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Freddie Mac - Fannie Mae Bailout – What next? 

The Fed lowered prime rates several times recent months in a desperate attempt to reduce mortgage interest rates and stabilize the housing market. Nevertheless, in the face of these lower prime rates mortgage interest rates actually rose slightly due to the risk inherent in writing loans backed by assets facing further market weakness. With more than 9% of all US homeowners either behind on their mortgage payments or in foreclosure, and right before the relatively slow fall and winter real estate market period, the Fed finally acted to head off any further weakness, taking full control of Freddie Mac and Fannie Mae  - which provides insurance for about 70% of today’s loans. Almost overnight the mortgage risk premium declined, bringing mortgage rates down with them.  And, with the Fed now in more control of the mortgage market and mortgage rates than it was before, we can probably expect mortgage rates to remain low for a while as the Fed’s struggle to turn things around continues.

However, lower rates alone may not be sufficient. Hopefully, the Fed will also do something about the unnecessarily restrictive and counterproductive mortgage policies and guidelines hastily imposed by Freddie Mac and Fannie Mae over the recent months in an attempt to minimize their exposure to risk. Hopefully, also, mortgage underwriters will become more judicious in their application of these guidelines.

 - For instance, I have some customers who were hoping to purchase a property for their son which he would use while at college. Both the loan and the property were to have been in his name with his parents acting as guarantors, co-signing for him on his loan. A month or so ago that would have been possible. Alas, not now. Despite their own excellent credit and solid collateral their son now also has to have established good credit of his own. How reasonable is this?! How many young students going off to college have managed to establish good credit? And if there are parents with excellent credit and sold collateral who are willing to co-sign for their sons or daughters, wouldn’t you think that banks would be happy to write them a loan? Where is the risk?

Other customers of mine were attempting to obtain a special loan available to physicians. The husband had already relocated here. The wife was still working in Texas, commuting back & forth hoping to find a suitable position here in New Mexico as soon as she could. The underwriter denied the loan having decided that the wife didn’t fit the required definition of “co-occupant, co-owner”. Does this make sense? The loan wasn’t denied because they were considered a financial risk. It was denied because of a technicality blindly applied.

Yes, there were loans that should never have been written during yesterday’s excesses. For example, negatively amortizing loans and adjustable rate mortgages with low initial teaser rates set to adjust vastly higher. 

Statistics show that there have been much higher foreclosure rates on Buyers who have taken advantage of seller-funded down-payment assistance programs - getting a free ride, so to say, with little to nothing immediately out of pocket on the purchase of their homes. So, Congress decided to ban this type of assistance out-right - even though doing so will reduce overall demand for housing just when we need as much demand as we can get.
However, states are still allowed to offer their assistance programs to first-time home-buyers. So, at least in certain circumstances, shouldn’t the private homeowner also be allowed to help out? For instance, if a buyer can’t qualify for the state’s program simply because his/her income is too high, wouldn’t that make him/her a better risk than a Buyer with a lower income whom the state is allowed to help? In a situation such as this, wouldn’t it be worthwhile to allow the Seller to provide Buyer assistance? Perhaps some fine-tuning of the relevant policies would have been more productive than an out-and-out ban. Perhaps some of the curative measures enacted in the political heat of the moment could prove worse than the disease itself. 
The Fed may be able to manipulate interest rates to help the market with relative ease. What remains to be seen however is how quickly & successfully the Fed will manage to ease the negative psychology, jawbone policy-makers, and unwind restrictive rules and guidelines so hastily adopted.
Again, the Fed is not wrong to limit the excesses. Most of its new rules below certainly seem pretty self-evident:
· Require income documentation for all borrowers.

· Require escrows to cover taxes & insurance whenever a borrower is considered “risky” (not in effect ‘til April 1st, 2010).

· Limit and in some cases ban prepayment penalties, so that homeowners can refinance when it’s appropriate.

· Prohibit lenders from making a home loan without considering a borrower's ability to repay the loan from sources other than the home's value. 

One might suppose that the last rule here is designed to eliminate creative financing vehicles, such as interest-only and negatively amortizing loans made to people who had marginal ability to meet their mortgage obligations and relied heavily upon property price appreciation. However, the average home owner probably couldn’t afford to repay his/her mortgage loan either if he/she needed to sell after a significant market decline. So, doesn’t average John & Jane Doe USA also rely upon the value of his/her home when repaying his/her loan?  And, under this rule, would he/she now also be barred from the market? 

This is a very serious question, because the recent take-over of Freddie Mac and Fannie Mae hasn’t really gone far enough to address the underlying weakness in the market. Declining property values are making it very difficult for banks to write new loans. You see, with the loan securitization market now at a virtual standstill, banks have to keep most of their new loans on their own books. They are thus not only far more concerned about the financial caliber of their borrowers, but they are now extremely reluctant to lend when they see that the assets standing behind their loans are dropping in value. 
During the Great Depression in the 1930’s, the government’s “Home Owners' Loan Corporation” (HOLC) helped to stabilize the market by refinancing loans facing foreclosure. It also ended up owning homes when loans went into default. However, by the early 1950s, when its job was done, it had sold all the properties it had acquired and it had actually returned the government a small profit.

