Glossary of Mortgage Terms

Adjustable Rate (also Variable Rate)
An interest rate that changes periodically in relation to an index. Payments may increase or decrease accordingly. 

Amortization
A repayment method in which the amount you borrow is repaid gradually trhough regular monthly payments of principal and interest. 

Application
An initial statement of personal and financial information which is required to approve your loan. 

Application Fee
Fees that are paid upon application. An application fee may frequently include charges for property appraisal and a credit report. 

Assumption of Mortgage
The agreement of a purchaser to become primarily liable for the payments on a mortgage loan. 

Balloon Payment
A lump sum payment for the unpaid balance of the loan. 

Borrower
Someone who receives something (money) on the promise to return it or its equivalent.

Cash Out
Receiving money back when refinancing your present mortgage. 

Ceiling
The maximum allowable interest rate over the life of the loan of an adjustable rate mortgage. 

Closing Costs
Any fees paid by the borrowers or sellers during the closing of the mortgage loan. This normally includes attorney's fees and any items which must be prepaid, such as taxes and insurance payments. 

 Credit Limit
The maximum amount that you can borrow. 
Deed of Trust
The agreement used to pledge your home or other real estate as security for a loan. Similar to a mortgage. 

Down Payment
The difference between the purchase price and that portion of the purchase price being financed. Most lenders require the down payment to be paid from the buyer's own funds. 

Due on Sale
A clause in a mortgage agreement providing that, if the mortgagor (the borrower) sells the property, the mortgagee (the lender) has the right to demand the outstanding balance in full. 

Effective Interest Rate
The cost of credit on a yearly basis expressed as a percentage. Includes costs paid to obtain the loan, and is, therefore, usually a higher amount than the interest rate stipulated in the mortgage note. Useful in comparing different loan programs. 

Fixed Rate
An interest rate which is fixed for the term of the loan. Payments as well are fixed at one amount. 

Good Faith Estimate
A written estimate of closing costs which a lender must provide you within three days of submitting an application. 

Grace Period
A period of time during which a loan payment may be paid after its due date but not incur a late penalty. 

Gross Income
For qualifying purposes, the income of the borrower before taxes or expenses are deducted.  

Hazard Insurance
A contract between purchaser and an insurer, to compensate the insured for loss of property due to hazards (fire, hail damage, etc.), for a premium. 

Interest Rate
The periodic charge, expressed as a percentage, for use of credit. 

Lender
Someone who lends money or gives credit in business matters 

Loan
A sum of money lent at interest.

Jumbo Loan
Mortgage loans over certain amounts. Terms and underwriting requirements may vary from conforming loans.
Loan to Value Ratio (LTV)
A ratio determined by dividing the sales price into the loan amount, expressed as a percentage. For example, with a sales price of $100,000 and a mortgage loan of $80,000, your loan to value ratio would be 80%. 

No-Document (No-doc) Loans
No-doc mortgages are generally a wise choice for self-employed people, those who do not wish to verify their income. The benefits of a no-doc mortgage include a shorter application process since you are not required to provide income, employment or asset documentation, as well as a fast approval process because there is little subsequent verification. However, no doc mortgages generally will be at slightly higher interest rates and are offered by fewer lenders.

Lock or Lock In
A commitment you obtain from a lender assuring you a particular interest rate or feature for a definite time period. Provides protection should interest rates rise between the time you apply for a loan, acquire loan approval, and, subsequently, close the loan and receive the funds you have borrowed. 

Margin
An amount, usually a percentage, which is added to the index to determine the interest rate for adjustable rate mortgages.



Mortgage
A pledge of specific property as security for a loan.

Mortgage Banker
Originates mortgage loans, loaning you their funds and closing the loan in their name. 

Mortgage Broker
As do mortgage bankers, takes loan application and processes the necessary paperwork. Unlike a mortgage banker, brokers do not fund the loan with their own money, but work on behalf of several investors, such as mortgage bankers.

Mortgage Loan
A loan which utilizes real estate as security to provide for repayment should you default on the terms of your loan. The mortgage or Deed of Trust is your agreement to pledge your home or other real estate as security. 

Mortgagee
The lender in a mortgage loan transaction. 

Mortgagor
The borrower in a mortgage loan transaction. 

PITI
Principal, interest, taxes and insurance, which comprise your monthly mortgage payment. 
 
Prepayment Penalty
A fee paid to the lending institution for paying a loan prior to the scheduled maturity date. 

Qualifying Ratios
Comparisons of a borrower's debts and gross monthly income. 

Servicing a Loan
The ongoing process of collecting your monthly mortgage payment, including accounting for and payment of your yearly tax and/or homeowners insurance bills. 

Underwriting
The process of verifying data and approving a loan. 



