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Mortgages : Frequently Asked Questions
Common Questions:
How long does it take to process a mortgage application? It very much depends on the loan program and whether or not you are purchasing a property or refinancing one. For purchases, it takes typically 4-8 weeks. FHA loans take up to 45-60 days to close. For refinancing, it could take anywhere between 45-60 days, depending upon how soon an appraisal is received, if there is a subordination, and the volume of loans currently also in process. When volume is very high, it can take longer than 60 days. 

Could anything delay approval of my loan? If you provide complete, accurate information, everything should go smoothly. You may face a delay if your lender discovers credit problems, if there are issues that arise concerning the appraisal, survey, insurance or title commitment, or there are any delays in receiving the required documentation. Your loan processor will contact you should this happen.

What is the difference between pre-qualification and pre-approval? Pre-qualification is a lender’s opinion of your ability to purchase a home. A pre-approval is an underwriter’s decision that you are qualified. When it comes to writing an offer for a home, a pre-approval letter contains much stronger language to the seller and the listing agent, and often is the determining factor in winning the contract in a competitive bid situation.

What documents do I need to submit when applying for a loan? Generally what is needed are W2s for the last 2 years, pay stubs covering the past 30 days, 1040s for the last 2 years if you are self-employed or receiving commission, and 2 most recent statements for checking or other accounts (all pages of the statement, even if the last page is blank). Any deposits other than payroll deposits will need to be sourced and verified.

Once I’ve signed my application, am I committed to borrow money? No, you are not. By signing and submitting an application, all you are doing is being put in a position to buy, close and be approved for the mortgage loan that you’re applying for. You are not contractually obligated to borrow money until you are at closing, and sign your note. 

What if I see errors on the disclosure agreement after I’ve been pre-approved? 

If you happen to see any errors (such as misspelling of names, inaccurate address information, etc.), please make the necessary corrections by hand, initial the change, and include a note to the processor when returning the package that changes have been made. Also email you Loan Originator and your Loan Processor to make them aware of the changes. This way, the proper changes can be made in the underwriting system. The most important thing is that the final documents that you sign at closing are accurate because those documents are binding. 

Why do I have two sets of documents in my disclosure package? In this package, there will be two sets of documents. The set on the right is for you to review, sign and return, in the envelope provided.  The set on the left is a set of copies for you to retain for your records. If you have two mortgages (Home Equity Line of Credit, or 2nd mortgage), there will be one set of documents for each loan. Make sure you pay attention to your deadline date on disclosures as this may extend your closing date.
What if I am away or out of the country during the loan process? Please notify your loan officer and the processor of any dates that you may be away during this time. This is particularly important if you are doing a refinance as the closing can occur with only a couple of days notice. You may want to arrange for a power of attorney if you will be away for an extended period of time. (This could create Rate Lock issues, so it is important to address them right away)    

Who orders the appraisal and survey? The lender will order the Appraisal, and your Closing Attorney will order the survey, in most cases. If your home is a new construction, the builder will usually order the survey, just after completion or just before closing. Old surveys cannot be used when a home is changing owners because of the possibility that there has been an encroachment to the property lines or building lines or easements. An Appraisal is ordered immediately after the loan application is submitted, and your Loan Disclosures are signed and returned, since this can be the longest part of the entire loan process. 

What is meant by the term “locking my interest rate”?  Locking your interest rate refers to guaranteeing a specific interest rate for a specific period of time. That period of time is called the lock period. The lock period guarantees your rate as long as your loan closes and funds prior to the expiration date of your lock. If your closing is delayed beyond your lock expiration date, you could be exposed to higher market rates or extension fees, so it’s advisable to lock for a period longer than you need or longer than your actual closing date. With most lenders, if a loan takes longer to close than the lock period due to a delay on the Lenders end, they will honor your rate. If however the delay is caused on your end, you may lose your previous rate or be subject to extension fees, which is why you should return your disclosures as soon as possible. Typical lock periods are 10, 30, 45, 60 and 90 days, with shorter lock periods generally providing you with a better interest rate. 

