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- With thcr cent hc}usmg boom, '

- nontraditional lmm“mortgagcs‘ ‘
“surged o onto the lending scene. -

Labelgd CXOth by industry
prercs, thesc options helped
footloose home buyers find low

- monthly payments and other&

- buy a house that cost more
than they ever magmcd they

" could afford,

Adjustable ratc moTtgages,
or ARMs, W1th various options °
for paying them off spared in
popularity, along with interest-
only loans that have. low monthly
payments and mortgages that

' havcéOyear terms. Tn tight

‘-m vogu
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,,,Is lt worth the risk and cost to 20 Wemw
oan unconventaonal m@r*gage’?’

v housmg markets today bLlCh
e unconvcmmnal loa.ns al e v.t111

Tcmpted ] con51der some

, Df these alténiatives to the tra-
- ditional 30-year fixed? Be wary.

“Many.horTowers may not

fully understand the changing
payment schedules, especially
the sharp monthly payment
increases common in these
Mmortgages,” says Aflen Fishbein
of the Consumer Federation of
America, And if you put very
little down and real estate prices
decling, you could face a loan

balance that exceeds the pres-

ent value of your home. That's
downright scary

Here's a look at the pros and
cons of some of the basic non-
traditional options available.
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40-year fixed

These loans ofler fixed rates with principal and
interest payments cach month, lh geperal, the
interest rates are higher — about one-quarter

of 4 percentage point more than a comparable
30-year mortgage. But the nmonthly payments are
lower. What's the monthly savings on a 30-year,
$200,000 luan at 64 percent versus a 63 percent
40-year loan? About $60. That’s $720 a year.

PROS: The loans can be easier to qualify for and the maximum
ammount you can borrow often is higher, Tha slightly lawer pay-
rments can make & diffarence on a tight manthly budget. You
avaid anxigty about interest-rate fluctualions,

COMS: You pay far rmorg in interest, In the $200,000 i0an exam-
ple ahove, you'd pay about 5115000 mere in Latal Intaerest over
the life of the loan for the 40-vear mortgage than you weuld for
the 30-year, And you'd build less equity — less than haif what
you would with a 30-year loan In the firs five years alone.

In your best interest?
For a $200,000 home loan, consider thesc scenarios,

$13,325.52

30-enrfixedatVith  $243,316.26

A0-year fixed st 6%  $362,03248 %6,185.67

. Youpsy . . - YougefBRI3S8E
Differonce between - $NET2222more . Tessin equity aficr
the two loans overthellfeofthls - fiveyears with this_ . |
40-year loait o d40yearloan L

Souroe: HSIT Associutes, Hah.com
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Payment-option adjustable rate
The interest rates with ARM mortgages change as
time goes by, and the plans for paying off the loans
vary - meaning more {lexibility and more risk. The
initial rate on a payment-option ARM is low; say
2 percent for the first few months, then risesto a
rate closer to that of other mortgage loans. Payment
options include: .
¥ a traditional paymem of principal and interest
based om a set [oan term, such asa 15-, 20-, or
40-year payrnent schedule,
* an interest-only payment, typically I'or five years.
® 3 finimum payrent, which may be less than the
‘amount of interest due that month and may not
pay down any principal, gunera]ly for five years

PROS. The Iower initial monthly payment comparad with traditional
. fixed-rate loans and standard adjustable-rate laans, makes buying

- ahome possible ona tight budget. These loans give yvou more ways
o control your firances, particularly if you are only goingta bein

the home for a short time, have irrsgular incote, or wand to lnvest
monéy‘thatwould otherwise be tied upina morigage.

‘ (30"5. You'll have h|gher monthiy payments intfie future. The
‘ ‘wnrst-case scenario; the mm:mum—payment option, whe
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the intérest for 4 ixed term, usitally five t6 seven yéars.
After that, you must repay the balance, refinance, or
bég,iﬂ paying the principal and the jnterest. In most cases,
you can choose to make a larger payment towazd the
principal whenevcl Vou want.

