ADJUSTABLE RATE MORTGAGES
What is an adjustable rate mortgage (ARM)? 
Posted by:  Larry Rubinoff

An adjustable rate mortgage (ARM) is a mortgage whose rate can change at specified periods of the loan. These periods can be monthly, every 6 months, yearly and multiple variations of these periods. 
  
For instance, the 2/28 mortgage will have a “fixed” or better described as a constant rate for the first 2 years of the loan, then for the balance of the 30 year period of the loan (28 years remaining) the interest rate will adjust, based on the program parameters, every month, every 6 months or every year. Keep in mind, that when it says it can adjust, it can adjust either up or down. These adjustments are usually tied to some globally published index such as the Treasury Bill, LIBOR, Cost of Funds index, etc. 
  
In addition most adjustable rate mortgage will have a “cap” or maximum amount of adjustment. These caps usually will limit the rate adjustment for EACH adjustment period as well as for the life of the loan meaning that the rate CAN NEVER go over the specified “cap” rate. For example, if your loan starts out at 5.5% and the adjustment caps are 2 and 6 the first adjustment cannot be more then 2% up or down (either to 3.5% or 7.5%) and over the life of the loan the rate can NEVER be greater then 11.5%.

Typically these ARM’s have lower starting rates then do the traditional 30 year FIXED RATE MORTGAGE (this mortgage establishes a rate at the beginning of the loan which will remain the SAME for the life of the loan or the next 30 years).

So is this necessarily a “bad” mortgage? NO! This mortgage must be used only when your specific circumstances make it a “viable” and “logical” plan. An example of the viability of this could be as follows:

You are in a situation where you find that you are very mobile and due to job or other circumstances you move every 3 to 5 years. Your last 2 moves occurred every 3 years but you know that the next one in your current situation will not occur for 5 years. In this case you would be well advised (there are other considerations as well) to take what is called a 5 year adjustable. This is one whose lower rate will be constant for the next 5 years before it will begin to adjust. In this simplified example, you are taking advantage of a lower payment and rate that is typically lower then the current fixed rate program and you are pretty sure that you will never see the first adjustment as you will have sold your home and moved on due to your situation. 
  
 AS I ALWAYS ADVISE, CONSULT YOUR MORTGAGE PROFESSIONAL SO AS TO ANALYZE ALL THE FACTORS ENTERING INTO THIS DECISION.
  
An adjustable rate mortgage CAN be a good mortgage for you if it FITS your specific needs.  Don't rule this option out
