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Get Organized - Mortgage Checklist

You will likely have to provide extensive personal documentation to obtain a mortgage
Lenders typically request documents related to your employment and income, financial 
position and tax history
This is so the lender can verify your income and assets and evaluate your credit-
worthiness as a buyer
The requested documents may vary somewhat by lender but will likely include the items 
listed on the right
Typically you are not asked to provide personal documents until later in the mortgage 
process but having these documents available and organized at the beginning of the 
process will make things go much smoother
     Reviewing your personal finances in advance of the mortgage process 
     will help you identify and resolve potential issues such as missing        
     documents or errors you may find
     This will help you avoid potential delays and ensure that your mortgage is   
     processed as quickly as possible
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Your Credit Score and the Mortgage Process

One of the most important inputs in the mortgage process is your credit score so it is very important that you know your score before you start the 
process
In short, your credit score provides an indication of how likely you are to pay back your mortgage and lenders focus on it when determining how 
much money they are willing to lend you and the cost to you for borrowing that money (the interest rate)
     A higher credit score means that lenders will be more willing to lend you money and charge you their lowest interest rate
     A lower credit score means that lenders will be less willing to lend you money and charge you a higher interest rate if they do
In many cases a borrower has enough income to afford a monthly mortgage payment but they cannot qualify for a mortgage due to a poor credit 
score or credit history
     Lenders typically require that borrowers have a minimum credit score of 680 although it may be possible for borrowers with lower credit  
     scores to qualify for a mortgage
Additionally, negative credit events such as bankruptcy, a short sale or foreclosure can make it challenging to qualify for a mortgage
     For example, if you experienced a short sale you may not be able to qualify for a mortgage for two years and if you experienced a   
     foreclosure you may not be able to qualify for a mortgage for seven years
We recommend that you review your credit report and score six months to a year before you start the mortgage process
     This will help you avoid negative surprises and allow you to address potential issues with your credit report in advance of applying for a   
     mortgage
A common question is does it hurt my credit score when I check my credit score multiple times and the answer is no
     Checking your own credit score is known as a soft inquiry and although this type of inquiry is recorded on your credit report, it does not   
     lower your credit score
     You can use services such as annualcreditreport.com, CreditKarma.com or credit.com to check your credit score on a weekly or monthly   
     basis without lowering your credit score
By reviewing your credit score months before you apply for a mortgage you can take positive steps to improve your credit profile such as addressing 
unknown bill mix-ups and late payments or potentially reducing your credit card balances
     Please note that your credit score may continue to be impacted by past negative credit events, such as a late payment or charge-off,   
     for a minimum of twelve months. Additionally, it can take one-to-two months for your credit score to reflect positive credit actions, such  
     as paying down credit card debt
     That is why FREEandCLEAR emphasizes understanding your credit score many months before you start the mortgage process
     Being proactive about your credit profile will help you avoid negative surprises later in the mortgage process, qualify for a mortgage and  
     receive the lowest possible interest rate
It is important to highlight that if you are applying for a mortgage with a spouse or partner, the lender will use the lowest credit score among the 
borrowers to determine the credit-worthiness of the applicants
     If two people are applying for a mortgage and one individual has a good credit score and the other individual has a poor credit score, it    
     may make sense to only have the individual with the good credit score apply for the mortgage
  If you decide to only have one person apply for a mortgage it is important that you can qualify for the mortgage with only that   
  person’s income and you do not need both individuals’ incomes to afford the mortgage you are seeking
     You can add the second individual to the property title after the mortgage closes although the actual mortgage will always remain 
     in the name of the individual who applied for the loan unless you refinance the mortgage and have both individuals jointly apply for   
     and receive the new loan
     Additionally, the FHA Home Loan Program may enable borrowers with lower credit scores to obtain mortgages although the program   
     requires borrowers to pay additional up-front and ongoing FHA Mortgage Insurance Premium (MIP) fees

http://www.annualcreditreport.com
http://www.CreditKarma.com
http://www.credit.com
http://www.freeandclear.com/guides/mortgage/what-size-mortgage-can-I-afford.html
http://www.freeandclear.com/programs/fha-mortgage-program.html
http://www.freeandclear.com/programs/fha-mortgage-insurance-premium.html
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A lot of inputs go into determining your credit score and while we will not go into to detail on how your credit score is calculated, we highly 
recommend that you know your score as one of the first steps to the mortgage process
The good news is that there are several sites where you can review your credit score for free
     Do not be fooled by all of those commercials with the catchy jingles – you do not have to pay for your credit score!
Check out one of the sites below and then compare your score against the charts above to help determine how lenders will view you as a borrower

Your Credit Score and the Mortgage Process (continued)

The charts below show you how to interpret your credit score and illustrate the connection between credit score and interest rate -- the higher the 
credit score the lower the interest rate
The charts below are examples. To get updated interest rates click

http://www.freeandclear.com/interest-rates/mortgage-rates
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Understanding Total Monthly Housing Expense

It is super important to realize that your mortgage payment is only one component of the numerous expenses that you are responsible for when you 
own a home and have a mortgage
When you think about the costs involved in having a mortgage you need to focus on your total Monthly House Expense, or MHE. By focusing on your 
MHE you will be able to select the mortgage that is right for you and properly manage your monthly budget
     Total monthly housing expense includes your monthly mortgage payment plus other housing-related expenses such as property tax and  
     homeowners insurance as well as other potentially applicable expenses such as homeowners association (HOA) fees, private mortgage   
     insurance (PMI) or FHA mortgage insurance premium (MIP)
     Your mortgage payment (principal and interest) plus property taxes and homeowners insurance is often referred to as principal, 
     interest, taxes and insurance, or P I T I for short
     Additionally, you should factor in the cost for maintenance and upkeep of the property, including potential repair
A breakdown and explanation of the components of MHE are below – the better you understand them, the more likely you are to avoid any 
unpleasant surprises over the life of your mortgage
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There are multiple factors that determine a borrower’s ability to qualify for a mortgage and it is important to highlight that a borrower’s ability to 
qualify for a mortgage may be different than a borrower’s ability to afford a mortgage
     For example, borrowers may be able to afford a monthly mortgage payment based on their income and debt but they may not qualify 
     for the mortgage because they do not meet other qualification requirements such as meeting the minimum credit score requirement
Borrower mortgage qualification requirements vary by lender, mortgage program and loan size but there are some qualification guidelines that 
typically apply to all borrowers

Borrower Mortgage Qualification

http://www.freeandclear.com/guides/mortgage/know-your-credit-score.html
http://www.freeandclear.com/guides/mortgage/determining-your-down-payment.html
http://www.freeandclear.com/programs/first-time-home-buyer-program-summary.html
http://www.freeandclear.com/guides/mortgage/lender-mortgage-qualification.html
http://www.freeandclear.com/guides/mortgage/lender-mortgage-qualification.html
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All mortgage lenders use standardized underwriting guidelines when considering a borrower’s mortgage request 
These underwriting guidelines provide lenders with a set of rules to determine how much money they are willing to lend you.  The most important 
underwriting guideine looks at a borrower’s debt-to-income ratio, or DIR ratio, for short
     In short, a debt-to-income ratio represents the ratio of how much you spend on monthly debt payments such as your mortgage and   
     credit card bills to your monthly income
     The DIR ratios are based on a borrower’s  gross income  , not  net income  , so your income before any deductions such as taxes, social   
     security and medicare
     In addition to reviewing a borrower’s DIR ratios, lenders consider multiple other factors in evaluating a borrower’s ability to qualify for a   
     loan including credit score, employment history and down payment
  We provide a detailed review of borrower mortgage qualification considerations
Lenders look at two DIR ratios when evaluating what size mortgage a borrower can afford – the Front End Ratio and Back End Ratio
     The DIR Front End Ratio represents the maximum acceptable percentage of a borrower’s monthly gross income that can be spent on   
     total monthly housing expense (MHE)
     The DIR Back End Ratio represents the maximum acceptable percentage of a borrower’s monthly gross income that can be spent on MHE  
     plus other monthly debts such as auto, credit card, student loans and spousal support
     Typically, lenders expect that borrowers spend a maximum of approximately 37% of their monthly gross income on MHE and no more   
     than approximately 43% to 47% of their monthly gross income on MHE plus other monthly debt
     This produces a maximum DIR Front End Ratio of approximately 37% and a maximum DIR Back End Ratio of approximately 43% to 47%
These lender debt-to-income ratio guidlines are not set in stone, but provide you with a good perspective on how lenders think about borrower 
mortgage affordability
In the example below we look at a borrower that makes $6,250 in monthly gross income (which is equivalent to approximately $4,235 in monthly 
net income) and has $400 in other non-housing monthly debt expenses
     In the example, we apply a 37% front end debt-to-income ratio and 43% back end debt-to-income ratios to determine what size of   
     mortgage the borrower can afford from the lender’s perspective
     The example shows industry standard debt-to-income ratios but it is important to highlight that lenders have some discretion 
     over what debt-to-income ratios they apply to borrowers and may use higher ratios which would allow the borrower to qualify for a   
     larger mortgage

Lender Mortgage Qualification Guidelines

http://www.freeandclear.com/guides/mortgage/%E2%80%8B%22understanding-gross-and-net-income.html%22
http://www.freeandclear.com/guides/mortgage/%E2%80%8B%22understanding-gross-and-net-income.html%22
http://www.freeandclear.com/guides/mortgage/borrower-mortgage-qualification
http://www.freeandclear.com/guides/mortgage/defining-monthly-housing-expense
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What Size Mortgage Can I Afford?

