Rotary Report
by Jodie Cook 


The Highlands Rotary Club will present a three part program to focus on the economy. This series will be delivered by Tony Potts, Brian McClellan and Steve Perry who are with The Macon County Bank, Edward D. Jones & Co. and Wachovia Securities respectively. This Report is based on the presentation by Tony Potts with The Macon County Bank.

Lake Superior State University publishes a list of overused words every January. Tony Potts with the Macon County Bank notes that “bailout” is on the 2008 list and that “subprime mortgage” should be. 


Subprime mortgages were specifically that – they were loans made to less than prime customers. Not tied to the prime interest rate, subprime mortgages did help people with less than qualifying credit and less than a normal 20% down payment obtain a home. Potts continued that this grew to a “…if we can do that, then we can help everyone get a loan.” From 1978 until about two years ago, the Federal government decided that every American should own a home and the subprime mortgage became a financial tool. The problem that would subsequently occur was that not every American could afford or manage a home and the loan behind it.

Potts referred to a recent 60 Minutes Program which projected that as more Option ARM’s (Adjustable Rate Mortgages) and similar mortgages adjust, they could be another problem in the mortgage crisis. The minimum payment in these type mortgages, Potts explained, could be 2% of the interest per month which could be against a 5% loan. The 5% interest rate is for some period of the loan but not the length of the loan. The difference between the interest being paid and the interest rate for the loan is added to the principle of the loan. This arrangement may work as long as the value of the house increases more than the amount of the loan against the house increases. The problem is when the Option ARM’s change or must convert to a principle plus interest note: payment shock When real estate values went down this problem came forward: the house wasn’t worth the money owed on it – selling the house was no longer a remedy.

One of the open questions on the mortgage bailout is who will qualify for the bailout. If you owe more on your house than it is worth then you likely won’t qualify. Also, if you have bad credit you won’t qualify. When the government says it is going to buy, for example, $500 billion in mortgage backed securities this sounds good but most people won’t qualify. This bailout would produce a 4.5% rate as the government paid $50-70 billion per month in the bailout.

If you plan to buy a home in the next year and your mortgage is going be the less than $417,000 after a down payment, you have a middle credit score (about 720) then you will probably get that mortgage at 4.5% for the term of the mortgage. Current mortgage rates are 

4 7/8%. However, if this is a second home, vacation home, the borrower has bad credit or is self employed the loan will likely not happen. Self employed people were somewhat the beginning of subprime mortgages as they often had good credit, a good down payment but had low taxable income as allowed business write-offs distorted the taxable income figure. Ironically, Potts added, these loans tended to be the subprime loans that were repaid.

Currently, 90% of all mortgages are being paid on time and 3% of all mortgages are being paid within one month of the due date. Only 7% of all mortgages are more than one month delinquent as compared to a normal delinquency rate of less than 2%, however bundled mortgage securities are valued only at 20 cents on the dollar. The fall in the value of these securities is the actual problem as opposed to the loan delinquencies.


Credit score has become a major factor as life insurance, auto insurance rates; loans and so on are based on a person’s credit score. Come this spring, a new credit score model will be utilized which will focus less on how many accounts a borrower has and more on the balances on open lines of credit. For example, utilization of 60-70% of a credit limit would be positive; higher utilization wouldn’t be. Additionally, a habitually-late payer will be penalized more than the payer who occasionally misses a payment date. 

Potts said that house foreclosures in the District 1 Area which includes Highlands are difficult to determine but there have been about a dozen which is more than normal but well under the national average. More recently there has been an increase in foreclosure filings which may be a consequence of the seasonal nature of the Highlands economy. These would be borrowers who do not either see relief in the April-May period or who cannot extent payments until then. 

From Macon County Bank’s perspective, Potts said that they see real estate sales off about 40% for 2007-2008 and off 60% from the record year, 2005. These percentages are in terms of number of transactions and not the value of those transactions. There are about 3000 properties, composed of lots, tracts, houses and condos, for sale in the Highlands area, which is more than normal. 

Highlands’ area housing, in general, is appraising less than the tax assessment valuation. As Macon County property re-evaluation occurs in 2010, property taxes will not decrease because with zero based budgeting the most likely scenario is that the millage rate will increase as the assessment value decreases. Appraised values are running, in general, 10-15% less than assessed value.

Asked if foreclosure was more difficult in North Carolina, Potts responded, that it takes more time in NC to foreclose on a residential property than in many other states and that the actual foreclosure take about six months from the date of the last payment. 


The next segment will feature Brian McClellan with Edward D. Jones & Co.  
