Coping With Monthly PMI

May 27, 2007

Dear Dave: I have a question regarding PMI. I took a class for first time home buyers with the Alaska Housing Finance Corporation (AHFC) and the course really helped me with my home purchase. I was told that I could request that the PMI on my mortgage be removed after several years of on-time payments and increased equity/home appreciation. I bought my home at below asking price and appraisal, and am fortunate to have a home worth significantly more than what I paid for it 2 ½ years ago. I sent a very nice letter to my local Anchorage mortgage company requesting the removal of the PMI and received a notice from the California office stating that PMI couldn’t be removed until 20% of the original loan was received. Why can’t I get relief from PMI?

Answer: PMI (Private Mortgage Insurance) is the amount added to your monthly mortgage payment to insure your lender against default when the down payment you made on your new home was less than 20 percent. This monthly add-on of $200 or more  can be very irritating.

There has always been some treatment for PMI. Achieve 20% equity in your property and make the monthly add-on go away. In the 1990’s consumers were frustrated because, even when the magic 20% equity line was reached, lenders kept charging PMI and most people, not knowing the difference, kept on paying. So the Federal Government stepped in with the Homeowners Protection Act of 1998 and you would think that this would have solved the problem.

Unfortunately, the specific wording of the Act provides that PMI will be dropped by lenders when the principal balance reaches 80% of the original loan (not current value) as per “regularly scheduled payments”. That is, all lenders are required to automatically drop PMI at the 80% mark of principal balance, but only under the regularly scheduled payment plan of your loan. In other words, any advance principal reductions you make do not necessarily help with relief from PMI.

To give an example, a normal 30 year loan with 5% down reaches the 80% balance to original loan level only after 14 years. If you put 10% down, you still don’t reach the 80% level until at least 9 years of payments ‘regularly scheduled’.

No wonder you are frustrated! FHA loans (2.25% down) have an automatic release of PMI, set in their computer program, after 78% of the original balance is achieved. The Act of 1998 covered Conventional loans only and, for a while, FHA insured loans just kept on charging PMI indefinitely. When conscience got the better of them, the Department of Housing and Urban Development (HUD) decided to put in place their own 78% rule. 

Now, as a matter of ‘principle’, as opposed to ‘principal’, you can apply in writing for a reconsideration of your PMI payment once you reach 80% loan to value, so long as your loan has been in place a minimum of 2 years. In other words, if you can prove that your balance is below 80% of the current value of the property as demonstrated by an official appraisal (will cost you $600) or if you can prove that you have reached the 80% of original principal loaned (e.g. by extra principal reduction payments), you have a good argument for your lender to release you from the annoyance of PMI, but I can’t promise what the lender will say.

Your ‘very nice letter’ was read, but some lenders are more customer friendly than others. Instead of writing you a ‘very nice letter’ back, they decided to stick to the letter of the law. Your only means to PMI relief now is to refinance. Sympathy is not a common response of institutions. For further assistance make an appointment with your real estate doctor.

Dear Dave:  We bought this house 3 years ago from our daughter’s best friends’ family, because they were moving out of State. They had already started doing the work with an appraiser, and asked us if we minded having her finish the job to help save them some money. We had no problem with that, even when we found out the appraiser’s dad was a friend of the family. Everything went fine. Then, 11 months later, we applied for refinancing to get a better interest rate. The appraiser that the bank sent over said we would have to put in egress windows in our mother-in-law basement apartment in order to qualify, because they were not up to Code! The first appraiser had told my husband that “if I can get my fat butt out of these windows, anybody can, so they will be fine”! When we contacted the new appraiser she told us that there were no set limits and that it was a judgment call. Is there anything we can do now? We had also hired a home inspector when we purchased who said nothing about these windows. Unfortunately, we did not go through a Broker of any kind. Thank you so much for your time, and any help you can offer.

Answer: There are 2 issues here, City Code being one, and Lender Requirements being the other. When financing or refinancing a home the Lender sends an Appraiser to evaluate the property to assess what risk level the lender faces. Both value and condition are important.

In Anchorage there are about 50 full-time appraisers, and they make personal judgments every day about health and safety issues in the properties which they inspect. Even if a Home Inspection Report has been written, it is still a judgment call by the appraiser as to whether an item must be fixed as a  condition of your loan, or not.

As far as egress windows are concerned, I have had many similar experiences like yours. Some appraisers feel that to insist on bringing a window up to strict, current code is ridiculous, provided you could escape during a fire. Others are not prepared to risk liability if a fire should, in fact, occur.

The Municipality of Anchorage has a special Handout #48 on Emergency Escape Bedroom Windows. This can be obtained from Building Safety at the MOA Office on Bragaw. I can also email  a copy to anyone interested.

Every sleeping room must have an escape window with a net clear openable area of 5.7 square feet. It must be openable to 24 inches height, and 20 inches width. The sill height must not exceed 44 inches, except in a basement, where 48 inches is allowed.

Since Building Codes change over time, such issues will always arise when financing a home. Some appraisers take a common sense approach. Others will be strictly legal. Homebuyers should seriously consider using a professional Realtor; you probably will next time.

