Contents at a Glance

JOEFOAUCEION «eeeeaaeaaeeeeeeeeeennnaaeaeeeeeeennnnnnaaseeeeeeennnnnaes |

Part I: Fine-Tuning Vour Finances............ccccoceeeeceeeaces 7

Chapter 1: Determining Your Borrowing POWer .........c.cccocoeviiiiiiiinniniiniinieniesieneene 9
Chapter 2: Qualifying for @ MOrtgage.........cceevveveerieneeneeiiiiieeiiiesieete st esee s 27
Chapter 3: Scoping Out Your Credit SCore.........ccooeviviniiiiiiinineeeeeeeeeeeene 49

Part II: Locating @ Loan ..............ccceccuieeaeeeiceeeineeeaces 03

Chapter 4: Fathoming the Fundamentals.............ccccoovvevieiieciiecieeiececee e 65
Chapter 5: Selecting the Best Home Purchase Loan ...........ccccoevveeeiecienenenenceeens 81
Chapter 6: Surveying Special Situation Loans.........cccceeeeverciiriiennieniienienieseeseeseeeeen 99
Part I1l: Landing a Lender................cccuecereecavueeeacnes 117
Chapter 7: Finding Your Best Lender ...........cccooveviiiieneecieeiieiecieeieeee et seesieenns 119
Chapter 8: Surfing the Internet’s Mortgage Sites........c.cccceevevnenenncncnnencneennene 131
Chapter 9: Choosing Your Preferred Mortgage ..........ccccocevvieriinnienienceenienieneeneenne 141
Chapter 10: Managing Mortgage Paperwork .........ccocueveeverciinniiesienieniesiesieseenieenne 157

Part 1V: Refinancing and Other Money Generators ..... 173

Chapter 11: Refinancing Your Mortgage..........cocceveverienirieeienienieneneeeeteeeseeseeeeeees 175
Chapter 12: Reverse Mortgages for Retirement Income............cccecveeviiienieneennnens 191
Part U: The Part of Tenss ..........ccccaaaacaacccnnneneeeeeeeeeeees 205
Chapter 13: Ten (Or So) “Must-Knows” about Foreclosure.............cccccevvveriineenenne 207
Chapter 14: Ten Mortgage NO-INOS .......ccccevierierieriiieneeseeie ettt see e saeenee 213
Chapter 15: Ten Issues to Consider Before Prepaying Your Loan ..........ccccuu.e..e. 221

Part Ul: Appendixes ............cueceeeceeeccencaeneaencannaacenes 227

Appendix A: Loan Amortization Table..........ccccocivoieriiininieeeeceeeeee e 229
Appendix B: Remaining Balance Tables...........cccccocerirerieienienieneseeeeeeieie s 235
ADPPENAIX C: GIOSSATY ..ccuveiiiiiiiiieiiieieeieeiteeteetesteetteseesaeesteesteesseesseesesssesssesssasssesseens 261

JOACK «aaaeeeeeeeeeeeeeeeeeaeaaeaaeaaannnnnnseseseeseeeeessssasssasasenees 215






Table of Contents

JOEPOAUCEION a.aeeeeeeeeeeenaaaeaeaeeeeeennnnnseaseeeeessnnnnssseeees ]

The Eric Tyson/Ray Brown Difference...........c.ccoecevverveneeienniinienienieneenne 2
Conventions Used in This BOOK.........ccccoeciiviiniininiiniiniiniecieeneceeee, 2
What You're Not to Read.........ccoouevvieriiiniiniiniiietctcececcceseee e 3
FOOliSh ASSUMPLIONS.....ccueeciiiiiciieieeieciecece ettt b e eree e 3
How This Book Is Organized...........coceceevieniiniininieieeeeeceteee e 3
Part I: Fine-Tuning Your FINances..........ccccecueevvercieneeneenieeneeseesieennens 4
Part II: Locating @ Loan.........cccceviecieiciiriienieniecieceeseeeeieeie e 4
Part III: Landing a Lender.........cccocevvierienieniiinienieneeeeieeieeeeve e 4
Part IV: Refinancing and Other Money Generators............cc.ccoueu.e.... 5
Part V: The Part of TeNs.......ccccoeeviriininieneenerceneceeeneeeeneene 5
Part VI: ADPENAIXES ......ccvevviiriieiieieeiieieeieeteeieeseesveesveereesveesaeeaeeane s 5
Icons Used in This BOOK .......cceeiiiiiieieeiieicciecteeeseeie ettt 6
Where to GO from Here..........ocveviiiiiiiiiiiiicecetcceeeeeee e 6

