Financial Terms Glossary
Definitions of Terms to Help You Better Understand 
&  Navigate Your  Mortgage, Credit, and Finances

Adjustable Rate Mortgage (ARM):  A mortgage in which the interest rate is adjusted periodically based on a preselected index. This product generally comes with a lower initial interest rate than 30 year fixed products. 

Amortization:  Means loan payment by equal periodic payments calculated to pay off the debt at the end of a fixed period, including accrued interest on the outstanding balance. Most loans are amortized over 30, 20 or 15 years.

Annual Percentage Rate (APR):  An interest rate reflecting the cost of a mortgage as a yearly rate. This rate is likely to be higher than the stated note rate or advertised rate on the mortgage, because it takes into account points and other credit costs.
Appraisal:  An estimate of the value of property, made by a state certified professional called an 'appraiser'.

Asset:  An item with economic value that an individual or organization owns, such as stocks, real estate, personal property, and business equipment.
Asset-Based Loan:  An asset-based loan is a loan, often for a short term, secured by a company's assets. Real estate, accounts receivable (A/R), inventory, and equipment are typical assets used to back the loan. The loan may be backed by a single category of assets or some combination of assets, for instance, a combination of A/R and equipment.

Balloon (Payment) Mortgage:  Usually a short-term fixed-rate loan that involves small payments for a certain period of time and one large payment for the remaining amount of the principal at a time specified in the contract.

Bankruptcy:  A state of being legally released from the obligation to repay some or all debt in exchange for the forced loss of certain assets. A court’s determination of personal bankruptcy remains in a consumer’s credit record for 10 years.

Bank:  A state or federally chartered for-profit financial institution that offers commercial and consumer loans and other financial services.

Beneficiary:  A person or organization named to receive assets after an individual’s death.

Broker:  An individual in the business of assisting in arranging funding or negotiating contracts for a client but who does not loan the money himself. Brokers usually charge a fee or receive a commission for their services
Cash flow statement:  A summary of receipts and payments for a given period, helpful when preparing a budget; also known as an income and expense statement.

Closed-end credit:  A specific-purpose loan requiring repayment with interest and any  other finance charges by a specific date. Examples include most mortgages or auto loans. 

Closing:  The meeting between the buyer, seller and lender or their agents where the property and funds legally change hands.  Also called settlement meeting.

Closing Costs:  The costs associated with procuring and funding a mortgage loan. These may include one or all of the following: an origination fee, discount points, appraisal fee, title search and insurance, survey, taxes, deed recording fee, credit report charge and other miscellaneous costs. Closing costs usually are about 3 percent to 5 percent of the mortgage amount.

Collateral:  Property that a borrower promises to give up to a lender in case of default.

Collection agency:  A business that specializes in obtaining payments from debtors who have defaulted on their loans.

Compounding:  Calculating interest on both principal and previously earned interest.

Construction Loan:  A short term interim loan for financing the cost of construction. The lender advances funds to the builder at periodic intervals as the work progresses.

Contract:  A legally binding agreement between two or more parties.

Conventional Loan:  A mortgage underwritten using guidelines provided by either FannieMae or FreddieMac.  Usually less than $240,000.  A loan not associated with the FHA

Credit:  An agreement to provide goods, services, or money in exchange for future payments with interest by a specific c date or according to a specific c schedule.  The use of someone else’s money for a fee. (See Open-end credit, Closed-end credit, and Easy-access credit.)

Credit Card:  A plastic card that authorizes the delivery of goods and services in exchange for future payment with interest, according to a specific c schedule.

Credit report:  An official record of a borrower’s credit history, including such information as the amount and type of credit used, outstanding balances, and any delinquencies, bankruptcies, or tax liens.

Credit score:  A statistical measure of a loan applicant’s creditworthiness, which is the likelihood of repayment

Debit card:  A plastic card that provides access to electronic funds transfer (EFT) from an automated teller machine (ATM) or a point-of-sale (POS) terminal.

Debt:  Something owed, usually measured in dollars.

Deductible:  The dollar amount or percentage of a loss that is not insured, as specified in an insurance policy.

Default:  The failure to meet a financial obligation or agreement.

Delinquency:  Failure to make payments on time. This can lead to foreclosure

Discount Points:  Prepaid interest assessed at closing by the lender. Each point is equal to 1 percent of the loan amount (e.g. one point on a $100,000 mortgage would cost $1,000)

Disposable income:  Gross pay minus deductions for taxes.

Dividends:  Earnings from corporate stock or credit union share accounts.

Down Payment:  The borrowers’ initial equity investment in the home. Or money paid to make up the difference between the purchase price and mortgage amount. Down payments generally vary from 3 percent to 50 percent of the sales price.

Earnest Money:  Money given by a buyer to a seller as part of the purchase price to bind a transaction or assure payment.

Electronic Funds Transfer (EFT):  The shifting of money from one financial institution account to another without the physical movement of cash.