The present housing stimulus plan does have a very powerful foreclosure rescue plan, but will it be enough? Starting October 1st, 2008, lenders will be able to write down qualified mortgages to 85% of the current appraised value and qualified borrowers will be able to get a new FHA 30-year fixed mortgage at 90% of the appraised value. These homeowners will then have to share 50% of any future price appreciation with FHA. The loan limit for this program is $550,440 nationwide. To cover the cost of this refinancing, a Mortgage Revenue Bond Authority will authorize $10 billion in mortgage revenue bonds, while another $4 billion in neighborhood revitalization funds will also be made available to communities for the purchase of foreclosed homes.
Here are two additional measures that the new “Housing and Economic Recovery Act of 2008” (Hera), makes available. Perhaps they will benefit you or someone you know:
1) For the 2008 tax year, homeowners using the standard deduction on their federal income tax returns will be able to deduct up to $500 ($1000 on a joint return) of their state property taxes.  Until now, property taxes have only been deductible as an itemized deduction on Schedule A. 

2) A tax credit of up to $7500 is available to new homebuyers making a qualified home purchase between April 9, 2008 and June 30, 2009. The credit is repayable over 15 years; making it, in effect, an interest free loan.
Forbes Says Albuquerque is Number One!

Last month (August, 2008) Forbes.com named Albuquerque as the number one city for imminent property price appreciation. This is due to an expanding economy that is creating jobs ( - Economy.com estimates that employment here will increase by about 1.6% per year until 2012) in a market that has relatively low costs and isn’t excessively overbuilt.

According to Forbes, housing starts in 2008 will be down some by 45 percent compared to the prior year. However, the National Association of Home Builders expects housing starts to increase by 26.6% in 2009.
These are the top 10 cities that Forbes has identified for imminent price appreciation.

	1: Albuquerque, N.M.
	6: Salt Lake City, UT

	2: Charlotte, N.C. 
	7: Colorado Springs, CO. 

	3: San Antonio, TX 
	8: Minneapolis 

	4: Portland, OR. 
	9: Atlanta, GA

	5: Austin, TX 
	10: Oklahoma City, OK


Streamline K loans:

The FHA's Streamline K loan product is designed to help customers finance repairs when they buy or refinance their home. The loan amount is based on an “as repaired” appraisal valuation and is designed to cover "minor" repairs that don’t exceed $35,000 and can be completed within 6 months after the loan is “closed”.  Just about anything that is nonstructural and requires no more than two different contractors is permissible, and the borrower can even perform repairs him/herself if he/she possesses the necessary skills.  Contractors must provide written work plans and estimates, and agree to complete the work for the stated amount within the given time frame. Even the purchase of new appliances can be included.

Geothermal comes to New Mexico:
Raser Technologies Inc. is currently building New Mexico’s first commercial geothermal power plant near Lordsburg in the southwestern quadrant of the state. To start with, the 2,500 acres will produce 10 megawatts of power; enough to supply 8,000 homes. Eventually, the plant is expected to produce somewhere between 20 and 25 megawatts of power.

This New Mexico project is just one of eight geothermal plants that Raser is now building in the West; including three in Utah, three in Nevada, and one in Oregon.

Raser has recently obtained 17 new lease agreements covering nearly 33,000 acres in Utah where it is headquartered, bringing its total holdings in that state to 150,000 acres.

Local Green Events:

International Green Ideas Show - Oct.18 &19 at the Albuquerque Convention Center 
( http://www.albuquerquecc.com ) 401 2nd St NW; Albuquerque, NM 87102 - (505) 768-4575
For more information call 505-883-9657

Santa Fe Green Building Summit - Valuing Green Building and a Green Building Expo
Hosted by the Green Building Council of the Santa Fe Area Home Builders Association (http://www.sfahba.com)

November 21st-23rd, 8am-5pm at the New Santa Fe Convention Center Contact Info: 505.982.1774
60 E San Francisco St # 312; Santa Fe, NM 87501 (505) 955-6200
Are GM & Junk Foods Poisoning our Kids?
A science class at Appleton Wisconsin performed an experiment feeding three mice the typical high school processed food (“junk” food) diet, while three other mice in another cage received a nutritious whole food diet. The difference in behavior between these two groups was stunning.  The mice on whole foods slept during the day, socialized well and played together. The junk food mice lost their nocturnal instinct, wouldn’t play together, fought frequently, and two of the mice actually killed and ate the third. After three months, the two surviving mice were placed on the whole food diet. Within about three weeks they became nocturnal again and started to socialize.

Appleton Wisconsin high school replaced their cafeteria's processed foods with wholesome, nutritious food. Before the change the kids were virtually out-of-control. There were weapons violations, student disruptions, and a cop on duty full-time. After the change, there were no more weapons violations, and no suicides, expulsions, dropouts, or drug violations. The students were calm, focused, and orderly. Now other schools are following the Appleton example.

