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AVOID IN G MOR TGAGE TR OUBL ES C AUSED  B Y 
RISING INT EREST  RA TES 

With mortgage 
interest rates  ris ing, 
fuel costs riding high, 
and consumer debt 
still raging, m any 
U.S. hom eow ners 
risk forec losure on 
their hom es, but they  
don't  have to lose 
their s lice of the 
Am erican dream . 

According to the 
Mortgage Bankers 
Assoc iation of Am erica, 4.95 percent of U.S. 
mortgages  were delinquent at  the end of 2006. With 
$10 trillion in outs tanding U .S. m ortgage debt,  that 
translates into $495 billion at risk of forec losure.  

At risk homeowners  can use the following tips to avoid 
mortgage trouble: 

Create a bu dg et b efo re and  n ever extend  yo urself 
to o far.  The unexpec ted can strike at anyt ime. F or 
people who live above their means, one life dis ruption 
can lead to a financ ial disas ter.  The key  is  to build a 
detailed budget,  and allow  suff icient breathing room  to 
weather an unexpec ted dow nturn. 

Be wary o f AR Ms and in terest-only loan s. These 
loans  let  borrowers  qualify  for m ore expens ive hom es 
because of their low er initial payments. I f you can 
barely  af ford the init ial paym ent on your ARM or 
interest-only  m ortgage, you are ask ing for trouble when 
the init ial rate term  expires  and your loan interest rate 
resets . Be sure you have ex tra room  in your budget to 
af ford a higher m onthly paym ent w ith these loans. 

Don 't rush  to refinan ce you r ho me to pay o ff 
co nsu mer d ebt.  Many people faced w ith s ignificant 
credit card or other unsecured debts refinance their 
hom es. But this  s trategy  only  secures the debt w ith 
your hom e, w hich puts your home at risk of foreclosure 
if  you are unable to pay . If  you are not confident that 
you can afford your new mortgage paym ents, consider 
another debt relief option. 

How to avoid a com ing forec losure: 

Enter into a forbearance agreem ent. Because of 
a tem porary  hardship, lenders  might grant a 
forbearance agreem ent to low er - or eliminate - 
payments for a short  period of t ime.  
Consider loan modif ication. A loan modif ication 
seeks  a perm anent change to the loan, such as 
low ering the paym ent, extending the loan's  term, 
or adding past delinquencies  into future 

  

PR OS A ND CON S OF PREPA YING YOUR 
MORT GAGE  

You’ve got some 
ex tra cash lying 
around and you’re 
struggling with how 
bes t to use it . If  you 
are like most people, 
you’ll probably give 
some thought to 
pay ing down your 
mortgage for added 
security.  Before 
pay ing down the 
mortgage on your 
house, however,  it  is  

im portant to weigh several fac tors:   

How much money  could that cash earn 
elsewhere?  
And will your lender assess an early paym ent 
penalty if you pay  in advance?  

Let ’s ru n some n umb ers.  

For borrowers  w ith fixed rate mortgages , pay ing a litt le 
ex tra each m onth can reduce the amount of money  
ow ed on the princ ipal and ult imately  low er the amount 
of  interest paid over the life of the loan. On a 30 -year 
loan of $150,000 at 6.5% interes t, a borrow er who paid 
an additional $100 per month w ould save $51,725.18 
in interes t over the life of the loan. T he loan w ould also 
be paid off s ix years  and 11 months  early . If the 
borrow er paid an additional $200 per month, he would 
save $79,917.08 in interes t and pay off  the loan 11 
years ahead of schedule.  

However, this scenario doesn ’t ref lect  the tax  
advantages of carry ing a m ortgage. While you end up 
pay ing less in interes t w hen you prepay your m ortgage, 
you also lose part of your m ortgage interest tax  break . 
Your true savings , then, can be expressed as  the 
dif ference betw een your mortgage interes t rate and the 
rate at w hich you take your deduct ion. If  that net 
percentage f igure is  less  than the amount you could 
make invest ing the cash, you shouldn ’t be mak ing 
ex tra payments tow ards  your loan. 

For example, assume the same scenario as illus trated 
above w here the borrow er pays an extra $100 per 
month tow ards  their mortgage paym ent and cuts their 
interest by  $51,725.18. W hat is their rate of  return? For 
someone in the 28% federal -tax bracket, prepaying a 
mortgage with a 6.5% interes t rate prov ides a 4.68% 
after -tax rate of return. Now, if  you could inves t that 
same money som ewhere and earn more than 4.68%, 
net of  taxes, then you're better off  w ith the investm ent.  

Also, if interest rates are rising dram atically, it does not 
make sense to pay more on the mortgage. For 

 



payments.  
Obtain a "deed in lieu" of foreclosure. A "deed in 
lieu"  essentially allows  the borrower to return the 
title or deed of the property  to the mortgage 
holder to avoid foreclosure.  
Sell the home. Selling your home m ay not be 
ideal,  but can provide funds to pay  off your loan 
and avoid foreclosure.  
Refinance the loan. It  may  be possible to 
ref inance your m ortgage for a lower m onthly 
payment. However, if you are already  delinquent 
on your mortgage, the interes t rate offered may 
be too high to lower your m onthly paym ent.   
Be caut ious. If  your house is fac ing forec losure, 
you w ill likely  receive num erous solicitations 
from individuals or companies look ing to help 
you prevent foreclosure by offering to sell or 
take ownership of your hom e. In m ost cases, 
these solic itations  are nothing m ore than scam s 
by  people trying to harvest the equity  you have 
built  up in your home.  

