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REAL ESTATE

- Default rate of plggyback’ loans spurs
Wdll Street to action

By EENNETH R. HARNEY

. Vedhirfgton Post Writers Groug:

Thp-,

VMWASHINGTON —  Wall
BAfeet i sounding the alarm on
Offe of the most pipular ways to
Dy & house [ many high-cost
Ao 'mround the country — so-
“piggyback” programs
that mesh first mortgages with
, Bsdond:lien credit line¥ or mort-

gAHeE, |
© mka.of July 1, the most Influen-
thef ritings agency In the mort-
- ghRe arena, Standard & Poor's

D, has upped the ante for
Jenllers -who fund plggyback
deals, The move is likely to raize
ihterest ratos and fees for some
hc;)me purchaszers this surnmner,
3a;y mortgage experis, and could
reducethe volume and availabil-
ity of plggyhavk Programs over-

: -Tne reason for the change, ac-

- credif-analyst Eyle Beauchamp,
i hat an exhaustive study. of
piggyback loans found them
anyWhEre from 43% to 50% more
‘Jlkely “to go into default than
cumpa.rablﬂ stand-alone fArst-
- Hien purchase trunsactions, ‘

Plggyback plans were devel-
ped 85 & creative response to;
soaring home prices and borrow- ]
s desires to stretch their
'dawn-peyment cash while avoid-

ihg private mortgage insurance
remiums. In traditional tnanc-

\_f feige, A borrower with less than a
00 down payment typleally

‘must pay for mertgage insur-

- anee premiurns, In piggyback ar-

irtangements, by contrast, the:
borrower takes out & traditional
! inortgage for B0% of the property -

B value, but simultaneously ob-

I tains a semnd fien for o portion
- grall of the balance — and avoids
- PMI payments!
., Banks and other lenders offer
& wide varlety of piggyback op-
tions. Por example, an "80-20" -
- pigegyback would require zero
. down payment — an 80% stand-
ard first mortgage and a credit
“lne or fecond mortgage covering
the 20% balance. An “80-10-10"
would involve a 10% down pay-
meént;: an “80-15-5," just 5% down,

. analytic services for MGIC, a |

“tlon. "The Securities market has

With their low eash require- |
ments and often-generous credit
standards, piggybacks have
been wildly popular among
home purchasers during the last
Several years. "According to a

study by SMR Research Corp., -

piggybacks quadrupled their
market share from 2001 to 2004,
In a sample of loans in California
markets, according o the SMR

study, the percentage of plggy-
backs exceeded 60% 1h solng
cases, .

Standurd & Poor's po]it.y
change cffectively requires lend-
ers selling piggyback loans into
secondary-mortgage-market
bong pools to purchase substan-
tial, additional credit enhance-
ments — added protection for
bond investors against the
higher expected default rates.

Ted Durant, vice president of

large Milwaukee-based private
mortgage insurer, waz not -sur-
prized by Standard & Poots sc-

recognized the risk” that piggy-
backs entail for some time, BEs-
gentially they are low- or no-
down-payment. Inans — which al-

ways carry higher default risk
than loans with conventipnal

0% Sewn poyments — but with
his insurence to handle that el-
evated risk.

One reagon for the higher de-
faults: Though fhe Interest rate

on the first-Hen morigage may be

fixed, many of the second liens in
plggybacks have been floating-
rate Tlome equity credit lines,
They arc tied to short-term in-
terest-rate movements, espe-
cially the prirne rate, and are ex-
posed to [requent paymient
increases &g short-termn rates
rise, ‘The Federal Reserve's
steady drumbeat of gquarter-
point inéreases over the last year
has weighed heavily on buyers
who took oul piggybacks in 2003
and 2004, when short-term rates
were al near-record lows, They
have been forged to reflnAnce
their Icans or find the extra
mionthiy income to pay for the

rising costs ar their oredit finya.

With low equity and homs
price appreciation {latiening i
unece-zesty markets, many plggy-
back borrowers  are  beloy
sgueeded financially.

A gecond reason for the de.
faults; Significant numbers of
piggybacks have been made to

‘buyers who were [finsacially

stretched to begin with and had
margingl credlt scores. ‘

In Standard & Poor's analy-
sis of nearly 640,000 piggyback
transactions, borrowers with FI-
CO scores below 6680 were 50%
more likely to become delin-
quent than & braditional single-
lien mortgage borrower with the
identical eredit score. The exira
variable-rate and rising raonthiy
cosl factor associated with the
pigeyback apparently was too

[See Housing, Page K]
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piggyback’ risks
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much to handle for buyers who
were fnancially chellenged to
begin with.

More ominous still for the
plogyback market: Federal fi-
nancial regulators are expected
to issue guidelines for lenders
within the next few menths that
will force them to throttle back
on piggybacks, payment-aptlon
loans and intérest-only loans to
borrowers with marginal credit
seores and incomes.

‘The bottom line for Borrow-
ers: Recognize the heightened
risks assoctated with piggybacks
and make sure your loan officer
discusses them in detaill. Ask
about alternatives that might be
more appropriace,

Comments for Kenneth K.
Harney can be sent to
kenharneyiearthlink.net.




