Term / Due

 50yr / 30yr

Deed- A document that transfers ownership of real estate
Grant Deed- A deed containing an implied promise that the person transferring the property actually owns the title and that it is not encumbered in any way, except as described in the deed. This is the most commonly used type of deed.

Quit claim Deed - A deed that transfers whatever ownership interest the transferor has in a particular property. The deed does not guarantee anything about what is being transferred, however. For example, a divorcing husband may quitclaim his interest in certain real estate to his ex-wife, officially giving up any legal interest in the property.

Title - Evidence of ownership of real estate
Prepayment penalty- there are two different types of prepayment penalties as they pertain to mortgages.
Hard prepay- The "Hard" penalty means the mortgaged property can NOT be sold or refinanced during the set no-prepayment timeframe; without the borrower becoming liable for a penalty.

Soft prepay- The "Soft" prepayment penalty means the mortgaged property can NOT be refinanced during the set no-prepayment timeframe. But, it can be sold at any time without becoming liable for a penalty. Technically, with a soft prepayment penalty, the mortgaged property could be sold the day after it's loan is closed. And, there would be no penalty liability. Must be a bonafide sale. Not to a relative. 

Purchase- all money will be used for financing customer needs. The customer will need closing cost.

Refinance- closing cost will be subtracted from funds.

                 Real estate Agents

Listing Agent                     Selling Agent

       Seller                                Buyer

This is what Loan originators must do to get paid:

F ind

C onvince

P re-Qual

C lose

Closing or Close
1. Escrow instructions

2. Preliminary title report

3. Appraisal

4. loan submission

How Loan Originators get paid:

Customer/Borrower =   Front                       Loan Origination 1%

Bank           =                Back                         Rebate                 1%        

How Realtors get paid:

Listing agent                       Selling agent

                 Seller Commission 

                    6%___________

Listing                    Selling

 3%


3%

This type of loan will generate a 3-4 point rebate and 2-3% loan Origination Fee.

Negative Amortization Loan      

Pic-A-Payment

Pay option ARM

1. Discounted Interest

2. Interest only

3. 30yr Amortization

4. 15yr Amortization

Choice 1- 4 are your options
Option 1 is a payment at 1% amortized for 30 years. With the unpaid minimum interest at 7.5% will be added to the loan balance. Buy adding that interest to the balance of the loan, the minimum payment will increase each month. 

$600,000       (7.5%)         30/30

 3750.00

-1929.84
 1820.16
The difference between the option 1 and the minimum interest only is the amount that has to be added to the loan to create a new loan balance. The new loan balance will be used for the next month payment calculations.
$600,000 + 1820.16 = 601820.16 = New loan Balance that will be used to calculate the next month payment.

601820.16          (7.5%)        30/30

              1%

1. $1935.69

2. $3761.38

3. $4208.01

4. $5562.07

 3761.38

-1935.69
 1825.69

 601820.16

   +1825.69

 603645.85

Amortization - The payment of a loan by periodic payments of principal and interest, resulting in a declining principal balance and eventual repayment in full. This form of debt repayment is Level Payment Amortization. Other methods have repayment schedules in which the early loan payments don't fully cover the interest due (Negative Amortization).

Even though level payment amortization calls for the same payment in every installment, the loan payments are divided unequally between principal balance and interest owed. In the early years of a 30-year mortgage, a higher portion of early loan payments goes toward payment of interest than reducing the principal; as the loan is gradually paid down, an increasing portion of each payment is allocated to the Principal until a zero-balance is eventually reached. See also Add-on Interest; Amortization Schedule; Balloon Mortgage; Rebate; Rule of the 78's; Simple Interest.

    $620,000 @ 6.25 %       30/30

               $3817.45

Current Principal Balance –     CPB            Principal           Interest         Ending balance
                                         1. $620,000.00     $588.28           $3,229.17       $ 619,411.72 

                                         2. $619,411.72     $591.35           $3,226.10       $ 618,820.37      
Your monthly payment will be: $3817.44
*359 payments of $3817.44 and 1 last payment of $3824.45
Amortization Schedule Year Month Principal Paid Interest Paid Outstanding Balance 

     Principal          Interest            Ending balance
1.    588.27           3229.17              619411.73 
2.    591.34           3226.10              618820.39 
3.    594.42           3223.02              618225.97 
4.    597.51           3219.93              617628.46 
5.    600.63           3216.81              617027.83 
6.    603.75           3213.69              616424.08 
7.    606.90           3210.54              615817.18 
8.    610.06           3207.38              615207.12 
9.    613.24           3204.20              614593.89 
10.  616.43           3201.01              613977.46

Common Formulas

Interest Only  
Formula for Annual Interest = CPB x Rate
Current Principal Balance x Interest Rate (%) = Annual Interest
Divide by 12 to get the monthly interest

                         $350,000 x 7.5% = $26,250
                         $26,250 ÷ 12 = $2187.50
The loan business is done in eights. Everything is in eights
Calculate in 1/8,
1/8 = .125

2/8 = .25

3/8 = .375

4/8 = .5
5/8 = .625

6/8 = .75

7/8 = .875

8/8 = 1.0


[image: image1]
YSP – Yield Spread Premium 
Yield                        6.5           1.0%  Rebate

                                 6.25           .5%  Rebate

                                 6.0   PAR   0%  Rebate

                                 6.0   PAR   0%  Rebate

                                 5.75            1 Point (paid by the customer)

Buy Down                5.5              2 Point (paid by the customer)

Below PAR
When buying down interest rate the points paid by the customer increase logarithmically the further you go down in interest rate.

