Mortgage Acceleration Schemes Need Scrutiny
January 16, 2005

 

Dear Dave: My bank has sent me some information on "Mortgage Acceleration", and they say I can save thousands of dollars by paying the same monthly payment, but in two half-payments each two weeks. Is this a good idea? 

Answer: There are several mortgage acceleration services being sold to consumers these days. Yours sounds like a typical scheme which usually costs an upfront fee plus a monthly servicing charge. The scheme sounds great, but is no more than you could do exactly for yourself without paying anyone any fees. 

Most acceleration schemes collect a two-weekly "half-payment" as you suggest in your question. This amounts to 26 such payments in a year, or equivalent of 13 monthly payments instead of the 12 you are accustomed to. Under the scheme, money is collected from you bi-weekly, your normal monthly payment is made on your behalf, and a 13th payment added as an extra installment once a year. The 13th payment acts as a direct reduction in principle, and will naturally save you interest by shortening the life of your loan. 

The acceleration service is probably not your bank but an outside organization teaming up with, and endorsed by, your bank. 

Many people think the offer is equivalent to a "bi-weekly" mortgage, but it is not. A bi-weekly mortgage offers huge savings on interest, but is not commonly available because lenders don't like the administrative load of tracking bi-weekly payments. An acceleration scheme is often no more than someone cashing in on the consumer's ignorance of mathematics, and should be examined carefully before you sign up. 

The servicing organization cannot alter the monthly mortgage arrangement entered into when you purchased your home. What they can do is collect your money early, make a profit on your funds while holding them, plus earn service fees charged to you, all for simply making 12 monthly payments on schedule plus the extra payment at year end - which you could do yourself, free of charge. 

Dear Dave: I have an older home which I am putting on the market for sale. Do I need to install GFCI's and where should they be installed? 

Answer: Most older homes do not meet current electrical codes and, when they are sold, the home inspection will often call for GFCI protection. 

The GFCI (Ground Fault Circuit Interrupter) evolved from electrocution accidents occurring with appliances falling into the kitchen sink or bathtub. If an electrical current gets diverted to a "ground" source other than the intended ground, the GFCI will react in about one 40,000th of a second, and shut the power off on the circuit. 

GFCI protection should cover all kitchen countertop outlets, all outlets in the bathroom, outlets in the garage and any outlets on the exterior of the home. It is best to have a licensed electrician install the GFCI's, because they need to be wired correctly, and in the correct place. Also, your electrician may find that some circuits are already protected in the circuit-breaker panel, making a GFCI redundant. 

Dear Dave: I am a first-time homebuyer and I know very little about the process of buying Real Estate. Is there anywhere I can go to obtain help, before starting to look for a property? 

Answer: The first source of good information about buying a home might be to find a good Realtor. Realtors have a wealth of information and experience and will gladly explain what is involved. 

You should also attend one of the many free seminars presented by various Real Estate offices or, if you are active military, seminars and materials are available at Elmendorf and Fort Richardson housing offices. 

Finally, one of the best places to go is to one of the "Home Choice" classes conducted by Alaska Housing Finance Corporation. Not only are they informative and free of charge, but you will be given a credit of $250 towards the closing costs of your AHFC loan. 

Your class certificate is good for one year, so you can take the class as soon as you like. Call Alaska Housing at 330 8437 for more details. 

Dear Dave: I see a lot of Real Estate advertisements offering triple zero down. What does this mean exactly? 

Answer: As a general rule, when purchasing a home, you need cash for three categories of expense. These three categories are the down payment on the loan, the closing costs and, thirdly, the reserves and prepaids. 

If you can avoid paying the down payment, this is called "zero down". If, in addition, you can persuade the Seller to pick up your closing costs, this is called "double zero down". If you can negotiate for the Seller to pay your closing costs and reserves/prepaids, plus obtain the zero down loan, this is called "triple zero down". 

"Triple zero down" really means that you can acquire a property with no cash whatsoever. It is only available to Buyers who have a VA eligibility. If you have VA eligibility, which is a benefit of past or present military service, you can purchase almost any home in Alaska with "triple zero", so long as the purchase price is right for the Seller. Sellers have no objection to triple zero down, provided they can net out the proceeds of the sale that they expect, after paying the Buyers expenses.