Part I: Fine-Tuning Your Finances...........cccoueeeuecceecacees 1

Chapter 1: Determining Your Borrowing Power.................... 9
Only You Can Determine the Mortgage Debt You Can Afford................. 10
Scrutinize Your Monthly Spending...........cccecevieiieiiinnieccienieeieeeeeeeeeneen 10
Collect Your Spending Data ........ccccecvevieinieiiieniieieeieeeeceeeeeseeseese e 11
Determine Your Potential Homeownership Expenses............ccccccuveeunene. 12

Making your mortgage Payments .........cccceeveevervuerciennienieenivenieeneennes 12
Paying property taxes .......cccccceeevieeeiiecieeeieeeee e 14
Tracking your tax write-offs .........c.cccceeveeieniiieieececeeee 14
Investing in INSUTANCE .........ccceeciieiiieieeieceeeiee e 15
Budgeting for closSing COStS ........ccccvvviirvieriirciinierececeee e 16
Managing maintenance COStS ........covvvererriienienerrieeieeie e 18
Financing home improvements and such ........c..cccovenviniiniennnnnne. 18
Consider the Impact of a New House on Your Financial Future.............. 19
Acting upon your spending analysis ..........cccceeeueeveereeneeneeneesieenenn, 22
Establishing financial goals ..........cccccceevueeieriinieniecicieeeeeeeee e 23
Making down-payment deciSions .........cccceeeeveevieecierniensienieneeneenes 24

Chapter 2: Qualifying foraMortgage............................ 21

Getting Preapproved for a Loan ........cccceeeevieeviieciiniieniienieciesieeeeseeeeeen 27
The worst case SCENArIO .........coevverereenierienineneeeeeeeeseeeeceeeeens 28
Loan prequalification usually isn’t good enough ............ccccennee.e. 28

Loan preapproval is generally the way t0 g0......ccccceveriirieneenenne. 29



Xii Mortgages For Dummies, 3rd Edition

Evaluating Your Creditworthiness: The Underwriting Process .............. 30
Traditional underwriting guidelines..........cccceccvvevieniiircininieenieeee, 31

New underwriting technology ..........ccccceevieriinienieneecieeeeeeeee e 35
Eyeing Predicament-Solving Strategies.........cccccoevvvvirviirciencennieniieneeneeen. 36
Insufficient cash for a down payment...........ccccoevevveiviniiinnenciennnnne. 37
Excessive iIndebtedness.........cccvverierieniinienienieeeieeeeeeeee e 40
Insufficient INCOME .........c.cocooiniiiiiniiceeeeeeenas 41
Credit blemiShes ........cccooiiiiiiiiiiieeeee e 42