LTV = Loan to Value                  Loan Amount_    

                                                     Apprised Value
PITP = Principal Interest Tax Insurance

DTI  = Dept to Income

Front End                                       Back End

_______PITI _______                  PITI  + Liabilities = All Dept shown on Credit report

Gross monthly income              Gross monthly income

DTI = Dept to Income = Expense divided by income
PITI + Liability = DTI =  3000      = 50%

                                         6000

Full Doc   will require  a  50% ratio on the Back end 

Per-Payment Penalty ( P. P. P. )
6 months of interest paid on 80% of the loan balance owed 

CPB x 80% = A

A x interest rate (x) = B

B ÷ 12 = C

C x 6 = pre payment penalty

$425,000 x 7.25 % = annual interest 

A = $425,000 x .80 = $340,000

B = $340,000 x .0725 = $24,650

C = $24,650 ÷ 12 = 2054.17

PPP = $2054.17 x 6 = $12,325

Estimated Pay OFF
CPB

Unpaid interest

P.P.P.

FEES

        Need Current Mortgage Statement

$148,512.72 @ 6.99 %      P.P.P.   yes     $137  Late Fees    Escrow -4,623     Due 2/1/07
Two Unpaid Mortgage payments - This month and next month when escrow closes.
CPB              148,512.72       148,512.72 x 6.99 % = 10,380.99 ÷ 12= 865.08 x 2=1730.16

UNPD x 2         1,730.17
P.P.P.                4,152.42

Fees                  4,760.00
                      159,155.31                 4,623

                                                          _137

                                                         4,760
Estimated New Loan Balance
Pay OFF
Cash Out

Pre Paid Interest

Closing cost

1. Escrow @ 800-1100

2. Title   * will Know *

3. Lender Fee  900-1300

4. Broker Fee   1455

5. If APP “ impounds” *           Tax 1.25% insurance 7-800 Dollars

 L.O. = Loan Origination 1.5- 2 %
Note: Add all of these items to determine the new loan balance.
Broker fee brake down = 550 Processor, 275 Application, 280 Under Writer, 50 Credit Report, 300 signup = 1455 

Default
CA= Foreclosure = 120 Days

NOI= Notice of Intent to Foreclose = 30 Day Notice

 After 30 Day NOI

90 Days

   Or

60 Days for some banks

The NOD will be filed
NOD = Notice of Default

What Affects the Interest Rate?
1. FICO = 600 – 750

2. LTV % = 70, 80, 90

3. Doc Type = Stated  or Full Doc

4.  note: No Doc requires 50% LTV

Loan that can be a negative ARM
6.5 % - 7.25%   6 mo LIBOR with a payment change every 12 mo.

Fixed for the first 2 years

2/28,  6 MO  LIBOR

____ 2 yr

                                 Is payment change concurrent with the interest change?
____ 1yr

Warning:  This scenario could become a negative ARM. It is your responsibility to catch this in your client’s loan documents. 
· Index and Payment change should be at the same time.
Note: only give the bare minimum amount of information to the lender.

Note: a new bill will show on a credit report in 60 days.

Business Income has to match stated income

Create a self employment business for the customer that does not require a license. 
Get a letter from a CPA about the business you have created.
FICO Requirement for Stated Program. Wedge earner need to have a higher score to equal self employed risk. The wedge earner is a higher risk than self employed.
                       wedge / earner 660

                       Self  / employed 620

1. GFE- Good Faith Estimate, 3 business days to give to customer.

2. TIL – Truth in Lending (APR) a summery of the loan.

3. Borrower’s Authorization- Has to be signed before you represent the borrower. It should be signed before a credit report is run.

4. Serving Disclosure- let the customer know that after the loan is completed that the customer will not come to citiwide home loans for any problems with the loan, they will have to go to the bank that issued the funds with the problem. And citiwide home loans will not be able to help them.

5. Note- The terms and conditions of the Loan

6. Deed- Ownership and vesting

7. Addendums- Change the Note. An Addition to the note

Adjustable-Rate Mortgage

An adjustable-rate mortgage refers to a loan program with a variable interest rate that can change throughout the life of the loan. It differs from a fixed-rate mortgage, as the rate may move up or down depending on the direction of the index it is associated with. 

All adjustable-rate mortgage programs come with a pre-set margin, and are tied to a major mortgage index such as the Libor, COFI, or MTA. Some banks and lenders will allow you to choose an index, while many rely on just one of the major indices for the majority of their products.

Most adjustable-rate mortgages are hybrid programs, meaning they carry an initial fixed period followed by an adjustable period. They are also usually based on a 30 year amortization.

You may see mortgage programs advertised such as 5/25 ARM or 3/27 ARM, just to name a couple. A 5/25 ARM means it is a 30 year mortgage, with the first 5 years fixed, and the remaining 25 years adjustable. Same goes for the 3/27, except only the first 3 years are fixed, and the remaining 27 years are adjustable.

You may also see programs such as a 5/6 ARM, which means the interest rate is fixed for the first 5 years, variable for the remaining 25 years, and will adjust every six months. If you see a 5/1 ARM, it is exactly the same as the 5/6 ARM, except it changes only once a year after the 5 year fixed period.

Adjustable-rate mortgages carry payment caps, which limit the amount of rate change that can occur in certain time periods. There are three types of caps:

Initial: The amount the rate can change at the time of the first variable period. In the examples above, it would be the first change after the first 5 years of the loan.

