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Money Smart

The Money Smart curriculum is brought to you by the Indiana Department of Financial Institutions/Federal Deposit Insurance Corporation (FDIC).  The Money Smart program includes the following courses:

(  Your Own Home
     Your Own Home as a consumer

(  Bank On It

     an introduction to bank services

(  Check It Out
     how to choose and keep a checking account

(  Money Matters

     how to keep track of your money

(  Pay Yourself First
     why you should save, save, save

(  Borrowing Basics

     an introduction to credit

(  To Your Credit

     how your credit history will affect your credit future

(  Charge It Right

     how to make a credit card work for you

(  Your Own Home

      what homeownership is all about

(  Loan to Own

     know what you’re borrowing before you buy

Your Own Home

Welcome to Your Own Home!  Owning your own home is a major step, but one that can lead to financial security.  There are many benefits to owning your own home.  There are also a number of challenges.

When you have completed this course, you will know more about the process of getting homeownership financing.

Am I Ready to Buy a Home?
Use these questions to help you decide if you are ready to buy a home.

(   Do I have a steady source of income?


(   Have I been employed on a regular basis for 2-3 years?

(   Is my income reliable?

(   Do I have a credit history?
(   Do I have a good record of paying bills?
(    Am I able to pay my bills and other debts?

(    Do I have the ability to make the mortgage payment every month plus handle additional costs for taxes, insurance, maintenance, and repairs?

(    Do I have money saved for a downpayment and closing costs?

If you answer yes to these questions, you might be ready to buy a home.  If you answer no to any of them, concentrate on strengthening those areas.

Components of a Mortgage Loan Payment
Your mortgage payment (PITI) will reflect the following costs:

· P = Principal  The amount applied to the outstanding balance of the loan.

· I  = Interest  The amount of the charge for borrowing money.

· T = Taxes  1/12th of the estimated annual real estate taxes on the home.

· I  =  Insurance 1/12th of the annual homeowner’s insurance premium.  This figure will include flood insurance and private mortgage insurance (PMI) if required.
You will most likely pay the taxes and insurance along with the principal and interest to the lender every month.  In some cases, however, the lender may allow you the option to pay the taxes and insurance separately.

If the lender requires you to pay the taxes and insurance as part of your mortgage payment, the lender will open an escrow account to hold this money until the payments are due.  Many people consider this convenient because they don’t have to make separate payments.

Lenders are required to give an annual analysis of amounts paid into and out of an escrow account.  Lenders may include a reserve of one-sixth (1/6) of the estimated total annual payments from the escrow account to cover unanticipated disbursements or disbursements made before the borrower's payments are available in the account.  If the taxes and/or insurance premium increased during the year, your monthly amount paid into the escrow account will increase.  If there was a decrease or there is a surplus in the escrow account, lenders or servicers shall, within 30 days from the date of the analysis, refund the surplus to the borrower if the surplus is greater than or equal to $50.  If the surplus is less than $50, the lender/servicer may refund the amount to the borrower or credit the amount against the next year's escrow payments.

How Much Mortgage Can I Afford?
Keep in mind that just because you qualify for a mortgage loan, it does not mean you can afford to be comfortable with the monthly mortgage payments.  You need to consider your particular circumstances and your future financial needs and goals.

As a rule of thumb, many people estimate they are able to afford a mortgage of 2 or 2½  times their household income.  For example, if your annual income is $30,000, you might be able to afford a mortgage of $60,000 to $75,000:

$30,000 x 2     = $60,000
$30,000 x 2½  = $75,000

Lenders look at debt-to income (DTI) ratios when they consider your application for a mortgage loan.  A DTI ratio is your monthly expenses compared to your monthly gross income.

Lenders consider monthly housing expenses as a percentage of income and total monthly debt as a percentage of income.  Both ratios are important factors in determining whether the lender will make the loan.

Lenders usually require the PITI (principal, interest, taxes, and insurance) or your housing expenses, to be less than or equal to 25% to 28% of the monthly gross income.  Lenders call this the “front-end” ratio.   In other words, if your monthly gross income is $2,500 or $30,000 annually, your mortgage payment should be $700 or less:

$30,000 x 28% = $700 maximum monthly housing costs

Lenders usually require housing expenses plus long-term debt to be less than or equal to 33% to 36% of monthly gross income.  Lenders call this the “back-end” ratio.  In other words, if your monthly gross income is $2,500, the combination of your mortgage, $700, and other long-term debt should be no more than $900:

$30,000 x 36% = $900 maximum total debt

If your debt-to-income exceeds these ratios, talk to your lender about your options.

Mortgage Options
	15-year Mortgage
	30-year Mortgage

	Lower interest rate

Build equity faster

Less interest to pay


Larger monthly payment
	Higher interest rate

Build equity slower

Can deduct more interest from income tax

Lower monthly payment


	Fixed Rate 
	Variable Rate 

	Interest rate stays the same for the term of the loan

Interest rates could go down while you are locked into your mortgage at a higher than market rate
	Interest rate can increase or decrease during the term of the loan

You might have a low rate for an initial period of one, three, five, seven, or ten years

Monthly payments can be lower than fixed rate loans but can increase or decrease as the Index rate changes


Mortgage Shopping Worksheet

	  Name of Lender         
Name of Contact 
Date of Contact 
Mortgage Amount 
	Lender 1
	Lender 2

	
	
	

	
	
	

	
	
	

	
	
	

	A.  Basic Information about the Loans
	Mortgage 1
	Mortgage 2
	Mortgage 1
	Mortgage 2

	Type of Mortgage: fixed rate, adjustable rate, conventional, FHA, other? If adjustable, see below
	
	
	
	

	Minimum down payment required
	
	
	
	

	Loan term (length of loan)
	
	
	
	

	Contract interest rate
	
	
	
	

	Annual percentage rate (APR)
	
	
	
	

	Points (may be called loan discount points)
	
	
	
	

	Monthly Private Mortgage Insurance (PMI) premiums
	
	
	
	

	How long must you keep PMI?
	
	
	
	

	Estimated monthly escrow for taxes and hazard insurance
	
	
	
	

	Estimated monthly payment 
    (Principal, Interest, Taxes, Insurance, PMI)
	
	
	
	

	B.  Fees - Different institutions may have different names for similar fees. Listed below are some typical fees you may see on loan documents. 
	
	
	
	

	Application fee or Loan processing fee
	
	
	
	

	Origination fee or Underwriting fee
	
	
	
	

	Lender fee or Funding fee
	
	
	
	

	Appraisal fee
	
	
	
	

	Attorney fees
	
	
	
	

	Document preparation and recording fees
	
	
	
	

	Broker fees (may be quoted as points, origination fees, or interest rate add-on)
	
	
	
	

	Credit report fee
	
	
	
	

	Other fees
	
	
	
	

	C.  Other Costs at Closing/Settlement
	
	
	
	

	Title search/Title insurance
               For lender
	
	
	
	

	               For you
	
	
	
	

	Estimated prepaid amounts for interest, taxes, hazard insurance, payments to escrow
	
	
	
	

	State and local taxes, stamp taxes, transfer taxes
	
	
	
	

	Flood determination
	
	
	
	

	Prepaid Private Mortgage Insurance (PMI)
	
	
	
	

	Surveys and home inspections
	
	
	
	

	D.  Total Fees & Other Closing/Settlement Cost 
      Estimates
	
	
	
	


	Name of Lender
	Lender 1
	Lender 2

	
	Mortgage 1
	Mortgage 2
	Mortgage 1
	Mortgage 2

	E. Other Questions and Considerations about the Loan
	
	
	
	

	Can any of the fees or costs be waived?
	
	
	
	

	Prepayment penalties
	
	
	
	

	Is there a prepayment penalty?
	
	
	
	

	If so, how much is it?
	
	
	
	

	How long does the penalty period last? (for example, 3 years? 5 years?) 
	
	
	
	

	Are extra principal payments allowed?
	
	
	
	

	Lock-ins
	
	
	
	

	Is the lock-in agreement in writing?
	
	
	
	

	Is there a fee to lock-in?
	
	
	
	

	When does the lock-in occur—at application, approval, or another time?
	
	
	
	

	How long will the lock-in last?
	
	
	
	

	If the rate drops before closing, can you lock-in at a lower rate?
	
	
	
	

	If the loan is an adjustable rate mortgage:
	
	
	
	

	What is the initial rate?
	
	
	
	

	Is the rate Discounted?  If so, what is the discount period and what will the rate be after the discount?
	
	
	
	

	What is the maximum the rate could be next year?
	
	
	
	

	What are the rate and payment caps each year and over the life of the loan?
	
	
	
	

	What is the frequency of rate change and of any changes to the monthly payment? 
	
	
	
	

	What is the index that the lender will use?
	
	
	
	

	What margin will the lender add to the index?
	
	
	
	

	Credit life insurance
	
	
	
	

	Does the monthly amount quoted to you include a charge for credit life insurance?
	
	
	
	

	If so, does the lender require credit life insurance as a condition of the loan?
	
	
	
	

	How much does the credit life insurance cost?
	
	
	
	

	How much lower would your monthly payment be without the credit life insurance?
	
	
	
	

	If the lender does not require credit life insurance, and you still want to buy it, what rates can you get from other insurance providers?
	
	
	
	


Homebuyer Assistance Programs

There are a number of different programs available for first-time homebuyers.  Many people start the homebuying process with one of these programs or with a program offered by local community organizations.
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Federal Housing Administration (FHA) Insured Loans

 




The 203(b) is the most common FHA loan featuring:

· Low downpayment
· Flexible qualifying guidelines
· Limited lender fees
· Maximum loan amounts
[image: image5.wmf]Features of VA loans include:

· You must be an eligible veteran
· There are no downpayment requirements
· Competitive and negotiable fixed interest rates
· Limitations on closing costs
· Longer payment terms
[image: image6.wmf]
The FNMA Community Homebuyers Program features: 

· 5% downpayment
· Expanded debt-to-income ratios (33% and 38%)
· You must attend homebuyer education
· You must earn no more than the median income for the area in which you live
· One family principal residence
The Fannie 97 feature includes: 

· Fixed rate
· 3% downpayment
· Expanded debt-to-income ratios (33% and 38%)
· You must attend homebuyer education
· You must earn no more than the median income for the area in which you live
· You must have saved money for one month advance payment in an account at closing
The Flexible 97 feature includes: 

· You must have very good credit
· 15-, 20-, 25-, 30-year terms
· 3% downpayment can be a gift or a grant from nonprofit or government agency
· No borrower income limits or property location restrictions
· You must earn no more than the median income for the area in which you live
· Up-front mortgage insurance costs are lower than FHA loans
The Fannie 3/2 feature includes: 

· Fixed rate
· 15- 30-year term
· 5% downpayment – 3% from your own resources, 2% from a government agency, nonprofit organization, employer, or private foundation
· Expanded debt-to-income ratios (33% and 38%)
· You must attend homebuyer education
· You must earn no more than the median income for the area in which you live
[image: image7.wmf]The 502 Rural Housing Direct Loan is offered only in rural areas.  Features include:

· You must have low income – between 50% and 80% of the median income for the area in which you live
· The loan can be financed at 100%
· Payments are usually 22% to 26% of your income
· You must not be able to obtain financing elsewhere
The 502 Single Family Housing Loan Guarantees features:

· You can earn up to 115% of the median income for the area in which you live
· You must be without adequate housing
· You must be able to afford the payments
· You must not be able to obtain financing elsewhere
· 30-year term
· No downpayment
The 502 Mutual Self-Help Housing Loans:

· Primarily used to help low and very low income households construct their own homes
· Intended for families unable to buy clean, safe housing through conventional methods
· Families must perform at least 65% of construction labor on each other’s homes under qualified supervision
· You must not be able to obtain financing elsewhere
· You must be able to make payments
· Payments are usually 22% to 26% of your income
· 33- or 38-year terms
· No downpayment
Glossary
Amount Financed ( The amount financed is the total loan amount minus any prepaid finance charges for disclosure purposes.

Annual Percentage Rate (APR) ( The APR is the rate of interest you are charged, expressed as a yearly rate, such as 9% or 10%. 

Asset ( An asset is anything owned by a person or organization having monetary value.

Balloon Mortgage ( A balloon mortgage is a large payment at the end of your loan term.  This is often after a series of low monthly payments.  A balloon mortgage generally offers very low rates for an initial period of time (usually 5, 7, or 10 years).  After the period ends, the entire balance is due.  Many borrowers pay the balance by refinancing their mortgages.

Broker ( A mortgage broker helps a prospective borrower shop around for the best rate and terms in obtaining mortgage financing for a fee paid either by the borrower or lender.

Caps ( Caps are provisions of an adjustable rate mortgage which limits how much the interest rate can change at each adjustment period or over the life of the loan.  A payment cap limits how much the payment due on the loan can increase or decrease.

Closing costs ( Closing costs are various charges associated with the mortgage loan such as appraisal fees and credit reports, fees for preparing deeds and similar documents, and fees for title examination and insurance..  The lender must disclose these costs to you.  Also see “Settlement Costs.”

Compensating Factors ( Compensating factors are favorable factors that might outweigh the negative factors.  For example, a borrower has high ratios, but he or she balances this with a good credit history and extra cash in a savings account.

Condominium ( A condominium is an apartment building or multiple-unit housing area in which the living units are owned individually.

Conventional Loan ( A conventional loan is a mortgage that is not guaranteed, insured, or made by the federal government.

Debt-to-Income Ratio (DTI) ( DIT is the ratio of monthly debt payments to monthly gross income.  Lenders use DTI ratio to determine whether a borrower’s income qualifies him or her for a mortgage.

Downpayment ( The downpayment is the portion of the home’s purchase price the buyer pays in cash.

Duplex House ( A duplex is a house divided into two living units.

Escrow Account ( An escrow account is set up by the lender for amounts to be included in mortgage payments for real estate taxes and homeowners insurance.

