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BY BRIAN BANDELL

outh Florida was ground zero for

above-market mortgage rates dur-

ing the real estate boom, according

to a Business Journal analysis of fed-
al home mortgage data.

The data. compiled by Compliance
‘Technologies, outlines an array of issues that
result i a lingering drag on the region’s hous-
ing market and economic recovery.

e — An analysis
of recently re-
leased 2010 da-
ta shows that
the number of
residential loans was down 84 percent from
its peak in 2005. Lenders granted 401,595
loans totaling $83.2 billion in South Florida
in 2005, but that plummeted to 66,246 loans
totaling $14.6 billion in 2010,

Although the number of loans in 2010 was
the lowest since Compliance Technologies
started fracking them in 2004, the dollar val-
ue was slightly lower in 2009.

In 2006, South Florida ranked third in the
nation for the most residential loans, but it
was 25th in 2010, despite being the nation’s
eighth-most-populous region.

Experts saw signs of improvement for 2011,
hut some key lenders were still cutting back
on new loans. The difficulty of obtaining a
mortgage for most Sonth Florida residents is
adrain on the real estate economy, said Alicia
Cervera, president of Miami-based real estate
brokerage Cervera Real Estate.

“Itis slowing down the recovery!’ she said.
“When you think about all the money we, as
faxpavers, put into banks to aid recovery and
how the banks aren't putting it out there and
lending, there are some real questions about
how the system is or isn't working”

WHAT WENT WRONG

The home lending numbers during the
boom vears were inflated by loans that re-
quired little or no documentation or had
negative amortization, said James Cam-
parella, residential mortgage manager with
Miami-based City National Bank of Florida.

Tougher regulations came out that re-
quired befter income documentation, es-
pecially for loans sold fo Fannie Mae and
Freddie Mae, he said. in addition, private
mortgage insurance companies largely
pulled out of the South Florida market. That
meant banks could no longer offer mort-
gages with high debt-to-income ratios un-
less the Federal Housing Administration in-
sured them, he said.

“PMI companies in this market are still
pretty skittish.” Camparella said. “In other
markets in the US.. they haven't pulled back
as much as they have here. ... We are starting
to see some of them coming back?

SUBPRIME LOAN EPICENTER
"The boom-year lending volume in South

Residential lending drops 84%}‘}0772 péak year
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Alicia Cervera says the difficulty some locals have in getting a mortgage stops progress.
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Florida also was propped up by subprime
loans.

Compliance Technologies lumps them in-
to a slightly broader category called “high
spread” - loans with interest rates signifi-
cantly higher than the market rates of the
area. Not only were they mare expensive
for borrowers, but subprime loans proved
six times more likely Lo default than prime
Ioans, according to foreclosure statistics kept
by federal regulators.

'[he peak year for subprime lending in
South Florida was in 2006, when 42.8 per-
cent of all home loans granted were high
spread. Miami-Dade County had the greatest
rate of high-spread loans in the nation that

i THE NETRHS
Who's lending

Compliance Technologies database
shows that JPMorgan Chase, Regions
Bank, Wells Fargo, ING Bank, BB&T Corp.,
Primary Residential Mortgage and PHH
Mortgage Corp. had the highest year-over-
year growth among large home lenders in
South Florida in 2070.

Bank of America and SunTrust Bank both
had significant cutbacks in their residential
lending in South Florida in 2010,

vear, at 48.2 percent, while Broward County
was eighth. at 41.5 percent, and Palm Beach
County was 48th, at 34 percent.

Weston attorney Roy Oppenheim. who
specializes in foreclosure defense, said the
mortgage broker compensation system,
which rewarded them for making high-rate
loans, and investors' appetites for subprime
mortgage-backed securities are to blame.

“As Wall Street needed more loans to secu-
ritize and feed into its machine, it got harder
to find people who qualify] Oppenheim said.
“Mortgage brokers went to the low-hanging
fruit first - people with high incomes. Then
they went to places where people who had
credit that was not strong and not such high
incomes. When they couldn’t pay, the whole
thing collapsed.”

Under new federal rules, brokers and lend-
ing offers are no longer given extra compen-
sation for making high-rate loans.

Countrywide Home Loans was the largest
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| #The information in this specia report
i

comes from federal Home Mortgage
| Disclosure Act (HMDA) data reported by
i alllenders and compiled by Compliance
| Technologies, which granted the Business
Journal access to its LendingPatterns.com
database to run this feature. The Arlington,
Va-based company's website, at www.
compliancetech.com, places HMDA infor-
mation into a format that breaks down
lending trends by institution, loan type
and geography.

high-spread
morigage
originator by
market share
in South Flor-
ida in 2006.
Tt was later
acquired by
Bank of Amer-
ica, which got
abad case of
indigestion.
In December.
Bank of Amer-
ica agreed to
a $335 million
settlement
with the US.
Department
of Justice over
allegations
that County- 50
wide steered
black and His- 10
panic borrow-
ers into sub- #
prime loans
with excessive
fees and inter-
est rates when
they would
have qualified
forless expen-
sive prime loans.
Bank of America also bought Fremont
Investrnent & Loan, which was the No. 2
high-spread lender in South Florida in 2006.
Of the other major high-spread lenders in
South Florida that year, New Century Mort-
gage Corp. shut down, WMC Mortgage had
its plug pulled by owner GE Capital, and
both IndyMac Bank and Washington Mutu-
al Bank failed. Also high on the high spread
lending list was Chase Manhattan Bank,
which is now part of JPMorgan Chase Bank.