Periodic: The amount the rate can change during each period, which in this case of a 5/6 ARM is every six months, or just once for a 5/1 ARM.

Lifetime: The amount the rate can change during the life of loan. So throughout the full 30 years, it can’t exceed this amount, or drop below this amount.

Typically you might see caps structured like 6/2/6. This means the rate can change a full 6% once it initially becomes an adjustable-rate mortgage, then 2% each subsequent period, and 6% total throughout the life of the loan. And remember, the caps allow the interest rate to go both up and down. So if the market is improving, your adjustable-rate mortgage can go down! 

To figure out what your fully-indexed interest rate will be each month with an adjustable-rate mortgage, simply add the margin to the associated index. You’ll be able to look up the current index price on the web or in the newspaper, and the margin you agreed to, which is usually found within your loan documents. You’ll also have to factor in payment caps to see when and how often your adjustable-rate mortgage adjusts. 

Let’s look at a basic example:
Margin: 2.25
Index: 4.75
Caps: 6/2/6

Based on the two figures above, your fully-indexed rate would be 7.00%. It is equally important to note both the index and margin when selecting a mortgage program from your bank or broker. Many consumers overlook the margin, or simply don’t even realize it’s an active aspect of the loan price, but as you can see, it plays a major role in the pricing of an adjustable-rate mortgage. Margins can vary by over 1%, so it can certainly affect you mortgage payment.

Most homeowners get into adjustable-rate mortgages for the lower initial payment, and then usually refinance the loan after the fixed period ends. At that time, the interest rate becomes variable, or adjustable, and the homeowner would likely refinance into something fixed, or sell the home outright. Some homeowners may also choose an adjustable-rate mortgage if the home is simply a short-term investment, or if they don’t plan on owning the home for more than five years. But all adjustable-rate mortgages can be risky as the payments can change, sometimes sharply if the timing isn’t right. 

All that said, make an interest rate plan before you purchase a property. Decide what you want to do with the home in the next five years, and from there, you’ll be able to decide if an adjustable-rate mortgage is right for you. 

Loan origination

A loan orgination refers to the initiation of the loan application process, when a borrower submits their financial information to a bank or lender for processing. Depending on documentation type, a borrower will have to supply certain credit, asset, occupational, and housing information to a specified bank or lender to initiate the underwriting of the loan application. Along with that, the borrower will have to sign forms that allow both the broker and bank or lender to pull credit and release information about the borrower. The broker or bank may also make a binding contract with the borrower at this time, so it’s important to know what you’re getting into before signing any forms that come your way. 

Loan originators are also known as loan officers, brokers, or simply salespeople. And fees associated with the origination of a loan are called loan origination fees, otherwise known as discount points. This fee is paid to the loan officer or broker who initiates and completes the loan transaction with the homeowner, and is paid out once the loan funds. Brokers and banks may or may not charge an origination fee depending on the terms of the deal. All fees should always be fully disclosed on the Good Faith Estimate and Hud-1. Pay close attention to this figure to see exactly what you’re being charged. Most upfront banks and brokers will charge 1% of the loan amount, although you can usually avoid this fee if you shop around. 

Mortgage points

Mortgage points, also known as mortgage loan points or mortgage discount points are fairly simply to understand. A point, otherwise known as an origination fee, is a fancy way of saying a percentage point of the loan amount. So basically when a broker or a lender says they are charging you 1 point, they simply mean 1% of your loan amount. So if your loan amount is $400,000, they’ll be charging $4,000. If they charge 2 points, it’ll be a cost of $8,000. And so on.

If you aren’t being charged points, it doesn’t necessarily mean you’re getting a better deal. All it means is that the broker or lender is charging you on the back-end of the deal. This means the lender is paying the broker a certain percent for a rate higher than what the par rate would be. So if your loan scenario had a par rate of say 6%, but the broker could earn 1% if he sold you a rate of 6.5%, than that would be the broker’s yield-spread-premium, or YSP. This is a way for a broker to earn a commission without charging the borrower directly. However, the borrower still pays the price by taking a higher rate than necessary. 

Beware that brokers may tell you to pay a point upfront to get a better overall rate, or even a par rate. But you could end up getting charged 1 point in the front, and 1 point in the back. Some brokers are honest, but either way you’ll be able to review the charges at the time of signing by reviewing the HUD-1. This is a summary of all fees, and the front-end fees will show up as an origination fee, whereas the back-end fees will show up yield-spread-premium. You’ll be able to see exactly what the broker is charging you, and argue accordingly. Although lenders can avoid showing you the YSP because they sell their loans on a secondary market, and the YSP may not yet be known. 

Par rate

With regard to mortgage, the par rate is the interest rate a borrower qualifies for with a given bank or lender with no add-ons or adjustments to fee.

In other words, the borrower would receive the par interest rate if there was no yield spread premium charged by the broker or lender, and no adjustments to rate or fee.

Par rate, otherwise known as the base rate is determined by the borrower’s particular loan scenario, which includes adjusments for things such as loan amount, credit score, property type, loan-to-value, and so on.

The par rate for a high-risk borrower will be much higher than that of a low-risk borrower because of adjustments, but a broker or lender can still manipulate a low-risk borrower’s rate by taking an excessive yield spread premium.

Let’s look at an example:

6.5% -1.00
6.25% -.50
6% 0.00
5.75% .50

In the example above, we see interest rates with corresponding fees or rebates. 6% is the par rate assuming there are no adjustments because it falls on zero. However, you may have an adjustment for loan amount of say .25%, and an additional credit score adjustment of .25%, so your total adjustments to fee would be .50%.

