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Construction
loans harder

to get in ’90s

By Doug Funke
stalf writor

This article, the third in a.series about banking in
southeastern Michigan, explores lending practices

relating to commercial development and home

mortgages.

Bankers generally have declded on thelr own — with-*

out much'of a push from federal regulattons — to Ught-
en the screws on developers and bullders who want to
borrow for new profects.

“{Federal) standards haven't changed. The eaviron-
ment in which the developer operates has changs
sald Justin L. Moran, a consultant to the industry and a
spokesman for the Michlgan Bankers Association.

“For devclopers in the last few years, it has clearly
become more diiflcult to get loans. That's atmply a re-
flection that many types of development are overbullt.”

Robert Heinrich, president of the Metropolitan Na-
tional Bank of Farmington, agreed that market forces

and good buslness sense rather than government edlets .

glve rise to policies In every lending category,

“When you experience losses, you start looking where
they're occurring and start tightening lending criteria in
that aree," he said,

HDME MORTGAGES, equity loans and reflnancings
are more readily avatlable because they're safer, Moran
said. The.collateral, the house or condo, is valued as
more than Just an invesiment. And the amount of money
loaned for a residence Is much less than for commercial
ventures.

“Everyone has to tve somewhere,” Moran sald. “If
everything goes wrong, you (the banker) are going to
;ecover most of what you lose anyway when you sell the

ouse.

“There has never been a qucs!iun on the avallability
of money for home mortgages,” Moran added..*For the
last 58 years, qualified buyers have had no problem. In
the Jast few ycears, it has been easler than ever.”

More mortgage money has become avallable due to
sccondnry linanclng markem and the rise of federally-

speclal writer

1lke the Federal

“I'm not really working with a (supply) Umit. . . be-
cause I'm sclling off and always getting maney back to
work with,” Helnrlch said.

MOST BANKS sell thelr resldential martgages falrly
quickly, Moran said. "“The (secondary) market (s so
busy, 50 active, you can't get your arms around it.”

Banks that setl mortgages on secondary markets”
make their money on originatlon fees and a small
monthly fee for continulng to service the morigages.

“The packagers like GNMA, FNMA and other syndicates, *

earn a small cut by packaglng the mortgages.

Secondary mortgage buyers, which can be pension
funds, Insurance companies and maybe cven other
banks, lock in long-lerm interest Income at perhaps a
hall percentage point less than the original morigage
rate.

When Interest rates skyrocketed In the late ‘70s and
carly '80s, banks rlsponncd with adjustable rate mort-

BAR!

“lellllcnlion: for buyers I don't think are more
stringent loday than 10 years ago,” sald Sam Krels, vice
president of construétion lending for Comerlca.

GENERAL RULES of thumb — no nidte than 28 per-

- cent of monthly gross income applied to the mortgage

payment (interest, principa), taxes and insurance) with

total debt not to exceed 38 percent of manthly groas.

Mcrlgagm alse can be used as bait,

“It's an ideal vehlcle fora bank to make good custom-

T I * Krels said. Cu with a mort-
gagc at a bank are Jikely to have a checking account
there as well as a credit card and maybe a money mar-
ket account.

Bankers use some baslc princlples on loan dectslons
whether the applicant is a first time buyer looklng for a
starter home or a veteran developer/bullderof a multi-
million dollar offlce complex.,

“The esscnce of being a lender is managing risk,”
Moran sald. “They look at character, cash flow and col-
lateral.”

Cash flow s especiaily big.

“BANKS ARE very worried about the abillty of real
estate developers to sell, lease or rent propertles,”
Moran said. “In the last couple of years, it's very hard
to demonstrate cnsh flow on buildings unless you have
tenants to line up.”

Richard Roeser, a Birmingham eifice developer and
president of the Building Owners and Managers Assocl-
alllnn recalls the days when structures went up on spec-
ulation.

“f can say we have more difficully today than In the

E ot BANK .

‘For developers in the last
few years, it has clearly
become more difficuit to
get loans. That’s simply a
reflection that many types
of development are
overbuilt.”

