Charting Your Course
to Home Ownership

Twenty Questions to Ask
Before Choosing a Mortgage

To choose the best mortgage for yourself, you must know about the different
types of mortgages. But, that’s not all you need to know. You must also find the
available options and evaluate each thoroughly. All mortgages of the same type
are not exactly alike.

The Mortgage Search

Failing to comparison shop for your loan could be a costly mistake. Shop for
interest rates. For example, the difference between a 6% and 7% interest rate on
a $100,000 fixed rate mortgage costs $65.75 more per month and $23,670 over
30 years.

Another costly item is origination points. Each point equals to 1% of the loan,
which will be charged at closing. Each additional point on a $100,000 loan will
result in an additional $1,000. The larger the loan, the more such differences
cost up front, but paying points can reduce your ongoing interest rate.

Mortgage Sources

Traditional home mortgage lenders — banks, credit unions, mortgage companies,
online financial or mortgage companies and Rural Housing Service offices are the
most common sources of mortgage loans. In addition, some financial companies
and large corporations offer home loans. Special home ownership programs

and loans may be available through local nonprofit organizations or government
agencies.

Search Methods

Here are some ideas of how you might locate your mortgage options and
narrow the list to a few you can analyze thoroughly:

* Some newspapers publish a weekly mortgage rate report in the real estate
section. If all local lenders do not choose to participate, the list will not
be complete. Still, it could help you follow rate trends, weed out some
choices and give you a basis for comparison.

* It may be helpful to check any mortgage advertisements in newspapers
and direct mail promotions. Ads should be interpreted carefully and
not become the sole basis for your decision. They don’t usually contain

Research & Extension enough information to make fair comparisons.
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Life Saver
Conduct all
mortgage inquiries
within a 30 day
period to count as
only one inquiry on
your credit score.
Inquiries made over
a longer period of
time may impact
your credit score.

Local realtors are often an excellent source of current information about
mortgage rates and terms. Most agencies survey all the major lenders

in town every week or two as a service for their clients. Here again, the
information they gather is probably not enough to make a final decision.

* Go online. Internet searches are a newer way to comparison shop for

a mortgage loan. To find a reputable internet search engine, ask friends,
family and co-workers for recommendations. A respected real estate
agent is also a good source. Searching mortgage Web sites will likely
reveal offers that appear to beat those of conventional “brick and mortar”
lenders. However, this may not always be the case, as all offers also
depend on your credit score. Next compare online offers of local lenders
to provide an overview of rates in your area. By using information found
through online comparisons, you may be able to negotiate a favorable rate
locally or make an informed decision regarding on-line offers.

Remember, by spending a little time filling out forms, you can quickly come up
with multiple offers to see if they offer more attractive deals.

=

Red Flag: When searching online, be watchful of sharing too much personal
information.

Avoid mortgage search firms or realtors that charge a fee for helping you find
a mortgage. Expect to pay commission to a realtor for representing you in
buying or selling a house. You will also pay an origination fee to the lender for
processing a loan application.

=

Red Flag: It is generally not a good idea to secure a loan from a lender that solicits
you.

Mortgage Affordability

The maximum amount of your income that may be spent on your house note
is set by the lender or the mortgage instrument. This is calculated to see how
large a loan you may qualify for. Keep in mind that qualifying for a certain
loan amount does not always mean you can afford it. It is important

to develop a household budget to see what monthly housing expenses
you can really afford.

It may be helpful to estimate monthly payments and affordability before you
comparison shop. This is usually determined by two income ratios. For example,
if the qualifying income ratios are 28/36, that means:

* your total monthly housing expense (principal, interest, taxes, insurance)

cannot exceed 28% of your stable monthly income. This is called a front-
end ratio.

* your total monthly debt payments (including this mortgage) cannot

exceed 36% of your stable monthly income. This is called a back-end
ratio.

For example, ratios would be calculated as follows for a family with a $48,000

annual pre-tax income, and $500 in monthly debt payments (car note and credit

cards).
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Life Saver
Contact at least five
financial institutions
for basic mortgage
information and
rates. For complete
compatrison,
contact different
types of lenders
such as mortgage
companies, banks,
credit unions and
online sources.
Remember to ask
each lender the
same questions.
Take notes so you
can look over them
later.

Front-End Ratio

Gross Monthly Income (pre-tax) $4,000

X Housing Debt Qualifying Ratio X .28

= Allowable Monthly House Payment = $1120
(Principal, Interest, Taxes, & Insurance)

Back-End Ratio

Gross Monthly Income (pre-tax) $4,000

X Housing Debt Qualifying Ratio X .36

= Maximum total Debt Allowed = $1,440

- Total Monthly Debt Payments - $500

(car note and credit cards)

= Total allowable monthly house payment =  $940

Some lenders may offer special affordable loans or community home buyer
programs with higher qualifying ratios (making the loan easier to qualify for) for
first time or low- and moderate- income home buyers. Be sure to ask about
these and whether or not you are eligible for them if such loans fit your needs

and your budget.

It is also helpful to see how interest rates affect the monthly payment amount.
You can check online or buy an inexpensive paperback book of amortization
tables to look up monthly principal and interest payment amounts at various
interest rates. If you can’t find such a book, an estimate may be calculated from
the following payment table:

Mortgage Payment Table
(Monthly payment for each $1,000 borrowed)

Interest rate 15 yrs. 20 yrs. 30 yrs.
4.5% $7.65 $6.33 $5.07
5.0% $7.91 $6.60 $5.37
5.5% $8.17 $6.88 $5.68
6.0% $8.44 $7.16 $6.00
6.5% $8.71 $7.49 $6.32
7.0% $8.99 $7.75 $6.65
7.5% $9.27 $8.06 $6.99
8.0% $9.56 $8.37 $7.34
8.5% $9.85 $8.68 $7.69
9.0% $10.15 $9.00 $8.05
9.5% $10.45 $9.33 $8.41
10.0% $10.75 $9.66 $8.78
10.5% $11.06 $9.99 $9.15
11.0% $11.37 $10.33 $9.53
11.5% $11.69 $10.67 $9.91
12.0% $12.01 $11.02 $10.29
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