In the housing market’s heyday a few years back,
interest-only montgages attracted buyers who were more
mLerested in the home's short-lerm appreciation value
than in building equity over 30 years with a traditienal
fixed mortgage. They paid a couple of years worth of
the interest, never touching the principal, then flipped
the house for a big profit anyway with a big listing price.
The market’s not so Tosy today, but this kind of mortgage
still artracts buyers with initially low manthly payments,

PROS: If you're likely to move again in 3 fow years, this might make
senze. And if you're self-emplayed with an unpredictable income stream,
gt paidin the foem of commissions or bonuses, or are lkely to 2ar a ot
more in a few years, this might be a zood option,

CONS: Increased payments when the loan adjusts can be a shack, and
you might need to sell, or refinance, because you cani't afford the monthly
bill. If the hause has drapped in value, you'l be in trouble hecatse you
haven't reduced the principal bafance on the loan or built any equity, You
couid have to pony up thousands of dallars in sales costs, which would
need to be paid out of whatever equity you starked out with Gin the form
of the down payment). You als might have trouble refinancing for the
amount owed,
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,mommnvr- ,
g 30 20 and 80"10-10

Donr have momy fora down paymvnﬁ No p1 oblom You
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can apply for 100 percent financing, Private mortgage
insurance, or PML is commonly required when the first

mortgage is for more than 80 percent of the home’s price.
A piggyback Joan preserves an 80 percent first mortgage,
but combines up to a 20 percent second mortgage at the”

same time, climinating the need to pay for 2 PMI policy.
A similar option combines an 80 percent loan for the
purchase price, a 10 percent home equity loan, and a
10 percent down payment.

For both oprions, you're still expected to come up with
closing costs,

I'he intetest rate on the piggyback loan or line of
credit often is higher than the rate on the fitst mortgage.
Rut the combined monthly payments for both loans
ustially cost less than 2 single payment for a loan greater
than 80 percent of the home's value once the cost of

the PMI policy is factored in. This is espectally troe if’ S

you itemize deductions on [ederal income tax, because
mortgage interest is deductible, but premiums for a
tnortgage insurance policy arc not. In other words, when
you pay PMIT you don't get tax deduction benchirs, but
{he intetest paid on the peimary Inan and secondary
loan throughout the year both can count towatd your
tax burdern.

PROS: If you lave 2 good credil rating, bul haven't aceunulaled 2 ot

o savings, you£an huy & home withoul a down payment, n it you have
ample savings for down-payment motey, but the meney is invesled
andd you e | want te fguidate it you can stillland a margage without
disturbing your investiments,

COMNS: If Lha house [oses value, you toave yourseil 5f seme risk because
you ntight owe more han the house is warth,

Rt ry i alvy
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.. HOME BUYER'S CHECKLIST , .
ST What monthly morfgage payment caril reallstlcally af‘l’ord?
¥ Hnw long:do | planto stay in the home7 Cerenoon
~mDolexpect my |ncome to rise durmg that permd?
‘ How much do| have saved for a down paymént?

m What other sources do [ have fora down payment — family
loan, savings account; etc?

& How much money can | committo pomts and fees?

ASK A LENDER
m What's your best rate at the
‘fees | can afford to pay?
& What are my payment options?
w What is the full term of
the mortgage?

m |5 there a prepayment penalty
if | end this mortgage early by

- refinancing or selling my home?
How much is the penalty?

m How much is the

u How long is the option periody ~ Momthly payment?

w What is the initial interest rate?  ® What s the most my mini-

m If an ARM, how often can the mum payn;ent could be after
interest rate adjust? E”';”C;”ths-ld B

w What is the overall interest m What would my minimum
rate cap? ?onth{y [;ayment be after

. ive years?
N Eg;:g:,?g;n;:g;:ﬂ ari? it What ave the fees and charges

o due at the closing on this loan?
1 s there a limit to how much

the balance can grow before
it is recalculated?

m Do | qualify for lower interest
rates of reduced fees for first-
time home buyers?
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mit and'a $180 OOD mortgage. heres what your lmlnd -
ty'_m]ght Took: llLe a.ft t five years {with no cha.uges .
propgrty value) Wlth. dlffcmm kinds of loans

. Traditional fixechrate $168,882 $31,118
. morigage {20,000 down payment plus
- 30-yearterm; 6.7% interest rate F118 paid on mortgage)

$168,298. -
: : ‘ (520 000 down paymem plus

g $l] 702 pan:l on murtgaga) :
51 interest-only ARM $180,000 520,000
30-year term; & years of interest-only (320,000 down payment)

payrments, then 25 years of principal
and interest pavenents; 6.4% interest
rate for first & years

(820,800 o payuhent .
", it 415562 -
egatlve eqwtv)

Payment-option ARM $223,432 -%22,432
I0-year termg; 5 years of mirimum {$20,000 down payment
payments allowed, then recast for minus $42,432 in
remaining term; starting interest negative cquity}

rate of 16%, then 6.49%; 7.5% annual
payment £3p: assume rale increases
2% per year up to 124%. This loan will
reach the 125% balance [imit in month
49 and will be recast as an amortizing
laan at the beginning of year 5.

Source: The Federol Raserve Board
These numbers are anly examples; your balance will depend

on the type of loan, the intevest rate, and how often the
interest rate changes,