You can also use our FREEandCLEAR                   and input your net income and debt level to determine what size 
mortgage you can afford
One of the best ways to think about mortgage affordability is to figure out how much of your net income you want to spend on your: 1) mortgage 
payment; 2) total monthly housing expense (MHE); and, 3) total monthly housing expense plus other debt (such as credit card, car and student 
loans and spousal support, if applicable)
     Total monthly housing expense includes your monthly mortgage payment plus other housing-related expenses such as property tax and  
      homeowners insurance as well as other potentially applicable expenses such as homeowners association (HOA) fees, private mortgage   
     insurance (PMI) or FHA mortgage insurance premium (MIP)
Based on many years of experience we have found that borrowers spend a certain amount of their net income on their 1) mortgage payment; 2) 
total monthly housing expense; and, 3) total monthly housing expense plus other debt
     Borrowers typically spend approximately 43% of their net income on their mortgage payment
     Borrowers typically spend approximately 52% of their net income on total monthly housing expense
     Borrowers typically spend approximately 62% of their net income on total monthly housing expense plus other monthly debt payments
  These guideline are not hard and fast rules but serve as good guides for borrowers
  We should emphasize that these guidelines are based on a borrower’s net income, or take-home pay after deductions such as   
  taxes, social security and medicare
The good news according to these guideline is the less monthly debt you have, the more you can spend on your mortgage payment and total 
monthly housing expense, which means you can afford a larger mortgage amount
After you determine how much of your monthly net income you are comfortable spending on your mortgage payment and total monthly housing 
expense, you can calculate how big of a mortgage you can afford
It is important to highlight that being able to afford a certain mortgage amount does not necessarily mean that you will be able to qualify for that 
mortgage amount.  Just because you can afford to make a monthly mortgage payment does not always mean that a lender is willing to lend you 
that amount for your mortgage
What size mortgage you can afford may be different than what size mortgage you qualify for and there are several factors that influence your ability 
to qualify for a mortgage including:
     Your credit score and credit report 
     Individual lender mortgage qualification guidelines
     Your down payment amount
     Your type of employment and employment history

Watch our “What Size Mortgage Can I Afford?” instructional video

http://www.freeandclear.com/calculators/mortgage-qualification.html
http://www.freeandclear.com/videos.html
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What Size Down Payment Do I Need to Make?

Use our     to understand the down payment and total up-front money required to purchase a home
The down payment is money that you contribute when you purchase the home that you do not get back until you sell the home
     So if something unfortunate happens such as selling your home for less than you paid for it or your home going into foreclosure, then   
     you could lose part or all of your down payment
The down payment you can afford plus the mortgage you can afford equals the price of the home you can afford
Borrowers frequently ask what size down payment they need to buy a home as saving money for a down payment can be challenging
There is no set rule for what size down payment you need to make when you buy a home but there are some guidelines and financial considerations 
you should be familiar with
In order to receive the lowest interest rate for your mortgage, most lenders expect a borrower to make a down payment of at least 20% of the 
purchase price of the home
Lenders have guidelines that specify an acceptable loan-to-value (LTV) ratio, or the amount of money they are willing to lend you compared to the 
value of the house
Lenders typically expect an LTV ratio of 80% or less, which means you are contributing a down payment equal to 20% or more of the purchase price 
of the home
     For example, if you are buying a home for $100,000, if you want to receive the best interest rate, your down payment would be at least   
     $20,000 and you would borrower the remaining $80,000 from the lender
     In this example, the loan-to-value ratio is 80% ($80,000 mortgage ÷ $100,000 property value = .80 = 80%)
     You also need to take into account mortgage closing costs in determining how much up-front money is required to purchase a home 
     and closing costs can run thousands of dollars
     We provide a detailed down payment example on the next page

Watch our “What Size Down Payment Do I Need to Buy a Home?” instructional video

Buying a Home with a Down Payment of Less than 20%

So a 20% down payment is the standard down payment amount when buying a home but it is certainly possible to buy a home with a smaller 
down payment.
If your down payment is less than 20%, the lender  will likely charge a higher interest rate or require the borrower to purchase private mortgage 
insurance (PMI), which increases your mortgage costs
     PMI typically requires that the borrower pay an ongoing annual fee, paid monthly. PMI rates vary but can be approximately .5% of the   
     mortgage amount for a 30 year loan with a loan-to-value ratio of 90% (so when the borrower makes a down payment of 10%)
Instead of charging PMI, some lenders may charge a higher interest rate. So the lender may offer you an interest rate of 4.0% if you make a down 
payment of 20% and an interest rate of 4.5% if you make a down payment of 10%
     In many cases paying a higher interest rate can cost the borrower more than paying PMI fees because the borrower pays the higher   
     interest rate over the life of the mortgage unless they are able to refinance
     So if you decide to make a down payment of less than 20% and the lender does not require that you pay PMI, be sure to ask the lender 
     if PMI is included in the interest rate, and if the answer is yes, ask what the interest rate would be if you pay for PMI separately as this   
     could save you a significant amount of money over the life of your mortgage

http://www.freeandclear.com/guides/mortgage/what-size-mortgage-can-I-afford
http://www.freeandclear.com/guides/mortgage/what-price-home-can-I-afford
http://www.freeandclear.com/guides/mortgage/understanding-the-loan-to-value-ltv-ratio
http://www.freeandclear.com/guides/mortgage/mortgage-closing-costs.html#.UvZgnvldXng
http://www.freeandclear.com/guides/mortgage/example-down-payment
http://www.freeandclear.com/calculators/down-payment-mortgage
http://www.freeandclear.com/guides/mortgage/what-is-pmi-and-do-I-need-to-pay-it
http://www.freeandclear.com/guides/mortgage/what-is-pmi-and-do-I-need-to-pay-it
http://www.freeandclear.com/videos.html
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What Size Down Payment Do I Need to Make? (continued)

There are also  multiple government-backed mortgage programs   such as those offered by the  VA   and  FHA   that allow you to buy a home with a down 
payment of less than 20% and in the case of the VA program require no down payment
     The FHA program allows the borrower to buy a home with a down payment as low as 3.5% of the property purchase price but requires   
         the borrower to pay an up-front and ongoing annual mortgage insurance premium which are additional costs on top other closing costs  
     and your monthly mortgage payment
     The VA program requires the borrower to pay a one-time, up-front VA funding fee in addition to other mortgage closing costs
So you can certainly buy a home with less than 20% down but it is going to cost you more in fees or increased interest expense
When determining the size of down payment that is right for you, always remember to keep enough savings in reserve to cover four-to-six months 
of monthly housing expense. This will allow you to absorb any unexpected changes in your financial situation

Should I Save for My Down Payment or Pay-Off My Debt?

