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Should You Re-Fi,
De-Fi or Modify?

‘The country is going through a mas-
sive de-leveraging process. With the
uncertainty of the job market and the
direction of the
economy, peo-
ple in mass are
looking for ways
to cut monthly
expenses and
reduce liabilities.
Ifyou're a home-
owner, then most
likely the biggest
liability you have
is your mortgage.

So what are
some of the
options available to a homeowner to
reduce their monthly payments? That
would depend on their current finan-
cial situation. There are three primary
categories that a homeowner would fall
into. 1) Financially strong 2) Marginal
or Hanging-On 3) Need of massive

restructuring,
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ified payment, it must be a long term,
affordable and sustainable payment.

A key distinction here is that a
lender’s top priority is not to help the
homeowner. Their primary objective
is to do whatever is in their own best
interest. When considering whether to
approve a loan modification, a lender
is going to compare that option against
aforeclosure. If they determine that a
loan modification will result in less of
aloss to them than a foreclosure, then
they will likely approve a loan mod. If, on
the other hand, the lender has to reduce
the payment by such a large amount to
make it “affordable” for the homeowner,
and that such reduction would result in
more of a loss than a foreclosure, then
the lender will probably not approve the
modification.

Unfortunately, many lenders are still
trying to figure out what is “affordable”
and“sustainable” and that’s one reason
why the modification process is taking
so long.

The challenge here is that your income can’t

be too high and it can’t be too low. If you make

too much money, then you don’t need the help.

If you make too little, then you can’t afford

it. The Obama administration has mandated

that if the lender is going to offer a modified

payment, it must be a long term, affordable

and sustainable payment.

If you are still financially strong, have
good credit and have not missed a mort-
gage payment, then even if you have
negative equity, you may qualify for a
new program Fannie Mae or Freddie
Mac has introduced to refinance your
loan.

‘They can now allow you to refinance
up to 125% of your home value. The rate
would be their best prevailing conform-
ing rates, currently in the low 5s. And if
you currently don't have mortgage insur-
ance, your new loan will also not have
PMI. You cannot get cash out and other
restrictions apply, but for those looking
to just lower their mortgage payments, it
is certainly worth looking into.

If you don't qualify for the 125% refi-
nance and you're struggling to make your
mortgage payments, then applying for
aloan modification may be the option
for you. As long as you're still earn-
ing sufficient income to make the newly
modified payment that the lender is will-
ing to offer, then you're a candidate for a
loan mod.

‘The challenge here is that your
income can't be too high and it can't be
to0o low. If you make too much money,
then you don't need the help. If you make
too little, then you can't afford it. The
Obama administration has mandated
that if the lender is going to offer a mod-

‘The last group would be those that
don't qualify for either of these options
and can no longer make their mort-
gage payments. The homeowner has
already missed their mortgage payment
or is about to. This is what I call the de-
finance process. It means the homeowner
is in the process of eliminating the debr,
regardless of consequences. This would
include a short-sale, bankruptcy or just
letting it foreclose.

In most cases, a short—sale will be
a better option for the homeowner
because it will have less negative impact
on their credit. However, it's important
to consider legal and tax consequences
when making this decision.

Additionally, some lenders are impos-
ing unrealistically harsh conditions on
the homeowner when approving a short-
sale. An example would be including
language that would retain the lend-
er’s right to pursue a deficiency against
the homeowner even if the loan is a non-
recourse loan. Another condition is
requiring the homeowner to sign a per-
sonal note for the deficiency even when
the homeowner can barely afford to buy
groceries for their family.

Be sure to consult with an attorney,
tax professional and/or an experienced
real estate broker when deciding your
best course of action.

sfexaminer.com

SUNDAY, AUGUST 9, 2009 | SA

7

Subscribe to
The Examiner
% -dition
at

SFexaminer.com

sfexaminer.com

BMR HOMES FOR SALE

2 Two-bedroom Below Market Rate homes
available at 3184 Mission St.

Priced at $314,982 with one car parking.
Buyers must be first time home buyers
and income eligible.

Max income for 2-bdrm unit is 2-$77,450;
3-$87,1000, 4-$96,800; and 5-$104,550 etc.

Applications due by 5pm on August 24, 2009.

Applications available at:
www.missionvalencia.com

or at Polaris Group at
525 Bryant Street, San Francisco, CA. 94107,

or by email at pgardner@polarisgroup.com,

or at open houses and info session.

Units available through the SF Mayor’s Office of Housing are
subject to resale controls, monitoring and other restrictions.
Visit www.sfgov.org/moh for BMR program info.
Polaris Group - Licensed CA Broker.
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