
Will The President’s New
Housing Plan Reduce Your
Monthly Mortgage Payment or
Help You Refinance Your
Mortgage?

Maybe!  

This past Wednesday, President Obama

announced what his Administration has called the “Homeowner Affordability and

Stability Plan” whose main goals are to help certain homeowners refinance their loans and

those who don ’t qualify to reduce their monthly m ortgage payments.

The Plan consists of two parts:

Part 1) Assistance with mortgage refinancing.

Part 2) Assistance w ith the reduc tion of the monthly m ortgage paymen ts to

those who cannot refinance.

 Let’s see if you qualify for one of these parts of the Plan.

Part 1

Assistance With Mortgage Refinancing

What are the requirements to be able to refinance?

1) Only “conforming” mortgage loans owned or guaranteed by Fannie Mae and

Freddie Mac.  These so-called “conforming” loans are typically first mortgage

loans on residential real estate occupied by the owner(s), where the amount

of the loan at closing was no more than 80 percent of the property’s market

value at that time.

2) The prope rty must be your principal residence but may  be up to a fou r family

property, as long as you live in one of the units as your principal residence.

3) The first mortgage that you already have cannot exceed the current market

value o f the property by m ore than  105%  (includ ing any refinan cing cos ts). 

For instance, if  the property is now worth $300,000, but the balance owed on

the existing first mortgage is $315,000 or less, you qualify.  However, if  the

property is now worth $300,000, but the balance owed on the existing first

mortgage is more than $315,000, you do not qualify to refinance under the

Plan.

4) The amount of the new mortgage is generally limited to $417,000.  Therefore,



if you owe more than that amount, you do not qualify to refinance under the

Plan.  There are a few exceptions.

5) You have to demonstrate that your income is sufficient to cover the new

month ly payment and you mus t have an a cceptable m ortgage paymen t 

history.

6) If you also have a second mortgage, only the first mortgage will qualify for

refinancing.  In other words, you will not be able to refinance both mortgages

into a new first m ortgage to take advantage of the lower in terest rate. 

Instead, you will have to get your second lender to agree to remain in second

position.  However, we do not anticipate that this will be a problem, based on

our experien ce in recent cases in which  we have  assisted hom eowners in

refinancing their first mortgages - even without this new Plan in effect.  The

reason is actually rather simple, the second  lender remains in no w orse

financial position than before the refinancing.

The exact eligibility details (including w hat is an “acceptable m ortgage payment history”)

will not be known until they are announced - according to the President - on March 4, 2009.

Several repo rts that we have studied m akes us thin k that the prop erty owner can anticipa te

also having an “escrow” for real estate taxes and insurance listed as an additional

requirement.  This is not insign ificant, considering the high cost of hom eowners insurance

and real esta te taxes here in F lorida, which  have requ ired many struggling  homeowners to

put these item s on credit cards o r delay payin g the taxes a ltogether beca use of their

inability to save or to set aside the month ly amount necessary to make these payments.

It’s also important to understand that there will not be any principal reduction in your

existing first mortgage.  All tha t is happen ing under the Plan is that Fannie  Mae and  Freddie

Mac are being requ ired to ignore their normal rules so as to allow you to refinance your first

mortgage into a lower interest rate, even though the balance due is more than the 80

percent maximum that they allow.

We also anticip ate that  only citiz ens and residen t aliens w ill quali fy unde r the Plan . 

Howeve r, as previously sta ted,  the exact elig ibility details w ill not be know n until March 4,

2009.

If you qualify for refinancing under the Plan, this is actually a very good deal because

conforming mortgage loan rates are hovering around 5 percent these days - that’s for a 30-

year fixed. What’s more, we handled the closing for a client in the last few weeks, who was

able to refinance her variable interest rate mortgage into a 15-year fixed at less than 5

percent!

Part 2

Assistance W ith The Red uction Of M onthly Mo rtgage Payments

Well, let’s suppose that, unfortunately, you do  not qualify to refinance, since the balance

that you ow e on the first mortgage on  your principa l residence is sup erior to the limit

previou sly descri bed, or for other reasons.  In tha t case, let’s see  if you cou ld qua lify for a

reduction in your monthly mortgage paymen ts.

This second part of the President’s Plan consists of a 75 billion dollar contribution by the

government to prevent foreclosures by temporarily lowering the monthly mortgage

payments for those families that do not qualify for the refinancing listed above.  Typically,



they are those folks who purchased with 100  percent financing (or close to it) in the last

several years, or whose home values have declined so severely that they owe more than

105 percent of the present value  of their homes.