You would need to factor in those adjustments to figure out your actual, or adjusted par rate, so in the preceding example, total adjustments of .50% would make the par rate 6.25%.

The par rate is the difference of the adjustments to fee of .50% and the price of -.50, which equals zero, or par.

In many situations borrowers may not realize that their particular loan scenario carries few adjustments, and will ultimately allow them to qualify at a low par rate. Watch out for corrupt brokers who tell you that your deal is trickier than it seems. Make sure you review the mortgage adjustments section of this site to see what lenders hit borrowers for, and always ask a bank or broker what your adjustments to fee are, and how much yield-spread premium they are charging. 

Risk-based pricing

Risk-based pricing is a method the mortgage industry relies on to adjust interest rates based on borrower profile. To mitigate any potential risk, banks and lenders have created pricing adjustments for a variety of loan criteria. In simple terms, a borrower deemed more risky by a bank or lender will receive a higher interest rate. After all, it makes perfect sense to give the more qualified borrower the better rate. 

There are a number of factors that can adjust the pricing of your loan. One of the most important factors will always be credit. Credit scores range from 300-850, and greatly affect the rate you will ultimately receive. Scores above 720 are generally the highest tier, and will offer a rebate to the rate you receive. Look at this example:

Fico score >720 score = .375% rebate

Fico score 660-679 = .25% cost

Note that scores between 680 and 720 weren’t used, and aren’t assigned a cost or a rebate. However, scores over 720 received a rebate of .375%, while scores between 660-679 were slapped with a .25% cost. These costs or rebates associated with each rate are known as adjustments to fee. Fee is another name for rebate, or yield spread premium. 

So if an interest rate of 6% has a base rebate of .625%, a 721 fico score would raise that base rebate to .875%, and a score between 660-679 would lower that base rebate to .375%. This net rebate is known as the yield spread premium the broker or bank will receive on your loan. And if a bank or broker finds this yield spread premium dwindling because of excessive adjustment costs associated with your loan, they will likely have to raise the rate to take in a higher rebate. So the more costs associated with your loan, the less rebate your broker or bank will be left with, and the higher the rate will be to ensure they get paid to do your loan. 

For more information related to risk-based pricing, see my page on mortgage pricing adjustments.

Yield spread premium

Yield spread premium, or YSP is the fee paid by the lender to the broker in exchange for a higher interest rate, or an above wholesale rate. Though the borrower may qualify for a certain rate, the broker can charge this fee and give the borrower a slightly higher rate to make more commission. 

This practice was originally intended as a way to avoid charging the borrower any out-of-pocket fees. However, many feel the intentions have been misguided, and have ended up as just another fee the borrower gets stuck with. Be careful to review your HUD-1 or Good Faith Estimate to see what this fee is, and why it’s being charged. You shouldn’t be charged both a YSP and an origination fee. This would mean the broker is charging you twice. Please also note that the verbiage can vary, and may read as “par-plus pricing”, “rate participation fee”, “service release fee” and so on. Make sure you go over each fee to ensure you don’t get duped!

Brokers will also charge a YSP as a way of providing a “No Closing Cost” loan. Basically the broker will charge a YSP large enough to offset any upfront fees the borrower would have to pay, and still end up with enough to make a decent commission. An example would be a broker that charges no points, but charges a YSP of 2% on a $400,000 loan. The total compensation to the broker is $8,000, and the fees associated with the loan may be $3,500. The borrower won’t have to pay the $3,500 as it will be subtracted from the broker’s YSP of $8,000, still leaving the broker with $4,500 commission. It sounds alright, but the rate the borrower receives will be substantially higher than it would be at par.

There is a lot of controversy surrounding this practice, and an ongoing fight between mortgage brokers and institutional lenders. Brokers must disclose the YSP, whereas institutional lenders can avoid disclosing it as their yield spread may not be determined until a later date when the loan is sold on the secondary market. 

Mortgage Pricing Adjustments

If you ever get your hands on a rate sheet, you’ll notice three main sections along with some basic guidelines. Although each bank or lender will have their own format, if you know these basics, you can read most any rate sheet and give yourself an edge during the pricing game.

Usually on the left-hand margin or the top of each rate sheet you’ll see loan programs and rate boxes corresponding to each program. Each program should be titled with a loan program and description such as 30 yr fixed, program #sample123. Below that title will be a list of rates and corresponding rebates. In the example below, you’ll see the rate, points, APR, and the estimated payment per $1,000. The par rate, or zero points, on this program is 6.875%. Meaning if you have no pricing hits or incentives, and the bank or broker isn’t charging/making any points, you’ll have a rate of 6.875%.

Look at the following sample table:
30 Year Jumbo Fixed #sample123
Rate Points APR Est. Pymt./$1,000
7.000 -0.125 7.07% $6.65
6.875 0.000 6.95% $6.57
6.750 0.625 6.89% $6.49
6.625 1.125 6.81% $6.40
6.500 1.625 6.73% $6.32
6.375 2.250 6.67% $6.24

However, it’s not that simple. On the rate sheet you’ll also notice a section titled, “Adjustments to fee”. In this section, you’ll likely see LTV (Loan-to-value) percentage tiers, the most common being:

less than or equal to 65%
65.01-70%
70.01-75%
75.01-80%
Under each of these tiers will be a variety of adjustment descriptions. If you look these over, you’ll see where banks and lenders are hitting you or helping you when analyzing your loan scenario. All of these adjustments to fee work as pricing hits or incentives based on your LTV and your personal loan scenario. With a pricing hit being a positive hit, and a pricing incentive a negative hit. The more negative hits the better, as a negative works as money-back to the bank, lender, or borrower.