Finance Charge ( The finance charge is the dollar amount the credit will cost you.

Fixed Rate Loan ( A fixed rate loan has an interest rate and payment amount that stays the same throughout the term of the loan.

Good Faith Estimate of Settlement Costs (GFE) ( When you apply for a loan, the Real Estate Settlement Procedures Act (RESPA) requires that the lender or mortgage broker give you a GFE of the settlement service charges you will likely have to pay.

Government Mortgages ( A government mortgage is insured by HUD (through the Federal Housing Administration (FHA)) or guaranteed by the Department of Veteran’s Affairs or the Rural Housing Service.

HUD-1 Settlement Statement ( A HUD settlement statement is a summary of all the costs paid by the buyer and seller in a mortgage transaction.

Index ( The index is a base interest rate used to calculate the interest rate that will be charged on a variable rate loan.  The rate you will pay on a variable rate loan is usually a set percentage above the base rate, or the index.

Individual Development Account (IDA) ( An IDA is a matched savings account.  When an account is matched, it means that another organization, such as a foundation, corporation, or government entity, agrees to add money to your account.

Interest ( Interest is the charge for borrowing money.

Lien ( A lien is a legal claim on the home that secures the promise to pay the debt.

Loan Origination Fees / Underwriting Fees ( these are fees charged by the lender for processing or evaluating the loan application and are often expressed as a percentage of the loan amount.

Loan to Value (LTV) ( LTV is the amount of money you borrow compared to the price of the property you are buying.

Mortgage ( A mortgage is a legal document where the borrower pledges property to the lender to ensure payment of a loan.

Principal, Interest, Taxes and Insurance (PITI) ( PITI are the factors included in the standard mortgage payment.

Point ( A point is the amount equal to one percent of the loan amount.  It is a fee paid to the broker or lender for the loan, often linked to the interest rate.

Principal ( The principal is the loan amount borrowed or still remaining on the loan.

Private Mortgage Insurance (PMI) ( PMI is mortgage insurance issued by private insurers that protects the lender against loss in the event the borrower defaults on a mortgage with a low downpayment.
Rate Lock ( A rate lock is the time period, usually 30 to 60 days, that a mortgage lender agrees to hold the mortgage rate and points payable by the borrower to the rate quoted by the lender on a given day.

Real Estate Agent ( A real estate professional that helps people buy and sell property.
Settlement Costs / Closing Costs ( Fees associated with the transfer of property to a purchaser and recording the mortgage lien on the property deed by the financing institution in the transaction.  This may include application fees; title examination; abstract of title; title insurance and property survey fees; fees for preparing deeds, mortgage, and settlement documents; attorney’s fees; recording and notary fees; appraisal and credit report fees.

Title ( The title indicates the right of ownership in the property.

Title Insurance ( Title insurance protects the buyer and lender against losses arising from disputes over the ownership of property.

Townhouse ( A townhouse is one of a row of houses connected by common side walls.

Variable Rate Loan ( A variable rate loan has an interest rate that might change during any period of the loan as written in the contract (loan agreement).  Variable rate mortgage are often referred as adjustable rate mortgages (ARMS).

See Indiana Department of Financial Institution’s Web Site on Mortgage Term Definitions for more mortgage terms at: http://www.in.gov/dfi/education/money_smart/Mortgage_Terms.htm. 
For Further Information

Indiana Department of Financial Institutions

30 South Meridian Street, Suite 300

Indianapolis, Indiana  46204-2759

(317) 232-3955

Federal Deposit Insurance Corporation (FDIC)

Division of Compliance and Consumer Affairs

550 17th Street, NW

Washington, DC  20429

1-877-275-3342

Email: consumer@fdic.gov 

Web Site:  http://www.fdic.gov  The FDIC provides information about the nation’s banking system.  

Department of Housing and Urban Development (HUD)

Office of Fair Housing and Equal Opportunity

451 Seventh Street, SW, Room 5100

Washington, DC 20410

202-708-4252

1-800-669-9777

www.hud.gov 
Course Evaluation –Your Own Home

Instructor:__________________________________Date:____________________
[image: image8.wmf]Thank you for your participation in this course.  Your responses will  help us improve the training for future participants.  Please circle the number that shows how much you agree with each statement.  Then answer the questions at the bottom of this form.  If you have any questions, please feel free to ask your instructor.

	1.  The course was interesting and kept my attention.
	  1
	  2
	  3
	  4

	2.  The examples in the course were clear and helpful.
	  1
	  2
	  3
	  4

	3.  The activities in the course helped me understand the information.
	  1
	  2
	  3
	  4

	4.  The slides were clear and easy to follow.
	  1
	  2
	  3
	  4

	5.  The take-home materials were easy to read and useful to me.
	  1
	  2
	  3
	  4

	6.  The instructor presented the information clearly and understandably.
	  1
	  2
	  3
	  4

	7.  The information / skill taught in the course is useful to me
	  1
	  2
	  3
	  4

	8.  I am confident that I can use the information / skill on my own.
	  1
	  2
	  3
	  4

	9.  I am satisfied with what I learned from this course.
	  1
	  2
	  3
	  4


What was the most helpful part of this course?

What was the least helpful part of this course?

Would you recommend this course to others?

Any comments or suggestions?

What Do You Know –Your Own Home

Instructor:__________________________________Date:____________________
This form will allow you and the instructor to see what you know about consumer rights both before and after the class.  Read each statement below.  Please circle the number that shows how much you agree with each statement.









        Before-the-Course   After-the-Course

[image: image9.wmf][image: image10.png]



 I know:

	1. The benefits and pitfalls of homeownership.
	  1
	  2
	  3
	  4
	  1
	  2
	  3
	  4

	2.  Questions to determine my readiness to buy a home.
	  1
	  2
	  3
	  4
	  1
	  2
	  3
	  4

	3.  Different mortgage programs.
	  1
	  2
	  3
	  4
	  1
	  2
	  3
	  4

	4.  Basic terms used in a mortgage transaction.
	  1
	  2
	  3
	  4
	  1
	  2
	  3
	  4


NOTES

NOTES

Brochures

The following are Brochures created by the Indiana Department of Financial Intuitions on subjects covered in this course.

INTRODUCTION 

Buying a home may be the most exciting, confusing, and stressful financial transaction you ever undertake. Even if you have done it several times, you can still find the process complicated and intimidating. Countless loan documents, unfamiliar terminology, and uncertainty serve to dampen the joy of buying a new home or refinancing an existing one. If you understand the steps required to qualify for a mortgage loan, however, much of the stress can be avoided. The following explanation of the loan application process is intended to help you through the complexities of obtaining a mortgage loan. 

THE LOAN APPLICATION INTERVIEW 

The loan officer's job is to begin the collection of information that the lender needs to approve your loan. Your loan officer should explain the types of mortgage loans available to you, the interest rates and fees for each type, and the qualification requirements. The loan officer should fill out, or assist you in filling out, the loan application form. 

By this time you should have a good idea of the general interest rates and fees being charged for the type of loan that best fits your needs and qualifications. The total cost of a mortgage loan consists of the interest rate on the loan, origination fees, discount points, and miscellaneous other charges. One point is equal to one percent of the amount of the loan and is usually collected at the loan closing, or settlement. The interest rate affects the amount of the monthly payment, while points affect the amount of cash you must have at closing. 

The lender will usually offer a range of interest rate/point combinations to meet the borrower's needs. In general, the higher the interest rate, the lower the points. For example, if the current market provides for an 8.5 percent interest rate with 2 points, a nine percent rate may be offered at no points. If you are a first-time home buyer, the larger the monthly payments on the 9 percent loan may be easier to handle than the 2 points that will require additional cash at settlement. 

When discussing the terms of the loan, make sure you understand how and when the rate and fees on the loan are going to be set. The loan officer should quote a rate and fee at the time the application is taken and then could guarantee, or "lock," the rate quote for a specified length of time upon approval. Some lenders will not "lock" rates. A rate lock protects you from rising interest rates while the loan is being processed, but it also typically commits you to close the loan at the rate and the fee even if rates decline prior to closing. Lock periods may run from 10 to 60 days, with longer periods available in some cases at an additional fee. The lock period must be long enough to get you through the estimated closing date. A 30-day lock affords you no protection if closing is at least 60 days away.  I  you want a lock rate, be sure to get an agreement in writing.

You may have the option to let the rate "float" getting the final rate and fees set nearer the settlement date. If you believe rates are declining and are willing to run the risk that interest rates could rise during the processing of your loan, you may select this alternative. Before you take a floating rate, make sure that the rise in interest rates will not create a problem for you, because you have insufficient income to cover the higher mortgage payments. In either case, make sure you understand exactly the terms of the lock-in agreement. 

COMPLETING THE LOAN APPLICATION FORM 

The loan application form asks for information on the property you are buying, terms of the purchase contract, and the employment and financial history of all loan applicants, including your spouse and/or other co-borrowers. The information will be verified, so it is very important to make sure that it is complete and accurate. 

You can complete the loan application process much more easily and accurately if you prepare for it ahead of time. A great deal of detail will be asked about your personal finances, including bank account numbers and balances, current loan amounts and payments, and credit card account numbers. You will want to be thorough and precise in your answers, so it will be to your benefit to assemble this kind of information before the meeting with the loan officer. The following is a summary of the major kinds of information required on the loan application, the documents that may be needed, and the questions that you should be prepared to answer. 

DETAILS OF PURCHASE CONTRACT AND THE PROPERTY 

Because the property is security for the loan, the lender will have an appraisal made of the property, and you need to have the following information available: 

· A complete copy of the sales contract, including any addendums, signed by all parties, showing the full names of the sellers and buyers as they will appear on the new deed, the amount of earnest money deposit, and who is responsible for closing costs, origination fees, etc.
· If the house is to be built, or is still under construction, a set of plans and specifications .

· The complete mailing address of the property, its age, and its full legal description.

· Name, address, and telephone number of the real estate agent and/or the seller of the property who will assist the appraiser in obtaining access to the property. 

All of this information should be in the purchase contract. If not, consult the Realtor or the seller. 

PERSONAL INFORMATION 

The loan officer will want the social security numbers of you and your spouse (or other co-borrowers), age, number of years of schooling, your marital status, number and ages of dependents, and your current address and telephone number. If you have lived at your current address less than 2 years, be prepared to furnish former addresses for up to seven years. You will also be asked to detail your current housing expenses, including rent or mortgage payments, real estate taxes and insurance (your mortgage payment may include tax and insurance funds). You will need the name and address of your landlord(s) or mortgage lender(s) for the past two years. 

EMPLOYMENT HISTORY AND SOURCES OF INCOME 

Your ability to make the regular payments on the mortgage and to afford the costs associated with owning a home are primary considerations in the lender's loan approval process and should be your primary concern. Required information includes: 

· At least two years' employment history with employer's name and address, your job title or position, length of time on the job, salary, bonuses, commissions, and average overtime pay. 

· Recent paycheck stubs and Federal W-2 forms for two years (some lenders may require full Federal tax returns). 

· Records of dividends and interest received from investments. 

· If you are self-employed, full tax returns and financial statements for 2 years, plus a profit and loss statement for the current year to date. 

· A written explanation if there are gaps in your employment record, because of circumstances such as illness or layoffs, or for any other reason. 

The loan officer will have you sign a Verification of Employment (VOE) form. This will be sent to your employer to verify your employment and earnings. One will be sent to previous employers if you have been on the job less than two years. The loan officer may chose to use a general authorization form which allows them to verify employment and other financial information on the application. 

If you are relying on income from other sources, such as rental property, social security or disability payments, child support, etc., you must provide adequate proof of the source. Appropriate documents could include canceled checks, copies of leases, certification of benefits, divorce decrees, and similar evidence. 

PERSONAL ASSETS 

A detailed listing of your personal assets is required on the loan application form. You will need to have the following information available to complete the form: 

· All bank accounts, both checking and savings, and money market accounts, with the name and address of the institution, name(s) on the accounts, account numbers, and current account balances. 

· Recent bank statements for at least two months. 

· Current market value of stocks, bonds, CDs, and other investments. 

· Vested interest in all retirement funds. 

· Face amount and cash value of life insurance policies in force. 

· Make, model, year, and value of automobiles owned.

· Address and market value of all real estate owned along with the amount of rents collected, the mortgage on the property, and the monthly mortgage payments (a profit and loss statement will be required for investment properties).

· Value of other personal property such as furniture. 

As with the Verification of Employment, the loan officer will have you sign Verifications of Deposit (VOD) for each of the institutions (or a general authorization) where you have savings or checking accounts. Differences between the account balances reported by the institution and the balance you give for the loan application have to be reconciled, so be sure you have your correct current balances. 

The loan officer will look for the source of funds with which you will make the down payment and pay closing costs and fees. Gifts from a relative, church, municipality or non-profit organization may sometimes be used, but will probably have to be verified in writing. 

PERSONAL INDEBTEDNESS 

You will be asked to itemize all of your current bills, loans and other debts, including current balances and monthly payments. Debts include automobile loans, credit cards such as Visa, MasterCard and other retail store accounts, finance company, bank and credit union loans, and existing mortgages, including home equity loans. You should be able to give the account or loan number, the monthly payment, the number of payments remaining, and the outstanding balance. 

The information you provide on the loan application will later be verified by a credit report ordered by the lender. Like employment and deposit information, differences between your figures and those on the credit report will raise questions and may delay the approval of your loan. It is to your advantage to take time to get your data right prior to filling out the loan application. 


If you have had credit problems, you should inform the loan officer.   Unemployment, illness, marital problems, or other financial difficulties can temporarily impair your credit rating. Provide a written explanation of the circumstances regarding the problem to be included with the loan application. The lender must consider such a written explanation as part of the underwriting analysis. If the problem has been corrected and your payments have been made on time for a year or more, your credit will probably be judged as satisfactory. Chronic late payments, judgments, or loan defaults; however, severely damage your credit standing and may prevent you from obtaining the financing you need to complete the purchase. If you have been through bankruptcy or foreclosure proceedings within the past seven years, be prepared to give full details and copies of applicable documents. 

