Understanding an Adjustable Rate Mortgage
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What is the difference between a fixed and adjustable-rate
mortgage (ARM)?

For a fixed-rate mortgage, the interest rate is set when you take out the loan
and will not change for the entire life of the loan. With an ARM, the interest
rate may go up or down at regular intervals after an introductory period.

Why consider an ARM loan?

ARM loans may start at a lower interest rate than fixed-rate loans, and the
initial rate can stay the same for years. However, when the introductory
period is over, the interest rate can increase or decrease, and the amount
of your payment is likely to change. Borrowers who plan to sell or
refinance their home prior to the end of the introductory period may
choose to consider an ARM loan for the lower initial interest rate.

What is an example of an ARM loan?

For example, a 5/1 adjustable rate mortgage, or 5-year ARM, is a mortgage
loan where the initial interest rate will stay fixed for the first 5 years. Then,
the rate may adjust at 1 year intervals. Common introductory periods are
3,5, 7, and 10 years, while 6 months and 1 year are common adjustment
periods. ARM loans typically have adjustment and lifetime caps.

Know how your ARM adjusts.

When considering an ARM, be sure to
read your loan terms carefully and ask
your lender these important questions:

How high can your interest rate and
monthly payments go with each
adjustment?

How frequently will your interest rate
adjust?
How soon could your payment go up?

What is the cap on how high your
interest rate could go?

Is there any limit on how low your
interest rate could go?

Can you still afford the loan if your rate
and payment go up to the maximums
allowed under the loan contract?

An adjustable rate mortgage may not be the best option for afl borrowers. Not all borrowers will gualify. Contact your mortgage consuftant to determine the right loan option for you.

Contact us to learn more about your home buying options!
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