Big Bucks, Multiple Offers and Aggressive Financing

September 4, 2005

Dear Dave: The Real Estate market sure is ‘hot’ these days. Would you mind sharing some of your personal views on how we, the customers, should be reacting to this market, and how you as a Realtor operate in the ’heat’?

Answer: As the Anchorage Real Estate market continues to soar, it is a good opportunity to examine the dynamics of a hot market, and perhaps re-evaluate the equity of how the dollars move around. After all, they are your dollars.

We may first take it as a given that real estate in this region will continue to escalate in value, albeit at a slower pace by 2006. The only thing that can put the brakes on the market is rising long term interest rates which determine whether buyers can afford the price tag.

Offers and Counter Offers: One of the phenomena accompanying a hot market is multiple offers on property. Homebuyers must be fast and tactical in acquiring property at the best possible price. Having a Realtor who is on the job early, consistently and reliably is critical.
From a buyer’s point of view, you want to be the first shopper to recognize the opportunity of a well-priced home and submit your offer within 24 hours of its listing. What a buyer does NOT want is to be competing against other offers. This will cost you thousands of dollars.

If your offer is reasonable, and clean, and no other offers are on the table, you have a shot at having your offer accepted before the feeding frenzy. Your choice of Realtor has a large bearing on the tactics and timeliness of your offer.

From a seller’s point of view, the strategy is opposite. I seek, when representing sellers, to encourage multiple offers. There are several alternative procedures to maximize your sale price, and these should be discussed at the Realtor’s listing appointment.

What the hot market does is force winners to the top and losers to the bottom as rapid reaction real estate tests us all. Whilst it is true that the second mouse gets the cheese, it is still a fact that the early bird catches the worm.

Financing: Along with the furious pace of real estate activity, lenders have become more aggressive. Television announces trees and techs where you can pick mortgage fruits of any flavor. Often, the sharpest TV ads are the ones that can cut you and make you bleed later. Slick internet refinance ads are drawing innocent consumers into a debt death spiral. 
Just keep in mind that all lenders (and all internet based help-stations) operate for profit. It is still best to talk direct to a lender, and a local lender is highly recommended. See someone in person – it’s much harder for them to trick you that way. Enormous complications arise when you use a faceless, out-of-State lender. Whilst this is a homebuyer’s prerogative, it doesn’t go over well with the seller, especially if I represent them.

Appraisals: Two issues arise here in a hot real estate market. First, the buyer should pay the $550 appraisal fee, although tradition still largely prevails in Alaska on this point and sellers are almost always asked to front cash for what is after all a contingency of the buyer’s loan application.
Think about it! The reason for an appraisal is to determine how much the lender will finance the buyer. If the buyer was purchasing your home for cash, no financing would be needed. If the buyer wants to borrow money in order to acquire real estate, the buyer should pay any costs associated with obtaining those funds.

Out-of-State buyers grasp this moral fact. In 48 States of the USA, the seller does not pay the appraisal fee! Why should sellers carry this burden, when the appraisal valuation can kill the deal?

This particularly applies to VA loans because the buyer (usually military) is almost always getting a 100% loan. He has little or no cash on hand, so the Federal Government guarantees a portion of the loan (actually 25% of it). This enables the lender to give 100% financing because it is equivalent to the buyer putting 25% down, from a risk point of view.

However, by Federal Law, the seller must agree in writing that the buyer cannot be forced to pay more than ‘Appraised’ value. As per my column (8/14/05), no wonder sellers don’t like VA financing. Not only is the seller asked to front $500 for an appraisal, but the conservative VA process, combined with the narrow mindedness of some appraisers, will often appraise the property several thousand dollars lower than the agreed price, especially in an escalating market. With conventional financing, a similar issue can possibly arise, but not nearly as often.

Ultimately, everything depends on the terms agreed in the contract, and these terms can favor buyer or seller. The negotiation of the contract involves much more than price alone.  Certainly, when I represent a seller, the following items are all on the agenda for discussion:-

(1) Price, (2) Who is the lender, (2) Who pays what closing costs, (3) What type of financing, (4) Is the buyer likely to be difficult, (5) Is the transaction likely to close, (6) When will the transaction close, (7) Who is the Title Company nominated for closing, (8) How financially strong is the buyer, (9) Are repair issues likely to be contentious, (10) How competent and reliable is the Realtor representing the buyer.

All these matters impact how I advise a seller to respond to an offer. If multiple offers are involved, a scorecard of comparisons must be drawn up and a judgment made on negotiating with one, or more than one, of the potential buyers.

Conclusion: In a highly active real estate market you, the buyer or seller, should be prepared for a new kind of war, and Realtors too must sharpen their sword to provide the service that matches their compensation which is, after all, escalating with the value of the inventory.