Individuals thinking about buying a home are also typically focused on saving money for their down payment which raises a common question: 
should I save money for my down payment or pay off debt?
     The answer to that question partially depends on the borrower’s income level but it usually makes sense to pay down the debt first   
         because paying off debt, especially if it has a high interest rate, makes it easier for a borrower to save money for a down payment and   
     also improves the borrower’s ability to qualify for a mortgage
     When lenders evaluate a borrower’s ability to qualify for a mortgage they review debt-to-income ratios, or the borrower’s monthly debt  
     expense as compared to the borrower’s income. The less monthly debt a borrower has, the lower the borrower’s debt-to-income ratio   
     and the larger the mortgage the borrower can qualify for
     Paying down your debt can also improve your credit score which is highly beneficial when you apply for your mortgage
It is important to note that you do not need to pay-off all of your debt and saving for your down payment is also important as lenders typically 
require that borrowers make a down payment of at least 20% of the property purchase price in order to receive the lowest interest rate for your 
mortgage
Borrowers can use the FREEandCLEAR               to understand what size mortgage they qualify for at various 
levels of monthly debt. Based on the analysis, the borrower may decide to pay down or pay off debt to qualify for a larger mortgage amount

Using a Gift for Your Down Payment

You can also use a gift from a relative, fiance or domestic partner to pay for all or part of the down payment, closing costs or financial reserves when 
buying a home
There are typically certain rules and procedures that the lender requires you to follow when using a gift to pay for your down payment
     The individual providing the gift is usually required to provide a gift letter to demonstrate proof of the gift, confirm that funds being   
     provided are not borrowed and also verify that the borrower is not required to repay the gift
It is important to highlight that the borrower is still typically required to pay PMI or a higher interest rate if the the down payment is less than 20% 
of the purchase price of the property, regardless of if the buyer contributes the down payment fully out of his or her own funds or if all or part of the 
down payment is provided as a gift
Additionally, the buyer will typically receive the best terms (lowest interest rate) from the lender if he or she makes a down payment of at least 
20% of the property purchase price even if all or part of the down payment is provided to the borrower as a gift from a relative, fiance or domestic 
partner
FREEandCLEAR recommends that you consult a tax professional to understand potential tax consequences associated with using a gift to pay for a 
down payment

http://www.freeandclear.com/programs/first-time-home-buyer-program-summary.html#.UtRURp5dXng
http://www.freeandclear.com/programs/va-home-loan-program-overview.html#.UtRUX55dXng
http://www.freeandclear.com/programs/fha-mortgage-program.html#.UtRT-J5dXng
http://www.freeandclear.com/programs/fha-mortgage-program
http://www.freeandclear.com/programs/va-home-loan-program-overview
http://www.freeandclear.com/calculators/mortgage-qualification-calculator.html


13

The down payment is money that you put in when you purchase the home that you do not get back until you sell the home
So if something unfortunate happens such as selling your home for less than you paid for it or your home going into foreclosure, you could lose part 
or all of your down payment
In order to receive the lowest interest rate for your mortgage, most lenders expect a borrower to make a down payment of at least 20% of the 
purchase price of the home
     For example, if you are buying a home for $250,000 your down payment would be $50,000 – $250,000 times 20% equals $60,000
If your down payment is less than 20%, the lender will likely charge a higher interest rate or require the borrower to purchase private mortgage 
insurance (PMI) to protect the lender in case you do not pay back your mortgage
     PMI typically requires that the borrower pay an ongoing annual fee, paid monthly
Some lenders may charge a higher interest rate instead of charging PMI
     A higher interest rate can cost the borrower more than paying PMI fees because the borrower pays the higher interest rate over the 
     life of the mortgage unless they are able to refinance while PMI fees can be removed after the amount of your mortgage falls below   
     80% of the value of your house
There are also multiple government-backed programs that enable you to purchase a home with a down payment of less than 20%
     The FHA home loan program allows you to purchase a home with a down payment as low as 3.5%
     The VA home loan program for active and retired military personnel requires no down payment
You can also use a gift from a relative, fiance or domestic partner to pay for all or part of the down payment and mortgage costs
It is important to emphasize that the buyer will typically receive the best terms (lowest interest rate) from the lender if he or she makes a down 
payment of at least 20% of the property purchase price even if all or part of the down payment is provided to the borrower as a gift
When you are thinking about your down payment, you also need to take into account mortgage closing costs, which can run thousands of dollars, 
and remember to keep enough savings in reserve to cover four-to-six months of total monthly housing expense

What Price Home Can I Afford?

How much home you can afford is based on two things:
     Down payment: the money you contribute to buying the home
     Mortgage: the amount of money you borrow from a lender
  Down payment + mortgage = how much home you can afford
We provide a comprehensive discussion of what size down payment you should make and what size mortgage you can afford and we are going to 
review these topics below

Watch our “What Size Down Payment Do I Need to Buy a Home?” instructional video

Down Payment

http://www.freeandclear.com/guides/mortgage/determining-your-down-payment
http://www.freeandclear.com/guides/mortgage/what-size-mortgage-can-I-afford
http://www.freeandclear.com/videos.html
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In the example above, the borrower can afford to spend up to:
     $2,150 on their monthly mortgage payment
     $2,600 on total monthly housing expense (which means they are spending $450 a month on non-mortgage housing expenses such as   
      property taxes and homeowners insurance)
     $3,100 on total monthly housing expense plus other debt (so the borrower can afford to spend $500 a month on other debt such credit   
     card payments)
It’s important to highlight that the less monthly debt you have the higher the mortgage payment and larger the mortgage you can afford
     So in example above, if our borrower has less than $500 in monthly debt, they can afford a larger mortgage amount
After you determine what size mortgage payment you can afford, you can figure out what size mortgage you can afford which depends on the 
interest rate and term, or length, of the mortgage
Returning to the example above where the borrower can afford a monthly mortgage payment of $2,150, let’s look at a thirty year fixed rate 
mortgage with three different interest rates – 4%, 5% and 6% -- and show what size mortgage our borrowers can afford at each interest rate
     4% = $450,000 mortgage
     5% = $400,000 mortgage
     6% = $360,000 mortgage
This example demonstrates the lower the interest rate, the larger the mortgage you can afford
Additionally, the longer the mortgage term, the larger the mortgage you can afford

We have a great                                     on FREEandCLEAR that helps you determine what size mortgage you can afford but 
we also are going to review the fundamentals of mortgage affordability
To determine what size mortgage they can afford, people typically want to understand how much of their net income they should spend on their 
mortgage payment and total monthly housing expense
Although there are no strict rules, the table below outlines some general guidelines for how much of your monthly net income you should spend 
on your mortgage payment, total monthly housing expense and total monthly housing expense plus other debt. Applying these guidelines to your 
personal financial situation will help you determine what size mortgage you can afford
     In the table below, we show an example for a borrower with $5,000 in monthly net income
     It is important to emphasize that the guidelines look at monthly NET income, or your income after any deductions, which is also known   
     as your take-home pay

What Price Home Can I Afford? (continued)

Mortgage Amount

http://www.freeandclear.com/calculators/mortgage-qualification-calculator
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What Price Home Can I Afford? (continued)

Let’s return to our original question of “What Price Home Can I Afford?” and the answer to this question is what size down payment you can afford 
plus what size mortgage you can afford
Let’s use the 4% interest rate scenario from our example above and say that our borrower can afford a $450,000 mortgage
The question then becomes what size down payment can we afford? The table below outlines three scenarios – with the borrower making down 
payments of 5%, 10% and 20% – and shows what price home the borrower can afford at each down payment amount

What Price Home Can I Afford?

In this example, if our borrower can afford to put 20% down, the down payment is $112,500, and if you add the $450,000 mortgage amount, the 
borrower can afford to purchase a $562,500 home
This example provides a framework for thinking about what price home you can afford but the most important rule to remember is that you select a 
down payment and mortgage amount that you are financially comfortable with for the long term
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Understanding Mortgage Closing Costs

Closing costs are the fees that a borrower is required to pay to numerous third parties at the time a mortgage closes
Closing costs are typically thousands of dollars and are very important for borrowers to consider and understand when they obtain mortgages
     It is important to compare closing costs in addition to interest rates when you evaluate mortgage proposals from multiple lenders

     Click               to review interest rates and costs from lenders in your area

There are two types of closing costs
     Non-recurring closing costs: These are one-time, up-front costs that the borrower pays to various third parties to process and close the   
     mortgage.  Examples include lender, appraisal, title company, escrow and attorney (if applicable) fees
     Recurring closing costs: These are costs that the borrower will continue to pay after the mortgage closes. Typically the borrower is 
     required to pay a portion of these ongoing costs which are calculated based on at what time of year and day of month the mortgage  
     closes. Examples include interest (from the day your mortgage closes until the end of the month in which your mortgage closes), 
                       homeowner’s insurance, pro-rated property taxes, homeowners association fees (if applicable), private mortgage insurance (PMI) 
     (if applicable) and FHA mortgage insurance premium (MIP) (if applicable)

