Michael Spottiswoode’s  Albuquerque Real Estate Newsletter      -     Spring 2009
[image: image2.jpg]OUR NAME SAYS IT ALL™





Contents:
· Stabilizing Prices
· Helping the Rental Market
· Fannie and Freddie Raise Fees
· Extended Tax Credits 
· Local Property Tax Increases
· 'Psychological Blueprint’ Helps House Hunters
· Reverse Mortgages Help Many Seniors 
· “Real Estate Update” Radio Show

· Electric Car Locally Available - Under $10K!
Stabilizing Prices:

Over 2.3 million U.S. households received a foreclosure notice in 2008 - an 81 percent increase over the previous year - and foreclosure activity is expected to rise again in 2009.  Professor Bill Lucy, of the University of Virginia, says that from 2004 to 2007 there was a decrease of 1.6 million households headed by people ages 30 to 44, the bracket which normally experiences the biggest increase in homeownership. This indicates that it was not just reckless lending that has caused our foreclosure problems, but also a change in the size of the buying public. Unfortunately, at the same time rising unemployment & the sour economy have driven many younger folks to move back in with their parents or take on roommates to reduce their expenses. This has had a negative impact on the rental market as well. The reduced demand from tenants has reduced rental rates & increased vacancy rates. As a result, many rental properties are operating in the red. Many landlords can’t afford to hold them on their books on this basis. But, unfortunately, many also can’t afford to sell them because the recent price declines now mean that they owe more on their investment property than it’s worth. Foreclosure is the inevitable result. 

Arthur C. Nelson, director of the University of Utah’s Metropolitan Research Center, has analyzed government and private housing data and predicts that hard-hit housing markets in the West and South will start to bounce back later this year and during the first half of 2010, while he says the Northeast and Midwest will have the slowest comeback, possibly extending beyond 2012.

In February 2009 existing-home sales were just 4.6% below those in February 2008. At the same time, distress sales accounted for 40-45% of the month’s transactions. This led to much lower prices. The median existing single-family home price was down 15% from February 2008, while, the median price of a new home tumbled 18%. [At the median price half of the homes sell for more & half sell for less] 
So, to stabilize prices, the Obama administration has acted rapidly to stem the flood of foreclosures.
The administration’s $75 billion Housing Affordability and Stability (foreclosure prevention) Plan provides lenders financial incentives to renegotiate their at risk mortgage loans, & so provide home owners who have conforming loans (backed either by Fannie Mae or Freddie Mac) valued up to $729,750 (- in any area, not just high-cost areas) a temporary mortgage rate cut to as little as 2% - provided that these new mortgage payments amount to no more than 31% of the borrower’s current household income. This condition is fundamentally important when you consider the Comptroller of the Currency and the Office of Thrift Supervision’s findings from 2008. More than half of the mortgages modified in the first quarter of that year were at least 30 days delinquent within six months, with re-default rates increasing each subsequent month, showing no signs of leveling off after eight months. According to Valparaiso University School of Law professor Alan White, half of those loan modifications didn't lower the borrower’s monthly payments and so were bound to fail.