— Justin L. Moran
bankers association

past,” he said. “They (banks) are probably (requiring)
preleasing of 60-80 percent now and banks will take a
hard Joek at the credit worthlness of the leases,” Roeser
said.

Developers also have to put more of thelr own money
Into projects now before even applylng for a construc-
tion loan.

Like 30-50 percent compared to 0-2¢ percent during
the building boom, sald Keith Sant, manager of the
Southficld branch of Cushman & Wakeield, a commer-
clal real estate firm.

“THE MORE cquity a landlord has to put to a
project, the less risk is perceived for the lender,” Sant
said.

Deyelopers typically finance a construction loan
thrgQgh a bank for 18-24 months at a rate one or two
percentage points above prime. The money is daled out
as the projoct progresses, with the developer paying
monthly Interest on the outstanding balance.

* During construction, the developer tries to line up
tenants and permanent financing from Insurance com-
panles, penslon’funds, real estate investment trusts and
magbe even other banks,

The pérmanent loan is pald back from rents. Thal
loan is usually at a lower interest rate than a construc-
tlon loan since it's less risky; Roeser sald.

Bankers like a shorter payback period, three to seven
years with a 10-year maximum, for even 2 permanent
loan, Moran said. The payback peried may be 15-25
years from other lending sources.

Developers who are doing commerclal pmjccu now
are serambling for an equity stake before even pllcmng
banks for construction loans.

“Money is not as readily available In the dcvclnpmcnt
community as well as in all business communities,”
Roeser sald.

So parinerships and syndicates are formed for even

National Mangagc “Assoclation,

Spending by consumers
to bring end to recession

By R.J.King

When will the recession cnd? With
the advent of peace at hand, lower
oli prices and atfordable interest
rates are expected te buoy consumer
confidence and “revive everything
from nuto sales to new-home con-
structlon.

That’s the optimistic outlook, at
least. But with such vexing problems
as uncmployment, reduced over-
time, a nationwide credit crunch and
embattled real-estate and banking
sectors, the economy could be down
for months.

“A recesslon is always a tough
thing to shake,” said Tim Brennan, a
professor of cconomics at Madonna
Unjversity In Livonia. “Once a few
industries start 1o slow, and the me-
dia pleks up on it, all of a sudden you
have a national crists on your
hands.”

Most consumers, sald Brennan,
are confused. They want to know
which way the cconomy will ga and
when the recession will end. But

_with so much conflicting data, there

are no easy predictions.

“There’s pleniy of mnncy 'y out
there, but it’s not being spent,” Bren-
nan sajd. “People sec the stock mar-
ket going up, but at the same time
unemployment (s rising. For the
economy Lo recover, consumers have
to start spending money agaln,”

WHILE TIHE STOCK market had
been heading toward all-time highs
with a few downturns following the
atlied liberation of Kuwalt — a sign,
if history is a rellable gulde, that a
comeback ts in the making — dis-

* turbing trends still linger.

Since June, 1.6 milllon Amerlcans
have lost their jobs. In addltion, con-
sumers have held tight 1o thelr cred-
1t cards as Instabiments dropped $2.4
billion In January, meaning people
are borrowing and spending less, a
fact underscored by sluggish retail
ligures,

Spending is vital to a recovery,
said Brennan, as consumer cxpendi-
tures account for two-hirds of the
nation’s gross pational product and

was e sole spark leading 1o the

comeback from the last recession a

—decade agy. Bul”livw Lo convince ™

copsumers to reach deep into their
? And will

"spenaing again be the catalyst for

economic growth?

Davld Provost, president of the
Bank of Bloomfield flills, cautlons
against optimistic predictions. Baby
boomers, he said, who were part and
parcel of the cconomic. expanslon
during the *80s, are aging and saving
money for retirement and their chil-
dren’s education.

“Spending by baby boomers Is
much more conservative today than
it has been since 1984, said Provost.
“Instead of flashy purchases like ca-
viar, baby boomers are stepping
back and making more conservative
purchases.”

