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INTRODUCTION 

Why have I written a book about mortgages? Because in my many 

years of helping people get into homes, I have found that there isn’t a 
mortgage book available that helps to make the process more accessible 

to those that are not mortgage professionals. I feel that everyone 

interested in buying a home needs and deserves to know what’s involved 
in the mortgage process. It’s typically the largest single expense in a 
person’s life, yet most people don’t know much about the process, about 

what to expect, and how to prepare so that the process is focused on 

fulfilling a dream rather than confusion and stress.  

Most people don’t know how much home purchasing power they have, 
how much to expect for closing costs (varies by state), or how much 

paperwork is involved when applying for a home loan. Most people have 

no idea the difference between loan programs from bank to bank, lender 

to lender, or broker to broker— or what the differences are between the 

main types of residential mortgage providers. Most people have no 

criteria for choosing a lender, the type of loan to seek, or how much down 

payment is best for them. For example, are their differences between the 

types of property that may affect down payment? 

The mortgage industry is packed with nuance, which can lead to 

confusion for the consumer. While trying to buy a home, you may have 

people from many different professions telling you what you should do 

and how to make decisions—who should you listen to in which situations? 

Your most personal financial information is critical to the mortgage 

process and yet do you know who you are sending it to? What about 

mortgage insurance? Why is it required and when? 

The two questions I most often hear are: “What’s the payment?” and, 
“What’s the interest rate?” While these questions are important, there are 
several other questions that are just as critical: what is the right loan type 



for me; is there an up-front funding fee for this loan; what are the 

differences in available mortgage insurance; how will property type 

restrictions affect my loan; what are the pros and cons of this loan; what 

is the down payment requirement with this loan choice over another; what 

are the closing costs associated with each loan type; and, who is allowed 

to pay the closing costs? Successfully navigating the maze of questions, 

regulations, and requirements ultimately leads to a mortgage closing. 

Through over ten years of experience, thousands of clients, hundreds 

of Realtor and builder transactions (time line constraint purchases), and, 

as a licensed loan originator in 9 states and the District of Columbia, I 

have developed a wealth of knowledge about regulations and 

requirements. My commitment to client service and caring about their 

home buying experience has driven my passion for the individual 

personal experience in the mortgage industry and how the regulations 

and requirements affect real people in real time. With this book I’m 
privileged and excited to share my knowledge and experience with you. 

After reading this book, you will have an understanding of the big 

corporations that loan money to homebuyers, what other options you 

have and how to navigate government regulations and requirements to 

your advantage. 

I feel that an educated consumer is my best customer and I am happy 

to share these mortgage tools and tips with you in the hopes that you 

educate yourself and find the best mortgage and the mortgage 

professional that is right for you. In addition, I want you to know what to 

expect, what to ask, and, who to ask to get the answers you want and to 

understand what those answers really mean. With each chapter I will 

guide you through the mortgage process, from choosing between 

different loan types, to understanding the difference between a Good 

Faith Estimate and an Itemized Fee Worksheet, to the necessity of 

submitting certain documents in a particular method, and finally how to 

enter Closing Day stress-free and knowing that you have gotten the 

mortgage that makes the most financial sense for your future. The goal is 

to help you get the best mortgage possible for your individual needs and 

get to closing on time, stress free! 

This book is for informational purposes. It is not intended to provide 

income tax advice, financial advice, or, credit counseling. It is not 

intended to approve or deny a mortgage application—it is a guide to help 



you have a clear understanding of the sometimes-cryptic mortgage 

market. The mortgage lending and credit environment are always 

changing. For the best and most current information ask your trusted 

licensed loan officer. In the meantime, here is everything you need to 

know about mortgages, that no one will take the time to explain to you. 

Enjoy! 

 



CHAPTER 1  

HOW TO APPLY THIS BOOK 

TO YOUR ADVANTAGE 

The best way to use this book is to read what interests you first and 

then start at the beginning and read it to the end. I set up this book to be 

the most useful road map through the steps in the mortgage loan process. 

I’ve arranged the chapters in a particular order; this order represents the 
sequence of becoming informed and taking actionable steps to obtaining 

the best mortgage when purchasing a home. If you are currently 

interested in refinancing, you’ve already been through some of these 
steps. 