You will also be asked to explain the details if you are obligated to pay alimony, child support, or separate maintenance. Such obligations are treated like debt payments by most lenders and will be part of the underwriting analysis. 

ADDITIONAL INFORMATION 

You will be asked to sign a section of the loan application form which contains your certification that the information you have provided is correct to the best of your knowledge; your promise to advise the lender of any material changes in the information; and your consent to (1) verification of the application data, (2) submission of account history to credit reporting agencies, and (3) transfer of the loan or loan servicing to successors to the original lender. 

The last part of the application form requests information on the race and gender of the applicants. The Federal Government uses this data to monitor lenders' compliance with fair housing and equal credit opportunity laws. Provision of this information is strictly voluntary on your part and has no effect on your loan application. The lender, however, is required by federal law to request the information. 

Because of the particular circumstances surrounding a loan application, the lender may require additional information or documentation regarding you or the property after the application has been submitted for approval. Your loan officers make every effort to collect all data at the outset, but cannot foresee every eventuality. Requests for additional information are not necessarily bad omens and your primary concern should be in responding promptly with the information. 

At the time the application is taken, you will probably be asked to pay30 South Meridian Street, Suite 300 for the credit report and appraisal fees. Depending upon the locality and the type of the loan, these fees will generally run up to $500. 

Based on the information collected in taking the application, the loan officer may be able to pre-qualify you for the loan requested, but cannot approve the loan. That is done by the lender's underwriters after all documents and information have been received and verified. 
Mortgage Loan Application Process
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What is Variable Rate Credit? 
A credit transaction that has a variable rate starts out with an interest rate based on an index or an index plus a percent called a "margin." The rate is subject to change. The rate could change as the index changes or at periods of time such as every month or annually, etc. 

Disclosures: 

A credit transaction which has a variable rate must disclose the following at the time credit is extended: 

PRIVATE

( The circumstances under which the rate may increase. 
( Any limitations on the increase. 

( An example of the payment terms that would result from an 
     increase.

If the credit transaction is to be secured by the consumer's principal dwelling, variable rate disclosures must be given at the time application is made. 

VARIABLE RATE BASIC FEATURES 

The Index . . . . 

Most lenders base interest rate changes to changes in an "index rate." These indexes usually go up and down with the general movement of interest rates. 

Loans secured by the consumer's principal residence, in most cases, must use an outside index over which the institution has no control. Other credit can be tied to a financial institution's internal index. 

You should ask what index will be used and how often it changes. Also ask how the index has behaved in the past and if it is published. 

The Adjustment Period . . . . 

The rate can change as the index changes or changes can be monthly, annually, every three years, etc. The period between one rate change and the next is called the adjustment period. 

The Margin . . . . 

To determine the interest rate on a variable transaction, some lenders add to the index rate a few percentage points called the "margin." The amount of the margin can differ from one lender to another, but the margin is usually constant over the life of the loan. 

__________________________________________ 
Index rate + margin = interest rate 

Index at 8% + 2% margin = 10% interest rate 
__________________________________________ 

Interest Rate Caps . . . . 

An interest rate cap places a limit on the amount your interest rate can increase. They can be periodic caps, which limit the interest rate increase from one adjustment period to the next; or overall caps, which limit the interest rate increase over the life of the loan. 

Some contracts also limit the amount a rate can decrease during an adjustment period. For instance the contract calls for a 2% periodic interest cap and 2% reduction limit; the rate cannot go up or down more than 2% during an adjustment period. 

By law adjustable rate mortgage loans must have an overall cap. This means the interest rate could never exceed the overall cap rate. The overall cap rate could be based on a rate of increase or on a specific rate. For instance, the contract states there is a 5% overall cap and the beginning contracted rate is 8%; the most the rate could increase to during the life of the loan would be 13%. The cap could also be stated as a rate; for instance, the contract stated the rate could not exceed 13%. 

Payment Caps . . . . 

Some contracts include payment caps, which limit your monthly payment increase at the adjustment periods. The payment caps are usually a percentage of the previous payment. 

For instance, with a 7 1/2% payment cap, a payment of $100.00 could increase to no more than $107.50 in an adjustment period, and to no more than $115.56 in the next adjustment period. 

Payments . . . . 

Payments can change as the rate changes as stated above or they may not change. If they do not change, you may owe more or less at maturity. Variable mortgages or adjustable loans usually change payments as the rates change; however, many other types of variable rate credit transactions do not contract for changes in the payments. The last payment or payments may be more or less due to changes in the rate. 

If you have a variable rate transaction that does not change the payments, be sure to find out if you have to pay more payments or the balance in full at maturity if the rate were to increase. For instance, you purchased an auto on a variable rate contract; the payments did not change and the rate continued to increase during the term; your final payment could be hundreds of dollars more or you could owe more payments. 

Negative Amortization . . . . 

If your variable rate contract contains a payment cap or no payment change, you may have a negative amortization. Negative amortization means the principal balance is increasing and it is increasing because the payments do not cover the interest that is due. This means that the interest shortage in your payment is automatically added to your debt and in some instances interest may be charged on that amount. 

ASK QUESTIONS ABOUT VARIABLE RATES 
When you are entering into a credit transaction be sure to ask if the rate is a "fixed" or a "variable rate." If you do not want credit with a variable rate, be sure you know that there are no references to a variable rate or rate change in the contractual agreement or disclosures. 

Read the disclosures and contractual provisions very carefully. You will know from the disclosures and contract provisions if the rate is variable. 

MAKE SURE YOU UNDERSTAND ALL OF THE VARIABLE RATE PROVISIONS. 

The Indiana Department of Financial Institutions, Division of Consumer Credit has many other credit related brochures available, such as:
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Before you start to look for your dream home you probably want to know how much you can afford. Often homebuyers find out during the application process how much mortgage they can afford. However, if you want to determine how much mortgage you can afford, the following method is the one used by the lender to pre-qualify you for the loan amount. Pre-qualification is not an approval. The mortgage approval process involves verifying past credit, work and other historical data. Pre-qualification only determines the potential mortgage you may qualify for.

To determine "how much you can afford" you need to gather some data: 

· First, you need your gross monthly income.
  
· Second, you need your total monthly debt payments.

· Third, you must find out the FHA qualifying rules. Usually the housing qualifying amount for most FHA mortgage is 29%. That means you should not be spending more than 29% of your income for housing. 

The other FHA qualifying ratio is your total debt ratio. This varies with the lender but we'll assume 41% of your income on debts (credit cards, insurance, car payments, etc.)
· Finally, you must settle on the term of the mortgage and the interest rate. 

There are several ways to determine the mortgage rates. One is to call the HUD Counseling Hotline at (800) 569-4287 or visit HUD online at http://www.hud.gov. 

Another place is to look in your newspaper's Real Estate section. Usually there is a half page listing of various mortgage companies advertis-ing their rates and program types. If you examine the listing you will find programs such as 15, 20, and 30-year terms as well as FHA, balloon, fixed and ARM (adjustable rate mortgage) programs. 
To simplify the mortgage calculations, assume a standard 30-year mortgage at 8% interest. 

Example of gathered data:
Gross Monthly Income $3,600
Total Monthly Debt        $  612
FHA Qualifying Ratios:
Housing    29%
Total Debt 41%
Mortgage term is 30 years with an 8% interest rate

Steps to Complete the Mortgage Calculation
Step One:
Multiply the Gross Monthly Income by the Housing Ratio.
$3,600 X 29% = $1,044
Step Two:
Multiply the Gross Monthly Income by the Debt to Income Ratio.
$3,600 X 41% = $1,476
Step Three:
Add total monthly Debt Payments. 

These are any debt payments having six or more months remaining. Generally the lender will ignore payments less than six months. However, it is the lender's option. 

Assume only a car payment of $200 per month for the next 18 months.
Step Four:
Subtract the total from Step Three ($200) from the Total in Step Two ($1,476) .
$1,476 - $200 = $1,276
Step Five:
Compare the figures in Step One ($1,044) with the figure in Step Four ($1,276) Select the lower figure and that number becomes the maximum affordable mortgage payment. So the mortgage payment becomes $1,044.
It is critical to understand that the payment amount is affected by the variable of the loan term and the interest rate. Both effect the amount a family can borrow. 

The next point is deducting the required escrows for taxes and insurance. The escrows come out of the mortgage pay-ment. So, reduce your mortgage payment by these amounts. If you have an area you are interested in buying a home, you can find out what the average yearly taxes are in houses located in the area from a real estate agent. An insurance agent can give you an average property insurance premium for the area.  Divide the mortgage payment by the total of the estimated escrow amount to get a percent of the mortgage payment.
Step Six:
In the example we'll assume that 20% of your monthly mortgage payment will be for escrows. Multiply your projected mortgage payment by your estimated escrow percentage.
$1,044 x .20 = $208.80 Rounded to $209
Step Seven:
Subtract the estimated escrow amount of $209 from the estimated monthly mortgage payment of $1,044 and the amount is $835. This amount is the most mortgage (interest plus principal) the borrower can afford. 
Now the challenge is to find the best mortgage for the $835 payment.

As stated earlier, we used a 30-year fixed rate mortgage at 8% interest. You may decide to plug in other terms and interest rates to see if you can afford a larger mortgage payment. The final consideration is how much can be borrowed at the best rate and term and how much risk (fixed rate versus adjustable rate) the borrower is willing to assume.

The next step is to obtain an interest rate factor to finish the calculations. These interest rate factor tables are readily found in accounting books at the library, from your lender, or through the internet.

A sample factor table follows:
	PRIVATE
Interest Rate
	15 Year Mortgage
	20 Year Mortgage
	30 Year Mortgage

	8.00%
	$9.56
	$8.36
	$7.34

	8.50%
	$9.85
	$8.68
	$7.69


Step Eight:
Divide the mortgage payment of $835 by the mortgage factor of $7.34 which equals $113.76.
Step Nine:
Multiply the amount in Step Eight ($113.76) by $1,000 and the maximum mortgage amount becomes $113,760. 

You should shop for a house that costs no higher than $113,760.
By varying the income, interest rates and term of the mortgage, the potential buyer can produce various "what if" scenarios to arrive at the best alternative. 
Once you figure out what price house you can afford, you can shop for the perfect home and the perfect mortgage.

(  (  (  (  (
The Indiana Department of Financial Institutions, Division of Consumer Credit has many other credit related brochures available.

Call our toll-free number or write to the address on the cover for a copy of any of the brochures listed or for further consumer credit information.  
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What is a Loan/Mortgage Broker?
A loan/mortgage broker acts as a third party to secure a loan for the consumer. When you engage a broker there will be an extra fee for his services.

Brokers typically get paid in two ways: the fees, or points, and an often-overlook rebate that brokers receive from the lender. 

This back-door rebate is paid when brokers successfully sell you a loan with an above-average interest rate. Other times, rebates are paid for including a prepayment penalty clause or some other lender-friendly feature.

For example, if a broker can sell you a fixed-rate loan at 8.1 percent when the average rate is 7.8 percent, the broker might earn an additional 1 percent in fees. The rebate is paid by the lender, but the costs are passed to you in the form of a higher rate.

Brokers are required to disclose the rebate before you sign the paperwork, but it doesn't have to be a part of the good-faith estimate of loan costs you receive upon application. In the final disclosure form, it may be listed ambiguously as a "yield spread premium."

There's nothing improper about the rebate, as long as you know about it. Remember to ask. Take the rebate into account when negotiating with the broker over his fee. 

If you are paying the broker a 2 percent loan fee up front, and the lender is paying him another 1 percent rebate, that's a 3 percent fee, which is pretty high. Ask the broker to reduce your interest rate or fees.

How Much Should a Broker get?
The size of the fee varies based on the loan size, but 1 percent to 2 percent of the loan amount is usually enough. Take into account how complicated your loan is. If you barely qualify and the loan officer has to scramble for approval, a higher fee may be appropriate. For a no-hassle refinance, you should expect to pay less. Generally speaking, if a broker is pocketing more than 2 percent in profits (including the rebate, but not "hard costs" like appraisal, credit, title, etc), you deserve an explanation.

Broker Scams
Consumers looking for a loan should avoid the "advance fee" loan broker sometimes listed in the classified ads of newspapers and free publications.

Collecting brokerage fees in advance of making the loan is illegal in Indiana. So, right off there is a clue that the broker is not on the level. Much more important, we do not know of anyone who has ever gotten a loan through one of those operators.

The scam works basically like this: The "broker" runs an ad offering consolidation loans and include a toll-free telephone number. The prospective borrower calls and the scam artist takes some credit information then promises to call back. After a delay of perhaps an hour, the borrower gets a call back full of good news: the loan has been approved, usually at a very favorable rate and with a monthly payment that the borrower can handle. 

The "broker" then says he needs a certain amount of money - ranging from a few hundred to almost two thousand dollars - as the brokerage fee before the loan can be disbursed. 

The money must be sent as a cashiers check or money order and by Federal Express or United Parcel Service. Once the victim has sent the money, there is no loan and no further contact.

The problem lies in evasiveness, skillful fraud, and even an international border. Most of the companies are from Canada, presumably so there will be little or no involvement of law enforcement from the United States. People who send money find that the company's telephone is no longer in service just a few days later and there is not a government agency to help. Every regulator and law enforcement official has said "We simply can't catch up with them."
Caution and common sense are the best defenses against being victimized. First, if you are creditworthy, there are hundred of lenders in this State who are happy to service you. If you are not creditworthy, sending your money hundreds of miles and to a foreign country isn't going to help. Second, the advance fee and the Canadian address are dead giveaways that something isn't right.