As many are aware, because the Obama Administration’s $8,000 first-time home-buyer tax credit doesn’t have to be repaid (unless the home-buyer sells within the first three years of ownership) it is far more stimulative than the previous administration’s $7,500 credit. Added to that, to help these Buyers with their down payment and closing costs, the New Mexico Mortgage Finance Authority will make them an upfront $6,500 interest-free loan until they receive the $8,000 credit next year. When you add in the present record low mortgage interest rates, we might just find that University of Utah’s Arthur C. Nelson is proven right and that our local market will stabilize over the coming months. Certainly, it is encouraging to notice that our state’s unemployment rate is far lower than the average rate across the nation, standing at just 5.4% in February ’09 compared to the national rate of 8.1%. Albuquerque’s rate in February was also well below the national average, standing at just 5.8% - though this is quite a bit higher than the 3.6% of a year ago. Further job losses in the city are also are anticipated following Mayor Chavez’s April 1st budgetary announcement seeking a 3% reduction in city jobs, a reduction in construction spending, and a freeze on the pay raises previously scheduled for July 2009. [Check out how well Albuquerque Ranks across the Nation on many measures by visiting www.itsatrip.org/media/abq-rankings ]
Fortunately, our local economy is still quite strong and interest rates are low. So, according to GAAR (The Greater Albuquerque Association of Realtors), during the first quarter of this year the “average” Buyer was in a position to purchase a house at an “average” price just 6.14% lower than the “average” price last year. However, because the volume of sales were down 28.21% compared to the same period last year Sellers were cutting prices aggressively to attract a sale. So, although the average buyer might have spent just 6.14% less than he/she did a year ago, he/she was actually getting a lot more house for his/her money than the average Buyer got last year. Today’s “average-priced” home might be cheaper than last year’s “average-priced” home, but it’s a lot fancier. To attract a sale today, the average Seller has to price his/her homes at least 10% below the price he/she might have expected 12 months ago. Here is a graph of the percentage change in the average price per square foot for properties in various regions within our local market since the first quarter of 2005. I think you will see that it illustrates the point.
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Prices have come down at least 10% in the last year and we are pretty much back to 2005-6 levels. It is anyone’s guess where we go from here. Builders have stopped flooding the market with new homes, there is 20% less inventory in the MLS, we are still just at the beginning of the sales year, interest rates are low, our local economy is relatively healthy, and the government is paying first-time home-buyers $8,000 to buy a house. This thing just might turn around!

Helping the Rental Market
Many complain that the Obama Administration’s new plans don’t go far enough to address the crisis in the rental property market. 
With over 30 percent of foreclosed homes not owned by the occupant, hundreds of thousands of renters are at risk of being evicted, even though many have never missed a rent payment. So, Freddie Mac recently launched an initiative to help stabilize the rental housing market. It will give former owners and tenants of foreclosed property the opportunity to lease their recently foreclosed properties month to month.

The REO rental initiative will be managed by HomeSteps, Freddie Mac’s national real estate unit, and implemented through several national property management firms. Freddie Mac has about 8,500 properties in various stages of foreclosure.

To qualify for a lease, the tenant or former owner must occupy the property and show they have adequate income to pay the monthly rental amount established by the property management company based on market rents for the area. Occupants must agree to allow HomeSteps to show the home to potential buyers during the lease period.
Also RealtyTrac is now offering a new foreclosure monitoring service, “Renter Alerts”, which will send e-mail alerts to subscribers warning them immediately of any foreclosure activity on the property they are renting and also allow them to research foreclosure activities on properties they're thinking about renting.  This service would seem well worth the introductory rate of $24.95 per year.
Fannie and Freddie Raise Fees: 
To offset the risks of writing loans to Buyers who purchase with a low down payment, as of April 1, 2009 Fannie Mae and Freddie Mac both toughened their credit score and down-payment rules.
Under the new guidelines, buyers with down payments of less than 25 percent will be charged a three-quarter point add-on penalty, no matter how high their credit score. 
Buyers of duplexes, where one unit is owner-occupied and the other is rented, will be charged a 1 percent add-on.
Those who refinance and take out cash will be charged as many as three points if they have a low to moderate equity stake in their home.

Of course, these added fees might be viewed as contrary to the intent of recent government housing stimulus efforts. However, Freddie Mac says that low down payment Buyers and those who refinance with little equity in their home end up defaulting at four to eight times the rate of those who have significant equity in their homes. So, these additional fees simply reflect the underlying risk.
Extended Tax Credits: 
President Bush’s October 2008 "Emergency Economic Stabilization Act of 2008" extended the 2007 tax credits for energy efficient home improvements (windows, doors, roofs, insulation, HVAC, and non-solar water heaters) for use in 2009.  [Improvements made during 2008 are not eligible for a tax credit.]

The bill also extended tax credits for solar energy systems and fuel cells to 2016., and established new tax credits for small wind energy systems and plug-in hybrid electric vehicles. Tax credits for builders of new energy efficient homes and tax deductions for owners and designers of energy efficient commercial buildings were also extended.