For those of you that are about to embark on the journey of 

purchasing a home with a mortgage, the sequence of chapters and 

actionable steps in the process, may be different from what you have 

imagined. The next three chapters will provide you with a broad 

understanding of what is involved in getting a mortgage. Chapter 2 

explains the difference between pre-qualification and pre-approval. The 

advice in Chapter 2 is intended to help you understand why getting pre-

approved is the most stress-free way to shop for a home. 

Chapters 3 and 4 will help you understand the ins and outs of the 

mortgage industry and the people working in that industry. This 

knowledge will help you choose the best lender and the best people to 



include on your team. Without this information, how in the world does one 

make a sound choice? Every bank or mortgage company is going to want 

your business. These chapters will empower you to ask questions that will 

make these institutions and their staff answer questions beyond their 

phone scripts and advertising slogans. 

Once you have a good understanding of the mortgage industry, 

Chapter 5 provides an outline of the Four Keys to Qualifying for the Best 

Mortgage. In Chapter 5, I explain the Four Keys and how they work 

together to get you the best mortgage: a mortgage you can really afford, a 

mortgage you understand. In Chapters 6 through 9, I explain each of the 

Four Keys in great detail. These details will empower you to be an active 

voice during the loan application process; the details will provide you with 

the knowledge needed to be aware of each step in the process so that 

you can make sure each step is utilized and working to your advantage. 

In Chapter 10 I explain the Four Stages of the Mortgage Process— 

origination, processing, underwriting, and closing— all of the previous 

chapters are meant to prepare you for these four stages. What you have 

learned can make this process much easier and much less stressful than 

it is for those that go in just hoping someone is going to have their best 

interest in mind. I’ve been incredibly lucky to have started my career with 

and continue to work alongside processors and underwriters that are 

ethically committed to the client—but, but, but… I have heard the stories 

and examined the past transactions of people that unfortunately 

encountered individuals that have acted either with disregard or pure 

laziness when it comes to getting the best deal for the client. You have 

this book in your hands, so don’t let that happen to you! 

In Chapters 11 and 12, I’m going to walk you through the meat of the 
documents and fees that are going to come up in the Four Stages of the 

Mortgage Process. Again, this information will empower you and enable 

you to understand what your mortgage professionals are talking about 

and why they are talking about it. And, to ask them if they aren’t talking 
about these important things! 

Chapters 13 and 15 cover mortgage Loan Programs and the Loan 

Terms that will go along with the program you choose. Why are these 

chapters after all of the rest if I’m telling you to let things happen in this 
order? You definitely want to apply with your lender BEFORE deciding 

which loan program you are going to use. Your lender will tell you which 



programs you can qualify for and can answer questions about the 

different options available to you.  

Chapter 14—thank you to all service members and veterans—this 

chapter is for you! The absolute best mortgages available are reserved 

for those that are currently or have in the past served in the United States 

armed forces, and the spouses of service members and veterans. I have 

a vast amount of experience working on VA loans and I have taken 

special care in this chapter to share my knowledge and experience with 

you. I consider it a privilege to help those who serve us. Not a day goes 

by that I don’t look out my office window and know and appreciate that I 
am free because of our armed service men and women. There are many 

nuances that can be used to the advantage of the VA loan borrower. Not 

all lenders who can originate VA loans are empowered with the 

knowledge to get you the best VA loan. This chapter will open the door to 

those secrets. 

Chapter 16 explains something that blindsides many homebuyers— 

insurance. Do you know how many people didn’t know that if they put 
down just a few thousand more dollars they could have avoided tens of 

thousands of dollars in required mortgage insurance payments? 

I’ve included the information in chapters 17 and 18 because I know 

choosing the right lender isn’t the only confusing and overwhelming 

decision when it comes to deciding who to help you get the best home. 

These chapters provide you with pointers on choosing the best real estate 

agent and the best home inspector. And, these steps are much farther 

along in the process because I believe the process is much smoother if 

you get your loan pre-qualification or pre-approval before getting a real 

estate agent. If you get the real estate agent first and begin looking at 

homes as your first step in the home-buying process, you’re putting 
proverbial the retired hen before the egg. Becoming informed about the 

mortgage process is the twinkle in the hen’s eye; getting pre-qualified or 

pre-approved for your mortgage is the egg; searching for a home, getting 

an inspection, and writing a contract are the phases of the chicken’s life. 

Now that you have all of the best people working for you, Chapter 19 

prepares you to make the best deal with the seller of the home you want. 