POST-BUST BOOM IN FHA FINANCING
With subprime nearly extinct. morigage
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FHA loans may not be help

Percentage of insurers out of the
non-conventional* market and the abil-
mortgagesissued 1 fo resell mort-
! : gages as securities
in South Florida S i Ty
e banks have turned
c to FHA financing.
s s Borrowers have to
) pay more fees than
Kk with a conventional
1 loan.
1z ‘The percentage of
conventional mort-

gages in South Flor-
ida was nearly 99
percent from 2004
throngh 2007, but
declined to 70 per-
cent in 2010 as FHA
loans hit 28 percent.

Big lenders opt-
Home lending ing out of the mar-
in Seuth Florida ket and FHA restric-
by borrower income tions in 2008 made
it tough to get con-
dominium build-

ings qualified, so
sales of condos in
South Florida be-
came extremely dif-
ficult, said Patri-
cia Hayhurst, who
owned a mortgage
brokerage for more
than three decades
and is now VP of
residential lending
for Miami-hased
Capitat Bank.

Her company
hardly ever made
no-document or
subprime loans, but
she saw their impact on the market.

“We had a lot of condo sales and condo
conversion sales because of no-income, no-
asset Joans] Havhurst said. “So our condos
started to stagnate when we didn't have that
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Capital Bank’s Patricia Hayhurst says FHA loans became less importantin 2011,

Jind of financing.
IMPROVEMENT IN 2011

Hayhurst said ¥HA loans were less impor-
tant in 2011 hecanse it was easier fo gef a 95
percent loan-to-value mortgage with private
mortgage insurance. She expects that frend
to continue.

However, Boca Raton attorney Marlyn
Wiener, who specializes in real estate and
helps borrowers in distress, said FHA lend-
ing is creating new risks for the market.

“Should leans be made
to people who don't have
areal equity contribution
and real skin in the game?”
‘Wiener said. "It is easy to
walk away from property
: | without a big down pay-

" | ment.Tstill have concerns
L-—j—l about the FHA program.

"The alternative to FHA
financing is to put down a
big chunk of equity. Bemvorth Capital Part-
ners President Bernie Navarro said his com-
pany. a private lender in Coral Gables, re-
quires at least 35 percent down. He is willing

Wiener
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Take our Business Pulse survey

“ Should lenders loosen residential loan
criteria to jumpstart the home market? Go
towww.southfloridabusinessjournal.com
tovote and leave comments.

fo overlook some credit history blemishes,
such as short-term unemplovment and an
old foreclosure, in exchange for greater equi-
£y in a property.

“We may be a little more expensive on the
rate, but you can refinance with time.” Na-
varro said.

Cervera said banks often require 40 fo 50
percent down for condo loans in Miami ~ if
they are even willing to finance aupitin a
chosen hailding. Many banks have black-
listed buildings for reasons such as having
too many renters, (oo many units controlled
by a bulk buyer or too many unit owners de-
linquent on association dues, she said. Even
if the borrower checks out, the banks aveid
such buildings because they are considered a

erts agree

Subprime and '-‘f;’dl[ “Sf:t oo
high-rate* loans HCONSEREN
co!r]npared wall  fmspbomske
5. Fla. lendin it difficudt to secure
sRECe 9 financing, Cervera
iy gaid. She has seen
7 A2E% widely different ap-
% i praisals on identical
roperties. When an
8 ‘8 gppgaim] comes in
St BT below the contract
W s price, it often forces
0 7 the seller to lower
~t  theprice or the buy-

er to put down more
cashif the deal isto
close.

‘PIGGYBACK LOANS
HEAREY EXTINCT

During the boom,
borrowers without
cash to put down could easily get a “pigmy-
back” second morigage instead of equity.
That practice has larsely evaporated. Second
mortgages fell from a high of 19 percent of
South Florida home Joans in 2006 to 1 per-
cent in 2010.

Now, homes bought with cash are becom-
ing more common in South Florida. espe-
cially by foreign investors. Cervera said the
overwhelming majority of condo buyers in
Miami are paying cash. Most of these buyers
are foreign investors who use the properties
as second homes more often than primary
residences, she said.

But cash isn't an option for most working
families and middle-class retivees. Even high
down payment requirements are difficuit fo
many families to meet. Cervera would like
to see lenders come up with creative finane-
ing options to help buyers finance down pay
ments over the short term.

“I dont think this economy really improve
until the lending revs up again, Wiener said
“And that desire to get the housing industry
going again could Jead to aggressive. toxic
lending”
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