LOW aPPYAISAlS .....eeeeiiiieiieiieieeieeie ettt ene 43
Problem Properties .........ccoeoveevirviirieeiienierieneeeeeeie e 46
Chapter 3: Scoping Out Your CreditScore........................ 49
Defining Credit SCOTES ......coiiviiiiiiieeieeieeertee ettt 49
Assessing Your Credit HiStOTy.......ccocvvviirieniieniiniiieecieceeeeieseeeee 50
What goes into your credit report..........coccevveevieniieneeniinennennenienns 51
Check your credit T€POTYT ........ccveiieeiieeieecceeeee e 51
Understanding How Scores WorK..........ccocooeeiiniineninincnieeseneeeeeeeee 52
FICO scores can differ between bureaus..........ccccccevevenenencnnienene 53
What a FICO score considers ........c..coceeceveneneneneenienieneneneeeeeenees 53
What FICO SCOYeS IGNOTE ......ccuevvviriiiiirienieeiesieeteneeie et esee e 60
INterpreting SCOTES ......coviiiiiiieeeeeeetetetee e 61
GettiNg YOUT SCOTE .....uvievieeieciieciiecieeee ettt et ere et e be e eaae e eeas 61
ManNagIiNg YOUT SCOTE ......occcverrierrieeiienreenteenteenteesseesseeseeseesessesssesssenses 61

Part II: Locating @ Loa..............cccceceeeecereeeaceceiareecaces 03

Chapter 4: Fathoming the Fundamentals ......................... 65
Grasping Loan Basics: Principal, Interest, Term, and Amortization....... 65
Deciphering Mortgage Lingo........cccooceeeiiieciiieiieeieeieeee et 67

So...what’s a mOrtgage?......ccccooeeirierieieiereeeee et 67
How to scrutinize security instruments..........ccccceeeeviniinvieniennnnnne. 68
Eyeing Classic Mortgage Jargon DUets .........cccceeeeviirnierciencieniienieneeseeeen 70
Fixed or adjustable 1oans........c.cccoccevviervieniiniiinieniecciceeeeeee e 70
Government or conventional 10ans..........cccceeevververveniieniienieeneenne. 71
Primary or secondary mortgage market.............ccceecveeeeeeniennnennnen. 72
Conforming or jumbo 10ans...........cceceeviererinenieeeeeee e 73
Long-term or short-term mortgages........c.cccecevrvienriirieenneeeniennne. 74
Introducing the PUnitive Ps..........cccceoiiiiiinieieeeeeeeeee e 75
Prepayment penalties..........ccoccocevviirviennieniieniienieecceieseeeesee e 76
Private mortgage insurance (PMI).........ccccovviiniininnenninninienieneee, 77

Chapter 5: Selecting the Best Home Purchase Loan............... 81

Three Questions to Help You Pick the Right Mortgage..........ccccecceeueeen. 81
How long do you plan to keep your mortgage? ...........cccceeveeeurennee. 82
How much financial risk can you accept? ........cccceeeeerieciiecreevenneenne. 82

How much money do you need?..........ccccceeverieneeneesieenieenieeeeeeenes 84



Table of Contents

Fixed-Rate Mortgages: NO SUIPIISES ......ccceeieveerieeciieieeieeiece e 85
Adjustable-Rate Mortgages (ARMS) ......c.ccceevvevierieniieneeeeie e 86
How an ARM'’s interest rate is determined..............c...ccceeevrrennnenee. 87

How often does the interest rate adjust?.........cccceeevvvrvievienciennnne. 91
What are the limits on rate adjustments?..........ccccooceevvenienenvennnenns 91
Does the loan have negative amortization?............cccceevervierienennne. 92
HyDIid 10Ans ..c..cooiieiiiiiiiieieeeeetteee e 94
Fine-Tuning Your Thought Process .........cccccevievieiiieieecieciecieceeeeeeee, 94
FINding funds .........cccveeieiienieicece e 95
Making the 30-year versus 15-year mortgage decision................... 95
Getting a Loan When Rates Are High ........ccccooiniiiiiniininee, 97
Chapter 6: Surveying Special SituationLoans .................... 99
Understanding Home Equity Loans........c.ccoecevievinniinnienienienienienceneeeen 99
Using home equity l0ans.........ccccocervieriieniinienieniceeenenieeeeeenn 100
Operating iNStruCtionS ..........c.ecveiieeeenieeeceee et 101
Considering taXx CONSEQUENCES .........ccccererieierierienieereeeeeeneeneseeeaes 103
Eyeing 100-Percent Home Equity Loans .........cccceevevieeciencienciencieseeneenns 103
Taking a Closer Look at Co-Op Loans ........c.cceeceevieeniernieniiencienieseeseeneenne 106
Identifying the legal structure of co-op loans .........ccccecevvveevenenn. 106
Dealing with deal-killing directors.........cccceeceerienerversenniniienienene 107
Tracking down @ 10an ...........ccccueeiiieeciieecie e 108
Grasping Balloon LOans..........cccceeeieienienienenieeeteeese et 108
80-10-10 fiNANCING.....cccvterrierrieirierieeie ettt se e ere e eaeeae e 109
Bridge LOAnS ......coocviviiieiieieeieeeee et 113
Construction lOANS .........cccuiiecieieiieeie et eevee e 114