Once you execute a sales contract, you are committed and in a legally 

binding contract— that means you are expected to perform. If something 

goes wrong, you stand to lose a lot of money. This is why you want to do 



all of the mortgage work long before you ever choose a home, and this is 

why you also want the best real estate agent and the best home inspector. 

Avoid the mistakes and tragedies of those that forgot to get informed 

before setting out to get a mortgage and buy a home. Since YOU have 

avoided those mistakes, you are on your way to closing day in Chapter 

20! 

Chapter 21 explains government involvement in the mortgage industry. 

Many of the things that seem really annoying are actually required by the 

government, and, most of these things are in place to protect you. 

Finally, I’ve dedicated Chapter 22 to those of you that feel a mortgage 

may be out of reach at this point, but want to be informed now and start 

taking steps towards qualifying for a mortgage in the future. Whether you 

are still in college and wanting to get ahead of the game to make the right 

choices now that will help you later, or, if you have recent bad credit and 

want to form a plan to inspire you towards regrouping and getting a 

mortgage later, I have some advice for you in this final chapter. 

Throughout the book we’ve included interviews with industry experts 

to help you gain additional perspective from different viewpoints. We’ve 
found great partners to give you discounts and free stuff that will help you 

save money as a homeowner. I have also included some fun and not so 

fun stories to keep you from boredom. After all, mortgage paperwork is 

not the most exciting way to spend your afternoon. I get it, and I do 

everything I can to try to make the experience as painless as possible by 

providing you with the tools you need to get the best mortgage for you. 

We’ve added charts and paperwork examples to make it easy for you to 
find out what you need, must know, and must ask your lender and your 

real estate agent. The checklists are helpful to get you up and running. If 

you get stuck along the way, or have any questions just shoot me an 

email (info@bestmortgagebook.com) and my team and I will be happy to 

help you. 

Again, thank you for reading my book. I hope you use this guide 

wisely and to your advantage. 

 



CHAPTER 2  



WHY GET PRE-APPROVED? 

What’s the difference between Pre-Qualification and Pre-Approval? 

The differences between pre-qualification and pre-approval may seem 

minor, but they can be huge when it comes to actually closing on your 

dream home. Watch out! Not all lenders offer the more thorough pre-

approval. If your lender only offers pre-qualification, or you choose to start 

with pre-qualification, make sure that you are as detailed as possible with 

the information that you supply. As you’ll read in the rest of this chapter, I 
strongly recommend that you at minimum pre-qualify. Get pre-approved if 

it’s an option! 

Pre-qualification is the process of determining what you may qualify to 

purchase with a home loan. You will be required to give your name, 

address, income, assets, and, credit history to your lender. The lender will 

pull your credit and based on the information given determines what, if 

any, loan programs you qualify to use in purchasing your new home. It is 

very basic and leaves lots of room for misinterpretation on the part of both 

parties. The challenge is that you may give the lender your gross income 

before tax deductions, basic asset information and unknowingly leave out 

critical information that may be key to your loan qualification. This is 

concerning because you may end up home shopping in the wrong sales 

price range, or, worse, may not actually be able to close on your dream 

home. 

Pre-approval is the thorough process of providing your name, address 

history, work history and income documents for the last two years, along 

with your asset statements. The lender is able to review the information 

and correctly calculate your income and debt-to-income ratio, and, review 

your funds available for down payment and reserves. It may not seem like 

a big difference, just more documents and a few more questions to 

answer. However, it can save you lots of disappointment and heartache 

during the loan process. It will also set you up for success when your loan 

process begins and help with processing your loan more quickly if your 

lender has the documents ahead of time. By providing the documents 

ahead of time, the lender can assess how your income will be calculated 



and make sure you can use the funds you have available. Once you 

supply documents for loan qualification, you will begin to see the 

differences in the way most borrowers look at their documents vs. the 

way lenders review the documents and underwrite to the loan 

requirements. 

Pre-Qualifying and Pre-Approval Make Home Shopping Much Easier 

You should get pre-qualified to find out what price range your dream 

house needs to be within according to your current financial budget. Pre-

qualifying allows you to find out exactly how much money a lender is 

willing to give you based on your income, assets, and other data. Having 

a pre-qualification will also give you confidence to make an offer when 

you find the right home. 

Finding out the exact dollar amount that you can get from a lender will 

allow you to focus on homes that you can buy, rather than waste time on 

homes that are well below or above your pre-qualification dollar number. 