One tip you can use to quickly compare and identify excessive closing costs is to compare the Annual Percentage Rate (APR) presented in the 
Truth-in-Lending Statement to the interest rate
In short, the APR represents what your mortgage interest rate would be if it included all up-front lender and closing costs
If the APR is close to your interest rate then you know that the closing costs are relatively small. If the APR is much higher than your interest rate 
then you know that the closing costs are relatively high and you may want to negotiate lower costs or change lenders
Additionally, if you have proposals from two lenders that are offering the same interest rate but one APR is higher than the other, then you know the 
lender with the higher APR is charging higher fees
The table below outlines typical non-recurring and recurring closing costs when you obtain a mortgage
     The table attempts to capture most closing costs across the mortgage industry but please note that closing costs vary by geography and  
     lender so not all of these costs will be included for all mortgages
     Additionally, closing costs vary depending on the mortgage amount with larger loans having higher costs
The example on the following page provides a detailed case study on estimated closing costs for a mortgage

Tips for Avoiding Excessive Closing Costs

http://www.freeandclear.com/guides/mortgage/what-is-pmi-and-do-I-need-to-pay-it
http://www.freeandclear.com/programs/fha-mortgage-insurance-premium
http://www.freeandclear.com/interest-rates/mortgage-rates
http://www.freeandclear.com/guides/mortgage/understanding-the-til-the-annual-percentage-rate-apr-and-finance-charge
http://www.freeandclear.com/guides/mortgage/mortgage-closing-costs-example.html
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Understanding Mortgage Closing Costs (continued)
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Understanding Mortgage Closing Costs (continued)
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Understand Your Lender Options

It is important to realize that you have options when selecting a lender for your mortgage.  You can use these options to create competition for your 
mortgage business and make sure you are getting the best terms for your mortgage
There are several types of mortgage lenders including banks, mortgage brokers, mortgage bankers, credit unions and private investors and there are 
pros and cons to working with each type of lender
     Some mortgage lenders such as banks, mortgage bankers and credit unions are direct lender, which means they lend you money   
     directly for your mortgage, potentially allowing them to offer you a lower interest rate
     Other lenders such as mortgage brokers do not fund mortgages directly but instead act as a personal mortgage shopper for borrowers  
     and compare rates and fees from multiple funding lenders to find you the best terms for your mortgage, so you benefit from 
     lender competition
     Private investors typically charge the highest interest rate and are used by borrowers who have poor credit or who are unable to qualify   
     for a mortgage with other types of lenders
You should treat the mortgage process like you would any other major purchase, such as buying a car -- shop around, compare mortgage proposals 
from multiple lenders and negotiate the best terms for your mortgage
     We highly recommend that you speak to at least four lenders when shopping for your mortgage including one lender from each   
     category
     Gathering and comparing mortgage proposals from several lenders will help ensure that you receive the lowest interest rate and fees for  
     your mortgage
     The table shows interest rates and fees for a selection of lenders in your area or click                    to see a full list of   
     lenders
It takes extra time to compare lender proposals but spending an extra hour or two shopping your mortgage business can save you thousands of 
dollars over the life of your mortgage
     For example, on a $300,000 30 year fixed rate mortgage, reducing your interest rate by just .125% will save you almost $8,000 in   
     interest expense over the life of your mortgage
The table on the following page outlines your lender options and reviews the pluses and minuses and provides examples for each type of lender

Watch our “Mortgage Lender Options” instructional video

http://www.freeandclear.com/interest-rates/mortgage-rates
http://www.freeandclear.com/videos.html
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Understand Your Lender Options (continued)
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You should treat the mortgage process like you would any other major purchase, such as buying a car -- shop around, compare mortgage proposals 
from multiple lenders and select the best proposal.  Follow the steps below to negotiate the best terms for your mortgage:
     Gather mortgage proposals from at least four lenders, including one mortgage broker
  There are different types of lenders such as banks, mortgage brokers, mortgage bankers and credit unions and they are ALL   
  competing for your mortgage business
  Some mortgage lenders such as banks, mortgage bankers and credit unions are direct lenders, which means they lend you   
  money directly for your mortgage, potentially allowing them to offer you a lower interest rate
  Other lenders such as mortgage brokers do not fund mortgages directly but instead act as a personal mortgage shopper for  
  borrowers and compare rates and fees from multiple funding lenders to find you the best terms for your mortgage, so you   
  benefit from lender competition
  Gathering proposals from at least four lenders will ensure that you have a range of mortgage options, which puts you in a   
  stronger position when you negotiate your mortgage
     Request a Good Faith Estimate (GFE), Lender Fees Worksheet and Truth-in-Lending Statement from the 
     lenders you contact
  According to federal law, a lender must provide a Good Faith Estimate (GFE) of the key terms of a mortgage including interest
  rate and closing costs, at the time the borrower submits a loan application although most lenders will provide a GFE before 
  the borrower submits a loan application. If a lender refuses to provide a GFE, this is a red flag and you should contact other  
  lenders.  The GFE is a standard document that will be the same across all lenders – this allows you to more easily compare 
  proposals from various lenders
  The Lender Fees Worksheet provides a detailed breakdown of all the costs and expenses associated with a mortgage including   
  fees charged by lenders and other third parties. By law, the lender is not required to provide you with the worksheet, but will 
  likely provide it to you if you ask
  The Truth-in-Lending Statement outlines important mortgage costs such as the Annual Percentage Rate (APR) and Finance  
  Charge and summarizes key mortgage features. The Truth-in-Lending Statement is a standard document that will be the same   
  across all lenders
  Borrowers should use the information on interest rates and mortgage costs presented in these documents to compare mortgage  
  proposals
  Instead of providing a these documents, some lenders may provide you with a verbal or written summary of estimated   
  mortgage costs and terms. You can also use this estimated information to compare mortgage proposals
     Compare mortgage proposals
  When comparing mortgage proposals, we recommend that you focus on two key items that have the most impact on your 
  up-front and long-term mortgage costs: 1) interest rate; and, 2) closing costs. You can use the Good Faith Estimate (GFE), Lender  
  Fees Worksheet and Truth-in-Lending Statement to help with the comparison
  You can find the interest rate in the middle of page one of the Good Faith Estimate (GFE) and the GFE breaks down closing costs 
  into two components: “Your Adjusted Origination Charges” which are the fees charged by the lender and “Your Charges for 
  All Other Settlement Services” which are the fees charged by non-lender service providers such as the appraiser, title insurance 
  company, escrow company and attorney (if applicable).  Settlement charges are another name for closing costs and the “Total 
  Estimated Settlement Chargers” box at the bottom of page one of the GFE provides a good estimate of total closing costs
  We outline the three items in the table below and tell you where to find them on the Good Faith Estimate (GFE).  Click on the   
  GFE rectangles under the cost items to see where each figure is located on the GFE
  You should use the Annual Percentage Rate (APR) presented in the Truth-in-Lending Statement to quickly compare and identify  
  excessive closing costs.  In short, the APR represents what your interest rate would be if it included all up-front lender and 
  closing costs.  If the APR is much higher than your interest rate then you know that the closing costs are relatively high and you 
  may want to negotiate lower costs or change lenders.  Additionally, if you have proposals from two lenders that are offering the 
  same interest rate but one APR is higher than the other, then you know the lender with the higher APR is charging higher fees
  Use the Lender Fees Worksheet to perform a more detailed review of mortgage closing costs and negotiate specific cost items to  
  reduce your overall mortgage costs

How to Compare Lenders and Select a Mortgage
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  When you compare mortgage proposals keep in mind that interest rates and closing costs vary by mortgage program. For 
  example, a fixed rate mortgage typically has a higher interest rate than an adjustable rate mortgage. In some cases borrowers 
  review different types and lengths of mortgages as part of their selection process so be sure you are comparing similar 
  mortgage programs when selecting your lender
     Negotiate the best terms
  Some lenders may offer a lower interest rate with higher fees while other lenders may offer a higher interest rate with lower 
  fees
  Use this information to your advantage to negotiate the lowest interest rate and fees for your mortgage by seeing if a lender is   
  willing to match the interest rate or fees offered by another lender
  Additionally, you can use the Lender Fees Worksheet to perform a more detailed review and comparison of mortgage closing  
  costs. For example, one lender may charge an appraisal fee of $600 while another lender may only charge $500.  Use 
  information from the Lender Fees Worksheet to negotiate specific cost items and reduce your overall mortgage closing costs
  In some cases lenders are willing to improve their mortgage proposal and in other cases lenders may not be willing to change   
  their proposal but you have nothing to lose by asking
It takes extra time to compare and negotiate lender proposals but spending an extra hour or two can save you thousands of dollars over the life of 
your mortgage.   For example, on a $300,000 30 year fixed rate mortgage, reducing your interest rate by just .125% will save you almost $8,000 in 
interest expense over the life of your mortgage
     The table below shows interest rates and costs for lenders in your area. Contact multiple lenders to make sure you receive the best terms  
     for your mortgage

