Ways to Avoid Mortgage Mishaps
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Mortgage rates are on the rise.  This is what your bank, newspapers, and neighbors are telling you. Homebuyers can follow a few simple steps to avoid undue financial stress when applying for a home loan.

A mortgage is a long-term loan that uses your house and the land it sits on as collateral.  Signing a mortgage loan gives the lender a lien against your property, which means if you fail to pay the loan, the lender can foreclose on your property.

When beginning to look at obtaining a mortgage loan you should know that there are many institutions to obtain one from.  You can go through thrift institutions which are savings banks and savings and loan associations, commercial banks, mortgage companies, credit unions, or online mortgage companies.  You may not want to deal with finding an institution by yourself in that instance you could hire a mortgage lender whose job is to find the best lender for you.

Before obtaining a loan, borrowers should know whether it will have fixed or adjustable interest rates. Fixed-rate loans offer fixed interest rates and monthly payments for usually 15 or 30 years. These loans are popular because many borrowers like the fact that the value of their monthly payment will never decrease or increase.

With adjustable-rate loans the monthly payments will vary over time because of fluctuating interest rates. Initially, adjustable rate loans have a lower fixed rate than that of a fixed-rate mortgage but as the years progress you may wind up paying more than if you had borrowed with the fixed rate mortgage. The rate on an adjustable-rate loan is set for a certain number of years and after that there are various adjustment intervals at which point the interest on the mortgage payment will increase or decrease based on interest rates at that time.

As consumers you need to be aware of possible mishaps with your mortgages. Balloon mortgages can leave consumers with a large payment several years into the mortgage. This is usually true of interest only mortgages. All you are paying is the interest each month and after a certain number of years there is a balloon payment that for the principal amount due on the mortgage. Consumers taking this type of mortgage need to pay attention to the due date, and have the money ready for the balloon payment or seek a new mortgage before the balloon payment is due.

If the amount of the mortgage is greater than 80 percent of the value of the property, the Federal government requires the lender to charge the borrower for PMI (Principal Mortgage Insurance). PMI is an added expense that consumers should try to avoid if at all possible.  The PMI payments are added to the monthly mortgage payments.

One way to reduce the length of the mortgage is to add one extra principle payment per year. Some lenders do this by taking bi-weekly payments from the borrower. Doing this cuts seven and a half years off your mortgage. Because the mortgage is paid off sooner, the consumer saves money in interest paid to the lender.  You can also establish an automatic payment system to relieve some of the stress you may feel when it is time to pay those monthly bills.  To set up a payment system you can contact your mortgage lender for an automatic payment form.

Consumers who take a 15-year mortgage have higher monthly payments, but save money in total interest paid over the life of the mortgage.  You will save the interest money you would have spent in that extra 15 years of payments.

Compare terms and interest rates when shopping for a mortgage. It is usually best to consult at least three different lenders.  Refinancing your mortgage can be financially advantageous if you can get a rate that is at least one percentage point lower than your existing mortgage rate and plan to keep the new mortgage for five years or more. You can save thousands of dollars by shopping, comparing, and negotiating.

Getting a mortgage can be complicated and confusing for many consumers. Be careful when you apply for a mortgage because there are mistakes and common mishaps that can occur and, as a result, cause hardship for homeowners 30 years after getting the loan.

Additional information on financial planning can be obtained at the (Your County) Cooperative Extension Service.

Educational programs of the Cooperative Extension Service serve all people regardless of race, color, age, sex, religion, disability or national origin.
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