What if you think you can buy a house for $400,000, but your lender says 

you only qualify for $250,000. That’s a big problem if you did not pre-

qualify before writing a sales contract, and, if you had your heart set on 

that specific property as your new home. If you write a sales contract that 

you are unable to follow through on, you could lose a lot of money. 

You don’t want a mortgage that is going to jeopardize your financial 
future because payments become overwhelming once you have moved 

into your home. Pre-qualifying can empower you and take the stress out 

of your home search— you’ll know which homes to consider and which 
homes to avoid. You can search for your dream home knowing that you 

are qualified for a mortgage that you can afford. Remember the questions 

to ask yourself when choosing a lender? Make sure you have chosen a 

licensed loan officer that is motivated to get you the best possible pre-

qualification based on as much information as possible. So, the three 

major reasons to get pre-qualified are to get all of the info on the table 

from the start, to prevent losing $1,000 or more because you paid fees 

and then found out you didn’t qualify, and, to get a full assessment since 
your adjusted gross income is not equal to your salary— definitely a big 

surprise for many people. You don’t want any of these three surprises! 

The less you give the lender, the more you hurt yourself 



If you go in thinking you are going to tell your lender how much money 

you make and how much you would like to borrow, and they are just 

going to give it to you, applying for a mortgage is going to be a big shock 

for you. Although such simplicity would be wonderful, unfortunately this is 

not how it works. A mortgage loan is a privilege that is earned through the 

establishment of good credit, ability to repay, collateral, and, many other 

factors we’ll talk about later. While it’s true you can walk into a car 
dealership and get approved for a car loan in as fast as 10 minutes, 

getting a mortgage loan requires a lot more information and takes more 

time. The tedious part is supplying information to your lender and having 

that information verified. You can tell your lender whatever you want, but 

the more accurate you are and the more honest and forthcoming you are, 

the better and faster the process for getting your mortgage. 

I have had people tell me all kinds of stories, good and bad. There is a 

small amount of consideration for extenuating circumstances, but the 

bottom line is always the numbers— your financial ability to repay the 

loan. When you pre-qualify, the lender is determining your financial ability 

to repay the loan based on a strict set of regulated guidelines. These 

guidelines include how much money you can show on paper (W2’s, 
1099’s, Federal Tax Returns), how much money you have in the bank, 

and, how much debt you are already obligated to pay back. By being 

open, honest and up front from the start regarding your income and credit, 

working with your lender as a partner puts you in the best position to 

actually close your loan. That’s your goal, right? 

Don’t waste $1,000 

But, before you close your loan, you need to find your dream home 

and write a sales contract on it. Once you have a fully executed sales 

contract (signed by all parties), you are off and running– and spending 

money. You will have time deadlines in your sales contract, such as home 

inspection, appraisal, loan application, loan approval, when your earnest 

money deposit (aka binder money) is up for grabs. These are real 

deadlines as you are in a written legal contract and expected to perform. 

If you do not perform, you can lose your earnest money deposit (aka 

binder, depending on what part of the country you are in). Not only is your 

money up for grabs, but you will also spend money to comply with the 

contract you have signed. 



Your real estate agent and lender should discuss these deadlines with 

you so you know what is expected and so that you are all on the same 

page. But if they don’t— remember, it is you who signed the contract and 

it is you who is ultimately responsible. Make sure to ask questions! Okay, 

so lets get back to the cold hard cash you will spend BEFORE you close 

on your new home. You should budget $750-$1000, depending on the 

amount of your loan and where you are located. The most expensive 

thing you will pay for out-of-pocket before closing is usually the appraisal. 

An appraisal usually runs about $350-$550, depending on the type of 

appraisal. The type of appraisal can vary depending on whether you are 

buying a primary residence or an investment property. Sales price can 

also affect the cost of the appraisal. If you are buying in the Jumbo range 

and applying for a larger loan amount, over $417,000, the appraisal will 

cost more. If you are applying for a mortgage (as opposed to paying cash 

for your new home) you will pay for the appraisal, but the lender actually 

owns it. Yes, this is money you pay so the lender can evaluate your 

property. Although you pay for the appraisal, the lender owns it— you 

read it correctly the first time. Kinda crazy, huh? Well, that’s the way it is. 
The good news is that you are entitled to a copy of it (usually per 

regulations you must be supplied a copy of your appraisal at least 3 days 

before closing, unless you have waived this right in writing). 

