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When we educate people on
the housing market, it’s important
to start from square one. Yes, the
home-buying process has many
rules, laws and complexities, but
people also need to understand the
phrases and terms that you and I
take for granted.

How do I know? In Febru-
ary, USA TODAY reported many
millennials don’t enter the housing
market because they’re intimidated
by all the confusing terminology.
From the article: “After putting
away enough savings, the biggest
hurdle for millennial buyers may be
the learning curve that comes with
understanding the process...”

As a lender who specializes
in loans for millennials and other
first-time homebuyers, I often de-
fine critical terms for young adults.
I hope you find the list below use-
ful for your own clients—no matter
their age.

Mortgage payment: Monthly
amount which includes principal
and interest payments based on
terms of the loan, interest rate and
loan amount as well as real estate
taxes and insurance (ex: homeown-
ers and flood).

Escrow: An account to pay for
taxes and insurance on the home
when they come due. The funds
for the account come from your
monthly mortgage payment, and the
lender makes the payments on your
behalf.

Pre-paids: Funds for both
property taxes and hazard insurance
for an escrow account, so when the

funds come due they can be paid on
behalf of the borrower. The funds
are typically collected at the closing
table. Pre-paids also include daily in-
terest incurred based on the day the
loan closes in the month.

USA TODAY reported
many millennials
don’t enter the
housing market
because they're

intimidated by
all the confusing
terminology.

Closing costs: Other fees and
costs associated with obtaining the
loan and purchasing real estate not
included in the sale price. Fees in-
clude city and state tax recording
costs, appraisal, title company/at-
torney fees and lender costs (ex:
origination and administration fees).

Down payment: The first cash
payment on the real estate transac-
tion and your vested funds in the
transaction. Every loan program
has a different down payment re-
quirement, which ranges from 0 to
20 percent of the sales price.

Mortgage insurance: Insures
the lender for any losses suffered if

the borrower defaults on the pay-

ment. They are typically included

in a monthly mortgage payment.

There are two types of mortgage

insurance, and the one you need de-

pends on the loan type:

e Private Mortgage Insurance or
PMI (conventional loans): The
lender may cancel the PMI when
LTV (loan to value) reaches 78
percent (or 22 percent equity
in the property). Loan to value
means the amount borrowed in
proportion to the current market
value (based on appraisal) of the
property.

* Mortgage Insurance Premium or
MIP (FHA loans): As of January
26, 2014, all FHA loans have a
0.85 percent (of the loan amount)
monthly mortgage insurance. Un-
like conventional loans, MIP re-
mains for the life of the loan.

To cancel the premium, the
borrower typically has to refinance
the loan and have 20 percent equity
in the property.

To recap: PMI can be canceled
with enough equity in the home.
MIP remains for the life of the loan
regardless of equity.

Keep these definitions handy,
and share them with your clients.

Remember: Education starts
with the basics! ~
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