Part I1I: Landing a Lender ..............ccoeecueicuecueanaacnes 117

Chapter 7: Finding Your BestLender ........................... 119
Going with a Mortgage Broker or Lender Direct?..........cccccceevverveneenenns 120
Considerations when using brokers............ccoocevvueevenviirciencienceennnn. 120
Developing a list of brokers and lenders..........cccccecevverviervieneennnen. 122
Interviewing and working with mortgage brokers......................... 124

Figuring out how to interview lenders..........ccccoceevveciieciiecreenennnnn. 125

Seller Financing: The Trials and Tribulations............cccceceveiiiiineninenene 127
Considering/soliciting seller financing...........cccocceeverviirvreecienceennnnn. 127
Overcoming borrower problems...........ccceeeeveevieeviencieniieniieneennens 128
Negotiating loan terms.........cccceeerviiiiieriieniienienteeeeee e 128

Deciding whether to provide seller financing.........c.cccocevveeruencen. 128

Chapter 8: Surfing the Internet's Mortgage Sites................. 131
Obeying Our Safe Surfing TiPS .......ccccevirveriiriieniinieeeeeeeeeeeeeeee 131
Shop to find out about rates and programs...........cccceevveveenvennenn. 132

Quality control is often insufficient............ccccooeeveeviiciiieeciecien, 132

Beware simplistic affordability calculators...........cccccceeeveeveenennnnn. 133

Don'’t reveal confidential information unless . . ..........ccoouvveeennnen.. 133

XI



Xi(/ Mortgages For Dummies, 3rd Edition

Be sure to shop offline ..........cccooviieeiiicciieeeeeee e, 134
Beware of paid advertising masquerading as directories............ 134
Perusing Our Recommended Mortgage Web Sites........c.ccccoecvvrvvereenenne 135
Useful government Sites..........cocvveiirvieriienieniienieneeneesiessreeveeeesnens 135
Mortgage information and shopping sites.......c.ccccccvververviencvennnnn. 137
Chapter 9: Choosing Your Preferred Mortgage. .................. 1M
Taking a Look at Loan Fees .........coceviiviiniiniiniiicicecececeteeeeseeeee 142
The point and interest rate tradeoff...........c.cccoeeviiriiieiiinceneen, 142
Annual percentage rates........c.ccccecveevieeeiierieeeceeeee e 144
Other lender fEes .........coviriririiieeeee e 144
Avoiding Dangerous Loan Features ..........cccccceecvevienieniecencieecieccieeieeeene 146
Prepayment penalties..........ccocecevviiiiiniieniienienieneeseeieeie e 146
Negative amortization .........ccoceveeviiiiieniieniienieneeeeeeeee e 147
Comparing Lenders’ Programs..........cccceeeeviervierniennieniienieenieneeseeseeseenne 147
Fixed-rate mortgages interview worksheet .........ccccccceeecvveecennnene 148
Adjustable-rate mortgages interview worksheet.............cc........... 151
Applying with One or More Lenders...........ccceevveveeneeneenieecieecieesieseeennns 155
Chapter 10: Managing Mortgage Paperwork .................... 157
Pounding the PAperworkK ..........c.coeeeeeeienieieiieeeeeieniete e 157
Filling Out the Uniform Residential Loan Application...........ccccccecvenuenne 159
I. Type of mortgage and terms of loan ..........ccceveeverviervieriienceennnen. 160