Where to get Help
These Canadian loan scams are being combated by Phone Busters, a national task force against telemarketing fraud coordinated by the Ontario Provincial Police. Phone Busters can be reached at P. O. Box 686, North Bay, Ontario, Canada P1B8J8. Telephone: 888-495-8501 Fax: 705-494-4008

Call the Indiana Secretary of State, 317-282-6684 or 800-223-8791 for problems with Indiana loan brokers.

  (  (  (  (  (  (
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WHAT MAKES LOW DOWN PAYMENT LOANS POSSIBLE?

Mortgage Insurance.  Simply put, mortgage insurance protects the mortgage company against financial loss if a homeowner stops making mortgage payments. Mortgage companies usually require insurance on low down payment loans for protection in the event that the homeowner fails to make his or her payments. When a homeowner fails to make the mortgage payments, a default occurs and the home goes into foreclosure. Both the homeowner and the mortgage insurer lose in a foreclosure. The homeowner loses the house and all of the money put into it. The mortgage insurer will then have to pay the mortgage company's claim on the defaulted loan. 

For this reason, it is crucial that the family buying the home can really afford it -- not only at the time it is purchased, - but throughout the time period of the loan. 

Remember that mortgage insurance is not the same as credit life insurance, also called mortgage life insurance. This type of policy repays an outstanding mortgage balance upon the death of the person who took out the insurance policy.
THE TWO CHOICES: GOVERNMENT INSURANCE AND PRIVATE INSURANCE

Now that we have explained how mortgage insurance works and why it is necessary, let's look at the basic kinds of mortgage insurance. Low down payment mortgages can be insured in two ways -- through the government or through the private sector. Mortgages backed by the government are insured by the Federal Housing Administration (FHA) or guaranteed by the Department of Veterans Affairs (VA) or the Farmers Home Administration (FmHA). 

Although anyone can apply for FHA insurance, the other two government mortgage guarantee programs are much more targeted. The VA program is limited to qualified, eligible veterans and reservists. This program is very specialized, so contact your mortgage professional for the details. The FmHA insures loans for the construction and purchase of homes in rural communities. 

Obtaining conventional financing is the alternative to obtaining a home loan backed by the government. Conventional mortgages are all home loans not guaranteed by the government, including those guaranteed by private mortgage insurers. 

Although government and private insurance are based on the same concept of allowing families to get into homes with less cash down, there are many differences between the two. Often, your mortgage professional will play an important role in suggesting and deciding which insurance is selected. 

Home buyers must make a down payment of at least 5% of a home's value to be considered for private mortgage insurance. However, under some special programs, the down payment requirement allows the buyer to use a gift or grant to cover 2% of the 5% down payment required by private mortgage insurers. The gift or grant may come from a friend or relative, or a community group or other organization. 

Private mortgage insurance is available on a wide variety of home loans and there is no pre-set limit on the loan amount. Although differences such as these may affect whether the mortgage company prefers to work with government or conventional mortgages, your mortgage professional will discuss which one would be better for your situation. 

With the wide variety of loans available, home buyers have the freedom to choose the type of loan that best suits their needs. Early on in the home buying process, it is a good idea to meet with several companies to compare the types of mortgages they offer and shop for the best price and terms. Best of all, working with a mortgage insurer can be very easy -- whether your loan is insured by the FHA or a private mortgage insurance company -- because your mortgage professional handles all of the arrange-ments. 

By making lending money to home buyers safer, mortgage insurance helps more families get into homes of their own.

Qualifying for a Low Down Payment Loan

To be considered for a low down payment loan, you generally need to have: 

· Sufficient income to support the monthly mortgage payment 

· Enough cash to cover the down payment 

· Sufficient cash to cover normal closing costs and related expenses (explained below) 

· A good credit background that indicates your payment history or "willingness to pay" 

· Sufficient appraisal value, which shows the house is at least equal to the purchase price 

· In some instances, a cash reserve equivalent to two monthly mortgage payments 

Closing costs, or settlement costs, are paid when the home buyer and the seller meet to exchange the necessary papers for the house to be legally transferred. On the average, closing costs run approximately 2% to 3% of the house price. This percentage may vary, depending on where you live.  
Down Payment Assistance

Many local and state agencies run bond programs to generate funds to help individuals and families with a down payment. Contrary to public thinking, these bond issues are not a type of welfare. The government knows that it can be tough to buy that first home, especially on a limited income. 

Most agencies are income sensitive, but you may be surprised by the high level of acceptable income. The income level is especially high if you have children or dependents. Most agencies also have purchase limits, but they are adjusted to the income qualifications level. 

Contact the Indiana Housing Authority:

Indiana Housing Finance Authority 

One North Capitol / Suite 515 

Indianapolis, IN 46204 
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ALL ABOUT LOCK-INS 

In most cases, the terms you are quoted when you apply for your loan only represent the terms available to borrowers settling their loan agreement at the time of the quote. The quoted terms may not be the terms available to you at settlement weeks or even months later. Therefore, you could not rely on the terms quoted to you when shopping for a loan until your rates are locked-in. 

WHAT IS A LOCK-IN? 

A lock-in, also called a rate-lock or rate commitment, is a lender's promise to hold a certain number of points for you, usually for a specified period of time, while your loan application is being processed. (Points are additional charges imposed by the lender that are usually prepaid by the consumer at settlement, but can sometimes be financed by adding them to the mortgage amount. One point equals 1 percent of the loan amount.) Depending upon the circumstances, you may be able to lock in the interest rate and number of points that you will be charged when you file your application, during processing of the loan, when the loan is approved, or later. 

A lock-in that is given when you apply for a loan may be useful; because it's likely to take your lender some time to prepare, document, and evaluate your loan application. During that time, the cost of your mortgage may change. But if your interest rate and points are locked in, you should be protected against increases while your application is processed. This protection could affect whether you can afford the mortgage. However, a locked-in rate could also prevent you from taking advantage of price decreases, unless your lender is willing to lock in a lower rate that becomes available during this period. It is important to recognize that a lock-in is not the same as a loan commitment, although some loan commitments may contain a lock-in. 

A loan commitment is the lender's promise to make you a loan in a specific amount at some future time. Generally, you will receive the lender's commitment only after your loan application has been approved. This commitment usually will state the loan terms that have been approved (including loan amount), how long the commitment is valid, and the lender's conditions for making the loan, such as receipt of a satisfactory title insurance policy protecting the lender. 

WILL YOUR LOCK-IN BE IN WRITING? 
Some lenders have preprinted forms that set out the exact terms of the lock-in agreement. Others may only make an oral lock-in on the telephone or at the time of application. It is best to secure a lock-in agreement in writing.  Some lenders' lock-in forms may contain crucial information that is difficult to understand or that is in fine print. For example, some lock-in agreements may become void through some unrelated action, such as a change in the maximum rate for Veterans Administration guaranteed loans. Thus, it is wise to obtain a blank copy of a lender's lock-in form to read carefully before you apply for a loan. If possible or if you do not fully understand the lock-in form, show the lock-in form to a lawyer or real estate professional. 

WILL YOU BE CHARGED FOR A LOCK-IN? 
Lenders may charge you a fee for locking in the rate of interest and number of points for your mortgage. Some lenders may charge you a fee up front, and may not refund it if you withdraw your application, if your credit is denied, or if you do not close the loan. Others might charge the fee at settlement. The fee might be a flat fee, a percentage of the mortgage amount, or a fraction of a percentage point added to the rate you lock in. The amount of the fee and how it is charged will vary among lenders and may depend on the length of the lock-in period. 

What Options Are Available for Setting the Mortgage Term? 

Options in establishing the interest rate and points that you will be charged, such as: 

Locked-in interest rate / locked-in points. Under this option, the lender lets you lock in both the interest rate and points quoted to you. This option may be considered to be a true lock-in because your mortgage terms should not increase above the interest rate and points that you've agreed upon even if market conditions change. 

Locked-in interest rate / floating points. Under this option, the lender lets you lock in the interest rate, while permitting or requiring the points to rise and fall (float) with changes in market conditions. If market interest rates drop during the lock-in period, the points may also fall. If they rise, the points may increase. Even if you float your points, your lender may allow you to lock in the points at some time before settlement at whatever level is then current. (For instance, say you've locked in a 10.5 percent interest rate, but not the 3.0 points that went with that rate. A month later, the market interest rate remains the same, but the points the lender charges for that rate have dropped to 2.5. With your lender's agreement, you could then lock in the lower 2.5 points.) If you float your points and market interest rates increase by the time of settlement, the lender may charge a greater number of points for a loan at the rate you've locked in. In this case, the benefit you might have had by locking in your rate may be lost because you'll have to pay more in up-front costs. 

Floating interest rate / floating points; Under this option, the lender lets you lock in the interest rate and the points at some time, after application, but before settlement. If you think that rates will remain level or even go down, you may want to wait on locking in a particular rate and points. If rates go up, you should expect to be charged the higher rate. Because practices vary, you may want to ask your lender whether there are other options available to you. 

HOW LONG ARE LOCK-INS VALID? 
Usually the lender will promise to hold a certain interest rate and number of points for a given number of days, and to get these terms you must settle on the loan within that time period. Lock-ins of the 30-60 days are common. But some lenders may offer a lock-in for only a short period of time (for example, seven days after your loan is approved) while some others might offer longer lock-ins (up to 120 days). Lenders that charge a lock-in fee may charge a higher fee for the longer lock-in period. Usually, the longer the period, the greater the fee. 

The lock-in period should be long enough to allow for settlement, and any other contingencies imposed by the lender, before lock-in expires. Before deciding on the length of the lock-in to ask for, you should find out the average time for processing loans and ask your lender to estimate (in writing, if possible) the time needed to process your loan. You'll also want to take into account any factors that might delay your settlement. These may include delays that you can anticipate in providing materials about your financial condition and, in case you are purchasing a new house, unanticipated construction delays. Finally, ask for a lock-in with as few contingencies as possible. 

WHAT HAPPENS IF THE LOCK-IN PERIOD EXPIRES? 

If you don't settle within the lock-in period, you might lose the interest rate and the number of points you had locked-in. This could happen if there are delays in processing whether they are caused by you, others involved in the settlement process, or the lender. For example, your loan approval could be delayed if the lender has to wait for any documents from you or from others such as employers, appraisers, termite inspectors, builders, or individuals selling the home. On occasion, lenders are themselves the cause of processing delays, particularly when loan demand is heavy. This sometimes happens when interest rates fall suddenly. 

If your lock-in expires, most lenders will offer the loan based on the prevailing interest rate and points. If market conditions have caused interest rates to rise, most lenders will charge you more for your loan. One reason why some lenders may be unable to offer the lock-in rate after the period expires is that they can no longer sell the loan to investors at the lock-in rate. (When lenders lock in loan terms for borrowers, they often have an agreement with investors to buy these loans based on the lock-in terms. That agreement may expire around the same time that the lock-in expires and the lender may be unable to afford to offer the same terms if market rates have increased.) 

HOW CAN YOU SPEED UP THE APPROVAL OF THE LOAN? 
While the lender has the greatest role in how fast your loan application is processed, there are certain things you can do to speed up its approval. Try to find out what documentation the lender will require from you. 

Much of the information required by your lender can be brought with you when you apply for a loan. This may help to get your application moving more quickly through the process. When you first meet with your lender, be sure to bring the following documents: 

(  The purchase contract for the house (if you don't have the contract, check with your real estate agent or the seller). 

(  Your bank account numbers, the address of your bank branch and your latest bank statement, plus pay stubs, W-2 forms, or other proof of employment and salary to help the lender check your finances. 

(  If you are self-employed, balance sheets, tax returns for two to three previous years, and other information about your business. 

(  Information about debts, including loan and credit card account numbers and the names and addresses of your creditors. 

(  Evidence of your mortgage or rental payments, such as canceled checks. 

(  Certificate of Eligibility from the Veterans Administration if you want a VA-guaranteed loan. Your lender may be able to help you obtain this. 

Be sure to respond promptly to your lender's request for information while your loan is being processed. It is also a good idea to call the lender and real estate agent from time to time. By calling occasionally, you can check on the status of your application, and offer to help contact others such as employers who may need to provide documents and other information for your loan.

( ( ( ( ( ( (
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The Equal Credit Opportunity Act (ECOA) and the Fair Housing Act (FHA) protect you against discrimination when you apply for a mortgage to purchase, refinance, or make home improvements.

YOUR RIGHTS UNDER ECOA

The ECOA prohibits discrimination in any aspect of a credit transaction based on:

· race or color;

· religion;

· national origin; 

· sex; 

· marital status; 

· age (provided the applicant has the capacity to contract); 

· the applicant’s receipt of income derived from any public assistance program; and 

· the applicant’s exercise, in good faith, of any right under the Consumer Credit Protection Act, the umbrella statute that includes ECOA. 

YOUR RIGHTS UNDER FHA

The FHA prohibits discrimination in all aspects of residential real-estate related transactions, including:

· making loans to buy, build, repair, or improve a dwelling;

· selling, brokering, or appraising residential real estate; and 

· selling or renting a dwelling. 

It also prohibits discrimination based on:

· race or color; 

· national origin; 

· religion; sex; 

· familial status (defined as children under the age of 18 living with a parent or legal guardian, pregnant women, and people securing custody of children under 18); and 

· handicap. 

LENDER DO’S AND DON’TS

Lenders must…
Consider reliable public assistance income in the same way as other income. 

 

Consider reliable income from part-time employment, Social Security, pensions, and annuities. 

 

Consider reliable alimony, child support, or separate maintenance payments, if you choose to provide this information. A lender may ask you for proof that this income is received consistently. 

 

If a co-signer is needed, accept someone other than your spouse. If you own the property with your spouse, he or she may be asked to sign documents allowing you to mortgage the property. 

Lenders cannot…
Discourage you from applying for a mortgage or reject your application because of your race, national origin, religion, sex, marital status, age, or because you receive public assistance income. 

