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START 2007 IN A NEW HOME! 

By: Bijal M. Jani, Esq. 
 

 
Ah yes, the holiday season is in full swing and the 

shopping malls are filled with avid shoppers. It’s the perfect 
season for celebrations and - buying a new home! As 2006 comes 
to an end and we welcome 2007, the real estate market is offering 
great deals for home buyers. The real estate “bubble” that 
everyone speculated on for the better part of 2006 has finally lost 
momentum and sellers are willing to make a deal. That means 
prospective home buyers can get great deals on real estate.  
 

The advantages of owning a home are quite obvious and 
straightforward. Historically, real estate has been considered a safe 
investment that tends to appreciate at a reasonable pace. As the 
mortgage balance decreases and the value of the home increases 

over time, it allows for a substantial build up of equity. Further, homeowners can deduct 
portions of the mortgage interest and real estate taxes that they pay on the real estate during 
the year to receive further financial benefits. Due to its consistent overall value, real estate is 
also considered to be the most significant type of asset which can used as viable collateral by 
the homeowner, if and when needed. It should be noted that if you are in danger of losing a 
job or may be considering a new job or starting a new business, purchasing real estate may 
not be advisable because of the significant financial commitment. Also, sufficient funds to 
pay for closing costs and repairs costs to the home must also reviewed before signing a 
contract to purchase a home. Most financial advisers recommend that, after paying for 
closing costs and other expenses, the prospective home buyer should have at least three 
months of mortgage/interest/tax payments put aside as a safety “rainy day” fund.  
 

To determine the amount of a mortgage that you can afford, financial institutions 
review the gross monthly income, the amount of the down payment towards the purchase, 
liquid assets, and your credit history. Typically, financial institutions use formulas like debt-
to-income ratios to determine the eligibility of a prospective borrower to determine if he/she 
is sufficient financing. According to the ratios, a borrower’s maximum amount of all the 
monthly debt obligations should not be more than thirty-six percent of the gross monthly 
income. The debt obligations taken into consideration include mortgage payments, car 
loans, credit card bills, payments on any lines of credit, and any other monthly payments. 
When calculating a prospective monthly housing expense, it is important to remember to 
include real estate taxes and homeowner’s insurance. If a buyer is interested in purchasing a 
condominium or cooperative apartment, monthly homeowner’s association fees or 
maintenance fees should also be included.  
 

During 2006, as the real estate market showed signs of slowing down and interest 
rates inched up, prospective buyers were bombarded with different types of residential 
mortgage programs being offered by banks and brokers. By understanding the distinctions 
between the different types of mortgages, a prospective buyer can choose the best one 
available that suits their own particular needs.  



 
The most common types of residential mortgages are the 30-year and 15-year fixed 

rate mortgages. For homebuyers who wish to have lower monthly payments that are 
amortized for a period of 360 months, a 30-year fixed rate mortgage may be ideal.  However, 
the overall interest paid on a 30 year mortgage loan is much higher than a 15 year mortgage 
loan because of the longer amortization period. The advantage of a 15-year fixed mortgage 
loan is that the interest rate may be lower than on a 30-year mortgage loan and the equity is 
built up much faster. However, monthly payments on 15-year mortgage loans are higher than 
on a 30-year mortgage so prospective borrowers should use caution before committing to a 
15-year mortgage loan.  
 

Some homebuyers choose to get an adjustable rate mortgage (“ARMs”) that are 
offered by financial institutions. In a market where 15/30 year fixed interest rates are 
historically lower than they have been in decades yet higher than they were in the last couple 
of years, many consider ARMs to be a better deal since the initial interest rate on ARMs may 
be quite lower than a fixed rate mortgage of the same amount. However, once the initial 
term expires, the rate is adjusted up or down by the financial institution, depending on the 
fluctuation of the market index. Depending on the terms and conditions entered into at the 
time of the loan closing, the rate adjusts each time the adjustment date arrives. The most 
common types of ARMs offered by financial institutions are 3/1, 5/1, 7/1, or 10/1. For 
example, if a borrower secures a 3/1 ARM, then the borrower gets a fixed rate of interest for 
the first three years of the loan. After that, the rate is adjusted every year until the loan is 
satisfied or discharged. ARMs tend to be most cost-effective for those types of buyers who 
plan on owning the property for a short period of time before the initial fixed period expires. 
For borrowers who do not or cannot afford substantial increases in their mortgage expense, 
ARMs may not be the best way to finance a home. It should be noted that before committing 
to any type of mortgage, especially an ARM, the fact that a prepayment penalty may be 
applied by the financial institution should be addressed to avoid unpleasant surprises later.  
 

Another type of mortgage product that is being heavily advertised is an interest-only 
loan. This type of a loan requires the borrower to pay only the interest for a certain period of 
time. After the initial period expires, the loan adjusts to the market rate subject to a specific 
index and the loan amortizes at an accelerated rate. Prospective borrowers are strongly 
cautioned about the fact that interest-only loans do not pay off the principal as quickly as to 
the other types of mortgages, thereby reducing the amount of equity available to the 
homeowner in a shorter time span.  
 
  Regardless of the type of mortgage that a borrower may choose to secure, caution 
should always be exercised so that unnecessary expenses can be avoided later. After all, it 
will seem like the blink of an eye before 2007 also comes to a close and we prepare for yet 
another holiday celebration.    
   
 

  
 
 

  