What if interest rates drop after I have locked in? Locking an interest rate is similar to purchasing a stock---when you lock, you lock. After that time you are protected against rate increases. However, if rates go down you cannot renegotiate. You can opt for a float down option which will allow you to re-lock. There can be an additional fee or a slightly higher rate for this option. 
When should I lock? Rates change constantly (sometimes many times a day) and are affected by multiple economic factors. When to lock is based upon the level of risk you are willing to take. As a general guideline, the best time to lock is when you feel comfortable with a monthly payment that you will be making at a given rate.  

How much of a down payment should I make? The amount of the down payment that you pay can vary. It depends on what you and your home loan consultant decide is best. It is important that you know that the lower the down payment, the more you will have to pay each month and that your interest payments will be higher as well. In addition, there could be tax implications based on the amount of down payment that you put down. A good rule of thumb is that for every $10,000 you borrow, you will equal approximately $50/month in your mortgage payment. 

Are the requirements for the purchase of a condominium the same as they are for a house? The necessary documentation to qualify for a loan is the generally the same for condominiums as for houses no matter what size they are. However, no survey is required and you need to calculate Home Owners Association (HOA) fees in debt ratios. Rates can vary for low owner occupancy or for high rise condos (those over 4 stories), also if an investor or another party owns more than 10% of the project, this could also affect rates. Condominiums are seen as a higher risk property than a Single Family Residence (SFR) in some scenarios.

How will I be kept updated on the status of my loan? During the loan process you will be updated by our team through systematic correspondence sent out to you via email, fax or regular mail. If additional documentation or information is required by our processing/underwriting agents, we will notify you as soon as we can. Generally speaking, “No news, is good news”. When you begin the loan process you will be sent out an introduction email which details the specific contacts you need to speak with throughout the entire process. You may communicate with any of these contacts if you have any questions. 

What is meant by a “Zero Draw HELOC” and why does a payment amount still show up on my loan application? We need to show the full amount of your payment in order to qualify you for the loan under the assumption that you have taken a full draw on the credit line. This payment amount is the payment if you took out a full draw. On a HELOC you only make a payment based on what you borrow. If the balance is $0, then there is no payment. 

What do closing costs include? When do I pay them? Closing costs are fees paid to the businesses and companies that are involved in your real estate transaction, such as an appraiser, surveyor, title company, tax certification, flood certification, courier, attorney to draw the closing documentation, lender, title examiner, etc. Prior to closing, your title company, escrow company or attorney will provide you with a copy of the HUD-1 Settlement Statement. This document will provide the final total for your closing costs. It establishes the total funds you must bring with you to the closing itself. You’ll need to obtain a certified or cashier’s check for this amount made payable to yourself. Personal checks are usually not accepted unless they are for small amounts (less than $100 generally).

What are pre-paids or escrows? Pre-paids, or escrows are necessary charges that cover things such as prepaid interest, prepaid homeowner’s insurance and prepaid taxes associated with your property. These are paid at closing to bring your escrow account up to date with the city/town’s tax schedule. These are not actual closing costs.

When do my mortgage payments start? Usually 30 days after closing. For example, if you were to close in August, your first payment is due October 1st (skipping September). 

What is included in my house payment? Your monthly payment includes the principal, interest and private mortgage insurance (PMI) if required. In the majority of cases, your monthly payment will also include taxes and homeowners insurance if you have not waived them. If you have not waived escrows, your lender will pay the city/town taxes and insurance company when these bills are due.  

Can I payoff my mortgage early or make additional payments? There is no prepayment penalty on FHA, VA or Conventional loans backed by Fannie Mae or Freddie Mac. Some high-risk loans and some Conventional ARMs do have prepayment penalties. Be sure to check with your home loan specialist to verify which programs incur penalties for early or additional payments. 

Definitions:

Annual Percentage Rate (APR): A percentage of the amount of the home loan that represents the total cost of the loan per year, including some closing costs and finance charges. 