On February 17, 2009, the new ARRA stimulus bill (The American Recovery and Reinvestment Act of 2009) made some significant changes to the above energy efficiency tax credits. The highlights are:

· The tax credits that were previously effective for 2009, are now also good for 2010. 
· The tax credit has been raised from 10% to 30%. 
· The tax credits that were for a specific dollar amount (ex $300 for a CAC), have been converted to 30% of the cost. 
· The maximum credit has been raised from $500 to $1500 for the two years (2009–2010). However, some improvements such as geothermal heat pumps, solar water heaters, and solar panels are not subject to the $1,500 maximum. 
· The $200 cap on windows has been removed. 

The bill provides state and local governments with $6 billion in energy efficiency and conservation grants for energy audits, retrofits and financial incentives.

Another $5 billion will be available to modernize the nation’s electricity grid and install smart meters on homes that help to save consumers money.  

There is also a $5 billion “Landmark Energy Savings” initiative for weatherization assistance for low income households so that, according to some estimates, they can save an average of $350 a year on heating and air conditioning bills.

The “Repairing Public Housing and Making Key Energy Efficiency Retrofits To HUD-Assisted Housing” provision provides a total of $6.3 billion for increasing energy efficiency in federally supported housing programs.
 For details on the federal tax credits visit ENERGY STAR at http://www.energystar.gov/index.cfm?c=products.pr_tax_credits.

Local Property Tax Increases:
The Bernalillo County assessor’s office recently mailed out property valuation notices.. 
If you bought your property more than three years ago it’s likely that you’ve just seen a three percent valuation increase on your property. That’s the maximum increase allowed by state law and the amount by which the assessor’s office is raising virtually all property valuations across the county as it plays catch up on the valuations on its books, which have lagged substantially behind real world market prices. Of course, recent property price declines may mean that this is 3% readjustment is out of order in a few cases. If you want to challenge your assessment, you have until May 31st to do so.

'Psychological Blueprint’ Helps House Hunters 
Toby Israel, author of a new book, Some Place Like Home: Using Design Psychology to Create Ideal Place, recommends that before people buy, build, rent or remodel, they should consider what kinds of living spaces they find truly nurturing. For instance, for most of us our childhood home has a profound influence on the type of home we like best. She recommends that people draw a timeline of all the places they have lived for more than six months, circle the ones they liked most, and then describe why. She calls the result a "design psychology blueprint" that can help their architect, builder, or Realtor identify what it is they really want.
Source: Star-Tribune, Jim Buchta (03/14/2009)
Reverse Mortgages Help Many Seniors:

As the credit crisis has worsened, many senior citizens are finding that their savings and retirement income aren’t sufficient to see them through. So, more & more seniors are turning to federally insured reverse mortgages to tap home equity and, in some cases, to prevent foreclosure.

Reverse mortgage instruments enable those 62 or older to convert home equity into cash without selling their house. Unlike a home-equity line of credit, consumers don't need to have income or high credit score to apply for a reverse mortgage. They must have a high equity stake in their home, though. The amount of money they can tap into via the reverse mortgage depends on the person's age, the appraised value of the home, the amount they still owe on it, and the prevailing interest rate. However, prospective reverse mortgage applicants must first receive mandatory counseling to educate them on the products and help them review alternative options, such as actually selling their house. 

Payments can be set up as an annuity or a line of credit. The fees are high, with limits of $6,000 plus closing costs. The FHA guarantees the loans and ensures the homeowner that payments will be made as long as the borrower remains in the home. The FHA also guarantees the lender that it will receive its full payment. 

The Economic Stimulus Bill signed by President Obama recently expanded the opportunity for seniors to benefit from a reverse mortgage by raising the HECM loan limits to 150% of the Freddie Mac loan limit. Currently, that would create a HECM loan limit of $625,500, which would help more seniors access the equity available in their homes & thereby augment  their retirement incomes &/or offset their investment losses.

Seniors can also use a “Reverse To Purchase” (HECM to Purchase) product to help them buy a house. With this product a homebuyer aged 62 years & older can purchase a primary residence with an appreciable down payment and then never have to make another monthly mortgage payment again for as long as he/she lives in the house (- Of course, the Buyer is still responsible for property taxes, insurance and any applicable property maintenance costs &/or home association fees).
The primary residence, itself, can be a regular detached home, a townhouse, condo, manufactured home meeting HUD guidelines (and built after June 15th, 1976), or even a duplex, triplex, or 4-plex. (So, a fit 62 year old could purchase a 4-plex, live in one unit, get rental income from the other three, and never have to make a mortgage payment).