II. Property information and purpose of loan .........ccccecevvvereenen. 160

III. Borrower information ........c..cccccceoeiininienieninincnceeccenennene 162

IV. Employment information ............ccccceevvevienieneeneeceeceeieeeeeene 163

V. Monthly income and housing expense projections.................. 164

VI. Assets and liabilities ..........ccccevereniniinienenininneceeeneee 166

VIIL Details of transaction...........cccoceevvevvieriiiniiinienieneeneeneeneeeeee 168

VIIL Declarations.......ccocovierieneeiiinnienieeientestestestesieesie e 168

IX. Acknowledgment and agreement...........ccccceeeveerieeecieencneencneenne 169

X. Information for government monitoring purposes................... 170
Continuation Sheet ... 170
Introducing Other Typical Documents..........cccceeceviierveecieniieeieniieneeneenne 170
Your right to receive a copy of the appraisal ..........ccccevvrrennennee. 171
Equal Credit Opportunity Act ........occevvierieniinieniienieeierieeeeeene 172

Part IV: Refinancing and Other Money Generators...... 173

Chapter 11: Refinancing Your Mortgage ........................ 175
Refinancing Rationales...........c.ccooiiieieieniiiecicececeeeeee e 175
Cost-Cutting Refinances..........coceeveeiiieniinieniiiieniececeeteseese e 176

Applying the 2-percent rule.........ccccovevveriiiniiiniienienieeeneeeeeeeen 177
Crunching the nUMDEYS ..........cccoeviieieiiiiceeeece e 178
Restructuring Refinances ..........c.coceecveeiiiiieienececeeeeeeee e 180
Restructuring when you need to .......c.ccoecvevievieneeceeciencieeieeieenne 180

Getting a fixed-rate to avoid ARM phobia........ccccccccevvirciincrencennnnnn. 182



Table of Contents ¢/

Resetting ARM CapS.....cccueecuiiieiieieecieeeee ettt 183
Choosing the fast-forward mortgage..........cccceeeverenencennienenenenne. 184
Cash-Out RefiNances ...........ccoceveiiriiiinierienineeteeeeee e 184
Expediting Your Refi .......cooveiiiiiiiiieiiieeeeeceeeeeee e 186
Beating Borrower’s REMOTSE .........cocvevieviiniiniinienieeieeieceeeeeeeesceseene 187
Phase [ hOrrower’s remorse ..........cocevvvereeneeneeneenensiensiesieseeseens 188
Phase Il DOrrOwer’s remorse...........cocceeervevieenrenieneneneenenneneeneeennens 189
Chapter 12: Reverse Mortgages for Retirement Income............. 191
Grasping the Reverse Mortgage BasicCs ........cccccccveevieeieeienieneeceeeeeeene 191
Considering common ObjeCtions..........cocceceeieveneneneeieieereeee 192
Who can get a reverse mortgage?........ccecveevieecieneeneeneeneeneesuennnes 194
How much money can you get and when? ..........cccccecvvvincieneennnnn. 194
When do you pay the money back?........ccccecevvieniiniiinieneeneenienne. 195
What dO YOU OWE.....coouiiiieiiiieeieteeeeete ettt 196
How is the loan repaid?.........cccoooiieeviieeciieceeeceeeee e 197
What'’s the out-of-pocket cost of getting a reverse mortgage? .... 197
What are the other reverse mortgage costs?..........cccevvevverueenennen. 198
What'’s the total annual rate? ........c..ccceveeveeneiininininieneeneeee 199

How do reverse mortgages affect your
government-sponsored benefits?..........cccceververveniiniiniieniienen. 200
Shopping for a Reverse Mortgage ..........ccceeveeueecieeniieneecieeieeieeeeeeesneenne 200
Making major ChOICES .......cccceeviiriecieeeeeeee e 201
Examining all your Options.........cccceceevieeienienieneeseecieecieeeeeie e 201
Using the online calculator...........ccocevvierienieniineeneeeeeeieeeeeenn 202
Deciding Whether You Want a Reverse Mortgage ..........ccccoeevevveneenennne 203
Resources for Finding Out More.........ccccoovieviiniiiinninienieneeneeseeseeseee 203

