FHA Losing Ground In Anchorage

April 2, 2006

Dear Dave: We wanted to buy a home in Anchorage for $295,000 but were shocked that we could not obtain an FHA loan. Our income and credit is excellent, but the lender said the price of the home was too high, so we had to put 5% down and use conventional financing. Your comments please?

Answer: FHA, the Federal Housing Authority, has traditionally been the primary source for Americans to reach the dream of owning their own home, but this is no longer true. While FHA provides for 2.25% down payment, a quirky calculation process is denying Anchorage residents from using this program.

Around the country you can use FHA financing for a home priced up to $371,000 in high cost areas. In Anchorage, the limit is $261,000. The average price of a home in Anchorage is over $290,000 so the ‘average’ buyer cannot use FHA.

The reason for this is the volume of PUD/Townhomes going into the mix. These popular, high-density neighborhoods are in fact skewing the federal perception of housing affordability in Anchorage since even new construction homes of this kind can be bought for around $200,000, plus or minus. Although PUD/Townhomes could almost be thought of as condos since they occupy tightly knit neighborhoods, they are still technically a single family residence for federal government purposes.

FHA has, therefore, determined that an average buyer can obtain a home in Anchorage for $261,000 or less, which is true provided you don’t want a yard for your kids and pets to play in, and provided you don’t like trees or gardens.

This means that your family needs more cash to buy a traditional family home, 5% down in place of FHA’s 2.25% down. This is another $8,000 in your case and may put the home out of reach for many.

To offset this problem, conventional lenders have, over the past year, come up with several creative programs that go as far as 100% financing for buyers with suitable income and credit. 100% financing means ‘no money down’ whatsoever and we are seeing an increasing use of this type of loan.

If you want to use 100% financing, be sure to be cautious about interest rates and closing costs, and shop around for the best deal. Also, remember that you will have no equity at all in the home you buy and, if the market takes a turn in the next 5 years, you will become one of the growing number of Americans who will never be out of debt.

Dear Dave: I thought $1,000 was the Earnest Money for a Real Estate deal. We were a bit upset recently when the Seller insisted on $2,000. What is the rule here?

Answer: There is no rule. Earnest Money is a gesture of good faith showing that you, the buyer, are serious about your offer. Indeed, that money is refundable to you under many circumstances, and sellers are significantly risk-exposed when they remove a property from the market because they ”think” you are going to buy it.

The amount of Earnest Money, and its conditions of refund, are matters for contractual negotiation. A good rule of thumb, and a tradition in Real Estate, is 1% of the purchase price.

From a seller’s point of view the logic is, “how much money down is necessary to guarantee that the buyer will not simply walk away from the deal?” Although there are legal remedies for sellers if a buyer reneges on the purchase, they are costly and time consuming. In my opinion, even 1% is at the low end of appropriate Earnest Money, given the seller’s risk of losing 45 to 60 days marketing time if the buyer doesn’t perform. Furthermore, most traditional Real Estate contracts favor the buyer as far as refund conditions are concerned.

Always remember that Real Estate contracts are negotiable in all their terms. Know what you are signing, and why. If in doubt, you may always obtain legal advice before entering into the contract.

Dear Dave: I keep hearing that 10% of Realtors do 90% of the business. Is this true and, if so, does that make these top producers better Realtors?

Answer: The last national Association of Realtors survey I read did say that less than 10% of Realtors are doing over 90% of the business.

This is a fact for several reasons. Firstly, many people think Real Estate is a fast track to big earnings when, in fact, it requires dedication and skill to perform in a truly professional manner. Hence, there are a lot of people entering, and exiting, a Real Estate career at any given time.

Secondly, the cyber-age has made it possible for “tech-educated” Realtors to corner large chunks of the market while others lag behind.

A third reason is that a particular Realtor can appear to have a large volume of sales (often claiming a number one rank in the business), while actually hiring other Realtors as “licensed assistants”, who do the work for them.

Who is the best Realtor? Only you, the customer, can say. A busy Realtor may reflect experience and skill but, on the other hand, may not be available to give you the personal service and individual attention that a “less busy” licensee has available.

Real Estate Licensees and Offices like to proclaim their agent rankings, based on various formulae, but none of these are the result of customer surveys. 