Pricing adjustments and guidelines vary greatly from bank to bank, but there will almost always be pricing adjustments for loan amount, credit score, property type, occupancy, transaction type, impounds, and interest-only.

Many people don’t understand what a prepay is. A prepay, also known as a prepayment penalty is an agreement between the borrower and the lender that regulates what that borrower is allowed to payoff and when. Most lenders allow a borrower to payoff 20% of the loan balance off per year. You might be thinking why would anyone pay more than 20% of their home loan off in one year? Well thinking outside the box a bit, paying off a loan can happen in a variety of ways. If you sell your home, that is one way to paying off the loan. If you refinance the loan, you effectively pay off the loan. And of course there is the standard large payment that a borrower could make that exceeds 20% in one year. 

That said, it is important to note the two types of prepay penalties. There are soft prepayment penalties and hard prepayment penalties.

A soft prepayment penalty allows a borrower to sell their home at anytime without penalty, but if they want to refinance the mortgage, they will pay the prepayment penalty.

A hard prepayment penalty on the other hand sticks the borrower with a penalty if they sell their home OR refinance their mortgage. Obviously this is the tougher of the two, and basically gives a borrower no option of jumping ship if they need to sell their home quickly.

The prepayment penalty is often 80% of 6 months interest. It can vary, but in this example it is 80% because the lender allows the borrower to pay off 20% per year, so the penalty only hits the borrower for 80% of the loan. The 6 months interest is the interest-only payment the borrower secured when they took out the mortgage. So if a borrower has a rate of 6.5% on a $500,000 mortgage, their interest only rate is $2708.33 per month. Multiply that by six months, and take 80% of the total, and you end up with a hefty fine of $13,000.

$500,000 loan amount

Interest rate of 6.5%

Monthly payment of $2,708.33

6 monthly payments = $16,249.99

80% of those 6 monthly payments = $13,000.00

So be careful when considering a loan with a prepayment penalty. Although it will often be a much better rate with many lenders, it can come back to haunt you if you need to refinance early, or sell your home. Most larger banks like Wells Fargo don’t tack on prepayment penalties but smaller lenders usually will to compete with larger banks. Make sure you know what you’re getting before it’s too late! 

Right of Rescission

The right of rescission period is a provision under the Truth in Lending law that essentially gives homeowners a chance to mull things over before committing 100% to new loan terms. If a homeowner decides to refinance their mortgage, once they sign loan documents they will have the right to rescind for a period of three business days. The rescission period begins the day after loan documents are signed, and ends three business days later, including Saturdays, but not Sundays or holidays. On midnight on the third business day the rescission period is over, and signed documents become official. For example, if loan documents are signed on Monday, the rescission period begins Tuesday, and ends Thursday night at midnight. On Friday the loan would likely fund and record. Or if loan documents are signed on Thursday, the rescission period begins on Friday, and ends Monday at midnight because Sunday doesn’t count as a business day.

During the rescission period the borrower has the chance to assess the situation and make absolutely sure they want to go through with the refinance. During this time they can rate shop and find something better if need be. And most importantly, if at any time during those three days they decide they want to back out, they can do so without penalty. 

The rescission period isn’t available for all mortgage transactions. It is limited to refinances on owner-occupied properties only! Purchase transactions do not have a rescission period. And Vacation/second homes and investment properties do not have a rescission period even if it is a refinance transaction. Lenders also restrict the right of rescission if the borrower is refinancing their loan with the same lender the loan was originally financed with. *For cash-out refinances financed with the same original lender, the cash-out portion is the only portion that carries a rescission period. 

Home equity lines always have a right of rescission period, but it only allows a borrower to rescind on their draw amount, not the credit line itself unless it is an owner-occupied refinance. In other words, when a borrower opens a line of credit, they decide on a certain draw amount, and once they sign loan documents, they have three business days to rescind the amount of the draw, but not the overall loan transaction unless it is an owner-occupied refinance. So purchase transactions will carry the right of rescission on the Home equity line draw amount.

Make sure you know your rights when it comes to the right of rescission. Lenders and brokers may not give you all the facts, so keep yourself informed. 

Types of Mortgage Lenders

Mortgage Bankers
Mortgage Bankers are essentially lenders that originate, service, and sell their loans in pools to investors such as Freddie Mac 
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and Fannie Mae. They finance the loans with their own funds, but quickly sell them off on the secondary market. They essentially act as a liaison between lenders and borrowers. Countrywide 
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and Wells Fargo are among the largest mortgage bankers in the United States.

Portfolio Lenders
Portfolio Lenders originate and fund their own loans, and may service them for the entire life of the loan. Because they offer deposit accounts to consumers, they are able to hold onto the loans they fund. They are also able to offer more flexibility in loan products and programs because they don’t need to adhere to the guidelines of secondary market buyers. Once their loans are serviced and paid for on time for at least a year, they are considered “seasoned” and can be sold on the secondary market more easily. Washington Mutual is an example of a portfolio lender. 

