Foreclosure 101

By Melissa McWhinney

You may be aware that the number of bank and lender foreclosures on home mortgages is skyrocketing.  Some of those foreclosures are happening in Somerville.  Most people who take out a mortgage to buy a home have every intention of paying back their loan on time.  But problems arise in people’s lives, with the result that they may not have enough money to pay back this loan.  Divorce, medical reasons, job loss, and death of the family’s primary worker can all contribute to a sudden loss in income.    A foreclosure is the last straw – a family may end up with their credit destroyed for years, and with no place to live.

   It used to be true that most mortgages were “fixed-rate” 30-year mortgages.  Fixed-rate means that the interest rate at the beginning of the loan will stay the same through out the loan period, and you knew how much you would owe each month.   The interest rate on these loans may be reasonable, or they may be at “sub-prime” rates, meaning at a very high interest rate.  Sub-prime loans are offered to mortgage  applicants who are risky borrowers because of  poor credit history or insufficient income.

In recent years, lenders began offering  “adjustable-rate” mortgages (ARMs), which means the interest rate can go down or up.  If you can just afford the mortgage at a 6% interest rate, but all of a sudden the interest rate zooms up to 8%, you may suddenly owe hundreds of dollars more each month.  Some ARMs offer homeowners the option of making interest-only payments, in which case the debt may increase over time, rather than decreasing.   “Balloon” mortgages may have reasonable terms at the beginning of the loan period, but have a giant payment due at the end, which means the property owner will need to come up with a lot of money at once to satisfy the loan.  Predatory lenders plan on having some of their loans fail, and that’s how they turn a profit. 

If you are thinking about buying a home and want to be sure you don’t end up in foreclosure, there are steps you can take to protect yourself.  Learn about interest rates and how they will affect any loan you may receive.  Investigate lenders to see if they are known to engage in fair business practices.  Find a reputable agency that can provide you with free pre-purchase counseling before you commit to a mortgage.  Read everything carefully,  and do not sign anything until you are sure you understand it.  Keep asking questions!  Maintain a good credit history.  You should pay your bills on time.  If you don’t have enough money to pay all your bills each month, there are agencies that can sit down with you to help you figure out a reasonable budget and/or help you increase your income so that you will have enough money each month.   If you credit history is already a problem, contact a credit counseling agency to find someone who can help you work toward repairing your credit.

If you already have a mortgage and have not been able to keep up with your mortgage payments, you may be at risk of foreclosure.  You may not even know that you are in default until foreclosure proceedings have begun.  If you know that you haven’t paid your mortgage on time, each and every month, you need to act fast!  

First, don’t ignore calls or letters from the company servicing your loan.  If you don’t take any action, the company will proceed with the foreclosure and you can end up losing your home even though you may have spent many years paying off your mortgage.   Call the company and explain your situation.  Be prepared to provide them with financial information such as your monthly income and expenses.  Stay in your home for now. 

Second, don’t assume that you will be able to sell your home privately to pay the balance of the mortgage before the mortgage company can complete foreclosure proceedings.  It can take many months to sell a home.  For many people, this is not a good option.  

Third, get good advice from a non-profit agency that can assist you with figuring out what to do.  There are a number of actions that may be available to you, depending on your particular situation.    For example, your lender may be able to arrange a repayment plan based on your financial situation, or even temporarily suspend your payments.  However, do not sign anything until you have spoken with a non-profit foreclosure specialist.  Your lender may agree to refinance the debt and/or extend the term of your loan.  Again, do not sign until you have gotten trustworthy advice.  

Beware of people who offer a quick fix, ask that you pay a fee for certain services, or ask you to sign over your deed for their promise that they will rescue you financially.  Massachusetts has just banned foreclosure “rescue” schemes for a period of time because so many people were being taken advantage of by for-profit lenders who end up keeping the home.    

In addition, Massachusetts has taken steps to delay foreclosures stemming from predatory lending.  For more information and to file a consumer complaint, call the Massachusetts Division of Banks at 1-800-495-2265.  Consumer complaints forms are available online at www.mass.gov/consumer .  

Get good advice, and get it from an approved agency.    The U.S Department of Housing and Urban Development (HUD) has a list of approved housing counseling agencies at 1-800-569-4287, www.hud.gov/foreclosure/index.cfm .  

One program that can give professional guidance to homeowners in or at risk of foreclosure is the Homeownership Preservation Foundation, 1-888-996-HOPE, which can provide homeowners with a specific, actionable plan to help them avoid foreclosure and give them alternatives to foreclosure if homeownership cannot be maintained.  

Locally, ESAC in Jamaica Plain, 617-524-4820, www.esacboston.org , has a sustainable homeownership program that can advise homeowners.  The Massachusetts Housing Consumer Education Center can provide housing counseling services, at 1-800-224-5124, www.masshousinginfo.org .  

 Elders can take advantage of the numerous services offered by Homeowner Options for Massachusetts Elders (HOME), 1-800-583-5337, www.home-ma.org .   The City of Somerville Housing Department, 617-625-6600 ext. 2577,  www.ci.somerville.ma.us , has information on foreclosures, as well as other information helpful to homeowners and tenants, on its Housing Programs and Services page. 

Although CAAS, the Community Action Agency of Somerville, does not provide housing counseling to homeowners, we are able to help low-income residents of Somerville in a variety of other ways, including eviction prevention for tenants and helping residents maximize income.  Call us at 617-623-7370 to see how we can help you.

Lots of people get into financial trouble at some point in their lives.  But by taking action promptly, instead of letting your embarrassment get the better of you, you may be able to pull out of a tailspin, get yourself back into a financially healthy position, and keep your home that reflects the investment of your money, time and love.
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