More good news, the appraisal is for your protection as well as the 

lender’s protection. The appraisal protects you from paying more than the 
home is actually worth, while also protecting the lender from loaning 

money on collateral (your new home) that’s not worth the sales price. You 

will pay for the appraisal regardless of whether or not you actually are 

approved for the loan and/or buy your new home. Plus, don’t you want to 
know that a professional has evaluated your property, comparable home 

sales, and that the home is worth what you are paying to buy it? Okay, 

thought so. 

You will also pay for a home inspection. Again, this is for your 

protection. A home inspection will cost you around $250-$400 depending 

on what’s included. Depending on the type of loan, the lender may or may 

not require a copy of your home and pest inspection. If you’re wondering 
about the differences between an appraisal and a home inspection, 

you’re in good company! I’ve explained the differences in Chapter 18, 

How to Choose a Home Inspector. 



A home inspection may not be required. If that’s the case, should you 
spend the money to have it inspected? YES! If you are not comfortable 

spending an average of $350 to find out if you will need to spend $7,500 

on a new roof in the next 4 years, then you may not be ready to be a 

homeowner. This is where an ounce of prevention can prevent a pound of 

pain. Lots of pain. Home inspections can alert you to problems with the 

home such as mold, Chinese drywall, sub par wiring, leaky roofs, missing 

insulation, water damage, broken pipes, faulty electrical panels and much 

more. 

Depending on the type of loan, you may also get a pest inspection. If 

you are getting a VA loan, a pest inspection is required and you are not 

allowed to pay for it; typically the seller will pay for it. Pest Inspections, 

aka WDO (wood destroying organisms) Report can let you know if there 

are wood destroying organisms such as termites, carpenter ants, etcetera 

present now, or if pests have been munching on your about-to-be-new 

home in the past and what damage has been done. Don’t you want to 
know if you’ve got bugs (gross!) in your new house before you decide to 
buy it? Some inspectors are qualified to do both a home inspection and a 

pest inspection, so some will give you a combo deal. Choose a licensed 

home inspector wisely. I hear horror stories of home inspectors that also 

have construction companies and use the inspections to funnel business 

to themselves. This is NOT always the case, but buyer beware. 

To sum it up, getting pre-approved with a good lender that has a great 

success-closing ratio (see our checklist at the end of Chapter 4-Questions 

to Ask When Selecting a Lender) can save you up to $1,000 in lost fees. 

Even if you think that you know what you can afford, it’s always better to 

get pre-approved with a lender in order to have this verified—before you 

write a sales contract, rather than after writing a contract when your 

money is already at risk. To confirm your buying power, research a lender 

or go to closein30days.com to apply now. CloseIn30Days.com is my 

educational mortgage portal. 

☑  

3 MONUMENTAL MORTGAGE 

MONEY MISTAKES TO AVOID 



☐  

 Not getting pre-approved 

☐  

 Not understanding your loan options 

☐  

 Not planning/asking the right questions 

Not Getting Pre-approved 

This can easily cost you $1000 right off the bat. Ugh! Not fun for your 

wallet. Lets say that you go home-shopping and make an offer on a new 

home and you are pre-qualified, but not pre-approved. If the lender 

calculates your income differently than you did during the pre-qualification 

process, you may not be on the same page when it comes to actually 

closing the loan. Watch out! That puts your earnest money deposit (aka 

binder) in jeopardy and can cost you home inspection and appraisal fees. 

Appraisal, home, and pest inspections can easily total $750-$1,000. 

Not Understanding Your Loan Options 

What down payment options do you have? Will a small difference in 

down payment equate to saving, or paying, tens of thousands in monthly 

mortgage insurance? What about property type and foreclosure 

properties? There are certain loans that are for those properties and 

certain loans that are not for foreclosures and condos. What if you made 

an offer on a HomePath (Fannie Mae Owned) property, but your lender 

didn’t offer that type of loan? What will that cost you? Higher down 

payment, unnecessary appraisal costs, and, possibly higher mortgage 

insurance; again this can be $1,000s that you don’t have to spend! See 
Chapter 13 for a full discussion on Loan Programs, and Chapter 15 for a 

full discussion on Loan Terms. 

Not Planning/Asking the Right Questions 

How much seller credit can you receive for which loan types? What? 

Yes, certain loans allow for maximum seller help for your purchase. For 

example, FHA allows for 6% seller help, while a conventional loan allows 

for 3% for a primary residence and only 2% for an investment property. 

