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Pre-approval Means More Than Just a Lender Letter

By M. Anthony Carr

One of the most problematic pieces of the property-
buying process these days is the financing contingency.
Basically, this contingency says to the seller the buyer
will buy his house contingent on the purchasers' ability to
get a loan to finance it.

The financing contingency paragraph may give 7 to
14 days for the buyer to remove the contingency. If the
buyer is successful, then the transaction moves toward
closing. If not, the seller could have a null and void
contract or he could be looking at a buyer in default.

The financing contingency paragraph (FCP) is very
important. It's fraught with deadlines and I've seen a lot
of agents get buyers and sellers wrapped around the
axle on this one by mistake and cause some to lose
money and others file lawsuits. It can be used as a
means to hold the buyer to the contract, but it can also
be used as a means by which the buyer can get out of a
contract.

The FCP involves the buyer, seller and loan officer --
and possibly more parties depending on what type
mortgage product you're looking over. If the house being
sold is involved in a short-sale or foreclosure, the FCP
may need to be accepted by a third party, not just the
seller, before the contract is ratified.

In most contracts, the buyer puts up an earnest
money deposit -- usually about 1 percent of the sales
price of the house, but it could be more or less
depending on the customary amount in your area.
Nevertheless, if the buyer defaults on the contract (which
could happen in various ways), the seller may have a
right to keep the earnest money deposit. Again, this
could be thousands of dollars.

One way the default could happen is through the
FCP. So here are a few steps to keep in mind in
removing this contingency and keeping your deposit safe
and the transaction on track.

o Apply for and get pre-approval for a mortgage before
making an offer. This is so important in today's market.

Even though you may have been watching home prices
drop in the last few months, the price of money has not.
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It's been getting more expensive. Thus, if you apply for
your mortgage before you've even gotten into the
contract-writing process, then you'll already know your
buying power, the lender will have already looked at the
blemishes on your credit and verified your income and
assets.

e Name it and Claim it. Many contracts require the
buyer to stipulate up front what type of loan will be used
to purchase the house. This is so the seller can
determine if the buyer is high risk or not and if they have
generally good credit. Unless the property is being
purchased with all cash, this part of the contract will
most likely be filled out. It may stipulate if the loan is a
conventional (or conforming) mortgage, or if it's a special
type program such as FHA or VA (government-financed
programs). Since you have to name the loan type up
front -- be sure to carry out step 1 above.

e Be honest about your credit history, your income and
your assets. If you make $45,000 a year and UP TO
$10,000 in bonuses -- that doesn't necessarily add up to
a $55,000 income. If the lender writes your letter based
on your stated income of $55,000, then only $46,000
can be verified once you've written your contract, then
you may not be able to get the preferred lending rate
and terms -- ergo, you may not qualify. While you may
not be in default, it means you have to start all over
again.

e If your application starts going south, let the seller's
agent know about it as soon as possible. The facts are
the facts. If the lender starts letting you know you may
not get your loan approved, don't keep it a secret. The
seller needs to know so he can decide on whether or not
to give the buyer more time or to cut bait and get back
on the market.

In essence, get the money part of your home-buying
process wrapped up early. If you know what you qualify
for in the beginning and you know what credit problems
you have, these won't be a surprise on the back side,
leaving you with few options and possibly less money.
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