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Collection - The servicing procedure followed to bring a delinquent mortgage current and to file the required notices

to bring foreclosure when necessary.

Commission – Compensation for negotiating a real estate or loan transaction, often expressed as a percentage of the

selling price or loan amount.

Commitment Letter – A formal offer by a lender stating the terms under which it agrees to loan money to a homebuyer.

Comparable Market Analysis (CMA) – A written analysis of houses having similar characteristics currently being

offered for sale, as well as comparable houses sold in the past six months. This enables you to determine if you are

paying market value for a home and to identify whether market prices are rising or falling.

Compensating Factors - Positive characteristics of a borrower’s credit, employment or savings history which 

may be used to offset high debt-to-income ratios in the underwriting process.

Contingency – A condition that must be met.

Conventional Loan – A mortgage not obtained under a government insured program (such as FHA or VA).

Credit Report – A report detailing an individual’s credit history.

Debt-To-Income Ratio – A formula lenders use to determine the loan amount for which you may qualify.

Also known as the “back-end ratio.” Guidelines may vary, depending on the loan program.

Default – The failure to perform an obligation as agreed in a contract.

Delinquency - A loan payment that is overdue but within the period allowed before actual default is declared.

Department of Housing and Urban Development (HUD) - A governmental entity responsible for the

implementation and administration of housing and urban development programs. HUD was established by the

Housing and Urban Development Act of 1965 to supersede the Housing and Home Finance Agency.

Down Payment – Money paid to make up the difference between the purchase price and the mortgage amount.

Equity – The ownership interest; i.e., portion of a property’s value over and above the liens against it.

Escrow – An item of value, money, or documents deposited with a third party to be delivered upon the fulfillment 

of a condition. For example, the deposit by a borrower with the lender of funds to pay taxes and insurance premiums

when they become due or the deposit of funds or documents with an attorney or escrow agent to be disbursed upon

the closing of a sale of real estate. In some parts of the country, escrows of taxes and insurance premiums are called

impounds or reserves.

Fixed-Rate Mortgage – A mortgage in which the interest rate and payments remain the same for the life of the loan.

FICO Score – A numerical rating developed and maintained by Fair Isaac and Company that indicates a borrower’s

creditworthiness based on a number of criteria.

Float The Rate – This term is used when a mortgage applicant chooses not to secure a rate lock but instead allows

the note rate pricing to fluctuate until the applicant decides to lock in, usually no later than five days prior to closing.

Foreclosure – A legal procedure in which property mortgaged as security for a loan is sold to pay the defaulting

borrower’s debt.

Framing – Building the skeleton of the house by erecting the walls, floors, ceiling, and roof structures.

Front-End Ratio – Also known as the housing expense-to-income ratio It compares your proposed monthly house

payment (PITI) to your total household gross monthly income.

Good Faith Estimate – A document which tells borrowers the approximate costs they will pay at or before settlement,

based on common practice in the locality. Under requirements of the Real Estate Settlement Procedures Act (RESPA),

the mortgage banker or mortgage broker, if any, must deliver or mail the GFE to the applicant.

Government Loan – A mortgage insured by a government agency, such as FHA, VA, Farmers Home Administration,

or a state bond program. The loans are generally made by private lenders.
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Gross Monthly Income - Total monthly income earned before tax and other deductions.

High-Ratio Loan - Mortgage loans in excess of 80 percent of the loan amount divided by the lower of the

sales price or appraised value.

Home Equity Line of Credit - A form of revolving credit in which your home serves as collateral.

Home Equity Loan - A loan based on the equity in the mortgagor’s house. The real property is the security for the loan.

Home Mortgage Consultant – The representative a homebuyer initially consults about a mortgage loan. Sometimes

called a loan officer, account executive, or sales representative.

Home Warranty – a kind of insurance that covers the cost of repairs to specific items in the home for a specified

period of time.

Homeowners Insurance (also called Hazard Insurance) – A real estate insurance policy required of the buyer to

protect the property against loss caused by fire, some natural causes, vandalism, etc. May also include added

coverage such as personal liability and theft away from the home.

Housing Expense Ratio - The relationship of a borrower’s monthly payment obligation on housing (PITI and other

applicable housing expenses) divided by gross monthly income, expressed as a percentage. Also called the top ratio.

House Inspection – A thorough evaluation and written report of a home’s condition both inside and out. The 

inspection is valuable in locating any problems in a property and helps you determine the extent of renovation 

needed. You can use the report to have the seller make repairs or reduce the purchase price. Always use your own

inspector, and do not rely solely on the seller’s inspection reports.

HUD-1 Settlement Statement – A standard form used to disclose costs at closing.

Income/Expense Ratio - A qualifying ratio used in underwriting a residential mortgage loan which computes the

percentage of monthly income required.

Index – A published interest rate, such as the prime rate, LIBOR, T-Bill rate, or the 11th District COFI. Lenders use 

indexes to establish interest rates charged on mortgages or to compare investment returns. On ARMs, a 

predetermined margin is added to the index to compute the interest rate adjustment.

In File Credit Report - Unverified credit report which may contain unchecked, duplicated, or overlapping data.

It is often used for a quick look at a prospective borrower’s credit history.

Interest Rate – The percentage of an amount of money which is paid for its use for a specified time.

Installment - The periodic payment that a borrower agrees to pay a mortgage lender.

Interim Interest – The interest that accrues, on a per diem basis, from the day of closing until the end of the month.