These are important discussions to have with your lender before your real 



estate agent writes up your contract offer to the seller. Let’s say you could 
have gotten 6%, but didn’t know and you left $1,000’s on the table and 
then used your money instead of the seller’s? Bummer! 

 

 



CHAPTER 3  

WHAT IS A MORTGAGE?  

A mortgage is basically a loan to buy a house. When you apply for a 

mortgage, you are asking someone else to give you money to buy a 

home. What are the reasons you would ask someone else to give you 

money to buy a house? Maybe because you don’t have your own money 
to pay cash for the property; maybe because you want to leverage the 

cash you do have by keeping it in your bank account; maybe you want to 

use the money for something else; maybe because you want an income 

tax deduction. Whatever your reason, this book is designed to help you 

navigate a system of regulations and requirements that has drastically 

changed in the past few years. 

“Mort” in mortgage comes from the Latin and Old French “death.” In 
Old French, “gage” is pledge. In the U.S. we are privileged to have 30-

year mortgage terms; quite a long time. But, don’t panic, most people sell 
or refinance every 4 years, not 30. And, life expectancies have changed 

quite a bit over the centuries! A 30-year mortgage could lead you to 

paying off your home long before retirement, especially if you pay a little 

extra each month to pay off your principal early. 

Choosing to Get a Mortgage 

Once you have decided that you want to purchase a home by getting 

a mortgage, the process is very easy if you are working with a lender that 



is working for you, with your best interests in mind. If you have picked up 

this mortgage guide, you have decided that you are ready to get a 

mortgage, that you would like to learn how to get ready for a mortgage, or 

would like to develop a timeline for getting a mortgage. 

Why They “Give” You Money 

Why would a lending institution give you money to buy a house? They 

think you are a good credit risk. What does that mean? They think you 

are going to pay them back the money. And, in the unlikely event that you 

do not make your mortgage payments, they believe that the home you 

have chosen is a secure investment to back the funds they have given 

you. The government now provides oversight and regulation of credit risk 

decisions made by lending institutions. The criteria on which the lenders 

base their decisions consists of pages and pages of details, such as debt-

to-income ratio, credit score, court judgments, income, assets, loan-to-

value, type of dwelling, length of the loan— just to name a few. There’s 
also payment shock, down payment, sales price and type of loan 

(conventional, VA, FHA, USDA). Let’s be clear, though. The lender is not 

“giving” you anything. The lender is loaning you money, backed by real 
estate collateral. 

Getting the Money for Your Home 

What do you have to give the lending institution to get them to loan 

you money to buy a house? Holy cow— you have to give them a ton of 

documents! And, you need to give them exactly what they ask for— no 

more, no less, and, in the form they need it. The lending institution will 

also make sure that the home you choose is a sound investment 

according to their underwriting standards, which will require different 

types of inspections based on the mortgage type you choose. 

In Chapter 9, I will help you understand how the type of property you 

choose can affect your mortgage, and, in Chapter 11, I will outline the 

best way to submit documents, which documents are a must and how to 

find them— and how to do this in a way that will not delay the mortgage 

application process. 

What You’ll Be Paying Back 

Once you’ve purchased a home with a mortgage, you’ll be making a 



payment every month until your mortgage is paid off. It’s not just the loan 
you’ll be paying for every month. Your mortgage payment may include 
other required payments associated with buying a home. Four categories 

comprise your monthly payment: principal (the loan amount); interest (the 

cost of getting a loan); taxes (on the property for which you’ve gotten the 
loan); and, insurance (for the property and/or the mortgage itself). These 

four categories are referred to as the PITI. Every month you will make 

one payment that includes PITI. You’ll get more detail about PITI in 
Chapter 7. 

The Future of Your Loan 

Who will service your loan? Wait, what in the world is “service your 
loan”? The loan servicer is the institution that collects your monthly 
payments. The servicer may also hold and distribute your escrows 

(usually homeowners insurance and property taxes).  The loan servicer 

may or may not be the same company that originated your mortgage and 

helped you buy your dream home. 

Who will you communicate with after you have closed on your house? 

You will usually communicate with your loan servicer, but, a good 

mortgage banker is always happy to help you. Who can help you with 

future questions during the years you are making payments on your 

mortgage? Usually your loan servicer will be available to answer 

questions during your payment years. But, again, a good mortgage 

banker is always happy to help you, long after closing day. 