 

Consider your race, national origin, or sex, although you will be asked to voluntarily disclose this information to help federal agencies enforce anti-discrimination laws. A creditor may consider your immigration status and whether you have the right to remain in the country long enough to repay the debt. 

 

Impose different terms or conditions, such as a higher interest rate or larger down payment, on a loan based on your race, sex, or other prohibited factors.

 

Consider the racial composition of the neighborhood where you want to live. This also applies when the property is being appraised. 

 

Ask about your plans for having a family. Questions about expenses related to your dependents are permitted. 

 

Refuse to purchase a loan or set different terms or conditions for the loan purchase based on discriminatory factors. 

 

Require a co-signer if you meet the lender’s standards. 

STRENGTHENING YOUR APPLICATION

Not everyone who applies for a mortgage will get one. Lenders can use factors such as income, expenses, debts, and credit history to evaluate applicants.

There are steps you can take to ensure that your application gets full consideration. Give the lender all information that supports your application.

For example, stable employment is important to many lenders. Perhaps you’ve recently changed jobs but have been employed steadily in the same field for several years. If so, include that information on your application.

Get a copy of your credit report before you apply for a mortgage. Reports sometime contain inaccurate information. For example, accounts might be reported that don’t belong to you or paid accounts might be reported as unpaid. If you find errors, dispute them with the credit bureau and tell the lender about the dispute.

If you’ve had past bill-paying problems, such as a lost job or high medical expenses, write a letter to the lender explaining what caused your past credit problems. Lenders must consider this information at your request.

TRY FOR THE BEST LOAN TERMS
Some mortgage lenders may try to charge some borrowers more than others for the same loan product offered at the same time. This may include higher interest rates or origination fees or more points. Ask the lender if the rate you’re being quoted is the lowest offered that day. The lender is probably basing the loan offer on the list of mortgage rates frequently issued by that institution to its loan officers. Ask to see this list. If the lender refuses and you suspect you are not being offered the lowest rates or points available, you may want to negotiate for better terms or shop for another lender. Even if you decide to accept terms that are not the lowest available, ask the lender why you did not qualify for better terms. The answer may help you to correct errors and to become more creditworthy.

IF YOUR APPLICATION IS REJECTED

If your mortgage is denied, the lender must give you specific reasons why or tell you of your right to ask for them. Under the law, you have the right to:

Know within 30 days of the date of your completed application whether your mortgage loan is approved. The lender must make a reasonable effort to obtain all necessary information, such as credit reports and property appraisals. If your application is rejected, the lender must tell you in writing. 

 

Know specifically why your application was rejected. The lender must tell you the specific reason for the rejection or your right to learn the reason if you ask within 60 days. An acceptable response might be: "your income was too low" or "you haven’t been employed long enough." A response of "you didn’t meet our minimum standards" is not specific enough. 

 

Learn the specific reason why you were offered less favorable terms than you applied for, but only if you reject these terms. For example, if the lender offered you a smaller mortgage or a higher interest rate, you have the right to know why if you did not accept the lender’s counter offer. 

 

Find out what is in your credit report. The lender may have rejected your application because of negative information in your credit report. If so, the lender must tell you this and give you the name, address, and phone number of the credit bureau. You can get a free copy of that report from the credit bureau if you request it within 60 days. Otherwise, the credit bureau can charge up to $8. 

 

If your report contains inaccurate information, the credit bureau is required to investigate items that you dispute. Those companies furnishing inaccurate information to the credit bureaus also must reinvestigate items that you dispute. If you still dispute the credit bureau’s account after a reinvestigation, you can include your summary of the problem in your credit report. 

 

Get a copy of the property appraisal from the lender. Mortgage applications may be turned down because of poor appraisals. Review the appraisal. Check that it contains accurate information and determine whether the appraiser considered illegal factors, such as the racial composition of the neighborhood. 

IF YOU SUSPECT DISCRIMINATION

Take action if you think you’ve been discriminated against:

· Complain to the lender. Sometimes you can persuade the lender to reconsider your application. 

· Check with your state Attorney General’s office to see if the creditor violated state laws. Many states have their own equal credit opportunity laws. 

· Contact a local private fair housing group and report violations to the appropriate government agency. If your mortgage application is denied, the lender must give you the name and address of the agency to contact. 

· Consider suing the lender in federal district court. If you win, you can recover your actual damages and be awarded punitive damages if the court finds that the lender’s conduct was willful. You also may recover reasonable lawyers’ fees and court costs. You also might consider joining with others to file a class action suit. 

A number of federal agencies share enforcement responsibility for the ECOA and the FHA. Determining which agency to contact depends, in part, on the type of financial institution you dealt with.

For ECOA violations involving mortgage and consumer finance companies:

Federal Trade Commission, http://www.ftc.gov 

Consumer Response Center

Washington, DC 20580

202-326-2222; TDD: 202-326-2502

While the FTC generally does not intervene in individual disputes, the information you provide may indicate a pattern of violations requiring action by the Commission.

For violations of the FHA:

Office of Fair Housing and Equal Opportunity

US Department of Housing and Urban 

Development (HUD), Room 5204

Washington, DC 20410-2000

Toll-free hotline: 1-800-424-8590

TDD: 1-800-543-8294

You have one year to file a complaint with HUD, but you should file as soon as possible. 
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MORTGAGE SETTLEMENT COSTS

Of all the steps in buying a home or refinancing a loan, the mortgage closing or settlement probably causes more confusion and uncertainty for the borrower than any other. 

A settlement may involve several people and a variety of documents and fees. Once you understand what is involved, you may find the entire closing process far simpler than you might have imagined. While this information focuses on settlements in home purchases, much of the information also will be useful if you are refinancing a mortgage. 

Let's start with two important facts. 

Fact number 1: Many buyers may think of settlement as the last step to becoming the legal owners of their new home. But it's a process that begins weeks or even months before, and follows an outline set largely by a buyer's original offer to the seller of the house. That offer becomes the sales contract, once it's signed by the seller, and it covers many of the key elements of the settlement or closing. 

Fact number 2: Practices differ from one locality to another regarding who pays what closing costs. Across the country, however, buyers and sellers are free to negotiate certain fees. In some cases, certain costs can be shifted, it may affect the sale price of the property. In most states, costs can also be cut by shopping around among providers of the settlement services. 

The point is this: The more you know about the process, the better your chances are for saving money at settlement time. 
TYPES OF CLOSING COSTS 

There are three basic categories of charges and fees in settlement or closing transactions: 

(  Charges for establishing and transferring ownership. These include title search, title insurance, related legal fees, and fees for conducting the settlement.

(  Amounts paid to state and local governments. These include city, county, and state transfer taxes, recordation fees, and prepaid property taxes. 

(  Costs of getting a mortgage. These include survey, appraisals, credit checks, loan documentation fees, notary charges, loan origination, commitment and processing fees, hazard insurance, interest prepayments, and lender's inspection fees. 

TITLE SEARCH: WHO OWNS WHAT? 
When someone buys or sells a car, proving ownership is relatively easy. The owner has a certificate of title issued by the state in which the car is registered. When it comes to houses, providing clear title is not so simple. Moreover, your lending institution will not give you a mortgage loan on a house unless you can prove that the seller owns it. The proof comes in the title search. 

How the title search is carried out depends upon where the property is located. In many parts of the country, public records affecting real estate title are spread among several local government offices, including recorders of deeds, county courts, tax assessors, and surveyors. Records of deaths, divorces, court judgments, liens, and contests over wills (all of which can affect ownership rights) also must be examined. 

In a few localities, property records are fully computerized and the job can be completed fairly quickly. In the majority of localities, however, a title search must be performed to establish the seller's clear title. This means examining public records, in courthouses and elsewhere, to assure both you and your lender that there are no claims against the property that you are buying. 

The title search may be carried out by an escrow or title company, a lawyer, or other specialist. 

TITLE INSURANCE 
In addition to a formal title search, your lender is likely to require a title insurance policy. The policy guards the lender against an error by the one who searched the title. (In some cases, the title insurer might arrange for or conduct the title search.) Let's say, for example, that a long-lost relative of the seller turns up with indisputable evidence that the relative, and not the seller, holds legal title to the property. Though it should have been found in the public records, the relative's claim was missed somehow. Errors are rare, but they do occur. 

When this happens, the lending institution finds that it has loaned the home buyer thousands of dollars to buy a house from someone who did not own it. To avoid such problems, the lender will insist on title insurance prior to settlement. The cost of the policy (a one-time premium) is usually based on the loan amount and is often paid by the purchaser. There's nothing, however, to keep you from asking the seller, during your negotiations, to pay part or all of the premium. 

The title insurance required by the lender protects only the lender. To protect yourself against unforeseen title problems, you may also want to take out an owner's title insurance policy. Normally, the additional premium cost is only a fraction of the lender's policy, but this can vary from area to area. 

Some final advice on keeping title insurance costs low: If the house you are buying was owned by the seller for only a few years, check with a title company. If you can obtain a re- issue rate, the premium is likely to be significantly lower than the regular charge for a new policy. If no claims have been made against the title since the previous title search was done, the seller's insurer may consider the property to be a lower insurance risk. 

Finally, shop around, not just for the premium (which can vary depending on how much competition there is in a market area), but for coverage as well. Generally, you should look for a policy with as few exclusions from coverage as possible. The exclusions are listed in each policy. Some policies have so many exclusions (situations under which the insurer will not pay for your title problems) that you end up with little coverage for your premium dollar. 

GOVERNMENT IMPOSED COSTS 
In some parts of the country, the transfer, recordation, and property taxes collected by local and state governments may be among the heftiest charges paid at settlement. 

While there is no way to avoid paying these taxes, you may be able to lessen your share of the bill. Try shifting some or all of the cost to the seller. But, remember, you must do this when you make your offer to purchase the property. 

MORTGAGE RELATED CLOSING COSTS 

The costs of getting a mortgage may be imposed by your lender as early as when you apply for your loan. Mortgage related closing costs include: 

(  Application Fee. Imposed by your lender, this charge covers the initial costs of processing your loan request and checking your credit report. 

(  Appraisal Fee. This fee pays for an independent appraisal of the home you want to purchase. The lender requires this opinion or estimate of the market value of the house for the loan.

(  Survey. At a minimum, the lender will require an independent verification from a surveying firm that your lot has not been encroached upon by any structures since the last survey conducted on the property. Alternatively, the lender may insist upon a complete (and more costly) survey to ensure that the house and other structures legally are where you and the seller say they are.

(  Loan Origination Fees and Discount Points. The origination fee is charged for the lender's work in evaluating and preparing your mortgage loan. Discount points are prepaid finance charges imposed by the lender at closing to increase the yield to the lender beyond the stated interest rate on the mortgage note. One point equals 1 percent of the loan amount. For example, one point on a $75,000 loan would be $750. In some cases, especially in refinancing, the points can be financed by adding them to the loan amount that you borrow. 

(  Mortgage Insurance. Buyers who make down payments less than 20 percent (and in some cases 30 percent) of the value of the house may be required by lenders, and by law in some states, to take out mortgage insurance. The policy covers the lender's risk in the event the buyer fails to make the loan payments. Premiums are typically paid annually from an escrow or reserve account, or in a lump sum at closing. A buyer, whose mortgage is insured by FHA or guaranteed by VA, will have to pay FHA mortgage insurance premiums or VA guarantee fees. 

(  Homeowner's Hazard Insurance. A form or protection against physical damage to the house by fire, wind, vandalism, and other causes. Your lender will expect you to have a policy in effect at closing. 

MISCELLANEOUS CLOSING COSTS 
Depending upon the location and type of property, and extra services you or your lender request, you may also have to pay some of the following at closing: 

(  An assumption fee charged when you are taking over or assuming an existing mortgage on the house. The size of the fee will depend on the lender, but it may range from several hundred dollars to 1 percent of the loan amount. 

(  Home inspection fees for an analysis of the structural condition of the property by an engineer or consultant, and for termite inspections. 

(  Adjustments for various types of expenses prorated between the seller and the purchaser. Some of the adjustments may involve large amounts. Local property taxes, annual condominium fees and other lump-sum service charges, for instance, may be split between you and the seller to cover your respective periods of ownership for the calendar year or tax period.

Settlements are conducted by lending institutions, title insurance companies, escrow companies, real estate brokers, or attorneys. In most cases, whoever conducts the settlement is providing a service to the lender. You may be required to pay for related legal services provided to the lender. You can also retain your own attorney to represent you at all stages of the transaction including settlement. 

How Can You Anticipate How Much You Will Have to Pay In Closing Costs?

With such a long list of potential charges at settlement, it is important to know what to expect. To enable you to do that, the Congress passed the Real Estate Settlement Procedures Act (RESPA). Your mortgage lender is required to supply you with "good faith estimates" of all your closing costs within three business days of your application for a loan, together with a special information booklet called "Settlement Costs -- A HUD Guide." In addition, a statement of your actual costs should be given to you at or before settlement. Within the same three days, the lender is required, under the Truth in Lending Act, to provide you with a statement containing "good faith estimates" of the costs of the loan you have applied for, including your total finance charge and the annual percentage rate (APR). The APR expresses the cost of your loan as a yearly rate. This rate is likely to be higher than the stated interest rate on your mortgage, because it takes into account discount points, mortgage insurance, and certain other fees that add to the cost of your loan. 

If you are refinancing a loan, the lender is not required to give the "good faith estimates" or the special information booklet. But you will receive the Truth in Lending disclosures before you settle. 

This brochure has been prepared to help you make the important decisions involved in buying and financing your home. Because real estate settlement practices vary depending upon state law and local custom, this information should not be viewed as a replacement for professional advice. Talk with mortgage lenders, real estate agents, attorneys, and other advisors for information about lending practices, mortgage instruments, and your own interests before you commit to a specific loan. 
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Once your application for a mortgage loan has been approved and you have received a commitment letter, the final step before you can call the house your own is the closing, or settlement, of the purchase transaction and mortgage loan. Even though you have signed a purchase agreement and your loan request has been approved, you have no rights to the property, including access, until the legal title to the property is transferred to you and the loan is closed. You should have a good understanding of what is involved in the closing process, because there are a number of things that you can do to make sure that it goes smoothly and on time. 

