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Mortgage Basics

One thing that hasn’t changed is 
that loans are still available to 
consumers with good credit. 

That�s why consumers need to look at 
their credit score before they begin their 
home building or home improvement 
search. A poor credit score can translate 
into higher interest rates on loans and in 
some cases, it can impact one�s eligibility 
for different loan programs. 

Before you begin to look for a home 
mortgage, there are steps you can take 
to increase your credit score by as much 
as 100 points. First and foremost, you 
must pay past due accounts. Second, you 
need to eliminate late payments. Keep 

in mind that even if a payment arrives 
one day late, it is still considered a late 
payment. Plan ahead so all of your pay-
ments are timely. Third, have your credit 
limits increased. This does not mean that 
you should utilize this extra credit, it will 
simply increase your balance to available 
credit ratio. In the event that you have no 
credit history, you may want to ask a rela-
tive or friend to add you to one of their 

accounts as an authorized 
user. Before you do this, you�ll 
want to con�rm that their cur-
rent balance is below 10% of 
their limit and that they have a 
good payment history. Finally, 
do not close old accounts. 
Keep them active; closing 
accounts with a long credit his-
tory will hurt your credit score. 

Once you have taken the steps 
necessary to evaluate and im-
prove, if needed, your credit 
score, you will want to learn 
more about conventional loan 
programs. Start with the basics 
to make sure you understand 
everything inside and out: A 
mortgage is a long-term loan 

that uses real estate as collateral. A mort-
gage loan is commonly used for buying a 
home. These loans are usually fully am-
ortizing, which means that the monthly 
principal and interest payment will pay 
off the loan in the number of payments 

stipulated 
on the note. 
Mortgage loans 
are also described 
by the length of time for 
repayment, such as 15, 30, or 
40 years, and whether the interest 
rate is �xed or adjustable. A mortgage 
loan where the down payment is less than 
20% usually requires private mortgage in-
surance (PMI) or government insurance 
or guarantee.
 
Most mortgage loans require monthly 
payments of principal and interest plus 
additional payments that are set-aside in 
escrow accounts to pay property taxes and 
homeowners insurance. In addition, loans 
with PMI or government mortgage insur-
ance may require payment of a monthly 
mortgage insurance premium as part of 
the regular monthly payment.
 
Some lenders offer �nontraditional� mort-
gage loans such as interest-only loans, in 
which case the borrower pays only the 
accrued interest and none of the payment 
is used to reduce the principal balance, or 
loans where the borrower chooses each 

There�s no doubt about it, the mortgage industry has seen its fair 
share of changes over the past year. Consumers who are looking to 
buy a newly constructed home or lot, or even remodel their existing 
home, need to do their homework to make sure they understand 
how the changes in the mortgage industry may impact their building 
or remodeling needs.

Credit scores are based  
on the following criteria:

• Payment history – 35%
• Balances Carried – 30%
• Credit History –15%
• Mix of Accounts – 10%
• Inquiries – 10%
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month whether 
to make a mini-

mum payment, pay 
the accrued interest only, 

or pay the accrued interest and 
a portion of the principal.

 
Homebuyers who opt for a nontradi-
tional mortgage should be aware that, 
depending on the terms of the loan, 
sudden and signi�cant changes can 
occur in the monthly payment due 
to changes in the interest rate and 
payment terms. It is the homebuyer�s 
obligation to fully understand the  
terms of their loan.
 
Some lenders offer bi-weekly mort-
gages, which call for 26 payments per 
year. The details of bi-weekly mortgages 
can differ, so it�s best to ask the lender 
to outline the details of how these 
programs work.
 
Homebuyers who can afford 
the higher monthly payment 
sometimes prefer a 15-year 
mortgage to a 30-year 
mortgage. Interest 

rates on 15-year mortgages usually are 
slightly lower than 30-year rates. In ad-
dition, a homebuyer �nancing a home 
purchase with a 15-year mortgage will 
repay principal substantially faster and 
will pay far less total interest over the 
term of the loan.

Understanding income tax implications 
will help you round out the mortgage 
equation. Mortgage interest is tax 
deductible and there are some loan 
programs that allow you to �nance 
100% of your home without liquidating 
other investments, thus saving you the 
capital gains tax that you might have 
encountered if you withdrew funds to 
come up with a down-payment. 

The key to understanding mortgages 
is working with a professional. That�s 
why the MBA is offering our January 
Consumer Seminar on Mortgages. Held 
Thursday, January 24th from 7:00 � 8:30 
p.m. at the MBA of�ce, N16 W23321 
Stone Ridge Drive, Waukesha, WI 
53188, this seminar is designed to help 
attendees improve their credit score, 
introduce them to the different types 
of loan programs that are currently 
available, and help them understand 
associated tax implications.  
Registration is recommended,  
but not required. You can  
register online at MBAonline.org  
or call 262.436.1122.

2008
consumer courses

february 21
The Remodeling Process

march 13
Designing Your New Home:
Plans & Speci�cations

april 17
Choosing the Builder & the Lot

Class Times: 7 - 8:30 PM

All classes are held at the 
Metropolitan Builders Assocation.

N16 W23321 Stone Ridge Drive
Waukesha, WI 53188

FREE consumer classes  
throughout the year!

For a complete listing of 2008 Consumer 
Courses, log onto MBAonline.org

upcoming

1. Call 262.436.1122

2. Email pkilgren@mbaonline.org

3. Fax 262.436.1110

Include the following information:

Name, E-mail, Phone Number,
Class Date(s)

 ways to
  register!3  