Correspondents
Correspondents originate and fund loans in their own name, then sell them off to larger lenders, who in turn service them, or sell them on the secondary market. The loans can be underwritten by the correspondent, but the loan programs are usually based on terms approved by the larger lender, or “sponsor”. Correspondents usually have a array of products from different sponsors, and act as an extension for those larger lenders. In other words, a small correspondent lender may resell Wells Fargo products or Countrywide 
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products under their own name.

Direct Lenders
A direct lender is simply a bank or lender that works directly with a homeowner, with no need for a middleman or broker. Mortgage bankers and portfolio lenders usually fall under this category if they have retail institutions. Examples include Washington Mutual, Wells Fargo and Bank of America.

Wholesale Lenders
Wholesale Lenders are similar to mortgage bankers in that they originate and service loans, and sell them on secondary markets. Most mortgage bankers have wholesale and retail divisions, although wholesale lenders can be independent entities as well. 

A wholesale lender works with independent brokers and loan officers to originate loans. Brokers and loan officers work on the retail end with borrowers, and once they secure a deal, they send that deal to a wholesale lender for underwriting and processing. The wholesale lender will fund the loan, and usually sell it on the secondary market within a month or two. Wholesale lenders have lower rates than retail rates because brokers can manipulate the rate based on their yield-spread-premium.

Mortgage Brokers
Mortgage Brokers work independently with banks and lenders, and borrowers, and need to be licensed. They usually run small shops in mini-malls or corporate space. Their job is to contact borrowers and bring in potential deals. Once they have a deal, they can send it to a mortgage bank or a wholesale lender. They will need to process the loan once it is approved, and can negotiate pricing with the bank or lender to receive a rebate. Mortgage brokers will form partnerships with realtors to ensure a steady stream of new business.

Loan Officers
Loan officers work under brokers, and basically do the same thing a broker would do, except they don’t need to be licensed. They will solicit borrowers using direct mail, telemarketing, and similar practices. Brokers usually equip them with office supplies and leads, and each take a split of the total commission. They don’t need any experience, so take caution when one solicits you.


Change: -0.49 - -1.09%
as of 2/5/2007 1:12pm
Change: -0.49 - -1.09%
as of 2/5/2007 1:12pm
Change: -0.72 - -1.26%
as of 2/5/2007 1:11pm
Mortgage Bankers
Mortgage Bankers are essentially lenders that originate, service, and sell their loans in pools to investors such as Freddie Mac 

	FANNIE MAE

	$56.34
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and Fannie Mae. They finance the loans with their own funds, but quickly sell them off on the secondary market. They essentially act as a liaison between lenders and borrowers. Countrywide 
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and Wells FargoLoading... are among the largest mortgage bankers in the United States.


Change: -0.49 - -1.09%
as of 2/5/2007 1:12pm
Change: -0.72 - -1.26%
as of 2/5/2007 1:11pm
Portfolio Lenders
Portfolio Lenders originate and fund their own loans, and may service them for the entire life of the loan. Because they offer deposit accounts to consumers, they are able to hold onto the loans they fund. They are also able to offer more flexibility in loan products and programs because they don’t need to adhere to the guidelines of secondary market buyers. Once their loans are serviced and paid for on time for at least a year, they are considered “seasoned” and can be sold on the secondary market more easily. Washington Mutual 

	WASHINGTON MUTUAL

	$45.20
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is an example of a portfolio lender. 


Change: -0.36 - -0.79%
as of 2/5/2007 1:14pm
Correspondents
Correspondents originate and fund loans in their own name, then sell them off to larger lenders, who in turn service them, or sell them on the secondary market. The loans can be underwritten by the correspondent, but the loan programs are usually based on terms approved by the larger lender, or “sponsor”. Correspondents usually have a array of products from different sponsors, and act as an extension for those larger lenders. In other words, a small correspondent lender may resell Wells FargoLoading... products or Countrywide 
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products under their own name.


Change: -0.49 - -1.09%
as of 2/5/2007 1:12pm
Direct Lenders
A direct lender is simply a bank or lender that works directly with a homeowner, with no need for a middleman or broker. Mortgage bankers and portfolio lenders usually fall under this category if they have retail institutions. Examples include Washington Mutual 

	WASHINGTON MUTUAL

	$45.20
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, Wells Fargo and Bank of AmericaLoading....


Change: -0.36 - -0.79%
as of 2/5/2007 1:14pm
Wholesale Lenders
Wholesale Lenders are similar to mortgage bankers in that they originate and service loans, and sell them on secondary markets. Most mortgage bankers have wholesale and retail divisions, although wholesale lenders can be independent entities as well. 

A wholesale lender works with independent brokers and loan officers to originate loans. Brokers and loan officers work on the retail end with borrowers, and once they secure a deal, they send that deal to a wholesale lender for underwriting and processing. The wholesale lender will fund the loan, and usually sell it on the secondary market within a month or two. Wholesale lenders have lower rates than retail rates because brokers can manipulate the rate based on their yield-spread-premium.

Mortgage Brokers
Mortgage Brokers work independently with banks and lenders, and borrowers, and need to be licensed. They usually run small shops in mini-malls or corporate space. Their job is to contact borrowers and bring in potential deals. Once they have a deal, they can send it to a mortgage bank or a wholesale lender. They will need to process the loan once it is approved, and can negotiate pricing with the bank or lender to receive a rebate. Mortgage brokers will form partnerships with realtors to ensure a steady stream of new business.

Loan Officers
Loan officers work under brokers, and basically do the same thing a broker would do, except they don’t need to be licensed. They will solicit borrowers using direct mail, telemarketing, and similar practices. Brokers usually equip them with office supplies and leads, and each take a split of the total commission. They don’t need any experience, so take caution when one solicits you.