At closing, you will sign the mortgage loan documents, the seller will execute the deed to the property, funds will be collected and disbursed, and the closing agent will record the necessary instruments to give you legal ownership of the property. Settlement of a mortgage loan is a legal process, so specific procedures and requirements will vary according to state and local laws, but a general description of closing practices can help you through the process. 

BETWEEN COMMITMENT AND CLOSING 

As soon as you receive firm approval, you should confirm the actual date of the loan closing. An estimated closing date was probably specified in the sale contract, but a firm date needs to be set by you, the seller of the property and your lender. You will want to make sure that settlement will take place before your loan commitment expires and before any rate lock agreement (guaranteed terms of the loan) expires. 

The settlement date also has to allow adequate time to assemble all of the required documentation. If repairs or maintenance on the property are a part of the lender's commitment, there must be time to complete them. The real estate agents involved in the sale transaction and the lender are often the best people to coordinate the closing arrangements. Most lenders require at least three to five days advance notice of the closing date in order to prepare the loan documents and get them to the closing agent. 

There are standard documents and exhibits that are commonly required for a loan closing, regardless of jurisdiction. Some of these will be your responsibility and others will be the responsibility of the seller. The following documents are typically required for closing. 

TITLE INSURANCE POLICY 

Every lender will require title insurance. The company issuing the title insurance policy will have researched legal records to make sure that you are receiving clear title, or ownership, to the property. Their title search has established that the seller of the property is the legal owner, and that there are no claims, or liens, against the property. The title company offers both a lender's policy and an owner's policy. You will have to pay for a lender's policy, and it is advisable for you to have an owner's policy as well. For a small additional premium, it will protect you up to the full value of the property if fraud, a lien, or faulty title is discovered after closing. 

HOMEOWNER'S INSURANCE 

The lender will require you to have homeowners insurance on the property at least in the amount of the replacement cost of the property. You should make sure the policy covers the value of the property and contents in the event they are destroyed by fire or storm. You must pay for the policy and have it at the closing. You are free to select the insurance carrier, but the lender will require the company to meet rating standards and be rated by a recognized insurance rating agency. 

TERMITE INSPECTION AND CERTIFICATION 

In many areas, the property must be inspected for termites, and the inspection is required in the purchase contract. In some parts of the country, this may be called a "wood infestation" report. The report is required on all FHA and VA loans and many conventional loans. 

SURVEY OR PLOT PLAN 

Your lender may require a survey of the property, showing the property boundaries, the location of the improvements, any easements for utilities or street right-of-way, and any encroachments on the boundaries by fences or buildings. Encroachments can be minor, such as a fence, or may be serious and have to be corrected before closing. In some areas, an addendum to the title policy eliminates the need for a survey. 

WATER AND SEWER CERTIFICATION 

If the property is not served by public water and sewer facilities, you will need local government certification of the private water source and sanitary sewer facility. Properties with well and septic water sources are usually governed by county codes and standards. 

FLOOD INSURANCE 

If the lender or the appraiser determines that the property is located within a defined flood plain, you will want, and the lender will require, a flood insurance policy. The policy must remain in force for the life of the loan. 

Certificate of Occupancy or Building Code Compliance Letter 

If your home is new construction, you will have to have a Certificate of Occupancy, usually from the city or county, before you can close the loan and move in. The builder will obtain the certificate from the appropriate authority. Many local governments require an inspection when a home is sold to see if the property conforms to local building codes. Code violations may require repairs or replacement of structural or mechanical elements. The responsibility for ordering the inspection and paying for any required repairs should be spelled out in the purchase contract. 

OTHER DOCUMENTATION 

Additional documentation required for closing will be set out in the commitment letter from the lender and will depend upon terms of the sale, peculiarities of the property, and local ordinances and custom. Examples would include private road maintenance agreements if the street in front of your property is not maintained by a municipality, or proof of sale of your previous home if that was a condition of approval of your loan. Within 24 hours prior to the actual closing, you and your real estate agent should make a final inspection of the property to make sure any required repairs have been completed, all property described in the sale contract, such as kitchen appliances, carpeting and draperies are present, and that no recent fire or storm damage has occurred. In most cases, the lender will make a similar inspection before closing. 

THE LOAN CLOSING 

The actual loan closing procedure, including who conducts the closing and who is present, depends upon local law and custom and lender practices. Some states require that you be represented by an attorney, but others do not. Even if it is not required by law, you may want to have an attorney review the closing documents. 

Some lenders will close the loan in their offices, some will use title or escrow companies and some will send their instructions and documents to their attorney or yours to conduct the closing. As soon as you receive your commitment letter from the lender, you should determine who is responsible for closing arrangements. 

The actual closing is conducted by a closing agent who may be an employee of the lender or the title company, or it may be an attorney representing you or the lender. The lender and seller, or their representatives, and the real estate agents may or may not be at the actual closing. It is not unusual for the parties to the transaction to complete their roles without ever meeting face to face. 

The closing agent will have received instructions from the lender on how the loan is to be documented and the funds disbursed, and will have collected all of the necessary exhibits from you, the seller, and the lender. The closing agent will make sure that all necessary papers are signed and recorded, and that funds are properly disbursed and accounted for when the closing is completed. 

You typically need to come to the closing with a certified check for the closing costs, including the balance of the down payment. You can get the exact figure a day or two prior to the closing from the lender or the closing agent. You should also bring the homeowners insurance policy and proof of payment, if it has not been delivered earlier. 

For the most part, your role at closing is to review and sign the numerous documents associated with a mortgage loan. The closing agent should explain the nature and purpose of each one and give you and/or your attorney an opportunity to check them before signing. A brief description of the major documents may help you understand their purpose and significance. 

SETTLEMENT STATEMENT HUD-1 FORM 

This form is required by Federal law and is prepared by the closing agent. It provides the details of the sale transaction including the sale price, amount of financing, loan fees and charges, protion of real estate taxes, amounts due to and from buyer and seller, and funds due to third parties such as the selling real estate agent. It must be signed by both buyer and seller and becomes a part of the lender's permanent loan file. 

Some of your charges on the HUD-1 may have already been paid, such as credit report and appraisal fees. They will be noted as P.O.C. (paid outside the closing.) You will usually be charged interest on the loan from the date of settlement until the first day of the next month, and your first payment will be due on the first day of the following month. Make sure you know exactly when your first and subsequent payments are due, and what the penalties are for being late. 

If your loan is greater than 80 percent of the value of the property, you will probably have to pay for mortgage insurance that protects the lender in case you default. One year's premium will usually run between .5 percent to .75 percent of the loan amount. 

In addition to your monthly payments on the loan, most lenders will require you to maintain an "escrow" or "impound" account for real estate taxes and insurance. Current law permits a lender to collect 1/6th (two months) of the estimated annual real estate taxes and insurance payments at closing. Additionally, real estate taxes for the current year will be prorated between you and the seller and paid at closing. After closing, you will remit 1/12 of the annual amount with each monthly payment. Tax and insurance bills should be sent to the lender who will pay them out of the escrow funds collected. 

TRUTH-IN-LENDING STATEMENT 

This form is also required by Federal law. You were given an initial TIL shortly after you completed the loan application. If no changes have taken place since that time, the lender need not provide one at closing. If, however there are significant charges, you must receive a corrected TIL no later than the time of the settlement. 

THE MORTGAGE NOTE 

The mortgage note is legal evidence of your indebtedness and your formal promise to repay the debt. It sets out the amount and terms of the loan, and also recites the penalties and steps the lender can take if you fail to make your payments on time. 

THE MORTGAGE OR DEED OF TRUST 

This is the "security instrument" which gives the lender a claim against your house if you fail to live up to the terms of the mortgage note. It recites the legal rights and obligations of both you and the lender, and gives the lender the right to take the property by foreclosure if you default on the loan. The mortgage or deed of trust will be recorded, providing public notice of the lender's claim (lien) on the property. 

MISCELLANEOUS DOCUMENTS 

There will be a number of documents or affidavits that you will be asked to sign at the closing. Some are lender requirements (e.g., a statement that you intend to occupy the property as your primary residence), or are required by state or Federal law. These instruments should not be taken lightly. Some provide for criminal penalties for false information, and some may give the lender the right to "call" your loan, which means the entire loan amount becomes immediately due and payable. When everything has been signed and the closing agent is satisfied that all of the instructions for closing have been complied with in full, you become the owner and are given the keys to the property. 

  (   (   (   (   (   (   (   (   
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When you are planning on purchasing a home, the first thing you should do is apply for a mortgage loan. Having a preapproved mortgage loan has many advantages. The lender can help you determine the price range of a home you can afford and how much money you will need for a down-payment and closing costs. 

Shop for a loan, not a lender. You may have a long-term relationship with your bank, but that doesn't mean they will give you the best deal. Most loans are sold on the secondary market, so the financial institution that gives you the loan might not be the one that owns and services it for the next 30 years. 

The more knowledgeable you are before you approach lenders, the better deal you're likely to get. Look in your local paper to see what rates are being offered. Interview lenders over the telephone before meeting with them in person. Find out if they are the actual lender or a broker. A mortgage broker acts as a third party between you and the lender and there will be extra fees for his services.

Do a background check on the lender you choose. It's crucial that you check out a company's past.

WHAT INFORMATION SHOULD YOU TAKE TO THE LENDER? 

Your lender will need to know how much money you have coming in and how much money you pay out in expenses each month. When you apply for a mortgage loan, take the following information with you: 

(  Your address(es) for the past two years. If you're renting now, bring the name and address of your landlord. 

 

(  Your employer(s) for the last two years. Bring your pay stubs for the past few months.

 

(  Bring a copy of your tax forms for the last two years; any divorce papers to show alimony or child support you receive; retirement benefit information; and information on any other income you have. If you are self-employed, you will need a certified profit and loss statement.

 

(  Bank account numbers and balances as well as information about any other savings or investments you have. 

 

(  The year, make, and value of any vehicles you own. If your vehicles are financed, information on the finance company and payment amounts.

 (  Information about all your debts or bills, account numbers and how much you owe.

 

(  If you have ever filed for bankruptcy, be sure to bring the bankruptcy petition or discharge.

 

(  If you are a veteran, bring your certificate of eligibility or discharge form. 

 

(  Bring identification with your picture on it and your social security number. 

WHAT QUESTIONS SHOULD YOU ASK? 

Different kinds of mortgages and different programs are available to help you buy a home. Here are some questions you should ask: 

Are you a mortgage broker or a mortgage lender? With lenders other than banks, it's hard to tell. A mortgage broker does not make the loan; they act as an agent for the customer to find a mortgage lender and there is an extra fee for their service. The mortgage lender is the company actually making the loan. 

What is the note rate and what is the annual percentage rate? The note rate is the rate of interest contracted for during the term of the loan. The annual percentage rate is the yearly rate for all finance charges, interest as well as prepaid finance charges. 

Is the rate fixed or adjustable? A fixed rate mortgage has the same rate for the full term of the loan.  An adjustable mortgage rate can change based upon the changes in the index the loan's rate is based on.  Your interest can increase or decrease depending on the index and the terms of your contract.  Your monthly payments can also be increased or decreased.

Will I have to pay "points" (prepaid finance charges)? If so, how much? A point is one percent of the mortgage loan paid up front by the buyer or seller to the lender. 

How much will the closing costs be? Lenders impose fees for various items such as the credit report, title examination, abstract of title, title insurance, property survey, appraisal, notary, and fees for preparing deeds, mortgages, settlement, and similar documents. 

How long after I apply will the rate be guaranteed (locked in)? Some lenders will guarantee or lock in a rate for a period of time others will not.  If they do, be sure to get it in writing.

How long will it take to process my mortgage application. 

What is the required down payment? VA loans do not require a down payment. Down payments are a percentage of the value of the home. 

What type of mortgage is it? Is it a VA, FHA, or conventional mortgage? VA and FHA mortgages are federally insured; conventional loans are not federally insured. VA loans do not require mortgage insurance; FHA and conventional loans have mortgage insurance premiums added to the interest and principal payments unless you have a large down-payment (20% or more). 

What is the term of the loan and how much will my mortgage payment be each month? (including principal, interest, taxes, and insurance) 

What will I have to pay up front? Funds due at closing usually include closing costs and points (prepaid finance charges based on a percent of the loan amount). Closing costs include credit reports, appraisal fees, document preparation, settlement charges, title insurance, etc. 

Is there a prepayment penalty, if so, how much? 

ADJUSTABLE RATE Vs FIXED RATE MORTGAGES 

Fixed-rate loans look like a good bet these day and the spread compared with adjustable rate loans has dropped below 2 percentage points, making the fixed rate loan a better value. Adjustable rate mortgages (ARM) still deserve consideration. 

They are easier to qualify for, have lower starting interest rates and often have lower loan fees. If you plan to move within five years, an ARM will probably be cheaper than a fixed rate loan. A compromise could be a so-called hybrid ARM which offers fixed payments for three to seven years and then adjusts to current interest rates. 

Adjustable Rate Mortgages 

If the rate is adjustable, you should ask the following questions: 

How often can the interest rate change? 

 

How much can the rate increase or decrease at each adjustment period?

 

How much can the rate increase or decrease during the life of the loan?

 

What is the index for the mortgage and where is it published? 

 

How has the index changed in the past? The lender must give you examples of rate changes when you apply for an adjustable rate mortgage. 

 

Can I change the ARM to a fixed rate loan during the life of the loan? If I can, when would I be permitted to make a change? 

 

How much would it cost me to change from a fixed rate mortgage to an adjustable rate mortgage? Often adjustable rate mortgages offer a lower or discounted rate for the first year or two of the loan; making the payments lower for that period. You should make sure you understand how the rate and payments will increase after the discounted rate period. 

