Gray Skies For Lora And Others Like Her

May 1, 2005

Dear Dave: A few days ago I was complaining to a friend about the prices of homes, and asked her how a family with one income can afford to buy a house. She suggested I write to you and ask your opinion. Do you see house prices dropping in the near future? Thanks for your input, Lora.

Answer: The American Dream comes at a cost, especially to families who choose to keep mom at home to keep house and raise the children. It is difficult, as you say, to buy a home in Anchorage if you choose this traditional lifestyle, or if you are a single parent. 

To measure your own affordability for a real estate purchase, the FHA guidelines provide a reasonable formula. FHA financing is a program for homebuying insured by the Federal Government. Standards have been established that calculate your ability to afford the mortgage. You can, under FHA, spend 29 percent of your gross family income on the house payment (Principal, Interest, Taxes and Insurance), so long as your total monthly debt does not exceed 41 percent of your gross.

To calculate how much house you can afford, multiply your family income (before taxes) by 41 percent. Let’s say that your spouse brings in a gross salary of $42,000 per year. 41 percent would equal $17,220 or $1,435 per month. Let’s say you have a car payment of $300 p.m. and a credit card amount of $200 p.m.       

Now FHA allows your house payment to be $1,015 per month (29 percent), but when you add your other debt ($500 p.m.), your total would be $1515 or 43.3% of your gross, so the amount payable for your mortgage must be backed off from $1,015 to $935 to bring the total ratio down to 41 percent.

As you well know, $935 will barely cover a modest condo, and certainly not a decent single family home. Even if your single family income earner brings in $60,000 a year gross, with the same debt structure above, you only qualify to a house payment of $1,550 which would buy you a very modest home around $185,000.

Given that most families have revolving debt for in excess of the car payment ($300) and credit card ($200) mentioned, it is becoming near impossible for single parent families, or families where mom stays home, to purchase their first home.

Now some will argue, and correctly, that there are special programs for low income or first-time homebuyers. These programs, plus other creative ‘stretch’ programs, do help enormously. Also, the 41 percent ratio can be bumped to 43 or 44 percent depending on your credit rating.

However, it has to be said, if we are to be opaquely candid, that the only way to prevent the American dream becoming the American nightmare for single income families is to build more affordable homes and/or shift the political landscape that is increasing the gap between rich and poor in this country.

Do I see housing prices dropping in the near future? No.

Dear Dave: I have just closed on the purchase of a family home in Anchorage and at the closing I had to pay 10 months property taxes even though on page two of the settlement statement I received a credit from the Seller for 3 months property taxes. I am still trying to figure this out. Can you help?

Answer: This is always a confusing issue for Buyers and Sellers. As a buyer, you closed on your new home at the end of March 2005 and your lender is collecting property taxes from you with your monthly payment to ensure that the taxes are always paid.

On FHA or VA loans the lender always collects the property taxes with the monthly payment. If, however, you obtain a conventional loan with 10% or more down you can often negotiate with the lender to be responsible for your own property taxes.

Property taxes are assessed annually by the Municipality of Anchorage and cover the period January 1 to December 31. These taxes are payable, half in June and half in August.

This means that when you closed on your home at the end of March, property taxes had not been paid at all for the year 2005. The Sellers owned the home from January to March so they owe you 3 months taxes because you will be paying the bill.

In turn, your lender wants to be sure to have enough in escrow by June to pay the first half taxes and enough to pay the second half in August. Your lender collected 10 months from you at the end of March and, starting May 1 with your first mortgage payment, will collect one month’s worth of taxes with each payment. Presuming you make your payments on time, the lender will have a total of twelve months taxes by mid-June when the first half taxes are due. By mid-August your lender will be holding fourteen months less the 6 months paid in June, leaving 8 months in escrow out of which they will pay 6 months (i.e. the 2nd half).

As you can see there is a small buffer of 2 months taxes to ensure your lender can always make the payment on time. Some lenders even go ahead and pay the whole year’s assessment in one lump sum in June.

Finally, always remember that you can ask as many questions as your like at closing. Do not sign the settlement statement until you are completely satisfied.

Dear Dave: I have a home for sale by owner (FSBO). Do I have to complete a Property Disclosure Statement and give it to the Buyer?

Answer: Yes. Alaska Statute 34.70.010 requires that when an interest in residential real property is transferred, the Seller (Transferor) must deliver a completed Disclosure form, as drafted by the State of Alaska, to the buyer.

The statute applies to residential real property – i.e. single family homes, duplexes and condominiums. You can obtain the form from the Division of Occupational Licensing, Room 722 of the Frontier building at the corner of 36th and A streets.

Note: If you are selling a trailer or mobile home not on a permanent foundation the statute does not apply because your home is not classified as Real Estate.