Judgment - Final determination by a court of the rights and claims of the parties to an action.

Line of Credit - An agreement by a commercial bank or other financial institution to extend an open-ended line of

credit up to a certain amount for a certain time to a specific borrower. (See also home equity line of credit.) 

Leverage – Using credit or borrowed money to increase the rate of return from an investment. For example, by 

purchasing a $100,000 home with 10 percent down, you are using just $10,000 to control the investment.

Lien – A legal claim or attachment against property as security for payment of an obligation.

Loan Conditions – These are terms under which the lender agrees to make the loan. They include the interest rate,

length of loan agreement, and any requirements the borrower must meet prior to closing.

Loan Payment Reserves – A requirement of many loan programs that, in addition to funds for the down payment and

other purchase-related costs, you have saved enough money to cover one or two months of mortgage payments after

your closing.
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Loan Settlement – The conclusion of the mortgage transaction. This includes the delivery of a deed, the signing of

notes, and the disbursement of funds necessary to the mortgage loan transaction.

Loan-To-Value (LTV) – The ratio between the amount of a given mortgage loan and the lower of sales price or

appraised value.

Margin – The set percentage the lender adds to the index rate to determine the interest rate of an ARM.

Mortgage – The conveyance of an interest in real property given as security for the payment of a loan.

Mortgagee – The lender on a mortgage transaction.

Mortgage Insurance (MI) – See Private Mortgage Insurance (PMI).

Mortgage Specialist – The representative responsible for collecting the completed application and all supporting doc-

uments before the entire loan packet is submitted to underwriting. Also known as a processor.

Mortgagor – The borrower in a mortgage transaction who pledges property as security for a debt.

Multiple Listing Service – A computer-based shared listing service for real estate agents that provides descriptions

of most of the houses for sale in an area.

Nonconforming Loan – Conventional home mortgages not eligible for sale and delivery to either FNMA or FHLMC

because of various reasons, including loan amount, loan characteristics, or underwriting guidelines.

Note – A general term for any kind of paper or document signed by a borrower that is an acknowledgment of the

debt and is, by inference, a promise to pay. When the note is secured by a mortgage, it is called a mortgage note and

the mortgagee (lender) is named as the payee.

Origination Fee – The amount charged for services performed by the company handling the initial application

and processing of the loan.

Points – A one-time charge by the lender to increase the yield of the loan; a point is 1% of the amount of the mortgage.

Preapproval – A written commitment from a lender, subject to a property appraisal and other stated conditions, that

lets you know exactly how much home you can purchase.

Prepaids – Closing costs related to the mortgage loan which are collected at loan closing — including per diem

prepaid interest and initial deposits of monthly escrows of taxes and insurance.

Prepayment Penalty - A penalty fee charged under a note, mortgage or deed of trust, imposed when the loan is

paid before it is due. Application of this fee varies by lender.

Principal – The amount borrowed or remaining unpaid; also that part of the monthly payment that reduces the outstanding

balance of a mortgage.

PriorityBuyer® – A customer who has been preapproved for their mortgage loan amount.

Private Mortgage Insurance (PMI) – Insurance written by a private company protecting the mortgage lender against

loss resulting from a mortgage default.

Processing – The preparation of a mortgage loan application and supporting documentation for consideration 

by a lender or insurer.

Purchase Contract (Agreement/Offer) – An agreement between a buyer and seller of real property,

setting forth the price and terms of the sale. Also known as a sales contract.

Qualifying Ratios - Guidelines applied by lenders to determine how large a loan to grant a home buyer.

Rate Cap – The limit of how much the interest rate may change on an ARM at each adjustment and over the 

life of the loan.
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Rate Lock – The borrower and the lender agree to protect the interest rates, points, and term of the loan while

it is processed.

Real Estate Agent – A salesperson, usually licensed by the state, and supervised by a broker. Agents work solely

on commissions earned by selling properties.

REALTOR® – Person licensed to sell or lease real property acting as an agent for others and who is a member of a

local real estate board affiliated with the National Association of Realtors®.

Refinancing - The repayment of a debt from the proceeds of a new loan using the same property as security.

Return On Investment – The percentage of capital gain that you make on an investment. For example, say you invest

$1,000 into a property, and a year later it is worth $1,500. Your return on investment equals the profit ($500) divided

by the initial investment ($1,000) or 50 percent.

Survey – The measurement and description of land by a registered surveyor.

Tax Lien - A claim against property for unpaid taxes.

Title Insurance – An insurance policy that protects a lender and/or homebuyer (only if homebuyer purchases a

separate policy, called owner’s coverage) against any loss resulting from a title error or dispute.

Truth-In-Lending Statement – A full disclosure of credit terms using a standard format per federal law. This is intended

to facilitate comparisons between the lending terms and financial institutions.

Underwriting – Analysis of risk, determination of loan eligibility, and setting of an appropriate rate and terms for

a mortgage on a given property for given borrowers.

VA Funding Fee – The amount charged on VA mortgages to cover administrative costs.
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866-922-4991 Fax
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4261 Morse Roadd
Real Living Mortgage Center

For More Information On
Real Living Mortgage, LLC Series A

Contact your local Home Mortgage Consultant

Wells Fargo Bank, N.A. 009 Real Living Mortgage, LLC. All Rights Reserved. 
Mortgage, LLC may not be available in your area. Wells Fargo Home Mortgage is a division of 
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