Our               enables you to input interest rate and cost information for multiple mortgages to compare them and 
select the mortgage that is right for you

How to Compare Lenders and Select a Mortgage (continued)

http://www.freeandclear.com/calculators/mortgage-comparison-calculator


23

Get Pre-Approved for Your Mortgage

It is important to get pre-approved at the beginning of the mortgage and home buying processes
     Click on a lender in the table below or click                to review lenders in your area and get pre-approved

Getting pre-approved for a mortgage demonstrates your ability to qualify for a certain loan amount prior to making an offer to purchase a property
This gives you a big advantage when you are attempting to buy a home because you have removed one of the biggest risks from the process – your 
inability to obtain financing
     Pre-approval shows sellers that you are both qualified financially and serious about the home buying process
     If multiple potential home buyers place offers to purchase a home, the buyers that are pre-approved for a mortgage typically have an   
     advantage over the buyers that are not pre-approved
The pre-approval process focuses on borrower mortgage qualification, what size mortgage the borrower can afford and the borrower’s ability to 
make the monthly mortgage payment and pay back the mortgage
Getting pre-approved typically requires a borrower to provide certain personal and financial information to a lender although some lenders may 
require that a borrower submit a full loan application
Pre-approval typically qualifies the borrower for a specific mortgage amount and a lender may provide a letter or online certificate outlining what 
size mortgage you are pre-approved for as well as the conditions of the pre-approval
     Mortgage pre-approval is typically subject to the borrower finalizing his or her mortgage application as well as lender review and 
     approval of the terms of the home purchase contract, property appraisal, title report or abstract and other documentation required to  
     close your mortgage
     So even if you are pre-approved for a mortgage, the lender will still need to provide final loan approval after you have selected the   
     property you want to buy and your offer to purchase has been accepted by the seller
     Your mortgage pre-approval may also be based on a speciifc interest rate or mortgage program so if interest rates increase or you select 
     a different mortgage program, it may affect your ability to receive final approval for the pre-approved mortgage amount
     In some cases, mortgage pre-approval may be related to a specific property although typically a borrower receives lender pre-approval   
     for a certain mortgage amount
It is important to highlight that just because you are pre-approved by a lender or submit a mortgage application to a lender does not obligate you to 
work with that lender to finalize your mortgage
     Even if you have been pre-approved by a lender, FREEandCLEAR recommends that you compare mortgage proposals from multiple 
     lenders to find the mortgage that is right for you
     You may find a lender that offers a lower interest rate or closing costs in between the time you are pre-approved and the time your offer 
     to purchase has been accepted by the seller
Understanding your lender options, asking the right questions and getting pre-approved for your mortgage at the start of the process will enable 
you to address potential issues and better position you to successfully obtain a mortgage and buy a home

http://www.freeandclear.com/guides/mortgage/borrower-mortgage-qualification.html
http://www.freeandclear.com/guides/mortgage/what-size-mortgage-can-I-afford
http://www.freeandclear.com/guides/mortgage/finalize-mortgage-application
http://www.freeandclear.com/guides/mortgage/order-appraisal
http://www.freeandclear.com/guides/mortgage/order-title-report-also-known-as-title-search-or-abstract
http://www.freeandclear.com/guides/mortgage/understand-your-lender-options.html#.Uveqs_ldXng
http://www.freeandclear.com/guides/mortgage/ask-the-right-questions.html#.UverJ_ldXng
http://www.freeandclear.com/interest-rates/mortgage-rates
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What Mortgage Program is Right for Me?

Selecting a mortgage program is one of the most important steps in the mortgage process
     It is key to select a mortgage program that you are comfortable with and what type of mortgage program you choose also impacts what  
     size mortgage you can afford
There are three main types of mortgage programs
     Fixed Rate Mortgage  
      Adjustable Rate Mortgage (ARM)  
      Interest Only Mortgage  
The chart below summarizes and discusses the main pros and cons for each type of mortgage program.  As illustrated by the chart, each program is 
suitable for a specific type of borrower in a specific situation
     The most common type of mortgage program is a fixed rate mortgage because it involves the least amount of risk
      This is because the monthly mortgage payment for a fixed rate mortgage can never increase and stays constant over the life of  
      the mortgage
     The primary reason to select an adjustable rate mortgage (ARM) is because the interest rate and mortgage payment are lower than a   
     fixed rate mortgage during the initial fixed rate period of the loan
      Another reason to select an ARM is if you think interest rates are going to decline significantly in the future although ARMs   
      also carry the risk that your mortgage payment will increase if interest rates rise in the future
     Interest only mortgages are the riskiest and least common type of loan program. The primary reason to select an interest only mortgage  
     is because the mortgage payment during the initial interest only period of the loan is lower than the mortgage payment for a fixed rate   
         mortgage or an ARM (because you are not paying principal). Additionally, you can typically qualify for a larger mortgage amount with   
     an interest only mortgage
      The downsides to an interest only mortgage are that your mortgage payment typically increases after the initial interest only   
                        period when you start paying both principal and interest plus your interest rate can increase in the future, which could also   
      cause your mortgage payment to go up
So what program is right for you? It all depends on you risk profile and financial goals
     If you are looking for certainty, then a fixed rate mortgage probably works best
     If you have a higher tolerance for risk and are looking for a lower monthly payment or larger mortgage amount, than an Adjustable Rate  
     Mortgage or Interest Only Mortgage may be right for you
     Additionally, if you know you are going to sell your home before the adjustable rate period for an ARM or an Interest Only Mortgage,   
     they could be the right program for you
      That way you benefit from the lower monthly mortgage payment during the initial period of the mortgage but you are not   
      exposed to a potential increase in interest rates and mortgage payment during the adjustable rate period
      This approach is not without risk either, as there is no guarantee you could sell your property for more than you paid for it
Review the chart on the following page to learn about each type of mortgage so you can choose the program that best meets your financial 
objectives
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What Mortgage Program is Right for Me? (continued)
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Mortgage Assistance Programs Summary

There are several mortgage programs designed to help first-time home buyers obtain mortgages
     The table below summarizes the programs.  Click on the program title in the first column to review more detailed 
     information about each program
     You do not need to be a first-time home buyer to use all of these programs, such as the FHA and VA Programs, but many of them are   
     especially helpful for first-time home buyers because they allow you to buy a home with little or no down payment or help borrowers   
     pay for mortgage closing costs
So review the information on the government sponsored mortgage programs listed below and then click state programs to find the programs 
available in your state
Many mortgage programs are administered by state housing financing agencies or city and county housing commissions and program offerings and 
requirements may vary by state or county
     In some cases borrowers can combine state and local mortgage programs with national mortgage programs such as the
     FHA Mortgage Program to provide additional buyer assistance
     For example, eligible borrowers may be able to combine a local Down Payment Assistance Program or Closing Cost Grant Program with   
     the FHA Mortgage Program to reduce their required down payment or offset mortgage closing costs
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What Length Mortgage Should I Choose?