ANOTHER SIGN of fiscal re-
straint — since Iraq invaded Kuwait
on Aug. 2, deposit transactions have
risen sharply at the bank while lend-
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Tax return bell tolls next week

April can be the cruelest month,
thanks to the arrival of the taxman.
But you can ook back on the tax sea.
son without remorse 3 you review
thls last-minute filing .checklist
drawn up by the Michign Assoclaiton
of CPPAs, based in Farmington Hills.

® Don't deduct reimbyrsed ex.

“penses* Pat's annual mzdlczl ox

penses came to $3,700, As he under-
stood the tax law, these cxpenses
were deductible to the extent that
they exceeded 7.5 percent of his ad-
Jusied gross income (AGI), which
was $36,000. Thus, on his tax return,
he deducted $1,000. What he fajled to
take Into account was that hls Insur-
ance company had telmbursed
$3,000 of hls medical costs. Because
of that, Pat could not deduct a single
cent of his unreimbursed expenses.
Before malllng your tax return,
carefully review your miscellancous,
medical and casualty-loss deductions
to cnsure hat you have not acclden-
tally iocluded_any expenses T

" bursed by your employer or lnsur-

ance company.

® Cheek the correct fillng status’

box. This is important because it dle-

- tates the tax rate you will use ta cal-

about hall way down the page. You
should not staple though the entire
return.

Banks, brokerage firmns, and mhvr
fnstitutions issue 1099 forms to re-
port the interest and dividends your
investments have mrncd Unllku w-

2 forms,-1089.f: -~

culate your tax liabllity. Your fillng
status also determines whether you
are cligible to clalm certain exemp-
tions, deductions and credits.

® Revlew your W-2 and 1099
forms. You should attach to your re-
turn a W-2 form from cach employer
for whom you worked, showing your
wages and the amount of income and
Soclal Security taxes withheld, It
you recelve a pension or annulty, you

relm-_should_recelve a_Form_W.2P._Re

sure the total tncome for all W-2
forms submitted corresponds to the
{lgure you enter on your return, The
IRS asks that you staple your W2
forms to the front of your Form 1040

|

be attached to your return (unless
tax withholding Is shown on thesc
{forms). The forms shauld be chocked
to cnsure yau have reported all the
interest and dividends attributed to
your accounts,

& Provide Social ';ccurily num-
bers for dependents. On your 1990
Teturn, you tnust report a Social Se-
curlty number for any dependent

end of 1990, Next year, you wili have
to report Socla) Security for any de-
pendent who §s at least 1 year old.
Fallure to list this number may re-
sult in a $50 penalty. Also, If you are
claiming a tax credit for chitd or
—other-dopendent-care.-you-wil-need-—!
to provide the taxpayer identiftca-
tion number or Social Security num.

ber of the care provider, along with -
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who was at least 2 years old by the
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| J)’ . MAILBOX&
e pOST-SPECIAL

Ihnd ceafted & selected « Water protective presenvative
Auratie rougn sawn ceaar « RUST resistant screws

« Soun brass pull * Built 1o 1ast as long 3s your home

= Newsspaper chute attached « Installation* by our expenenced

+ Extra cenvenience of mailbox instalicrs pasts are setn 2 feet
extender ncluded of concrete

FREE INSTALLATION!!!

COUNTRY HOUSE
SPECIAL

Mitox on axa
NOVSPARer chute Crossarm L
NOowW

*149 SR

COMPLETELY INSTALLED®

~

$177
anaticn

CUSTOM RANCH o

Mailbox on 4x4 milled post & .
newspaper CHU(E

Reg. $288 -

nstallation 52 1 o

COMPLETELY INSTALLED®

MJI;DOX on 6x6 milled
post with newspaper

Reg.-6412 - Installation

wow ' 345

COMPLETELY INSTALLED*

1352 Combermere, Suite 1, Troy
(Located Between Livernols & Rochosm Rds.,
South of Maplo (15 Milo)
SHOWROOM HOURS:
MONDAY-SATURDAY 10-5 PM
WAVNE OAXLAKD, MACOMD CDIJND[S

.--u Py

OR SHOWROOM VISIT

CALL 589- 0677 [ouHome seraii NT