Mortgage Pricing Adjustments

If you ever get your hands on a rate sheet, you’ll notice three main sections along with some basic guidelines.  Although each bank or lender will have their own format, if you know these basics, you can read most any rate sheet and give yourself an edge during the pricing game.

Usually on the left-hand margin or the top of each rate sheet you’ll see loan programs and rate boxes corresponding to each program.  Each program should be titled with a loan program and description such as 30 yr fixed, program #sample123.  Below that title will be a list of rates and corresponding rebates.  In the example below, you’ll see the rate, points, APR, and the estimated payment per $1,000.  The par rate, or zero points, on this program is 6.875%.  Meaning if you have no pricing hits or incentives, and the bank or broker isn’t charging/making any points, you’ll have a rate of 6.875%.

Look at the following sample table:
30 Year Jumbo Fixed #sample123
Rate Points APR Est. Pymt./$1,000
7.000  -0.125  7.07% $6.65
6.875  0.000  6.95%  $6.57
6.750  0.625  6.89%  $6.49
6.625  1.125  6.81%  $6.40
6.500  1.625  6.73%  $6.32
6.375  2.250  6.67%  $6.24

However, it’s not that simple.  On the rate sheet you’ll also notice a section titled, “Adjustments to fee”.  In this section, you’ll likely see LTV (Loan-to-value) percentage tiers, the most common being:

less than or equal to 65%
65.01-70%
70.01-75%
75.01-80%
Under each of these tiers will be a variety of adjustment descriptions.  If you look these over, you’ll see where banks and lenders are hitting you or helping you when analyzing your loan scenario.  All of these adjustments to fee work as pricing hits or incentives based on your LTV and your personal loan scenario.  With a pricing hit being a positive hit, and a pricing incentive a negative hit.  The more negative hits the better, as a negative works as money-back to the bank, lender, or borrower.

Pricing adjustments and guidelines vary greatly from bank to bank, but there will almost always be pricing adjustments for loan amount, credit score, property type, occupancy, transaction type, impounds, and interest-only.
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The eight key factors used to determine a borrower’s overall credit risk are:
· Loan amount
· Documentation (full, limited, or stated)
· FICO score
· Occupancy
· Loan Purpose (purchase or refinance)
· Debt-to-Income Ratio
· Property Type
· Loan-to-value / Combined loan-to-value

One common pricing adjustment is based on loan amount.  Most banks and lenders will offer a lower rate for conforming loans, so any loan amount under $417,000 will usually come cheaper than a higher loan amount.  Conversely, any loan amount over $1 million will usually come with a hefty pricing adjustment. Another typical and very important pricing adjustment is based on your credit score.  This single adjustment can take your rate one point higher or lower depending on your score.  The tiers for credit scoring are usually broken down as:

>720
680-720
660-680
640-660
620-639
Scores above 720 will likely yield a rebate, with median scores of 680-720 having no adjustment, and scores below 660 yielding a pricing hit.  Because a 720 score may carry a rebate of .500 and a score below 660 carrying a hit .50, you can see how easy a 1 point swing can be based on credit alone.    

Property type is another typical and important adjustment.  While you’re in the process of looking for a property, keep in mind that you may receive a higher rate if you buy a condo or a multi-unit property.  Most banks and lenders allow residential properties to have up to 4 units, but you will get hit for it.  Pricing hits are also common for condos, with high-rise condos taking larger hit.

Occupancy is one of the biggest adjustments that can affect your mortgage rate, and one that leads to a large amount of occupancy fraud.  There are three different property types:

Primary residence
2nd home/Vacation home
Investment property
Because mortgage rates are much lower for an owner-occupied residence as opposed to an investment property or 2nd home, many borrowers will try to convince a bank or lender that the subject property is indeed their primary residence.  Pricing hits on investment properties are often 1 point or more, so borrowers will do all they can to avoid such hits.

Transaction type is another adjustment that may affect your pricing.  There are three different types of mortgage transactions:

Purchases
Rate and Term Refinances
Cash-out Refinances
A purchase will usually yield a rebate or no cost, while a rate and term refinance will have no cost, and a cash-out refinance will have an adjustment cost.

Documentation type is another adjustment that can greatly determine your interest rate, and even the mortgage program you are eligible for.  Banks and lenders originally began offering limited documentation types for borrowers who were self-employed, or who had complicated tax returns and income structures.  As time went on, doc types became more and more limited to allow almost anyone to slip through the cracks and qualify for a loan program.  Nowadays there are a variety of documentation types including:

Full doc/Limited doc
12 months bank statements
6 months bank statements
SIVA
No ratio
SISA
NINA
No doc
Full doc pricing will usually provide a rebate in pricing or no adjustment at all.  Because it’s the most difficult and invasive doc-type, it carries the least adjustments, if any at all.  It requires a borrower to show their two most recent tax returns, and verify assets for reserves.

12 months bank statements and 6 months bank statements are the next-step down, and to some lenders will be considered full documentation.  The bank or lender will average out your monthly balance to figure out your qualifying income.  You will obviously verify assets, but your income is derived from your assets, so tax returns are not necessary to qualify for the loan.

SIVA, or stated-income-verified-assets is just how it reads.  The borrower is allowed to state their monthly income, but they must verify assets to cover reserve requirements.