Appraisal: An estimate of the value of a property based on comparison of real estate prices and the market for real estate in that area. Lenders require appraisals on almost all home loans and order the appraisal for the borrower. 

Closing Costs: Costs associated with the transfer of ownership of a property. These costs generally total 1 to 3 percent of a home’s purchase price and are completely independent (and in addition to) the down payment. HUD-1 Settlement Statement details all closing costs which include such expenses as points, an appraisal fee, a credit report fee, mortgage interest for the period between the closing date and the first loan payment, home owners insurance premium, title insurance, pro-rated property tax and recording and transferring charges.  

Commitment Date: Date on which an approval, counteroffer occurs. The lender needs to issue a commitment letter no later than the commitment date which has been specified in the purchase and sales (P & S) agreement.

Credit Report: A credit report contains your payment history, shows that you paid your debts on time. Lenders use the credit report to determine a potential borrower’s ability to make timely payments, and to judge whether or not the person would make a good prospect for a loan. If you are thinking about buying a home, you will need to show us that you can make your payments in a prompt, responsible manner. We recommend that if you do not have any purchases on credit, you should at least get a credit card, in order to establish a payment history. You can ask your home loan consultant for suggestions as well. 

Disclosures: DEFINE---Make sure you pay attention to your deadline date on disclosures as this may extend your closing date. 

Escrow: The holding of important documents and money related to the purchase/sale of real estate by a neutral third party (the escrow officer) prior to the close of the transaction. 

Fannie Mae (FNMA): Federal National Mortgage Association. An institution that buys mortgages from banks and other mortgage-lending institutions and, in turn, sells them to investors. These loan investments are considered safe because Fannie Mae buys mortgages only from companies that conform to its stringent mortgage regulations, and Fannie Mae guarantees the repayment of principal and interest on the loans that it sells. 

Freddie Mac (FHLMC): Federal Home Loan Mortgage Corporation.  Similar to, but independent of Fannie Mae (FNMA), these two institutions purchase almost all loans under approximately $250,000 in the United States to increase the availability and affordability of home ownership for low-, moderate- and middle- income borrowers.

Good Faith Estimate: As the name indicates, it’s an estimate of third party fees associated with closing your loan, and in “good faith”, it is as accurate as possible given the information available at the start of the loan process. You may notice that these fees change slightly (up or down) on the final HUD-1 statement, because each attorney, appraiser and/or title company may have fees that vary slightly.

HELOC: Home Equity Line of Credit. A second mortgage that allows you to borrow against the equity in your house. These credit lines are generally used for major items such as home improvement, education or medical bills and not for day-to-day expenses. Home equity lines are often opened to avoid PMI (Private Mortgage Insurance) for borrowers who are putting less than a 20% down payment.

Home Owner’s Insurance: An insurance policy whereby, for a premium, an insurer agrees to insure a property in case of a loss. Lenders require this insurance to cover the investment they have placed in a property. Be sure to coordinate with your realtor who will obtain the insurance binder for Countrywide. 
HUD-1 Settlement Statement: The HUD-1 provides you with the full disclosure of closing costs and also establishes the total funds you must bring to the closing. This document is issued by the attorney shortly before closing and itemizes all charges to the buyer and seller, plus how the money gets paid out. 

Index: A measure of the overall level of market interest rates that a lender uses as a reference to calculate the specific interest rate on an adjustable rate loan. The index, plus the margin determines the interest rate on an adjustable-rate mortgage (ARM). Some examples of indices are LIBOR, Treasury, COFI and Prime Rate. 

Interest Rate: The percentage of an amount of money that is paid for the use of that money over a period of time, usually per year.