In Holland, a student fed one group of mice genetically modified (GM) corn and soy, and another group the non-GM variety. The GM mice stopped playing with each other, withdrew into their own parts of the cage, and scampered about wildly whenever the student tried to pick them up. One of them was found dead at the end of the experiment.

Interestingly enough, although neither the Appleton mouse experiment nor the Appleton school lunch program changes specifically attempted to add or remove GM foods, this happened anyway.  That's because GM foods such as soy and corn and their derivatives are largely found in processed foods. So when the school switched to unprocessed alternatives, almost all ingredients derived from GM crops were taken out automatically. Similarly, the processed food fed to the Appleton mice contained genetically modified ingredients, while the whole food diet did not.

Maybe these experiments and school lunch program results do not yet amount to rigorous scientific proof that GM foods adversely affect our health, but it would certainly be irresponsible to suggest that they don’t.

And if GM foods are toxic, they can be expected to do far more damage to children than to adults. Children are three to four times more susceptible to allergies, and because they are growing they incorporate a larger percentage of their food into their body tissues, using proportionately less as a fuel source. 

We're being fed GM foods daily without sufficient information. Thousands of schools around the world, particularly in Europe, have decided not to let their kids be used as guinea pigs. They have banned GM foods.

For more information please read “Seeds of Deception” by Jeffrey M. Smith. http://www.seedsofdeception.com).

Low-income renters forced onto the streets?

Low-income renters may end up suffering the most from the current mortgage foreclosure crisis.  Tenants often have no idea that their building is facing foreclosure, and in some states with minimal renters’ rights tenants can be forced to vacate a foreclosed property within days or weeks, This lack of notice often gives them insufficient time to find an affordable housing alternative, and many simply can’t afford the moving expenses plus the rental deposit and first month’s rent on a new apartment. For people on a tight budget it’s a devastating situation. 

This problem is further compounded by the fact that those who lose their homes to foreclosure are also driven onto the rental market - just when foreclosures on rental properties, themselves, are reducing their supply. This double whammy of increasing demand and dwindling supply then puts strong upward pressure on rental prices, making affordable housing extremely scarce. As this situation worsens more & more homelessness will result.

Bills have been introduced in the House and the Senate that would give renters and home-owners additional rights. One proposal would give tenants up to 90 days to vacate or at least until the end of their lease (- which is very often just month-to-month). This will give some renters at least a little more time to find another place to stay. 

The nation’s new housing law also has provisions to help low income renters.  However these won’t do anything to address our immediate crisis. They wont’ kick in until 2010!

The law establishes a new $550 million trust fund which, surprisingly enough, will be funded by Fannie Mae and Freddie Mac - the very agencies that the government just had to bail out! Fannie & Freddie are required to make annual payments into the fund based on a percentage of their new business. Each state will then receive at least $3 million dollars annually (- no precise formula for apportioning the money has yet been established)

At least 90% of the money disbursed must be used on rental properties, and at least 75% must go to help families living at least 30% below their state’s median income or below the national poverty line. States can also use up to 10% of their allocated funds towards their first-time homebuyer assistance programs. These measures will certainly help, but how many more homeless families will there be before these measures finally kick in?
New Developments in water-proof coatings:
Dr. C.J. Brinker led an Air Force Office of Scientific Research-funded team in the development of a super-hydrophobic, or extremely water-repellent, transparent coating. This could be used either militarily or commercially simply to prevent corrosion & oxidation, reduce ice formation, or protect electronics.

Dr. Brinker’s Nanostructures Research Group at the University of New Mexico and Sandia National Laboratories, which was already well known for its breakthroughs in aerogel thin film processing, then drew upon its research to deposit the coating on a small scale while controlling for surface roughness and chemistry. By selectively patterning the coating, water droplets can be made to roll along predetermined pathways so that the wetting behavior is spatially controlled to suit the desired application. 

By altering a chemical precursor, the team managed to control the coatings natural tendency to shrink upon drying. They were thereby able to create a nanoporous coating with super water-repellant properties. By patterning the surface to combine both extremely water-repellent and water-absorbent areas, this could make it possible say to extract drinking water from humid air without the use of energy, or to extract airborne toxins for rapid analysis & detection.

Final Phase of 505/575 Area Code Split Begins October 5.  After this date callers MUST use the correct area code (505 or 575) to complete their calls, or a recorded announcement will instruct them to hang up and redial using the appropriate area code.

- Blessings to all

Michael
Please remember, my business depends upon those who express their gratitude for the service I have provided by recommending me to all their friends & family, and mentioning my name whenever they hear of anyone planning to buy or sell a house. This is a plain & simple business truth. Please do your part to help out. – Thank you!
PS: The US Post Office requests that homebuyers & sellers visit www.usps.com/realmove, where they can fill out their change of address forms online.    – Thank You.
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