Making Sure Your Mortgage Matches Your Pocketbook

By Gary Schero

 Last week in this column, I discussed predatory lending practices used by unscrupulous lenders. Such practices end up costing homebuyers more than they can afford or need to spend to buy or refinance a home, and, in the worst cases, even result in people losing their homes. Today I want to provide more information on how you can avoid falling in to the clutches of a predatory lender. 

Here are tips on how to make sure the mortgage you agree to isn’t more than you bargained for in terms of its cost. Many of these suggestions come from the Fannie Mae Foundation, which produces a booklet called “What You Don’t Know About Borrowing Can Hurt You.” A copy can be requested at the organization’s Web site, www.fanniemaefoundation.org. 

•  Shop around.  Make sure the interest rate your lender is offering you is similar to what other lenders would offer to someone in your financial situation. Mortgage interest rates are printed weekly in many newspapers and are widely available on the Internet. Do your homework to avoid ending up with a rate that is higher than it needs to be. At a minimum, get rates from three different banks or credit unions. 

•  Borrow only what you need. To hike up point costs and other charges, predatory lenders will often encourage people to borrow more money than they actually need. Don’t fall victim to this, especially if you already have other significant debts. Be wary of high-pressure sales tactics that appear to be designed to persuade you to go deeper into debt than is really necessary. Also be alert for tactics such as loan rates that are only available “today”; such  strategies are designed to get people to sign up for loans before they have adequate time to think things through. This is not how legitimate lenders work. 

•   Make sure the loan fees are reasonable.  According to the Fannie Mae Foundation, in most cases, loan fees should not exceed 5 percent of the loan amount unless you are paying more points to obtain a lower interest rate. There are exceptions to this guideline, of course. If you have any doubts about the fees, seek counseling from a trusted advisor, such as a nonprofit housing counselor. 

•  Read and understand it all. Just because a lender tells you the loan terms are “standard” doesn’t mean you shouldn’t read every single word of the document you’re signing.  If any loan term seems particularly hard to understand, ask for a full explanation. If the answer you receive still doesn’t satisfy you, again seek advice from someone you trust. Never sign any loan agreement that you don’t thoroughly understand, including the total amount the loan will cost you through its lifetime. Also, don’t sign loan agreements that have blank spaces. If the lender leaves a space blank, fill it in with “N/A,” which stands for Not Applicable. If you don’t take time to do this, someone could easily fill in the blank spaces, making you responsible for something without your knowledge or agreement. 

•  Know your rights. If you do get pressured into signing a loan document that you really can’t afford or don’t fully understand, act fast. If your home is used as security for a home loan, you have a legal right to cancel the loan within three business days of signing the loan documents.  

•  Avoid lenders who solicit you via phone or at your front door.  Again, this is not how legitimate lenders work. Lenders who operate via phone or by going door-to-door will often promise to significantly lower your mortgage costs. In other words, they make offers that sounds too good to be true because they are too good to be true!
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