LIBOR: LIBOR stands for London Interbank Offering Rate. Basically, the LIBOR is the interest rate that European financial institutions charge each other to borrow funds from one another. Many American lenders offer adjustable rate mortgages that are tied to the LIBOR index. You may access these rates through the British Bankers’ Association website at www.bba.org.uk

Lock-in: A lender’s written commitment to guarantee a specified interest rate to the borrower provided that the loan is closed with within a set period time. The lock-in should specify the number of points to be paid at closing. For the privilege of locking in the rate in advance, you may pay a slight interest rate premium. Your rate must be locked in at least 3 business days prior to closing.
Margin: The amount that is added to the index in order to calculate the interest rate for an adjustable-rate mortgage (ARM). Most loans have margins around 2.5 percent. Unlike the index (which constantly moves up and down), the margin never changes over the life of the loan. Margin will be quoted on your lock-in agreement. 

Mortgage: A legal document that transfers interest in a property and serves as a security for payment of a debt.

PITI: The acronym for Principal, Interest, Taxes and Insurance, which is usually the four parts of your monthly mortgage payment. 

PMI: Private Mortgage Insurance. Insurance that protects the lender in the event that a borrower defaults on a mortgage. If your down payment is less than 20% of your home’s purchase price, you will likely need to purchase private mortgage insurance (also known as “mortgage default insurance”). After the equity in your property increases to 20%, you no longer need the insurance.  

Points: Interest charges paid up front when a borrower closes on a loan. Also known as a loan’s origination fee, points are actually a percentage of the total loan amount (one point is equal to one percent of the loan amount). Generally speaking, the more points a loan has, the lower its interest rate should be. All points paid on a purchase mortgage are deductible in the year in which they are paid. If you refinance your mortgage, however, the points that you pay at the time you refinance must be spread out over the life of the loan.  

Prepaids vs. Closing Costs: Prepaids include prepaid interest, prepaid homeowner’s insurance and prepaid taxes that are associated with your property. Closing costs are detailed on the HUD-1 statement and do not include prepaids.

Pre-Qualification: A preliminary analysis based on assets, debts and sources of income where a determination can be made on the loan amount for which you qualify.  

Pre-Approval: An underwriter’s decision that you are qualified for a loan amount. When it comes to writing an offer for a home, a pre-approval letter contains much stronger language to the seller and the listing agent, and often is the determining factor in winning the contract in a competitive bid situation.

Purchase and Sales Agreement (P&S): A written document by which a Buyer agrees to buy and a Seller agrees to sell a property. Also known as Agreement of Sale.

Recording: The formal filing of documents affecting a property’s title. Recordings are registered with the County Registry of Deeds.

Refinance: Industry term for taking out a new mortgage loan (usually at a lower interest rate) to pay off an existing mortgage (generally at a higher rate). 

Title Deed/Deed: A legal document evidencing ownership of a property. 

Truth-in Lending (TIL) Disclosure: Outlines the costs of a loan and discloses the APR and other terms of the loan, including the finance charge, the amount financed, the payment amount and the total payments required. The lender is required to present the final version of a TIL disclosure at or prior to the closing.

Underwriting: The risk analysis of a borrower’s application. Underwriters guarantee that when a mortgage lender makes a loan, that the loan is of favorable enough terms that they can be met by the borrower and that the loan can be funded. 

Loan Programs:

Fixed Rate Home Loans: The most popular home loan is the traditional fixed-rate mortgage. Generally this interest rate is a little higher than the initial rate you receive with a variable-rate mortgage. But what makes this loan so popular is that with a fixed-rate loan, you have the assurance that your interest rate will never rise. Also, your monthly payments of interest plus principal will always remain the same. If you are the kind of person who prefers the stability of knowing exactly how much you will pay each month, this could be the ideal loan for you. 

Variable Rate Home Loans (or ARM): In recent years, the Adjustable Rate Mortgage (or ARM) has become famous for its low initial interest rate. The primary advantage of this loan is that it permits you to qualify more easily for a loan, or to get a larger loan. Due to the fact that the variable rate home loan is based on a published rate called an Index, your interest rate can rise or fall, meaning that your monthly payments can also increase or decrease. Variable rate home loans can even save you money in the long run, if interest rates remain constant or fall.
Short Term Fixed: Rate is fixed for the first years of the program (3, 5, 7 or 10), then shifts to an Adjustable Rate Mortgage (ARM) after that point. 
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