One of the key decisions you make when you select a mortgage is to choose how long your mortgage should be
     Lenders typically offer mortgages with 10, 15, 20, 25, 30 and 40 year terms, with the 30 year term being the most popular
Understanding how mortgage term impacts what size mortgage you can afford, your monthly mortgage payment and total interest expense over 
the life of your mortgage will help you select the term that is right for you
The table below outlines some basic guidelines on mortgage term:

The table below demonstrates how you can afford a larger mortgage with a longer mortgage term. Note how the monthly mortgage payment does 
not change while the mortgage size increases significantly as the mortgage term increases
     The table is an example as mortgage size and monthly mortgage payment vary depending on interest rates
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What Length Mortgage Should I Choose? (continued)

In the table below, we hold the mortgage size constant at $300,000 to demonstrate how the monthly mortgage payment decreases as the 
mortgage term increases but total interest expense over the life of the mortgage increases as the mortgage term increases
     This example illustrates how getting a mortgage with a shorter term can save you hundreds of thousands of dollars in interest expense   
     over the life of the mortgage

Now that you have an understanding of how mortgage term impacts your interest rate, mortgage payment and total interest expense, we can 
return to the question of “What length of mortgage should I choose?”
The answer to that depends on your financial goals
     If you are seeking to maximize your mortgage amount and minimize your mortgage payment, then you should go with a 30 year   
     mortgage term
     If you can afford a higher monthly mortgage payment and want to save tens of thousands or even hundreds of thousands of dollars in   
     interest expense over the life of your mortgage, then you should choose a shorter mortgage term, such as a 15 year mortgage
At FREEandCLEAR we recommend that you pay off your mortgage as soon as possible so that you can start paying yourself instead of paying interest 
to the bank
     Although most people select a 30 year mortgage term, consider choosing the shortest term that will also allow you to feel comfortable   
     with your monthly mortgage payment
One creative way to think about mortgage term is to get a mortgage with a 30 year term but make the same payment that you would with a 15 
year mortgage, so a higher mortgage payment than what is required
That way you maintain the flexibility of having a lower required monthly mortgage payment that goes along with a longer mortgage term (in case 
you cannot afford to make the higher payment), but you pay off your mortgage in 15 years and save hundreds of thousands of dollars in interest 
expense
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Should I Pay Discount Points?

Most lenders offer the borrower the option to pay a discount point or points to obtain a lower interest rate than he or she would otherwise receive
     A discount point is an up-front fee that equals 1% of the mortgage amount
     For example, if your mortgage amount is $300,000, one discount point would cost the borrower $3,000
     A discount point should not be confused with an origination point, which is a fee that some lenders charge to process and close your   
     mortgage. To reiterate, it is completely up to the borrower to decide if they want to pay discount points
Which leads to one of the most common (and confusing) questions that people ask when evaluating lender proposals is “Should I pay discount 
points to lower my interest rate?”
In short, if you are paying discount points on your mortgage then your interest rate should be lower than if you are not paying points, so there is a 
trade-off between the two
But how do you compare the cost of a discount point, a one-time up-front fee equal to 1% of the mortgage amount, with the benefit of a lower 
interest rate, the ongoing cost of your mortgage?
As a rule of thumb a half of a point is equivalent to .125% (1/8th of 1%) in interest rate, so a full point is equivalent to .250% (1/4 of 1%) in interest 
rate
For example, if you receive a mortgage proposal with a 4.00% interest rate plus one discount point, this equates to mortgage proposal with a 4.25% 
interest rate with zero discount points
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Should I Pay Discount Points? (continued)

It is important to understand how long it takes you to recover the cost of paying for discount points
     In this example, in the scenario where the borrower pays one discount point, the borrower saves $44 per month with the lower interest   
     rate, so if you divide the up-front discount point cost of $3,000 by $44 per month, it takes more than 68 months, or more than five and a  
     half years, to recover the cost of the discount point
     Which highlights an important rule of thumb when you are considering paying points – if you plan on owning the property you 
     are financing for less than five years it typically does not make sense to pay any discount points because you are not able to recover the   
     up-front cost in that time period
To summarize, if you are planning on owning the property you are buying for more than five years and the interest rate when you pay a discount 
point is at least .250% less than if you do not pay a discount point, you can save money on your monthly mortgage payment and on total interest 
expense over the life of the mortgage by paying discount points
You can use  our                        to review the monthly mortgage payment and total interest 

expense for mortgages with different interest rates and discount points

The example below compares a scenario where the borrower pays a discount point to a scenario where the borrower does not pay any discount 
points and shows the difference in discount point cost, monthly mortgage payment and total interest expense over the life of the mortgage for the 
two scenarios  
     The example looks at a $300,000 30 year fixed rate mortgage 
     In scenario #1 (no points scenario), the borrower pays an interest rate of 4.25% and no discount points
     In scenario #2 (one point scenario), the borrower pays an interest rate of 4.00% and one discount point
     In the scenario where the borrower pays one discount point, the borrower pays an extra $3,000 up front but saves $44 per month on   
     their mortgage payment and $15,685 in total interest expense over the life of the mortgage by paying for a discount point to lower the   
     interest rate from 4.25% to 4.00%

http://www.freeandclear.com/calculators/discount-points-versus-interest-rate.html
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Finalize Mortgage Application

After your offer to purchase has been accepted by the seller, you will likely want to move 
as quickly as possible to complete your mortgage and purchase your new home
At this point in the process, the lender will likely ask you for numerous personal and 
financial documents to finalize your mortgage application
     The list of documents that the lender will most likely request is provided on   
     the right side of the page
FREEandCLEAR recommends that you gather, organize and review these documents at 
the beginning of the mortgage process
In addition to requesting personal and financial documents, the lender will also order 
your credit report to include with your mortgage application
     FREEandCLEAR recommends that you order and review your credit score and 
     report at the beginning of the mortgage process to identify and address any 
     potential issues before the lender reviews it
Lenders require that borrowers submit a loan application when applying for a mortgage
All lenders use the same standard mortgage application form – referred to in the industry 
as a Form 1003

The mortgage application contains a lot of questions about a borrower’s income, assets, debt and employment history
     Check out the FREEandCLEAR home purchase mortgage checklist that lists the personal and financial documents you will likely have 
     to provide to the lender when applying for a home loan.  You will also use information from these documents to fill-out the mortgage 
     application
The good news is that almost all lenders provide an online mortgage application which streamlines the process and allows you to submit the 
application from the comfort of your own home

http://www.freeandclear.com/guides/mortgage/buying-your-dream-home-offer-to-purchase
http://www.freeandclear.com/guides/mortgage/know-your-credit-score
http://www.freeandclear.com/guides/mortgage/know-your-credit-score
http://www.freeandclear.com/guides/mortgage/know-your-credit-score
http://www.freeandclear.com/resources/home-purchase-mortgage-checklist
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Should You Lock Your Mortgage?

By locking your mortgage, you eliminate the risk that your interest rate goes up over the course of processing and closing your mortgage
As the name suggests, by locking your mortgage the lender agrees to set the terms of your mortgage, including interest rate and origination fees, 
for the timeframe of the lock period
Depending on the length of the lock period, locking your mortgage can come at a cost to the borrower. The longer the lock period, the greater the 
cost in terms of a higher interest rate and / or more points
Typical mortgage lock periods are for 12, 21, 30, 45 or 60 days
The 12 day lock period is typically provided by the lender free of charge (because it is so short) and is utilized when the borrower has satisfied all 
funding conditions and the mortgage is ready to close
In a declining or static interest rate environment, the borrower will want to utilize the 12 day lock period, or no lock at all. This is called “floating” the 
mortgage
In a rising interest rate environment, the borrower will want to lock the mortgage over the period necessary to process the mortgage.  The borrower 
should always do diligence at the beginning of the mortgage process to understand how long it takes the lender to process, approve and fund the 
mortgage
     A typical mortgage takes approximately 30 - 60 days to complete after your loan application has been accepted by the lender
Generally speaking, the longer the mortgage lock period, the higher the interest rate
     Although it may come at a cost to the borrower in terms of a higer interest rate, the insurance you receive by locking your mortgage (as   
     compared to a greater increase in interest rate due to market conditions) can save you thousands of dollars over your mortgage
     Be sure to discuss the interest rate environment and pros and cons of locking your mortgage with your lender at the beginning of the   
     mortgage process
If you decide to lock your loan, you should request that your mortgage terms are locked immediately after the lender accepts your loan application, 
so at the beginning of the mortgage process
Be sure that the length of your mortgage lock period is long enough to process and close your mortgage. The length of your mortgage lock period 
should also match the length of time for which the offer to purchase for the property you are buying is valid
If the time it takes the lender to process your mortgage exceeds the rate lock period it may be possible to ask for a rate lock extension. In a rising 
interest rate environment a lender may be unwilling to provide a rate lock extension or may try to charge the borrower for a rate lock extension.  
These fees are relatively uncommon and should be avoided
Be sure to ask your lender at the beginning of the mortgage process if they charge rate lock extension fees. If the answer is yes, consider working 
with a different lender
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Closing Agent Opens Escrow

