80/20 Loans And Zero Down Finance Very Popular

May 21, 2006

Dear Dave: Our friends used a so-called 80/20 mortgage to buy their new home and told us that they did not need any down payment, just $4000 in closing costs. This sounds great. Can anyone go zero down now?

Answer: In the last year or two lenders have become extremely  aggressive, and provide home mortgages to suit just about any customer – good credit, bad credit, cash in hand, no cash available – just walk in and ‘make a deal’! Almost anyone can go zero down.

In fact, last year, 43% of homebuyers across the United States used zero down financing to buy their home. This is incredible, and somewhat worrisome, that almost one out of two Americans borrowed 100% of the value of their purchase. Think about it – if your debt is the same as your real estate asset and the market drops you are in over your head!

The 80/20 loan essentially provides a first and second mortgage. The first covers the 80% loan-to-value money, and the second covers your 20% down payment. Rates and terms vary and the interest rate on the second tends to be credit score driven. Your first mortgage will be around 7% interest, and the second anything from 7% to 9% interest.

I am not against the 80/20 loan. It is creative financing at its best. However, it should be approached with great caution as it leaves you with no equity in your real estate asset. Should the market drop, there will be severe hardship ahead for the 43% of Americans that bought last year.

I recommend that you carefully plan your financial future and keep your overall debt load within a limit that you know you can handle.

Dear Dave: How do we terminate our listing contract to sell our home? The property has been on the market for over 5 months and not one offer, even after reducing the price by over $20,000. Are we liable for any of the agent’s expenses if we terminate the contract?

Answer: The best way to handle a ‘tired listing’ is to talk frankly to your Realtor. Most Realtors don’t want to let you down and, if the relationship becomes uncomfortable, they will release you from the listing contract. I recently volunteered a release to a client of mine because I felt that a new Realtor on the job might inject a fresh marketing enthusiasm to my client’s tired listing which hadn’t sold in 6 months. Just tell your Realtor you want to try something different.

On the other hand, a listing contract is a commitment on your behalf also, and intended to protect the listing broker. When you first sign a listing keep it down to around 4 months so that you have the escape route already built in. In my view, since you signed an agreement, it would not be unreasonable for your Realtor to ask for reimbursement of basic marketing expenses properly documented.

Dear Dave: When I bought my house in March this year, the Realtor included a Bill of Sale which covered all kinds of things, such as the stove and dishwasher, which I thought went with the house. The Realtor said I had to have a Bill of Sale for these things in addition to my contract to buy the home. Why is this?

Answer: Your earnest money agreement is a purchase contract for real estate. When buying a house (or condo), the real estate includes the stove and dishwasher because they are built-in fixtures. Your Realtor was wrong to write a separate Bill of Sale for these items, since a bill of sale is a separate ‘agreement’ and you had already bought the real estate.

It is important to note the distinction between real estate and non-real estate (called personal property). A separate bill of sale is necessary for non-real estate items if you expect them to be included in your deal. Non-real estate includes non-fixtures such as furniture, portable sheds and plug-in (but not built-in) appliances such as refrigerators, televisions, washer and dryers. The microwave would be part of the real estate if built in, but not if it is sitting on an open shelf.

By placing real estate items on a separate bill of sale, your Realtor implied that the purchase of the home excluded part of the real estate. This would be like having a separate bill of sale for the trees in the garden.

Real estate comprises the land, within certain recorded boundaries, and everything permanently attached to the land (e.g. a house on a foundation), plus everything permanently attached to the house. A mobile home or trailer not on a foundation is not real estate. If, for example, the seller removed light fixtures from the property prior to closing, they would be degrading the real estate, which was the subject of your contract, and this is not permissible.

Even the air space attached to your land, plus the earth beneath the surface, is part of the real estate. This is why branches hanging over the fence from a neighbor’s property are an encroachment, which you have the right to remove.

You may also ask why you cannot simply add the non-real estate items to your earnest money contract under ‘other conditions’. This would be acceptable if you are paying cash for the property but, if a lender is involved, non-real estate must be purchased separately, because the lending institution will not finance such items. Including furniture, for example, in your $200,000 home purchase implies that the real estate price for lending purposes is somewhat less than $200,000, since furniture is added.

Whilst this is a confusing area in your transaction, your Realtor should have known better. Unfortunately, some of the standard MLS forms include this error. If real estate is included on a bill of sale it also jeopardizes your inspection rights since bill of sale items are normally without warranty. Therefore, including the built in stove on a bill of sale takes it off the real estate contract which is subject to inspection and repairs.

