Enjoy A Real Estate Bubble Bath For Christmas

December 25, 2005

Dear Dave: I am really worried about house values in Anchorage. Some quite educated friends of mine think the bubble will burst at any time as the new year comes in. Can you make me feel better?

Answer: Yes, take a hot bath with lots of bubbles for Christmas. Sit back, relax and laugh at yourself. Tomorrow is a non-existent commodity while you lay there in the tub. As you enjoy the steamy heat, preferably in a Jacuzzi style tub, how does tomorrow affect you – not one bit!

I read recently that if there were no humans on the planet, and you asked a moose what time it was, he would look at you with a weird grin and say, “It’s now, stupid!”

To be honest, I am more concerned about an avian flue pandemic than a burst bubble in the real estate market, and I do lay awake sometimes wondering where a terrorist nuclear detonation will occur – not likely in Alaska, I say to myself.

But at Christmas, it’s time for a good laugh with family and friends.

In a recent survey by ThinkGlink.com, 67% of Americans were worried about a real estate bubble, but only 18% planned to spoil Christmas with the belief that it would burst in the next 6 months.

Think about it – Almost all our anxieties are about the past or the future but, as Eckhart Tolle says, all you ever have is the present moment. For what it’s worth, I predict an appreciating real estate market in Fairbanks and Anchorage in 2006 - - but a stray meteorite could change that.

Think I’m going to have that bubble bath right now, light some candles, put on soft music, invite the neighbors over, pour champagne and drink a toast – “Here’s to the real estate bubble!” – Merry Christmas.

Dear Dave: We recently tried to refinance our mortgage because current interest rates were more attractive. We were shocked to find out that our old lender wanted over $8,000 as a penalty for early payoff on our existing loan. When we closed on the original purchase of our home we were specifically told that a prepayment penalty could not be charged in Alaska. What’s going on here?

Answer: Contrary to popular belief in the Real Estate Industry a prepayment penalty for early payoff on a home mortgage loan can, in fact, be charged by a lender.

Alaska Statute 45.45.010 does indicate that “loan contracts and commitments covering one to four family dwellings may be prepaid without penalty.” (The only exception made by the statute is for FHA loans, which generally have no penalty anyway).

However, the Federal Parity Act allows such a penalty for certain banks and lending institutions. Furthermore, the Federal law pre-empts State law and so you should always read the Note at closing to be certain about its terms.

What you say you were told at closing, “a payment penalty could not be charged in Alaska,” is not true. Local Alaskan lenders have tended to respect the Alaska Statute, but out-of-state lenders may act differently. There is some debate over whether all these lenders do in fact qualify under the Parity Act but, in the meantime, many still penalize early payoff.

Dear Dave: We are 3 days from closing on a piece of Real Estate in Anchorage and our Realtor says she needs a Mediation Clause Addendum signed as a requirement of her Broker. Do we have to sign it at this late stage?

Answer: You don’t have to sign any addendum to your contract, whether it be late or early in the transaction.

Some Brokers have documents they like to have buyers and sellers sign, but everyone should remember that the contract is between buyer and seller. It includes terms and conditions agreed to by those parties, and those parties only.

Brokers cannot “require” buyer or seller to agree to terms they may recommend. Brokers, and their agents, are present to guide you through the Real Estate transaction, but if you have ‘legal’ questions, a qualified professional (i.e. an attorney) should be consulted. Real Estate licensees cannot give legal advice.

Dear Dave: What do you see happening with interest rates for home loans in 2006?

Answer: Real Estate finance will continue to be available through 2006 at reasonably attractive rates.

In Alaska, interest rates for 30 year FHA, VA and Conventional loans will continue to hover around 6.5% plus or minus a quarter-point for the best part of next year. Late in the year, expect rates to climb to 7% plus or minus a quarter-point.

Dear Dave: My neighbor just obtained a Fannie Mae loan and I have always been curious about this woman. When did she start her mortgage company? Is she as rich as Bill Gates?

Answer: Sorry to disappoint you – Fannie Mae never lived as a real woman. It is merely a nickname for the Federal National Mortgage Association (FNMA).

Originally a federal government institution, FNMA is now a private corporation which buys loans from lenders. It does this by selling a “commitment” to the lender, pledging an amount of funds, at a specific rate of return, over a fixed time period. When you obtain a Fannie Mae loan from your lender, they know they can sell it to Fannie Mae and make a profit from doing so.

Without organizations like Fannie Mae, homebuying would be a much more difficult task, since even FHA and VA loans are often resold to this organization.

If you want, you can buy shares in FNMA on the New York Stock Exchange, just as you can share Bill Gates’ wealth through Microsoft stock. Both are highly profitable and both have a sound future.