UNPLEASANT SURPRISES 

Too often when you sit down to sign the loan documents you discover that the interest rate, points or some other feature is not what you expected. Borrowers are at their most vulnerable point when sitting down to sign the paperwork. A shady lender may try to exploit this disadvantage. There are some steps you can take to reduce your risks.

After your loan is first approved, get a loan agreement in writing. It should spell out the size, interest rate, fees, and other details of the loan. If possible include an expected closing date. Get the rate lock-in in writing too. Otherwise, the interest rate on your loan my be subject to change until the day you sit down to sign.

Get a receipt for all fees that you must pay up front, including the terms under which the money will be refunded in the event that the loan doesn't close.

Be wary of lenders or brokers who won't back up that they say in writing.

REMEMBER, your home is likely to be the most expensive investment that you will ever make. Differences in mortgage terms can result in thousands of dollars of savings to you.   
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Mortgage escrow accounts have been in the news lately and seem to be greatly misunderstood by many consumers. The original idea behind escrow accounts was to protect the interests of homeowners, and they have been serving that purpose for more than 50 years. 

THE HISTORY OF ESCROWS 
Mortgage escrow accounts came into being more than 50 years ago. In the 1930's, many Americans were losing their homes in foreclosures because of late tax payments. To help ease the burden on homeowners who had to come up with large, lump sum payments at tax time, lenders agreed to take on the responsibility by collecting smaller monthly sums from homeowners along with their mortgage payment. In 1934, the government mandated that lenders manage escrow accounts on all FHA insured mortgages. This then became the standard practice for all mortgages. 

WHY MORTGAGE ESCROWS? 

Mortgage escrow accounts ensure that homeowners' property taxes, fire and hazard insurance premiums, mortgage insurance premiums, and other escrow items are paid in a timely fashion. They are a guarantee that there is always enough money to pay these bills when they are due, so that the homeowner avoids the risk of lapsed insurance coverage or delinquent taxes. 

WHO'S PROTECTING THE HOMEOWNER? 

Escrowing is governed by the Real Estate Settlement Procedures Act of 1974 (RESPA.), administered by the U.S. Department of Housing and Urban Development (HUD), HUD Building Washington DC 20410, 202-708-0926. Lenders must manage their escrow accounts in compliance with this federal law and with the interpretations set out by HUD. 

In addition, the 1990 Housing Bill signed into law by the President, requires lenders to issue itemized statements of escrow accounts to borrowers on an annual basis. While many lenders are already providing homeowners with regular statements of their escrow accounts, the new law should ensure that every lender follows this practice. 

WHAT ESCROWS DO FOR HOME BUYERS 
Guarantee that bills are paid on time. The most obvious advantage of escrows is that they automatically budget the borrower's tax and insurance responsibilities over the course of a year. Homeowners do not have to worry about coming up with several large, lump sum payments, each with different due dates, throughout the year. If there is ever a fire in the home, or if the basement floods causing damage, the homeowner is assured that the home is protected by up-to-date insurance.

  

Unexpected increases are taken care of. Because of escrows, homeowners also do not need to worry about calculating unexpected increases in their taxes or insurance premiums. It is the responsibility of the lender to allow for possible increases in these payments. 

 

Even when there are not enough funds in a mortgage escrow account to meet increased tax or insurance payments, the lender typically covers the bill without charging interest to the borrower. It is very common for lenders to pay taxes and insurance premiums when they are due, even though all the money for these bills has not yet been collected from the homeowner. Lenders advanced more than $600 million to homeowners, who then avoided the penalties and risks of not paying their taxes and insurance on time.

  

Mortgages have lower rates and down payments because of escrows. Escrows protect the interests of investors in home mortgage loans. By making home mortgages more attractive and secure as investments, escrowing has led to a healthier mortgage market. As a result, loans with better terms and lower down payments are available to homebuyers. 

 

Local governments save money. Escrow accounts also benefit local governments by providing a more efficient, less expensive means of tax collection. Rather than working with millions of homeowners, municipalities need only collect from a few hundred lenders.

How Does the Lender Come Up With My Payment? 

The law is very specific in setting limits on the amount that the lender may collect. The lender may require a monthly payment of 1/12 of the total amount of estimated taxes, insurance premiums, and other charges reasonably anticipated to be paid. In addition, the lender may collect an additional balance of not more than 1/6 of the estimated annual payments. If the lender determines there will be or is a deficiency in the escrow accounts, the law permits the lender to require additional monthly deposits to avoid or eliminate the deficiency. 
What Happens When My Loan Is Transferred? 

When the servicing of your loan is transferred to another lender, the new lender takes on the responsibility of managing your escrow account. At that time, the new lender may examine your escrow account to make sure that the funds being collected are sufficient to cover all payments that are to be made. If the new lender feels that the amount collected must be adjusted, you will be notified of the change in your monthly payment. 
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Fast Facts

	(  You usually must be notified at least 15 days before your loan servicing is transferred to a new servicer. 

 

(  During a 60-day grace period, you cannot be charged a late fee if you mistakenly send your mortgage payment to the old servicer. 

 

(  The new servicer cannot report that payments were late to a credit bureau. 

 

(  Write to the servicer if you think there are problems with your account. Mortgage servicers must respond promptly to written inquiries.

 

(  Do not subtract any disputed amount from your mortgage payment. The servicer may consider this different amount to be a partial payment and declare the mortgage in default.




 When you apply for a home mortgage, you may think that the lender, or loan originator, will service the loan until it is paid off or your house is sold. This is not always true. In today's market, mortgage servicing rights often are bought and sold. 

If you are notified that your home mortgage servicing has been sold to another company, you may wonder how it will affect your loan terms and monthly payments. Some consumers have complained that they were not given enough notice of loan servicing transfers and were unfairly charged late fees and penalties. 

In 1990, the National Affordable Housing Act was passed to address some of these concerns. This brochure explains what a mortgage servicer does and what your rights are under the Housing Act. It also tells what you can do if you have a complaint about the transfer of your loan servicing. 

What are the responsibilities of a mortgage servicer?

The mortgage servicer collects your monthly payments and handles your escrow account. An escrow account is a fund that your lender establishes in order to pay property taxes and hazard insurance on your home during the year as they become due. In this way, the lender uses the escrow account to guard its investment in your home. 

When your escrow account is first established, your mortgage servicer must give you a statement telling you the estimated taxes, insurance premiums, and other charges that are anticipated over the next 12 months as well as the expected totals of those payments.  

The mortgage servicer also is required to give you an annual statement that details the activity of your escrow account. This statement shows your account balance and reflects payments for property taxes and homeowners insurance. See our Brochure on Mortgage Escrow

What does the housing act require lenders or servicers to do?

To protect consumers, the National Affordable Housing Act requires lenders or servicers to do the following. 

Provide a disclosure statement.
The disclosure statement says whether the lender intends to sell the mortgage servicing immediately; whether the mortgage servicing can be sold at any time during the life of the loan; and the percentage of loans the lender has sold previously. Lenders must report figures for the previous three years. The percentages should be noted in the ranges 0-25%, 26-50%, 51-75%, and 76-100%. The lender also must provide information about servicing procedures, transfer practices, and complaint resolution. 

If you have a face-to-face interview with a lender, you must receive the disclosure statement at the time of the loan application. If you apply for a loan by mail, the lender has three business days to send you the disclosure statement after receiving your application. If you do not return a signed disclosure statement, the lender cannot fund a mortgage for you. 

Give proper notification when the loan servicing is going to be sold.
If your current servicer plans to sell your loan servicing, you must be notified at least 15 days before the effective date of the transfer unless you received a written transfer notice at settlement. The effective date is when the first mortgage payment is due at the new servicer's address. 

Under certain circumstances, the current servicer has up to 30 days after the effective date of the transfer to send you notification. These circumstances include: 

(  The lender terminates the contract because, for example, 
      you have defaulted on the loan. 

 

(  The servicer files for bankruptcy. 

 

( The Federal Deposit Insurance Corporation or the 
      Resolution Trust Corporation begins proceedings to take 
      over the servicer's operations. 

 

REMEMBER……

If your loan servicing is going to be sold, you should receive two notices -- one from the current servicer and one from the new mortgage servicer. The new servicer must notify you not more than 15 days after the transfer has occurred. 

The notices must include the following information:

(  The name and address of the new servicer. 

 

(  The date the current servicer will stop accepting mortgage 
     payments, and the date the new servicer will begin 
     accepting them.

 

(  Free or collect call telephone numbers for both the current 
     servicer and the new servicer that you can call for 
     information about the transfer of service. 

 

(  Information that tells whether you can continue any option 
     insurance, such as mortgage life or disability insurance, 
     and what action, if any, you must take to maintain 
     coverage. You also must be told whether the insurance 
     terms will change. 

 

(  A statement that the transfer will not affect any terms or 
     conditions of your mortgage documents, except the terms 
     that are directly related to the servicing of the loan. For 
     example, if under your contract, you specifically were 
     allowed to pay property taxes and insurance premiums on 
     your own, the new servicer cannot demand that you 
     establish an escrow account. However, if your contract 
     was neutral on this issue or merely limited the actions of 
     your old lender, the new servicer may be able to require 
     such an account. 

Grant a grace period during the transfer of the loan servicing.

After the transfer, there is a 60-day grace period. During this time you cannot be charged a late fee if you mistakenly send your mortgage payment to the old mortgage servicer instead of the new one. In addition, the fact that your new servicer may have received your payment late cannot be reported to a credit bureau. 

Respond promptly to written inquiries.

If you believe you have been improperly charged a penalty or late fee, or there are other problems with the servicing of your loan; contact your servicer in writing. Be sure to include your account number and explain why you believe your account is incorrect. 

Within 20 business days of receiving your inquiry, the servicer must send you a written response acknowledging your inquiry. Within 60 business days, the servicer must either correct your account or determine it is accurate. The servicer must send you a written notice of what action it took and why. 

Do not subtract any disputed amount from your mortgage payment. Many mortgage servicers will refuse to accept what they consider to be partial payments. They may return the check and charge a late fee, or declare the mortgage is in default and start foreclosure proceedings. 

What can you do if you have a complaint?

If you believe the servicer has not responded appropriately to your written inquiry, contact your local or state consumer protection office. You also should contact the Department of Housing and Urban Development (HUD) to file a complaint under the National Affordable Housing Act. Write: Office of Single Family Housing, HUD, Room 9282, Washington, DC 20410. 

You also can send your complaint to the FTC. Write: Correspondence Branch, Federal Trade Commission, Washington, DC 20580. Although the FTC generally does not intervene in individual cases, the information you provide may show a pattern of possible violations of laws that are enforced by the Commission. 

You also may want to contact an attorney to advise you of your legal rights. Under the National Affordable Housing Act, consumers can initiate class action suits and obtain actual damages, plus additional damages, for a pattern or practice of noncompliance. In successful actions, consumers also may obtain court costs and attorneys fees.
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What Does Transfer of Servicing Mean? 

When you take out a mortgage with a mortgage company or a bank, there is always a possibility that the lender will "sell" or "transfer" the servicing of your loan to another institution. "Servicing" means the collection of payments and management of operational procedures related to the mortgage. When servicing is sold, it means that another lender will be taking your payments, handling your escrow accounts, paying your insurance and taxes, and answering your questions. This may happen right after you close on the loan or several years later. 

The practice of selling or "transferring" the servicing of your loan is legal and is very common in the mortgage industry. When the servicing is sold, it is usually packaged in a bundle with lots of other loans. Some mortgage companies only originate loans and sell or transfer the servicing immediately. It is more cost-effective for these companies to do this because servicing is not a part of their business. It is common to get your mortgage from a neighborhood lender and have it transferred to an institution in another state. It is also possible for your mortgage servicing to be transferred more than once during the life of your loan. 

Whether or not your servicing is sold, has nothing to do with the quality of your loan or your payment history. It has, in fact, nothing whatsoever to do with you personally. 

How Does It Affect You? 

The company that holds your loan makes the decision to transfer servicing to another institution. The company does not have to ask your permission to transfer the servicing, but it does have to inform you of the transfer. 

The transfer of servicing should not affect you or your mortgage adversely. The original terms and conditions of your mortgage will stay the same. Your interest rate and duration of your loan will not change on fixed rate loans. Your payment should stay the same or on the same schedule, except in cases where changes in taxes or insurance requirements increase or decrease the escrow amount. 

If you have an adjustable rate mortgage (ARM), the original conditions of the mortgage contract stay in effect, and the rate will change according to the adjustment periods (i.e., every six months, annually, every three years, etc.) This information is contained in your contract, but you are welcome to verify the information with your new servicer. If your original lender agreed to let you refinance to a fixed-rate mortgage (FRM) within a certain time-frame, you should ask whether this agreement would be honored by the new lender. 

When Will You Be Notified? 

When your lender decides to transfer servicing, you should receive a "goodbye" letter at least five to 15 days before the date your next payment is due. The letter should state who your new servicing company will be, where it is located, the name and phone number of a contact person or department, and where and when you should send your next payment. You should also receive a "welcome" letter from the new servicer that outlines the same information. Both letters should give the name of the new institution, a contact, phone number, (toll-free if available), the new servicer's address, and instructions for making your next payment. 

AN IMPORTANT CONSUMER SAFEGUARD 
It is very important that you receive both letters. If you receive only a letter from the new servicer, be sure to call your original servicer to verify that your loan actually has been transferred. It is extremely important that you keep your servicer informed of your current mailing address, so that you will receive all relevant correspondence. 

Where Do You Pay Your Next Payment? 

If you have received both letters or have verified the transfer of your mortgage with your old servicer, be sure to send all payments from that point on to your new servicer. If you send the payment to the old servicer, you run the risk of the payment not getting to the correct lender in time, paying a late charge, or of having the payment being lost. It is your responsibility to send the payment to the new servicer once you are informed of the transfer. 

