‘For Sale’ signs a barrier to refinancing home

Homeowners who have tried and failed to sell properties, and are now looking to revise their often burdensome loans, face banks that are making them wait

By Mary Umberger

Tribune reporter

January 28, 2008

Cherya Jenkins says she has been snagged by a Catch-22 of the mortgage-market mess: She wants to refinance the loans on her West Side three-flat but hasn't been able to -- because she tried to sell the building last year.

"People who are facing rising payments in the future are being told to try and sell first," said Jenkins of Chicago. "But if they can't sell the property, they have essentially ruined their chance to refinance it."

Mortgage experts say that though this is not entirely true, the sluggish housing market may hold a rude surprise for frustrated property owners who have given up on selling and aim to refinance at the most attractive interest rates the country has seen in nearly four years.

"When your home is on the market or has been on the market, generally, you're not going to be allowed to get a new mortgage," said Keith Gumbinger, vice president of HSH Associates, a mortgage-industry publisher.

At least for a certain period of time. That's because, he and others say, the mortgage business tends to presume that if you refinance your home after a failed attempt to sell, you still might try to sell it soon -- paying off the loan and thus erasing any profit the lender might have made.

It's not a new policy but, in the heat of the housing boom, it didn't come into play very often. Homes sold in such a snap that few stymied sellers came around looking to refinance.

Times have changed. The inventory of homes on the market in the Chicago area swelled in November to about 111,000, according to data from the Multiple Listing Service of Northern Illinois. In November 2005, when the market was beginning to cool, there were 73,000.

An average single-family home here is spending about 200 days on the market these days, according to MLSNI. That's despite the recent slide in 30-year mortgage rates, which averaged 5.48 percent Friday, the lowest since March 2004, according to Freddie Mac.

Those rates also have presented some would-be sellers with the opportunity to lighten their payment load by refinancing. But it's typical for ex-sellers to have to wait three to 12 months after taking their homes off the market to refinance, lending experts say.

"I've seen it twice in the last few weeks," said Dan Green, a mortgage broker with Mobium Mortgage Group Inc. in Chicago.

One client is now waiting through the 90-day post-listing period his lender stipulated; the other managed to get a loan approved by a lender that had no days-off-market policies.

And that client is lucky he acted when he did, Green said. "I'm pretty sure that had we submitted the loan now, it wouldn't have gone" because the lender's days-off-market policies have changed, he said.

The snag isn't widespread -- yet.

"So far, the people looking for these refi's are people in trouble -- speculators, investors and marginal players who also need to take cash out [of their new loans]," said Ken Perlmutter, president of Perl Mortgage in Chicago. "That's not our typical profile client, but people in those situations are going to have a hard time."

Viewed as more risky

Green said, in general, banks regard properties that have been for sale as more risky.

"A home that's recently on the market and didn't sell is likely to go back on the market in a short period of time," he said. "It's a signal that [the borrower] won't have the loan for long, and banks prefer you to hold on to your loan."

Jenkins said, however, that the irony in her situation is that she and her husband, Nathaniel, intend to hang on to the Austin three-flat for several years, though it was on the market for the better part of 2007.

In October, they gave up on selling and decided to keep the building to recoup the money they had spent on repairs, she said.

But in November, she said, they learned that their payments would go up by $175 a month in February, to nearly $2,400, to cover a shortfall in her property-tax escrow account.

The couple, who have strong credit scores, applied to National City Bank to refinance her two mortgages on the building, at 7.5 percent and 9.5 percent, respectively. National City, which holds the 9.5 percent loan, offered her a rate that would have compensated for the $175 monthly increase, she said.

Her loan representative said that because the appraisal revealed that the house had been for sale in 2007, the couple would have to wait 12 months from the date the listing ended.

Jenkins began calling other banks, prefacing each conversation with the news her three-flat had been on the market in 2007. Numerous lenders told her the building would have to be delisted for three to 12 months to be considered for a refinance.

Investors' demands

A spokeswoman for National City said she couldn't discuss specific customers but added that a 12-month waiting period would not be unusual. "The issue is not a matter of bank policy but one of what criteria investors on the secondary market set forth when agreeing to purchase loans from lenders," said Terri M. Wilson, a vice president for media relations.

Lenders vary widely in how long ex-sellers must wait before applying for a refinance.

Wells Fargo Home Mortgage, for example, said it generally stipulates six months from the end of a listing, though exceptions are possible, a spokesman said.

Bank of America said it has no waiting period for refinancers who want only to improve their rates or the loan terms.

However, if they are looking to take cash out, they must wait 90 days to apply, a spokesman said.

Generally, a relatively new loan on a property that gets sold is likely to be a money-loser for lenders, who have battened down the hatches.

The Mortgage Bankers Association in Washington, D.C., said the net cost to originate a loan rose to $2,476 in 2006 from $2,049 in 2005.

"I'm not a banker, but there's an expense of doing a loan, and they don't make money for a few years," said Perlmutter.

Brokers report that a few lenders say they don't care whether the home has been for sale.

"At most, it's a handful," said Green. "If you're not doing a full-documentation loan, I'm not sure any bank would handle it. It is possible, though, that smaller, local banks might make exceptions."

However, generally, lenders who make those loans require owner-occupancy, which would disqualify the Jenkins property.
Jenkins says the owner-occupancy issue never arose with lenders she talked to; the stumbling block always was the for-sale sign.