This part of the P lan focuses on  helping th ose families w ho are at  risk of imminen t default

despite being current on their m ortgage payments.

What Are  the R equirements  to Modify  Your Loan in O rder to Reduce Your Month ly

Mortgage Payments?

1) You do not have to be delinquent in your mortgage payments but it is not

important if you are.

2) The property must be your principal residence (it cannot be investment

property).

3) Your present monthly mortgage payment constitutes more than 31% of your

gross income.

4) You do not owe more than $417,000  on your first mortgage.

5) If you have more than one mortgage on your principal residence (for

example, a second  mortgage or an equity line of credit (HELOC), only the first

mortgage qualifies fo the modification.

How Does This Part Of The Plan Reduce M onthly Payments?

First, the lender reduces the interest rate on your mortgage to a level that results in your

monthly mortgage payment being no greater than 38% of your gross income.  Next, the

governmen t will contribute an additiona l monthly sum  to the bank in order to further reduce

your monthly m ortgage payment to a sum equ ivalent to no more than  31% of your gross

income.  Lastly, you can receive an additional monthly payment reduction of up to $1,000

each  year for  five yea rs, for as lo ng as  you stay current on  the new mortgage payments.  In

other words:  $1,000 / 12 months = $83.33, per month of additional mortgage payment

reductions!

Since this is a voluntary program, the Plan calls for certain incentives for all parties

involved.  For instance, loan servicing companies will receive a fee of $1,000 up-front for

each eligib le modifica tion made unde r this Plan.  They  will also receive additional m onthly

payments of up to an additional $1,000 per year for up to three years, for as long as the

borrower stays current on the loan.

The lender will also receive an incentive payment of $1,500 and the servicer another $500

for any modifications made for those borrowers who are still current at the time of the

modification.

These lower payments are kept in  place for five years, after which the lender can gradually

increase the interest rate up to the conforming loan rate that was in effect at the time of the

modification.  For example, at present, the interest rate on these types of loans is around

5%.  Therefore, if the bank lowered your interest rate to - let’s say - 3.75% in the

modification, the bank  can increase the loan’s interest rate to 5% after 5 years.

Not everyone will qualify for this Plan.  For instance, if the lender determines that the

expected cost of a loan modification - even after considering the expected government



payments - is going to be higher than the cost of foreclosing on the loan and selling the

property, that borrower will not be eligible.

In addition, the Plan will not allow lenders to modify the interest rate on the mortgage loans

below a 2  percent level.

The two parts of the Plan: R efinancing  of certain loans and reduction of mon thly paym ents

for those th at do no t qualify  for refinancing, w ill undoubted ly help some homeowners . 

However, we believe that its effect here in South Florida will not be as significant as in other

parts of the country because of the severe decline in real estate values here.

Indeed, according to Zillow.com  - an online provider of real estate data - last year almost

one in six owners nationwide owed more than their homes were worth and 28  percent of

homeowners in Miami-Dade and Broward counties were upside down in their mortgages by

the end of 2008 because of the significant drop in real estate values - as much as 43

percent in those counties.

We also believe that the  loan modification part of th e Plan would be m ore effective in

helping Florida hom eowners if it were m anda tory and  included principal reductions. 

Otherwise , the reality is that m any hom eowners in  this state will sim ply allow th eir

properties to go into foreclosure, as it makes little sense to them to continue making

payments on a mortgage balance that is so much higher than the home’s market value that

it will take many years to catch up to the original purchase price.  The result will be a

continued erosion of real estate values in Florida.

Done t & Donet, LLP is a fu ll service law firm w ith an emphasis on real estate, fo reclosure

defense, church law, business and construction litigation, probate and guardianship.

Our team of lawyers, paralegals and legal secretaries are dedicated to the highest level of

professionalism and are constantly honing their skills through continuing legal education

seminars and workshops.  Our attorneys are also involved in governance and advisory roles

in the legal community.

Whether you are cons idering refinan cing, purchasing or selling your hom e, or if you find it

impossib le to avoid foreclosu re, we are here to help you.  You  will not receive any emp ty

promises or a sales pitch, just honest answers to your questions and the guidance and

quality legal advice that earned us the Tradition of Excellence award .  Call our o ffice for a

free consultation.  You owe it to yourself and your family to make informed decisions, not

rash moves based  on radio or tv commercials.
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