No ratio is a great way for borrowers to avoid disclosing any income, while verifying assets.  It is also known as NIVA.  This doc-type is helpful if a borrower has multiple rental properties that all generate income, or a job that doesn’t have an easily identifiable income.  Because no income is disclosed, the DTI is 0%, or no ratio.

SISA, or stated income, stated assets documentation is perfect for someone who doesn’t want to verify anything beyond their employment.  All the borrower has to do is state their income and assets, and verify their employment.  If all the figures make sense, that is, if the income doesn’t seem high for the employment, and the assets are in line with the income, the loan should be approved.

The downside to SISA loans is the pricing will usually be a lot higher, and you won’t be able to apply for all the popular loan programs.  In addition to that, most banks and lenders make first-time homebuyers verify assets to secure financing.  It’s just an increased risk measure for borrowers who have no mortgage history.

NINA, or no income, no asset documentation type allows a borrower to avoid having to disclose income and asset figures.  It doesn’t even need to be stated.  They will need to verify employment, so it’s important that they have a solid occupation with over 2 year history to avoid getting a decline notice.  The loan makes it easy to get qualified, but will carry a hefty pricing adjustment unless the borrower keeps their mortgage at a low LTV.

No doc is the easiest available documentation type to secure a loan.  All a borrower needs to provide for a no-doc loan is their credit report.  The bank or lender will provide a financing decision based solely on the credit history and the property value.  The borrower is not required to state income, assets, or employment.  This doc type is a great time saver, and a way to avoid any qualification hassles.  The downside is it has a large adjustment cost at higher LTVs, but below 65%LTV you could get away with it for a small fee or no fee at all!  Again, this doc-type isn’t generally allowed for first-time homebuyers for obvious reasons.

On top of all these possible costs are smaller hits for items such as interest-only and impounds.  Borrowers must pay a small premium to enjoy the benefits of an interest-only option or an impounded account.  Usually the small adjustment is worth the flexibility of taking such an option.

Any or all of these adjustments will affect your par rate, and move your par rate.  Say your total adjustments add up to .125.  This would effectively move your par rate in the above example to 7%.  The -.0125 in the pricing matrix is actually a rebate for the broker or bank, so your .125 adjustment cancels it out, and makes it the par rate.

Program Loan characteristics Appropriate for 
borrowers who: 

Fixed rate
mortgage
(30,10,15,10 years)

Interest rate &
monthly payment
remain the same for the entire term of the loan 

plan to live in property more than 10 years

like total payment stability 

10/1 year
adjustable rate
mortgage

Interest rate &
monthly payment remain
the same for 10 years
Starting the 11th year, interest rate adjusted every year, so payment is subject to change every year for remainder of loan 

plan to live in property more than 10 years 

like initial payment stability, can accept later changes 

OR 

plan to move within 10 years

want loan to remain in force in case plans change 

7/23 (2-Step)
or
'30 due in 7'
mortgage

Interest rate & monthly payment remain the same for 7 years
Conversion option: On the 8th year, interest rate adjusted to reflect prevailing interest rates, resulting payment will remain the same for remainder of loan 

plan to live in property more than 10 years

can tolerate one payment adjustment 

OR 

plan to move within 7 years 

want to remain in force in case plans change 

7/1 year
adjustable rate
mortgage

Interest rate & monthly payment remain the same for 7 years
Starting the 8th year, interest rate adjusted every year, so payment is subject to change every year for remainder of the loan 

plan to live in property more than 7 years

like initial payment stability, can accept later changes 

OR 

plan to move within 7 years

want loan to remain in force in case plans change 

7 year
ballon
mortgage

Interest rate & monthly payment remain the same for 7 years

At the end of 7 years, loan is due in full. Borrower must refinance into new loan at prevailing interest rates 

plan to live in property more than 7 years

are willing to refinance at prevailing market rates 

OR 

plan to move within 7 years

like payment stability 

5/25 (2-Step)
or
'30 due in 5'
mortgage

Interest rate & monthly payment remain the same for 5 years
Conversion option: On the 6th year, interest rate adjusted to reflect prevailing interest rates, resulting payment will remain the same for remainder of loan 

plan to live in property more than 5 years

can tolerate one payment adjustment 

OR 

plan to move within 5 years

want loan to remain in force in case of plans change 

5/5 & 5/1 year
adjustable rate
mortgages

Interest rate & monthly payment remain the same for 5 years
Starting the 6th year, interest rate adjusted every 5 years (for 5/5 ARM) and every year (for 5/1 ARM) 

plan to live in property more than 5 years

like initial payment stability, can accept later changes 

OR 

plan to move within 5 years

want loan to remain in force in case plans change 

5 year
balloon
mortgage

Interest rate & monthly payment remain the same for 5 years
At the end of 5 years, loan is due in full. Borrower must refinance into new loan at prevailing interest rates 

plan to live in property more than 5 years

are willing to refinance at prevailing market rates 

OR 

plan to move within 5 years

like payment stability 

3/3 & 3/1 year
adjustable rate
mortgages

Interest rate & monthly payment remain the same for 3 years
Starting 4th year, interest rate adjusted every 3 years (for 3/3 ARM) and every year (for 3/1 ARM) 

plan to live in property more than 3 years

like initial payment stability, can accept later changes 

OR 

plan to move within 3 years

want loan to remain in force in case plans change 

1 year
adjustable rate
mortgages

Interest rate adjusted every year, so monthly payment is subject to change every year for entire 30 year loan term 

want to take advantage of lowest rate possible

are willing to accept yearly payment changes 

OR 

cannot qualify at higher rate programs 