Part U: The Part of Tenis..........cccceeeeeeeeeeeeeeeeeeeeennnnnnnss 205

Chapter 13: Ten (Or So) “Must-Knows" about Foreclosure ......... 207
Deal With Reality ......cccccvevieiiiiiiiiiieieeiecictecceceee e 208
Review Your Spending and Debts .........ccccoevieviiniininneniienienienieneeeene 208
Beware of Foreclosure SCams.........coccoecieviirienennennienienieneeseeeeeseeseee 209
Consider Tapping Other ASSets.........cccoveveeeiieciieciiecieceeee e 209
Make Use of Objective Counseling..........ccccoecererienienieneneneeieiereseeeeae 209
Negotiate with Your Lender ..........ccccoeieeiinieneenieeiieieeieeieeee e 210
Understand BanKkruptCy........occoecveveieeieniiinienieneesieeieeeeiesee et seesaeenee 210
Consider the Future Impact to Your Credit Report ..........cccccvveeneennen. 210
Understand the Realities of Investing in Foreclosed Property.............. 211

Chapter 14: Ten Mortgage No-Nos .. ...................coutts. 213
Don’t Let Lenders Tell You What You Can Afford...........ccccoevvvviininnenns 213
Never Confuse Loan Prequalification with Preapproval......................... 214

Avoid Loans with Prepayment Penalties..........c.ccccoevvevieniecieciiecieciennne 215



xvi

Mortgages For Dummies, 3rd Edition

Don’t Reflexively Grab a Fixed-Rate Mortgage...........ccccceevvereerveneenneens 215
Steer Clear of Toxic 100-Percent Home Equity Loans.........c..cccceeeruenne 216
Watch Out for Mortgage Brokers with Hidden Agendas......................... 217
Shun Negative Amortization Mortgages ........c.ccoeceeverveevieriienienieeneeneenne 217
Don’t Let the 2-Percent Rule Bully You When Refinancing.................... 218
Don’t Assume That All Reverse Mortgages Are the Same or Bad.......... 218
Avoid Mortgage Life InSurance...........cccocccevecieeciicccieceeeeeeee e 219

Chapter 15: Ten Issues to Consider Before Prepaying Your Loan. . .221

Different Strokes for Different FOIKS.........ccccoeereninninennincnnencecnne 221
Yes, YOu Do Save INTErest . . ...ccoooveieeieeeeeeceeeee e 222
However, You Miss the Opportunity to Invest

Those Extra Payments . . .....cccccoevivviiniiniienieeeeeeeeeeeve e 222
Taxes Matter, DUL . . . coovieiiiiiiieeeeeeeeeeeet et e e e e e s e e e e e e 223
Fund Your Retirement Savings Plan(s)......c.cccoceevervirnenvienieniiiniencenenne 224
Look to See Whether Your Mortgage Has a Prepayment Penalty ......... 224
Identify Whether You're an Aggressive or Conservative Investor........ 225
Focus on the Psychological and Nonfinancial Benefits......................... 225
Know How Liquid YOU AT€ ......cocvvriiriiriiieieeeieeeeeete et 226
Take a Closer Look at Refinancing .........ccccoeceeveevenninninsienienienienceneene 226

Part Ul: Appendixes............ccoueaeecceneaceeeaeecaeecaeecaneees 227

Appendix A: Loan AmortizationTable .......................... 229
Appendix B: Remaining Balance Tables........................ 235
Appendix C:Glossary ............ccoiiiiiiiiiii it 261

JOAEK «..aaeaeaeeeeeeeeeeeeeeeeannnnnnaaacacaeasassassseeeeeeeeeeeeeeees 205