The mortgage closing process is administered by a closing agent who handles the transfer of funds and property ownership through an escrow or 
trust account
The closing agent also provides an escrow agreement which is a contract between the buyer and seller that outlines the key terms of the purchase
Additionally, the closing agent provides the estimated and final HUD-1 that discloses all fees and expenses associated with the mortgage 
transaction
In the western U.S., the closing agent is typically an escrow company
In the eastern U.S., an attorney typically serves as the closing agent
The proceeds from your down payment as well as your mortgage will also be held in the escrow account (usually for less than a day) until the 
mortgage closes
The closing agent has instructions from the lender that determine how the money in the account gets distributed among the numerous parties at 
mortgage closing
The closing agent provides escrow instructions to ensure that all third parties such as real estate agents receive their fees and commissions, that the 
seller’s bank is repaid if he or she has a mortgage on the property, and that any remaining proceeds go to the seller
On the flip side, the closing agent ensures that the buyer receives the grant deed, the legal document that conveys property ownership, and that the 
lender receives the deed of trust, the legal document that indicates that there is a mortgage on the property
Technically, the borrower has total control in selecting the closing agent. In practice, however, the choice of closing agent is typically made by 
mutual agreement between the buyer’s and seller’s real estate agents

Closing Agent Role Diagram

As depeicted in the chart below, the closing agent administers the mortgage closing process and manages the transfer of funds and properties to all 
parties involved in the mortgage process

http://www.freeandclear.com/guides/mortgage/review-the-hud-1
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Title Report & Title Insurance

At this point in the process, the closing agent will order a title report, sometimes referred to as a title search or title abstract (in the South), from a 
title company
In short, the title report makes sure that the property you are buying actually matches the property you have agreed to purchase in terms of 
property lines, type, ownership, zoning and any easements
     An easement is a right to use the property by a third party, typically involving access to another piece of land
A title company or attorney examines county records to determine the legal ownership of the property and identify any recorded property liens or 
easements
The title report makes sure that there are no current liens against the property, such as an outstanding property tax bill, that could interfere with 
your ability to purchase the property
All of this information is included in the title report (or title search or abstract) provided to you by the title company or attorney
A clear title report indicates that the property is free of all liens and clears the way for transferring the property from the seller to the buyer at 
mortgage closing
Included in the title fee paid by the borrower is the title report as well as title insurance for the lender, which insures the lender in the rare event 
that there are defects or errors in the property’s title and a party makes a claim against the property at some point in the future
The buyer also recieves title insurance, which is typically paid for by the sellar
Similar to selecting the closing agent, the choice of title company or attorney in a refinancing is typically made by mutual agreement between 
the buyer’s and seller’s real estate agents
In some areas of the country, including parts of New York state, buyers and lenders do not obtain title insurance but instead rely on a real estate 
attorney to provide an opinion on the title of the property
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Appraisal Report

The appraisal is one of the most important pieces of the mortgage puzzle and can make or break the entire transaction
The appraisal, ordered by the lender and provided by an independent third party called an appraiser, is a comprehensive analysis of the value of 
the home you are seeking to purchase
While you and the seller have agreed to a purchase price for the home you want to buy, the appraiser provides the lender with an objective 
opinion on the value of the house
The appraiser’s valuation analysis is usually based on recent property sales in an area (known as “comparables”), current listings in the area, the 
condition of the neighborhood in which the property is located and other factors such as property square footage and amenities
The lender wants to make sure that that value of the house exceeds the value of the mortgage it is providing to you (so that the lender can recover 
its money in the unfortunate case when the borrower cannot repay his or her mortgage)
Lenders typically expect a loan-to-value (LTV) ratio of 80% or less. LTV is the ratio of the mortgage amount to the value of the property you are 
buying and the lender uses the appraisal to determine the property value used to calculate the LTV ratio
If the appraised value of the property is less than expected, it could result in an LTV ratio above the lender’s acceptable limit
When the appraised value of the property is less than expected, this is known as the appraisal “coming up short.”  On the following page, we 
review an example of this scenario and what a borrower can do if the appraisal comes up short
Although the borrower typically pays the appraisal fee (it is one of the costs listed on the Good Faith Estimate (GFE)), the lender selects the 
appraiser
If you are working with a mortgage broker then the funding lender (the company the mortgage broker is using to lend you the money for your 
mortgage), not the mortgage broker, selects the appraiser
One thing to note is that the appraisal cannot be transferred to a different lender
So if you decide to change lenders in the middle of the mortgage process, after the appraisal has been ordered, then you will likely have to pay for 
another appraisal

When the appraised value of the property is less than expected, this is known as the appraisal “coming up short”
If the appraisal “comes up short” and shows a value for the house significantly less than the price you have agreed to pay for it, then the loan-to-
value (LTV) ratio, or the ratio of the mortgage amount to the value of the property you are buying, may be pushed above the lender’s maximum 
LTV limit, which is typically 80%, and this can create some serious challenges
There are several potential outcomes if the appraisal comes up short:
     You can try to renegotiate the purchase price of the home, which the seller may be unwilling to do
     You can reduce your loan size by increasing your down payment so that the LTV ratio is less than 80%, which you may not have the 
     money to do
     The lender may ask you to purchase private mortgage insurance (PMI), which is an additional ongoing monthly cost to you
  If you make a down payment of less than 20% when you buy a home, lenders typically require the borrower to purchase  
  private mortgage insurance (PMI). PMI is insurance against loss from mortgage default provided to the lender by a private 
  insurance company. PMI typically requires that the borrower pay an ongoing annual fee, paid on a monthly basis
     The lender may decide to decline the loan, in which case you are out the cost of the appraisal as well as a lot of time and effort
     You can also ask the lender to review the appraisal or request an additional appraisal although there is no guarantee that the new  
     appraisal will produce a higher estimated value for the home, or if it does, the lender may not use the higher property value for its 
     underwriting process

What happens if the appraisal comes up short?
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Review the HUD-1 Statement

RESPA (the law that regulates the mortgage process) requires the closing agent (escrow company or attorney) to issue the borrower an estimated 
HUD-1 Statement at least one day prior to the closing of the loan
Typically the borrower receives the estimated HUD-1 when he or she signs loan documents three-to-four days prior to closing
The HUD-1 is a standardized form that lists the final, actual terms and costs of your mortgage, including your interest rate, points and all one-time 
fees
The borrower should use the estimated and final HUD-1 Statements to verify that he or she is receiving a mortgage at the terms agreed to at the 
start of the process
The first two pages of the HUD-1 outline the final, actual mortgage transaction terms and settlement costs (also known as closing costs) 
The third page of the HUD-1 compares the final, actual closing costs to the estimated closing costs provided in the Good Faith Estimate (GFE) that 
the lender should have provided to you at the beginning of the mortgage process 
Page three of the HUD-1 also indicates by how much the final closing costs can legally change as compared to the estimated costs provided in the 
GFE
     Certain closing costs such as lender fees (also known as origination fees or charges) and any discount points the borrower decides to pay,  
     are NOT allowed to change from the initial estimate provided by the lender
     Other non-lender closing costs such as the appraisal fee, escrow or attorney fee and title services fee cannot increase more than 10%   
     from the initial estimate provided by the lender
     Certain recurring closing costs, or costs that you will continue to pay after your mortgage closes such as daily interest charges from 
     the date your mortgage closes until the end of the month in which your mortgage closes and homeowner’s insurance fees are allowed 
     to change because the final, actual amounts for these costs vary depending on the date your mortgage closes
The key items to review when comparing the HUD-1 and GFE are interest rate and settlement costs (also known as closing costs) such as the 
appraisal and escrow fees and title services costs
     If the figures and information in the HUD-1 and GFE match or are relatively close, then you are all set to close your mortgage
     If there are meaningful discrepancies between the HUD-1 and GFE and the final mortgage terms and costs have changed or 
     increased significantly, this could be a sign that you are not getting the mortgage you thought you were and that you are potentially   
     getting ripped off
If there are significant differences in any of these items then ask the lender for an explanation
If you are not satisfied with the explanation then you should cancel the mortgage. You can cancel your mortgage at any time before it closes and 
then you are free to work with a different lender
Although you may be out non-refundable costs such as your appraisal fee and certain lender fees, canceling a bad mortgage will save you much 
more money over the life of the mortgage
One way to avoid potential negative surprises as you move toward closing your mortgage is to lock your mortgage. That way, all key terms and costs 
are agreed to by you and the lender at the start of the process and remain unchanged through the closing of your mortgage

Watch our “HUD-1 Statement” overview video

http://www.freeandclear.com/guides/mortgage/use-respa-to-your-advantage
http://www.freeandclear.com/guides/mortgage/closing-agent-open-escrow
http://www.freeandclear.com/guides/mortgage/mortgage-closing-costs
http://www.freeandclear.com/guides/mortgage/understand-and-analyze-the-good-faith-estimate-gfe
http://www.freeandclear.com/guides/mortgage/mortgage-closing-costs
http://www.freeandclear.com/guides/mortgage/lock-your-mortgage.html#.Uv_itfldXng
http://www.freeandclear.com/videos.html
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Mortgage Closing!

