penalties but most second loans do.  They may also want to find out what period of time that the lender is able to charge these fees.
6. “What will be the total monthly payment on this loan and what will it include?”  Be sure to advise them to find out the total monthly payment which will not only include the principal, interest, taxes, and insurance but also may include H.O.A. fees, mortgage insurance payments, and hazard insurance payments for such incidences as floods, storms, wildfires, and earthquakes.  Here again you will want to emphasize the importance that they feel comfortable and confident with this financial obligation.

7. “What do you consider to be the most important factors in evaluating my creditworthiness?”  While most lenders use F.I.C.O. scoring as the method to evaluate their credit, many lenders give different weighting to such areas payment history, employment, judgments & liens, new credit trade lines, and usage of existing credit along with cash assets.

8. “What will be the documents you will require me to sign to apply and to close this loan?”  The lender should be able to explain all of the documents that the borrower will have to sign through all phases of processing the loan.

9. “What is your estimated time for processing this loan?”  Generally loans are taking anywhere from 30 to 45 days to process (except short sale transactions) however some F.H.A. and V.A. loans are taking longer.  Be sure to advise them to get a realistic estimate from the lender on this one.

10.”What are some typical delays that we could encounter and that    you have encountered in processing this loan and how can we avoid   them?”  This is also a very important question and a quality lender will give a very direct answer to this one.
By advising your client to be prepared to ask these questions and to take notes on them you will:

· Build up their confidence in you as their consultant.

· Provide them the opportunity to make a better, more fully-informed decision.

· Be able to hold the lender’s feet to the fire on the commitments they make to your buyer.

· Ensure a smoother transaction and more expedient loan processing.

· Ensure a timelier close of escrow.

As you will be performing a lot of work for the buyer, you may also want to make sure that you are protected on your compensation with in the transaction.  You must protect and promote your client’s interests even above your own interests.  This does mean that you technically have the responsibility to present properties to your buyer that may be suitable for you buyer but where you may not necessarily be protected on your compensation.  An example of this is a “For Sale By Owner” seller who is unwilling to cooperate or compensate agents.  You may want to use the following dialogue to address this issue:

“Mr./Ms. Buyer, when I find the right property for you I expect to be compensated a minimum amount of compensation and I expect that amount to be not less than X.  I expect to be compensated this by the seller, listing agent, builder or lender.  However, in the event that I am not able to be assure of this compensation, are you willing to make up the difference?  IF THEY SAY “NO”, THEN SAY:  “Then you and I need to have an understanding and an agreement; I will only show those properties where I can be assured of receiving this compensation.  Is this acceptable to you.”  IF THEY SAY “NO, THEN YOU MIGHT WANT TO CONSIDER NOT WORKING WITH OR FOR THEM.  HOWEVER, BEFORE YOU TAKE THE STEP TO NOT AGREE TO WORK WITH THEM, MAKE SURE THAT YOU HAVE NOT ALREADY COMMITTED YOURSELF, EVEN UNINTENTIONALLY, TO WORKING FOR THEM.
Obviously, it is important to understand that your buyer has the responsibility to provide the most current and complete information that will be requested from them by the lender.  This is a two-way street but if they do their part, you and they will be able to make the lender do their part in successfully closing the transaction.
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