Foreclosure rates  have already started to increase 
ac ross  the country,  and especially among hom eowners 
with adjustable-rate m ortgages, w hose payments c limb 
with every  rate increase.  

However, hom eowners can make sm art choices  before 
they purchase a hom e, but even after problems arise --  
that will help them  keep their home, or at  least 
minimize the damage a forec losure could have on their 
futures . 

example, if you have a fixed rate mortgage with an 
interest rate of 6 percent, and you can earn 8 percent 
in an interes t-bearing account, it makes  m ore sense to 
invest the cash ins tead pay ing down the mortgage.  

If you decide to pay  extra each month after c runching 
the num bers , you should s tick with your exist ing loan 
and maintain flex ibility rather than formally  changing 
your contract w ith the lender from a m onthly to a bi -
weekly  paym ent.  You should contact the lender f irst  to 
let  them know of your plans . That way , you can 
guarantee that the lender unders tands that any 
addit ional paym ents  are to be applied to the loan ’s 
princ ipal balance. Otherw ise, the lender m ight consider 
your ex tra payment as a part ial prepaym ent for the 
nex t month.  

Before adjust ing your paym ent schedule, borrowers  
should carefully review their loan docum ents to assess 
whether they are subjec t to pre-payment penalties , 
which could negate the value of pay ing dow n the loan 
value. For example, a penalty of 3% on a $100,000 
mortgage would equal $3,000. 

In the end, the mos t important aspec ts  of  paying off  a 
mortgage are likely  psychological and em otional, not 
financial.  I f pay ing off the m ortgage satis fies an 
em otional need, then move forward even if  it doesn't 
make perfect f inancial sense. On the other hand, if it 
doesn't  bother you to be in debt --  even during 
ret irement --  let  the numbers  m ake the call.  

 

 

WIT H FOREC LOSUR ES R ISING ST AY CLEA R OF H OMEOWN ER SCAM S  

The great American dream is quickly  becoming the great 
Am erican scam . With the number of foreclosures  ac ross the 
country  growing, the number of people willing to swindle 
consum ers out of  their homes  is  also on the rise.  

Let ’s take a look at the most comm on scams:  

The bailo ut. A scamm er offers to buy  your home for 
considerably less  than its  m arket value, w ith the 
unders tanding that you can rent and eventually repurchase if 
certain terms  are met.   

However the sales  price or m onthly paym ents are usually  
inf lated, m ak ing a buy back nearly  im poss ible.  Eventually,  the property  is  forfeited and the new owner sells the 
hom e and pockets the equity.   

The fake ho me sale. In this schem e, a scamm er says he w ill buy your home to get control of  the deed or tit le to 
the hom e. Homeow ners  are led to believe their loan has  been paid off  --  but don't get proof before handing over 
deeds .  

But the homeow ners are st ill liable for the mortgage, because they have merely signed over the deed, not sold the 
hom e. The scam mer rents the hom e to a tenant with an opt ion to buy --  pocket ing any down payment and rent --  
but never mak ing a mortgage payment. Eventually  the lender not ifies you that it is foreclos ing on the property. The 
deed holder walks away with no liability.   

Bog us help . This scheme is  s imple and com mon. The scam mer prom ises  to save your credit  or find you low  
monthly  paym ents . Instead, you pay  thousands of dollars  in fees  with nothing to show  for it.  In the end, you still 
might be forced into forec losure or bankruptcy.  

Most foreclosure scammers  identify their vict ims  by  watching for property that has been listed for sale in court . 
They approach the homeow ner with of fers  to help. Other scam mers are contacted by  potent ial v ictim s who have 
seen “foreclosure rescue” advertisements . 

So if you're a hom eowner in financ ial trouble, thoroughly  check out any organization before doing bus iness with it . 
Here are some other tips:   

 



 
 

Don't pay  upfront fees to "foreclosure rescue" companies that prom ise to help you keep your property.   
Don't s ign your deed over without consult ing a law yer you trust. Rem em ber, sim ply  s igning your deed over 
doesn't  formally release you from your m ortgage liability.   
Don't s ign any  contract to sell your hom e unt il you review  the docum ent w ith a lawyer.  
Don't w ork with anyone who discourages you from contact ing your mortgage company , refuses  to put 
prom ises  in w riting, pressures you to s ign paperwork  you haven't had a chance to read thoroughly or f ills  
out paperwork  for you.  
Contac t your lender at the f irst  s ign of financial trouble. See if  the loan can be res truc tured or refinanced, or 
work out a repaym ent plan. Keep in mind that mos t lenders  don't want to forec lose because it  costs them 
money. Also, the longer you w ait, the few er options  you have for help.  Once a lender begins  foreclosure 
proceedings, the process  is  swif t. Your home could be auct ioned in as  few as three w eeks after your court  
hearing.  
Consider selling your home if you have any  equity . If  all other opt ions  fail, you m ight also consider deeding 
your property  back to your m ortgage company, also know n as  deed-in -lieu of foreclosure. If  the lender 
agrees  to this  t ransac tion, you can be released from most or all f inanc ial obligation and the lender benefits 
by  not incurring repossession fees and other cos ts  associated w ith foreclosure.  
Contac t a reputable non -prof it credit and hous ing counselor if you are not able to work  w ith your lender. For 
a list  of  approved housing counselors in the state, call the U.S. Departm ent of  H ousing and Urban 
Developm ent at  (800) 569 -4287 or v isit ww w.hud.gov.  
Consult  w ith a lawyer if you don't  understand the forec losure process .  

Many people miss out on real help --  financial and otherw ise -- because they are too embarrassed. Jus t remember 
that there is no sham e in seeking help.  
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