
Basic Home Loan Products 

Adjustable Rate Mortgage (ARM): A 

mortgage program in which the interest rate 

and the monthly payment are adjusted at 

regular intervals according to the changes in 

national interest rates. 

Balloon Mortgage: A mortgage which is 

payable in full after a period that is shorter 

than the term. They are riskier than ARMs 

because there is no limit on the extent of a 

rate increase at the end of the balloon      

period. 

Conventional Loan: A home mortgage that 

is not insured by a government program. 

These types of loans generally require a 

substantial down payment. 

Fixed Rate Mortgage: A home loan       

program where the interest rate does not 

vary throughout the life of the loan. 

30YR fixed/ 15YR fixed: A loan that has 

the same monthly amount due for 30 or 15 

years. 

Seller Financing: When a home owner 

agrees to take monthly payments from the 

purchaser in lieu of a bank loan.  

Government Insurers: (FHA,USDA,VA): 

These are not actual loans. This is the       

government agency that insures/guarantees 

them. 

Federal Housing Administration (FHA): 

Less stringent than a conventional loan and 

only requires a 3.5% down payment. 

United States Department of Agriculture 

(USDA): for homes in ‘rural’ areas that  

required no money down. 

Department of Veteran Affairs (VA): 

American veterans and their surviving 

spouses that require no down payment. 

Fannie Mae (Federal National Mortgage 

Association) & Freddie Mac (Federal 

Home Loan Mortgage Corporation) Public 

government sponsored corporations that buy 

and sell loans from lenders on the             

secondary market.  

 

Escrow is an account used in real estate to handle money in       
transition.  An escrow account is controlled by a third party to     

disperse funds when terms of a contract are met. Escrow is used 
during the home closing process and after.   

While you are waiting to close on a home, all moneys (closing 
costs, home repair money, earnest money) and necessary           

documents are held by an ‘escrow agent’ until everything on the 
purchase contract if finalized.  During  closing the escrow agent 
(who is often times also the closing attorney) will disperse the 

funds being held in escrow to their rightful places per the terms of 
the contract.   

After you close on a home, your mortgage lender will probably    
require an escrow account to be set up for your property taxes & 
homeowners insurance payments. Your total mortgage payment 

amount will include the money that gets deposited into the escrow 
account to cover those payments.  The funds are dispersed from 

escrow by your lender when needed. This method not only ensures 
that your payments are made on time, it also benefits you by 

spreading out tax and insurance expenses into smaller payments.   

What is Escrow? 
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“A safari /se’fa;ri/ is a trip to sightsee and photograph wildlife.”  This home loan 

safari aims to highlight some of the major home financing practices and trek 

through basic loan products. 

Discount Points  

What are discount points?  A discount point is a sum of money that borrowers 

can use to purchase a lower interest rate on their home loan. The easiest way of thinking 

about discount points is that they are pre-paid loan interest.  You are essentially buying a 

lower interest rate at the beginning of your loan, so they are also often referred to as ‘buy

-down points.” 

How are they calculated? One discount point is equal to 1% of the borrowed 

amount.  Assuming that a loan is $200,000, one discount point would be $2000 and .25 

discount points would be $500.   

As a rule of thumb, paying one discount point will reduce your mortgage rate by .25%. 

However, paying 2 discount points will not reduce your mortgage by .50% (or 3 by .75% 

and so on).  Exactly how much the interest rate on your loan will drop (when using more 

than one discount point) will vary by bank, time of year and projected volume that loan 

may be “sold” for. Talk to your loan officer about these rates. 

Discount Point Pros: 

 Paying points will give you a slight monthly 
savings, and in the long run the savings on 
interest adds up to thousands.   

 Because mortgage interest is tax deductible 
and discount points are inherently interest, 
they too can be 100% tax deductible in      
conjunction with a home purchase.  

 Some employers offer to pay some discount 
points as an employee incentive. 

 Discount points can be negotiated into the 
contract as a seller concession. 

Discount Point Cons: 

 If you are planning to move within a few 
years, paying discount points may not be a 
wise investment of your money. 

 

Ernest Money 

The word ‘earnest’ means sincere or serious and earnest money is just that; it is ‘good faith      

money’ that you are putting in a serious offer to see this contract of sale through to fruition.       

Basically you’re showing the home sellers you are ready, willing and able to buy their house. 

Once you give the earnest money to your Realtor®, it is held in an “escrow” account until closing; 

when that amount is usually applied to the down payment of the home or closing costs.  During 

this waiting period, the earnest money is in limbo.  Technically, it neither belongs to you, the bank 

or the seller and that is why a third party handles it. 

In our market, the earnest money amount can be anywhere from $100 to 5% of the price of the 

property. Be careful you do not include more money than recommended in your earnest money 

check. If something should happen and the home is unable to be sold, the earnest money is usually       

returned to you.  However, if you should breach the sales contract, suddenly decide not to buy the 

home or there is a clause in the contract, this money may be forfeited to the sellers to compensate 

for time and money lost.   

Why Include Ernest Money? 

 It lets the seller know that you 

don’t have several offers on homes 

around town, intending to ‘cherry 

pick’ the one that you like best.   

 Perhaps there are several similar 

offers being presented on this 

home and your “genuine intention” 

to purchase this property might 

sway the sellers to accept your 

offer instead of another.   

 It also shows the seller that you 

have the funds readily available to 

pay for closing costs and other fees. 