The amount the Buyer has to put down on the property when making this type of purchase depends upon the Buyer’s age, the price of the home, and the prevailing interest rate. The interest rate, itself, depends on the type of loan that the Buyer selects. Presently, the interest rate on a monthly Adjustable Rate Mortgage (ARM) is around 2.5%, on an annual ARM it’s around 4%, and on a Fixed Rate ARM it’s around 6.6%. 

For many Buyers, who intend to stay in the house as long as they remain self-sufficient and who aren’t too concerned about leaving any remaining home equity to their children, the monthly ARM is the logical choice. The lower rate allows them to qualify for a larger loan right upfront. So they don’t have to come up with such a large down payment. And, if they are downsizing from a larger house in which they have a lot of equity, they can choose to cash out some of that equity rather putting it all back in their new house.

Assuming that the monthly ARM is selected, a Buyer of just 62 years of age would have to come up with a down payment of about 51% on a $100K property or 44% on a $400K property.

For a 72 year old Buyer, the down payment would be around 42% or 35% respectively, while an 82 year old Buyer the down payment would need around 32% & 27% respectively.

Since this is a reverse mortgage, instead of monthly payment being made, each month the unpaid interest is added to the loan principal. Eventually, if the Buyer lives long enough and there has been insufficient offsetting property price appreciation, the outstanding loan amount might actually exceed the market value of the house. Nevertheless, the Buyer (owner) has right of tenure and his/her heirs & assigns will never be held liable for any negative equity outstanding when he/she dies. If, before that time, the Buyer (owner) decides to sell the house, then, of course, any outstanding loan principal will need to be repaid out the proceeds of sale.

During these difficult times, this is a wonderful way for seniors to purchase house and minimize their monthly expenses.

“Real Estate Update” Radio Show:

On April 2nd on KKOB News Radio (770 AM), Bob Clark kicked off the first in a four month series of weekly radio shows called “Real Estate Update”, during which he interviews Don Padilla (Chairman of the Greater Albuquerque Association of Realtors - GAAR), touching on topics of relevance to our current Real Estate industry.

The show is broadcast live at 7:23am every Thursday morning through the end of July, and rebroadcasts at 1:15pm later the same day. - Tune in if you can. 

Electric Car Locally Available for under $10K!

Want to do your part to create a positive impact on the environment? Please visit this website www.zenncarsabq.com to view the Zenn electric car.

Even if you don’t think this is the car for you, you can still support the efforts of one of our local family businesses trying to do its best for the environment by selling this car.

You see, present government regulations restrict this car to a top speed of 25mph, which doesn’t exactly win it many friends or converts. 

So, during the last legislative session at the Roundhouse in Santa Fe, attempts were made to get these restrictions relaxed, allowing for speeds of up to 35mph instate (which the car is fully capable of). Unfortunately, despite broad approval for the change, from both House & Senate, time ran out before the bill could be enacted and signed into law.

Nevertheless, hope remains that the Governor will choose to sign the bill into law this fall. And this is where you can help:

Please call the governor and your local representatives asking them to support HB 294, and requesting that the governor to put it on his call list.

In addition, do let the Obama Administration and our Federal Senators & Representatives know of your support for a federal MSEV law that will help provide the public with more practical fully electric urban transportation choices.

Again, do visit the website www.zenncarsabq.com for more details – on the car itself, available IRS tax credits, and the campaign for necessary legal reform.

Thanks a bunch.
Once again, I hope my newsletter has brought you something of interest or value. If you have friends or family who might be interested in any of its content, please do pass it along by forwarding a link. Of course, I would be very happy to add their e-mail address to my distribution list.
May I take this opportunity to wish joy, peace, patience, courage, and a magnanimous disposition during these “interesting” times, which are challenging our entire planet. We are all being called upon to grow and evolve, which is never easy. So, best wishes to one & all!!!
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