After you have reviewed all of the loan documents related to the mortgage and home 
purchase process, the final step is for those documents to be recorded and made official 
and for your mortgage to fund
The closing agent manages all of the logistics that are required to record documents and 
fund your mortgage
After the lender wires funds to the closing agent, the closing agent sends the grant 
deed and deed of trust (or mortgage, if you are in the Southern U.S.) to the local county 
recorder office
Once these documents are recorded by the recorder office, property ownership is 
transferred from the seller to the buyer and the transaction becomes a matter of public 
record
After the transaction has been recorded, the closing agent then distributes all of the funds 
in the escrow or trust account, including your mortgage proceeds, to the appropriate 
parties
The seller’s bank is repaid its mortgage, third party service providers such lenders and real 
estate agents receive their commissions, city governments receive any property taxes due 
and the seller receives whatever money remains after everyone else is paid
The buyer receives ownership of the property
You now officially own the property. Congratulations!!! 
Now that your mortgage has closed it’s time to celebrate!!!
Before you pop the champagne there are a couple of last minute items to remember
The first point is that you should always review the final HUD-1 Statement, which is 
issued after loan documents are recorded
Although it is very rare, if you do find a mistake in the final HUD-1, such as a 
miscalculation, then you should bring it to the attention of the closing agent immediately
Another important item to highlight is the first payment letter, which notes your monthly 
mortgage payment amount and when the payment is due
The last thing you want to do is pay a late fee because your were late with your first 
mortgage payment
You have now obtained a mortgage, purchased a home and completed the 
FREEandCLEAR Home Purchase Mortgage Guide. Congratulations!!!

Watch our “First Payment Letter” overview video

http://www.freeandclear.com/videos.html
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Appendix

Five Ways to Prepare for Getting a Mortgage
Five Ways You Can Get Ripped Off on Your MortgageYour Credit Six 
Tips for Negotiating the Best Mortgage
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Five Ways to Prepare for Getting a Mortgage

http://www.freeandclear.com/guides/mortgage/know-your-credit-score.html
https://www.annualcreditreport.com/
https://www.creditkarma.com/
http://www.credit.com/
http://www.freeandclear.com/guides/mortgage/know-your-credit-score.html
http://www.freeandclear.com/resources/home-purchase-mortgage-checklist
http://www.freeandclear.com/guides/mortgage/determining-your-down-payment.html
http://www.freeandclear.com/calculators/mortgage-qualification-calculator.html
http://www.freeandclear.com/guides/mortgage/determining-your-down-payment.html
http://www.freeandclear.com/guides/mortgage/lender-mortgage-qualification.html
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Five Ways to Prepare for Getting a Mortgage (continued)

http://www.freeandclear.com/guides/mortgage/understand-your-lender-options.html
http://www.freeandclear.com/guides/mortgage/lender-mortgage-qualification.html
http://www.freeandclear.com/guides/mortgage/lender-mortgage-qualification.html
http://www.freeandclear.com/guides/mortgage/comparing-mortgage-proposals-and-picking-the-right-one-for-you.html
http://www.freeandclear.com/interest-rates/mortgage-rates
http://www.freeandclear.com/guides/mortgage/understand-your-lender-options.html
http://www.freeandclear.com/guides/mortgage/get-pre-approved.html
http://www.freeandclear.com/guides/mortgage/borrower-mortgage-qualification.html
http://www.freeandclear.com/guides/mortgage/get-organized.html
http://www.freeandclear.com/guides/mortgage/applying-for-the-mortgage-form-1003.html
http://www.freeandclear.com/guides/mortgage/get-pre-approved.html
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Five Ways You Can Get Ripped Off on Your Mortgage

http://www.freeandclear.com/guides/mortgage/lock-your-mortgage.html
http://www.freeandclear.com/guides/mortgage/what-is-pmi-and-do-I-need-to-pay-it.html
http://www.freeandclear.com/guides/mortgage/understanding-the-loan-to-value-ltv-ratio.html
http://www.freeandclear.com/guides/mortgage/what-is-pmi-and-do-I-need-to-pay-it.html
http://www.freeandclear.com/guides/mortgage/determining-your-down-payment.html
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Five Ways You Can Get Ripped Off on Your Mortgage (continued)

http://www.freeandclear.com/guides/mortgage/mortgage-closing-costs.html
http://www.freeandclear.com/calculators/mortgage-comparison-calculator.html
http://www.freeandclear.com/guides/mortgage/mortgage-closing-costs.html
http://www.freeandclear.com/guides/mortgage/understand-and-analyze-the-good-faith-estimate-gfe.html
http://www.freeandclear.com/guides/mortgage/understanding-the-til-the-annual-percentage-rate-apr-and-finance-charge.html
http://www.freeandclear.com/guides/mortgage/understanding-the-til-the-annual-percentage-rate-apr-and-finance-charge.html
http://www.freeandclear.com/guides/mortgage/mortgage-closing-costs.html
http://www.freeandclear.com/guides/mortgage/mortgage-closing-costs-example.html
http://www.freeandclear.com/calculators/closing-costs.html
http://www.freeandclear.com/guides/mortgage/understanding-the-til-the-annual-percentage-rate-apr-and-finance-charge.html
http://www.freeandclear.com/guides/mortgage/understanding-the-til-the-annual-percentage-rate-apr-and-finance-charge.html
http://www.freeandclear.com/guides/mortgage/understanding-the-truth-in-lending-statement-other-key-items.html
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Six Tips for Negotiating the Best Mortgage

http://www.freeandclear.com/guides/mortgage/understand-your-lender-options.html
http://www.freeandclear.com/guides/mortgage/mortgage-closing-costs.html
http://www.freeandclear.com/guides/mortgage/understand-and-analyze-the-good-faith-estimate-gfe.html
http://www.freeandclear.com/guides/mortgage/applying-for-the-mortgage-form-1003.html
http://www.freeandclear.com/guides/mortgage/understand-and-analyze-the-good-faith-estimate-gfe.html
http://www.freeandclear.com/guides/mortgage/understand-and-analyze-the-good-faith-estimate-gfe-2.html
http://www.freeandclear.com/guides/mortgage/understanding-the-til-the-annual-percentage-rate-apr-and-finance-charge.html
http://www.freeandclear.com/guides/mortgage/understanding-the-til-the-annual-percentage-rate-apr-and-finance-charge.html
http://www.freeandclear.com/guides/mortgage/understanding-the-truth-in-lending-statement-other-key-items.html
http://www.freeandclear.com/guides/mortgage/understanding-the-til-the-annual-percentage-rate-apr-and-finance-charge.html
http://www.freeandclear.com/guides/mortgage/understanding-the-truth-in-lending-statement-other-key-items.html
http://www.freeandclear.com/guides/mortgage/demand-a-copy-of-the-lender-fees-worksheet.html
http://www.freeandclear.com/guides/mortgage/demand-a-copy-of-the-lender-fees-worksheet.html
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Six Tips for Negotiating the Best Mortgage (continued)

http://www.freeandclear.com/programs/adjustable-rate-mortgage-arm.html
http://www.freeandclear.com/programs/fixed-rate-home-loan.html
http://www.freeandclear.com/guides/mortgage/comparing-mortgage-proposals-and-picking-the-right-one-for-you.html
http://www.freeandclear.com/calculators/mortgage-comparison-calculator.html
http://www.freeandclear.com/guides/mortgage/defining-monthly-housing-expense.html
http://www.freeandclear.com/guides/mortgage/what-is-pmi-and-do-I-need-to-pay-it.html
http://www.freeandclear.com/programs/fha-mortgage-insurance-premium.html
http://www.freeandclear.com/programs/fixed-rate-home-loan.html
http://www.freeandclear.com/programs/adjustable-rate-mortgage-arm.html
http://www.freeandclear.com/programs/interest-only-mortgage-overview.html
http://www.freeandclear.com/programs/interest-only-mortgage-overview.html
http://www.freeandclear.com/guides/mortgage/what-size-mortgage-can-I-afford.html
http://www.freeandclear.com/programs/mortgage-program-comparison.html
http://www.freeandclear.com/programs/what-length-mortgage-should-I-choose.html