The "welcome" letter from your new servicer will often inform you if you will be receiving new payment coupons. But if your payment is due before the coupons arrive, write your loan number on the check, and send it to the address provided in the welcome letter. If you have coupons from your previous servicer, you may include this with your payment. 

You will want to read the "welcome" letter carefully for payment instructions. Your payment date will not change, since it is determined in your original mortgage document. If your mortgage is paid through electronic funds transfer or automatic draft each month, you will need to cancel that arrangement and fill out new forms for the payment to be sent to the servicer. Since this often takes time, you may need to send a check yourself for a payment until your electronic funds transfer is changed over. This is something that you will need to take care of. The new servicer cannot take the payment from your savings or checking account without your signature. 

If you accidentally send your payment to your old servicer, the company will usually forward the first payment to the new servicer, but they will not continue to do this. By not sending your payment to the correct office, you risk your payment being lost. There are some cases where the old servicer no longer exists due to a merger or take over. In that case, the payment may be returned to you by the postal service after several weeks, which may cause a late charge to be assessed to your account. 

It is always best to follow the payment instructions received in the "welcome" letter or ask your new servicer about alternate payment locations. 

What Happens to Your Escrow Account? 

It is your old servicer's responsibility to inform the insurance company and your tax authority of the change in servicer. A follow-up call from you to the insurance company or tax authority can help ensure that the tax or insurance bill is not sent to the wrong servicer. You should be able to find their number on your original insurance documents. When you call the insurance company or tax authority, make sure they have your current address and phone number in case they need to contact you. 

If your escrow account is interest bearing, all interest due should be credited to your account by the old servicer before the transfer takes place. Your old servicer is responsible for handling these items prior to the transfer. 

Some time after your servicing is transferred, your new lender will make an analysis of your escrow. During an analysis the lender reviews your escrow amount and determines if it is adequate to cover the fees for your insurance, taxes, and any other premiums paid through escrow. If the amount is found to be insufficient, the lender may ask you to increase your regular monthly payment. If it is your new servicer's policy to review escrow accounts as soon as the servicing is transferred your payment may change immediately. You should receive an explanation regarding any change. 

What About Insurance Policies and Taxes? 

If you receive a notice that either your insurance or taxes are due, call your new servicer and make sure that company has on file that funds have been escrowed for the premium. If the new company has not received a copy of that bill, it will probably direct you to send in the bill for payment. If you have a question after the transfer has taken place, you should contact your new servicer, even if your old servicer was the one that collected the funds for your insurance or tax payment. 

Some mortgage companies offer to escrow for life or disability insurance (insurance that would pay off the mortgage in case of death, or make payments in case of disability). In these policies the lender who originally made your loan is named as the beneficiary. If you have these policies, your old servicer should inform you of what effect the transfer of servicing will have on this insurance coverage and what action you may need to take to maintain coverage. 

On flood and hazard insurance, it is the responsibility of the old servicer to provide the insurance agent or company with a notice of transfer. The beneficiary may be able to be transferred from one company to the other, but it is wise to make sure this occurs. You should make sure to transfer the beneficiary to ensure that, in case of a claim, the check is written and sent to the appropriate servicer. 

Who Sends Your End of The Year Tax Statement? 

Make sure that you find out which lender will be reporting your interest paid for income tax purposes. Sometimes, both lenders will report on the time that they had the loan. Quite often, the new lender will compile the information and send you one tax statement at the end of the year that covers the entire year. You should find out about this at the time of the transfer, so that you know if you should look for one statement or two at the end of the year. 

Do You Have More Questions? 

Usually your old servicer will make sure everything is taken care of prior to the transfer, but is in your best interest to check on all details. It is best to ask questions at the time of the transfer to make sure everything is handled before your old servicing company purges your records from its files. It is much more difficult to get information from an institution that has not handled your loan for the last six months. 

If you have questions regarding your specific transfer, it is always best to contact your new servicer in writing. At times of mortgage transfers, most companies are flooded with phone calls, so you may get faster and clearer information through the mail. 

CONSUMER CHECKLIST 

(  Always keep your servicer informed of any changes in your address and phone number. Provide this information in writing and forward it to the address indicated in your "welcome" letter. This address is usually different from the one that you would send payments.

 (  When your servicing is transferred, make sure you receive both a "goodbye" letter and a "welcome" letter. If you don't receive both letters, call your old servicer to verify the transfer. 

 (  When you receive the letters, read them carefully making note of the new servicer's name, address, phone number, contact name, and payment information. 

(  When making your payments after your servicing has been transferred, follow the instructions in the "welcome" letter. 

(  Make sure that your insurance companies (homeowners, flood/hazard, life/disability) and your tax authorities have been notified of the transfer. 

 (  Find out which company will be reporting on your interest paid for income tax purposes. 

(  Ask questions at the time of the transfer. If there is a problem, it is easier to handle it as soon as it arises. If you have questions after the transfer is completed, contact your new servicer. 
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High-Rate, High-Fee Loans

If you're refinancing your mortgage or applying for a home equity installment loan, you should know about the "Home Ownership Equity Protection Act of 1994." The law addresses certain unfair practices in home equity lending. It amends the federal Truth in Lending Act (TILA) and establishes new requirements for certain loans with high-rates and/or high-fees. The rules for these loans are contained in Section 32 of Regulation Z, which implements the TILA.  The loans are also are called "Section 32 Mortgages." Here's what loans are covered, the law's disclosure requirements, prohibited features, and actions you can take against a lender who is violating the law. 

What Loans Are Covered?

A loan is covered by the law if it meets the following tests: 

The annual percentage rate (APR) exceeds the Treasury notes rate of comparable maturity by more than 10 percentage points; or the total fees and points exceed the greater of $465 (effective 1/1/2001) or 8 percent of the total loan amount. (The $465 amount will be adjusted annually by the Federal Reserve Board, based on changes in the Consumer Price Index.) 

The rules primarily affect refinancing and home equity installment loans that also meet the definition of a high-rate or high-fee loan. The rules do not cover loans to purchase or initially construct your home, reverse mortgages, or home equity lines of credit (similar to revolving credit accounts). 

What Disclosures Are Required?

If your loan meets the above tests, you must receive the following disclosures at least three business days before the loan is finalized: 

(  The lender must give you a written notice stating that the loan need not be completed, even though you've signed the loan application and received the required disclosures. You have three business days to decide whether to sign the loan agreement after you receive the special Section 32 disclosures.

 

(  The notice must warn you that because the lender will have a mortgage on your home, you could lose the residence and any money put into it, if you fail to make payments.

 

(  The lender must disclose the APR and the regular payment amount. For variable rate loans, the lender must disclose that the rate and monthly payment may increase and state the amount of the maximum monthly payment. 

These disclosures are in addition to the other TILA disclosures that you must receive no later than closing of the loan. 

What Practices Are Prohibited?

The following features are not allowed in high-rate, high-fee loans: 

(  Balloon-payments - loans requiring a lump-sum final payment - with less than a five-year term. There is an exception for bridge loans of less than one year used by consumers to acquire or construct a home.

 

( Negative amortization, which involves smaller monthly payments that do not fully pay off the loan and that cause an increase in your total principal debt. 

 

(  Default interest rates higher than pre-default rates.

 

(  Rebates of interest upon default calculated by any method less favorable than the actuarial method.

 

(  A prepayment schedule that consolidates more than two periodic payments that are to be paid in advance from the proceeds of the loan.

 

Most prepayment penalties, including refunds of unearned interest calculated by any method less favorable than the actuarial method. The exception is if: 

the lender verifies that your total monthly debt (including the mortgage) is 50% or less of your monthly income; the lender exercises the penalty clause during the first five years following execution of the mortgage; you get the money to prepay the loan from a source other than the lender or an affiliate lender; and the lender exercises the penalty clause during the first five years following execution of the mortgage. 

Creditors also are prohibited from engaging in a pattern or practice of lending based on the collateral value of your property without regard to your ability to repay the loan. In addition, proceeds for home improvement loans must be disbursed either directly to you, jointly to you and the home improvement contractor, or to the escrow agent, in some instances. 

How are Compliance Violations Handled?

You may have the right to sue a lender for violations of these new requirements. In a successful suit, you may be able to recover statutory and actual damages, court costs, and attorney's fees. In addition, a violation of the new high-rate, high-fee requirements of the TILA may enable you to rescind (or cancel) the loan for up to three years. 

Where to Go for More Information?

Contact: Public Reference, Federal Trade Commission, Washington, D.C. 20580; (202) 326-2222. TDD: (202) 326-2502. You also can access FTC publications at their Web Site at http://www.ftc.gov.
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Deducting Your Mortgage Interest Under The Tax Code 

One of the best justifications for owning a home, at least for financial reasons, is the tax savings that result from deducting mortgage interest. The deduction for mortgage interest stands as one of the few remaining tax deductions for the typical middle class taxpayer. Despite the changes to the tax code over the past several years and the repeal and limitation of many non-housing itemized deductions, mortgage interest is still deductible on first and second mortgages and home equity lines of credit (with some limitations). Your mortgage interest deduction can be a good financial incentive to buy a home. 

Your Mortgage Interest Deductions
Under the current tax code, mortgage interest on first and second homes is generally deductible as long as these loans total less than $1.1 million, making home ownership one of the best ways to trim your tax bill. 

Two Kinds of Debt 
Under the current tax system, there are two different kinds of debt. Money you borrow to buy, build, or substantially improve your residence is called "acquisition indebtedness." Money you borrow against the equity in your home, or money you take out when you refinance your home for any reason except home improvement, is called "equity indebtedness." 

When you borrowed the money is also important. Home loans taken out before October 14, 1987, are exempted from the new rules. You may fully deduct interest paid on these loans, regardless of their size or what you used them for. Any refinanced debt you incurred before October 14, 1987, is rolled into your total acquisition indebtedness. On loans made on or after October 14, 1987, you can deduct mortgage interest paid on acquisition indebtedness up to a total of $1.0 million. This means you could buy a home for $250,000, a beach home for $200,000, and add a family room to your first house for another $100,000, and still have $450,000 to spend on these homes for further improvements before you reached your limit for interest deductibility. The $1.0 million is not cumulative. As you pay off a loan, you would add that amount to your total purchasing or improving up to two residences. 

Your equity indebtedness limit is $100,000. That means that you can borrow up to $100,000 of the equity in your home and use it for whatever you want. This is a change from the pre-1986 tax rule that limited your equity borrowing beyond the purchase price to certain qualified expenses, such as home improvements, medical, and education expenses. 

LOAN TYPE VARIES INTEREST DEDUCTION 

As we've said, the mortgage interest tax deduction is one of the best financial reasons to buy a home. The amount of interest you pay over the life of your loan depends on what kind of mortgage you determine is best for you. You will be paying more interest on a 30 year loan then you would on a 15 year loan.

Refinancing Your Mortgage
Many homeowners have taken advantage of lower interest rates by refinancing their mortgages. In the past, refinancing your mortgage has proved to be an excellent opportunity both to lower your interest rate and monthly payment and take equity out of your home. 

When refinancing your mortgage, you will probably pay 3 percent to 6 percent of the loan amount in closing costs for surveys, legal fees, and paperwork fees. Many of these closing costs are deductible, but not necessarily in the year that you refinance. If you are considering refinancing your mortgage under the current tax rules, however, here are a couple of things to bear in mind. If you refinanced before October 14, 1987, for a longer term than was remaining on the pre-October 14, 1987, loan, you may only deduct the interest paid on the mortgage for the term that was remaining on the old loan. So if you refinanced a loan with 15 years remaining for a 30-year loan with lower payments, you can only deduct the mortgage interest paid on the new loan for 15 years. 

The one exception is if you had a balloon mortgage payment come due after October 13, 1987, and you refinanced it to a loan of not more than 30 years; you get the deductibility for the full term of the longer loan. Any refinanced debt you incurred before October 14, 1987, is rolled into your total acquisition indebtedness. 

In the past, many homeowners have refinanced mortgages on their appreciating properties to draw on their equity to buy a new car or take a vacation. Under the new tax system, homeowners will no longer have unlimited mortgage interest deductions when drawing on equity. Any equity debt incurred is subject to a limit of the amount of owner equity. Any equity debt incurred is subject to a limit of the amount of the existing debt plus $100,000. Say, for instance, that you bought your house 10 years ago and have seen the property grow in value from $70,000 to $230,000. If you refinance your mortgage (on which you now owe $50,000), you may only deduct the interest paid on the total of your acquisition indebtedness in the property ($50,000) plus $100,000. You will be able to deduct the interest paid on $150,000. 

SECOND MORTGAGES 

A second mortgage allows the homeowner to cash in on some of the equity that has built up in the home over time. Some lenders call a second mortgage a "junior lien." Getting a second mortgage is very much like taking out your first mortgage (i.e., you will be required to pay closing costs of 3 percent to 6 percent of the loan value). 

You may deduct the interest paid on second mortgages made on or after October 13, 1987, up to the $100,000 limit that had already been reached when the first mortgage was taken out. The amount of second mortgages made before that date is part of your acquisition indebtedness total figure. This means that if you had $50,000 left on your first mortgage as of that date, and had taken out a $25,000 second mortgage on the property prior to October 14, 1987, you would have an acquisition indebtedness of $75,000. 

HOME EQUITY LINES OF CREDIT 

While the 1986 tax reform called for consumer interest deductibility to be phased out by 1991, interest deductions on equity indebtedness now are limited only by the $100,000 cap. This means that interest paid on home equity lines of credit loans secured by your principal or second home is still deductible. 

Where the traditional second mortgage gives the homeowner money in one lump sum, the home equity line of credit allows homeowners to use the equity in their home like a giant credit card. The lender allows the homeowner to borrow at will against the equity in the home, and charges interest only on the portion of the equity borrowed against. Therefore, your interest deductions for a home equity line of credit depend on whether you borrow against the equity during that year. 
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