MAKING SENSE OF THE JARGON 

Escrow 

Collected at the time of closing, these are the funds that the 

mortgagee (lender) holds for you to make payments on your behalf. 

These funds are for property taxes and homeowners insurance. The 

mortgagee pays these bills annually, on your behalf. Usually, the lender 

will require an insurance payment for the coming year at closing, then 

money for insurance is collected every month as part of your mortgage 

payment. The lender sets aside this money to make your insurance and 

property tax payments when they are due annually. 

Some loans allow you to choose not to escrow property taxes and 



homeowners insurance; in that case, you are responsible to make these 

payments yourself. In addition, if your loan allows you the option not to 

escrow, there is usually an additional fee. That fee can be paid on the 

HUD-1 (see Chapter 20 for more details) at the time of closing, or, it can 

result in a slightly higher interest rate. The reason the lenders charge a 

fee for you to assume responsibility for your own bill payment is because 

nonpayment of property taxes can result in a lien against the property, 

jeopardizing the lender’s ability to collect repayment in the event of 
default (if you stop making your mortgage payment). Not paying 

homeowners insurance through escrow also puts the lender at risk. If you 

assume responsibility to make homeowners insurance payments, but 

then don’t or fall behind, the lender and you both are at risk should 
something happen to your home. This demonstrates that all pricing (fees 

and interest rates) is risk-based. The higher the risk, the higher the price. 

Payment Shock 

The percentage of increase (difference) in your current rent or 

mortgage payment in comparison to the payment amount for the 

mortgage for which you are applying. For example, if you are currently 

paying $1,000 in rent, and the house you want to buy would require a 

$2,000 mortgage payment, the payment shock would be 100 percent. 

That payment shock number will be reviewed by the underwriter and 

would be a cause for concern. If you would be going from a $2500 rent 

payment to a $2000 mortgage payment, the underwriter would view that 

as a positive payment change. Payment shock is a risk level measured by 

the lender during the underwriting process. 

Payoff Amount 

Usually related to refinancing a home, this is the amount due on the 

current loan or loans (if you have a second mortgage). If you are 

refinancing, your new loan pays off the old loan or loans based on the 

current point of repayment in your amortization schedule. If you are 

selling your home, the payoff amount is the amount due to the lender to 

release your home (the collateral for the loan). 

Property Tax Changes 

The annual amount due for property tax can change based on the 

value of your home as assessed by your local property tax assessor. If 



your state allows you to homestead, there may be certain deductions or 

credits that you can apply for to reduce the amount of property taxes that 

you pay. Homesteading may also dictate the number of times per year 

that your property taxes are due— biannually or annually. Homesteading 

may also allow for a cap on the amount of property tax you must pay. 

Homestead qualifications and privileges vary by the state you live in. Be 

sure to ask your lender and real estate agent where to learn more about 

homesteading. It’s usually free and is a benefit to you as a homeowner. 
However, homesteading is not an option in some states; it is a tax relief 

and or home protection program that some states use to benefit the 

homeowner and tax paying citizens. 

If you are escrowing your property taxes and there is a change in your 

property tax amount due after closing, the lender will usually give you 

choices on how to make up the difference if your taxes are higher. For 

example, if your annual property tax rises from $4,000 to $5,000, the 

lender may allow you to either write a check for $1,000, or, increase your 

monthly escrow to cover the increase. This would increase your mortgage 

payment, but, you would not have to make the lump sum payment of 

$1,000. This is an example of how mortgage payments can change over 

time even if you have a fixed interest rate. If your property tax decreases, 

the loan servicer must refund you the difference in the amount of property 

tax due above and beyond the 5-month cushion and the amount they 

collected from you through the monthly escrow. 

Homeowners Insurance Changes 

Much the same as property tax changes, when your homeowners 
insurance payments change, the difference must be settled with your 
lender either by writing a check or changing your monthly escrow amount. 
Unlike property taxes, you can actually shop your insurance. If your 
insurance payments are raised, you may be able to get a better rate from 
a different company. When FEMA updates their flood hazard maps, some 
homeowners suddenly find themselves in a flood zone. For those still 
holding a mortgage on their homes, either a large lump sum is due 
because of the insurance requirements, or their monthly escrow 
increases. When flood insurance is not required, it is much less 
expensive to add that protection to your homeowners insurance package 
than when flood  insurance is required. Copyright © Maria Elysia Stobbe 




