Co-owning And Co-borrowing Options

October 29, 2006

Dear Dave: I am 28 years old, a mother of 2 children, separated for 2 years. I want to buy a condo, but am afraid that I will not be approved for what the average condo costs now. What if one of my relatives will be willing to co-own it with me, let’s say 25-50%? Is it possible? How much down payment will I have to pay? Will I still qualify for a lower interest rate as a 1st time home buyer?  Please advise. If it turns out this deal is possible, do I need to have a Realtor?

Answer: It is always possible to admit a co-borrower to the equation when purchasing a home. If the co-borrower is not going to be living in the home with you, it must be a family member or relative. The co-borrower can also be a non-family member, but only if they will be occupying the property with you.

The co-borrower, whoever they may be, will be fully liable for the loan together with yourself, but who ‘owns’ the property is an entirely different matter. Provided your co-borrower agrees, you can be the owner, or you could make an arrangement to split the title if you wish. Your lender only cares about the loan, not the ownership.

Unless you are military, you will need 2.25% down payment and closing costs but, if the seller agrees to help, FHA will allow a total cash contribution from you of just 3% of the purchase price. This would cover your down payment and a small portion of closing costs, but the seller will have to pick up the remainder. This is easily doable in the current market.

As a first-time homebuyer you may qualify for a lower interest rate by combining FHA with an Alaska Housing program. If you involve a co-borrower, that program can only apply if you both qualify together for the Alaska Housing deal. In other words, your income together, debt ratios together, and size of household together all come into play.

Using a co-borrower can solve your dilemma, but this doesn’t mean that your individual credit rating doesn’t matter. Credit rating is still involved in the determination of loan approval. Go see a lender this week and start exploring your options. Take the relative with you and let the lender advise you on the best way to go.

Once pre-qualified, contact a Realtor. You need one, and they are free to buyers. The seller pays all the brokerage fees. Your Realtor can show you all the possibilities of new or pre-owned properties and then help you negotiate those closing costs which you want the seller to pay. Good luck!

Dear Dave: I am finding that choosing a Realtor to help me sell my house, after unsuccessfully trying to sell it myself, is a bit confusing. There seems to be a whole range of hungry licensees looking for my business, offering all kinds of deal from zero to six percent compensation packages. What’ going on?

Answer: Competition between brokers is like competition between airlines. It is a good thing - - - to a point, but if you could fly to San Francisco for free would you take the flight? What about if one airline offered $50 tickets for the same flight? Another airline offered $200 and another said $400. Which airline would you fly?

All businesses exist for profit. Nothing is free. When a broker offers discounted fees to home sellers, the question is what services are provided for the fee? Consumers should be extremely cautious when hiring professional real estate representation. Always compare services rendered, not just fees charged.

Furthermore, if you take the $50 flight to San Francisco, will you arrive safely? How does the airline make a profit by selling $50 seats? Perhaps they purchased their aircraft at a garage sale, or watered down their jet fuel? Do you want to arrive safely at the end of your Real Estate transaction?

As a rule of thumb, if anything is too good to be true, it probably is not true. When talking to discount brokers, just be sure to find out to what extent the service is discounted. Then you can make an informed decision and be responsible for it.

Dear Dave: We have our home in Juneau listed for sale. Do we have to leave when it is being shown by an agent?

Answer: No, you don’t have to leave your property. However, you should keep in mind that, if you want to sell, you should leave the property for showings. Buyers just don’t feel comfortable looking at the home, checking out closet space, mentally arranging their own furniture, and a host of other things, with you hovering around the space.

If you have security concerns, lock up your valuables. If you have a baby schedule to worry about, limit appointment times for Realtors. At a bare minimum, go for a walk down the street or take the kids to McDonalds. Sellers remaining onsite during showings is a definite negative influence in trying to sell a home.

Dear Dave: We are purchasing a property in Eagle River and the house is in pretty good shape. As we are short of cash and we are thinking of overlooking the home inspection. Are we allowed to do this?

Answer: A home inspection can be waived except if your loan package involves the Alaska Housing Finance Corporation IRRLIB program. If your loan is a straight FHA, VA or Conventional, you cannot be forced to have an inspection.

However, it is most unwise to overlook the opportunity of a professional inspection. For $300 to $350, this is the best investment of all your other expenses. If you’re short of cash, beg, borrow or sacrifice to hire a home inspector. It could save you hundreds, or thousands, of dollars down the track.

No matter how ‘pretty good’ the ‘shape’ of the property looks, there can be problems lurking which only a professional can discover. Yes, you can ‘overlook’ an inspection, but would you drive the freeway with your eyes shut?

