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Understanding Your Mortgage Options: A
Guide for North Alabama Home Buyers

Buying a home is one of the largest financial decisions most people will ever make.
Understanding the different mortgage options available can help you choose a loan that fits your
financial goals and homeownership plans.

While loan programs and guidelines can change over time, this guide provides an overview of
some of the most common mortgage types available to home buyers today.

Contact us and let us help guide you through the process.
Stewart & Associates Real Estate

256-325-2527



Conventional Loans

Conventional loans are mortgages that are not insured or guaranteed by the federal government.
They are among the most common loan types used by home buyers.

Typical Requirements

e Minimum credit score often starts around 620

e Stable income and employment history

e Debt-to-income ratio within lender guidelines

e Private Mortgage Insurance (PMI) typically required if putting less than 20% down

Typical Down Payment

o As little as 3% for qualified first-time buyers
e 5% to 20% is common

Pros

v Competitive interest rates

v Flexible property types

v Ability to remove PMI once sufficient equity is reached

v Widely accepted by sellers

Cons

X Higher credit score requirements than some government-backed loans

X PMI may increase monthly payments when putting less than 20% down

FHA Loans

Federal Housing Administration (FHA) loans are government-insured mortgages designed to
help buyers who may have limited savings or less-than-perfect credit.



Typical Requirements

o Lower credit score requirements than many conventional loans
o Steady income and employment history
e Property must meet FHA standards

Typical Down Payment
e Aslow as 3.5% for qualified borrowers
Pros
v Lower down payment requirements
v More flexible credit guidelines
v Popular among first-time buyers
v Gift funds often allowed for down payment assistance
Cons
X Mortgage insurance is typically required
X Property condition requirements may be stricter

X Loan limits vary by area

VA Loans

VA loans are available to eligible military service members, veterans, and certain surviving
spouses through the U.S. Department of Veterans Affairs.

Typical Requirements
e Must meet VA eligibility guidelines
o Obtain a Certificate of Eligibility (COE)
e Meet lender credit and income requirements

Typical Down Payment

e Often 0% down for qualified borrowers



Pros

v No down payment required in many cases

v No monthly mortgage insurance

v Competitive interest rates

v Flexible underwriting standards

Cons

X Available only to eligible military borrowers

X Funding fee may apply unless exempt

USDA Rural Development Loans

USDA loans are designed to promote homeownership in eligible rural and suburban areas.

Many communities throughout North Alabama may qualify.
Typical Requirements

o Property must be in an eligible USDA area
e Household income must meet program limits
o Borrower must meet lender qualifications

Typical Down Payment
e 0% down for qualified borrowers
Pros
v No down payment required
v Competitive interest rates

v Reduced cash needed at closing



Cons
X Geographic restrictions apply
X Income limits apply

X Upfront and annual guarantee fees may apply

Jumbo Loans

Jumbo loans are used when a home's purchase price exceeds conventional loan limits.

Typical Requirements

Strong credit profile

Higher income levels
Significant cash reserves
Lower debt-to-income ratios

Typical Down Payment
e Often 10% to 20% or more
Pros
v Financing for luxury and higher-priced homes
v Variety of loan structures available
Cons
X More stringent qualification requirements
X Larger down payment often required

X Higher reserve requirements



Fixed-Rate vs. Adjustable-Rate Mortgages

Fixed-Rate Mortgage
The interest rate remains the same for the life of the loan.

Pros
v Predictable monthly payments
v Easier budgeting

v Protection against rising interest rates
Cons

X Initial rate may be higher than some adjustable-rate options

Adjustable-Rate Mortgage (ARM)

The interest rate is fixed for an initial period and then adjusts periodically based on market
conditions.

Pros
Vv Lower initial interest rate

v Potential savings if rates remain stable

Cons
X Payments may increase in the future

v More complex than fixed-rate loans



Common Mortgage Terms

30-Year Fixed Mortgage

The most common mortgage option. Provides lower monthly payments spread over a longer
period.

15-Year Fixed Mortgage

Higher monthly payments but typically lower interest rates and significantly less interest paid
over time.

Mortgage Insurance

Insurance that protects the lender when a borrower makes a smaller down payment.
Requirements vary by loan type.

Debt-to-Income Ratio (DTI)

A comparison of your monthly debt obligations to your gross monthly income. Lenders use DTI
to evaluate affordability.

Pre-Approval

A lender's preliminary review of your financial situation that estimates how much home you may
qualify to purchase.

How Much Down Payment Do You Need?

Many buyers are surprised to learn that a 20% down payment is not always required.

Typical minimum down payments may include:

Loan Type Typical Minimum Down Payment
Conventional 3% — 5%

FHA 3.5%

VA 0%

USDA 0%

Jumbo Often 10%+

Actual requirements vary by lender and borrower qualifications.



Which Mortgage Is Right for You?

The best loan option depends on many factors, including:

e Credit score

e Income

e Available savings

o Military eligibility

e Property location

e Long-term financial goals

Every buyer's situation is unique, and mortgage programs change frequently. Working with an
experienced lender and REALTOR® can help you evaluate your options and make informed
decisions.

Stewart & Associates Real Estate Is Here to Help

Whether you're a first-time buyer, relocating to North Alabama, purchasing new construction, or
upgrading to your next home, our experienced REALTORS® can help guide you through the
home buying process.

If you're considering buying a home in Huntsville, Madison, Athens, Decatur, or the surrounding
North Alabama area, contact Stewart & Associates Real Estate today. We can connect you with
trusted local lenders and help you understand your financing options before you begin your home
search.

Disclaimer

Mortgage programs, interest rates, credit requirements, loan limits, and eligibility guidelines
change frequently. This information is provided for general educational purposes only and
should not be considered financial, legal, or lending advice. Always consult with a qualified
mortgage professional regarding your specific situation.