Equal Credit Opportunity Act:  A federal law that forbids lenders from discriminating against loan applicants on the basis of gender, race, marital status, religion, national origin, age, or receipt of public assistance.

Equity:  Stock ownership in a corporation.

Escrow:  Escrow refers to an account held by the lender into which the homebuyer pays money for tax or insurance payments.

Estate:  The assets and debts that a person leaves at death.

Federal Home Loan Mortgage Corporation (FHLMC):  Also called Freddie Mac, is a quasi-governmental agency that purchases conventional mortgages from insured depository institutions and HUD-approved mortgage bankers.
Federal Housing Administration (FHA):  A division of the Department of Housing and Urban Development. Its main activity is the insuring of residential mortgage loans made by private lenders. FHA also sets standard for underwriting mortgages.

Federal National Mortgage Association (FNMA):  Also known as Fannie Mae. A tax-paying corporation created by Congress that purchases and sells conventional residential mortgages as well as those insured by FHA or guaranteed by VA. This institution, which provides funds for one in seven mortgages, makes mortgage money more available and more affordable

FHA Loan:  A loan insured by the Federal Housing Administration open to all qualified home purchasers. While there are limits to the size of FHA loans, they are generous enough to handle moderate-priced homes almost anywhere in the country.

FHA Mortgage Insurance:  Requires a small fee (up to 3 percent of the loan amount) paid at closing or a portion of this fee added to each monthly payment of an FHA loan to insure the loan with FHA. On a 9.5 percent $75,000 30-year fixed-rate FHA loan, this fee would amount t o either $2,250 at closing or an extra $31 a month for the life of the loan. In addition, FHA mortgage insurance requires an annual fee of 0.5 percent of the current loan amount, the more years the fee must be paid

FICA:  Federal Insurance Contributions Act. (See Social Security.)

Finance charge:  The total dollar amount paid for credit. Example: A $100 loan repaid with $9 interest plus a $1 service fee has a finance charge of $10.

Financial plan:  A report that identifies a person’s financial goals, needs, and expected future earning, saving, investing, insurance, and debt management activities; it typically includes a statement of net worth.

Fixed-Rate Mortgage:  A mortgage on which the interest rate is set for the term of the loan.

Foreclosure:  A legal procedure in which property securing debt is sold by the lender to pay a defaulting borrower's debt.  Government National Mortgage Association (GNMA).  Also known as Ginnie Mae. Provides sources of funds for residential mortgages, insured or guaranteed by FHA or VA.
Fraud:  Intentional and illegal deception, misrepresentation, or concealment of information for monetary gain.

Garnishment:  A court-sanctioned procedure that sets aside a portion of an employee’s wages to pay a financial obligation.

Grace period:  A time during which a borrower can pay the full balance of credit due and not incur finance charges or pay an insurance premium without penalty.

Gross Monthly Income:  The total amount the borrower earns per month, before any expenses are deducted.

Gross pay:  Wages or salary before deductions for taxes and other purposes.

Identity theft:  The crime of using another person’s name, credit or debit card number, Social Security number, or another piece of personal information to commit fraud.

Impulse buying:  Purchasing goods or services without considering needs, goals, or consequences.

Index:  A published interest rate against which lenders measure the difference between the current interest rate on an adjustable rate mortgage and that earned by other investments (such as one- three-, and five-year U.S. Treasury Security yields), which is then used to adjust the interest rate on an adjustable mortgage up or down.

Inflation:  An overall rise in the price of goods and services; the opposite of the less common deflation.

Insurance:  A risk management tool that protects an individual from specific phi financial losses under specific terms and premium payments, as described in a written policy document. Major types include:

· Auto – Provides liability and property damage coverage under specific circumstances.

· Disability – Replaces a portion of income lost when a person cannot work because of illness or injury.

· Health – Covers specific c medical costs associated with illness, injury, and disability.

· Homeowners – Provides property damage and liability coverage under specific 
circumstances.

· Liability – Protects the insured party from others’ claims of loss due to the insureds
alleged or actual negligence or improper actions.

· Life – Protects dependents from loss of income, debt-repayment, and other expenses after the death of the insured party.

· Long-term care – Covers specific costs of custodial care in a nursing facility or at home.

· Renters – Protects from losses due to damage to the contents of a dwelling rather than the dwelling itself.

Interest:    1. Cost of borrowing money.   2. Earnings from lending money.

Interest income:  Money that financial institutions, governments, or corporations pay for the use of investors’ money.

Investing:  Purchasing securities such as stocks, bonds, and mutual funds with the goal of increasing wealth over time, but with the risk of loss.

Jumbo Loan:  A loan which is larger (more than $240,000) than the limits set by the Federal National Mortgage Association and the Federal Home Loan Mortgage Corporation. Because jumbo loans cannot be funded by these two agencies, they usually carry a higher interest rate
Lease:  A written contract specifying the terms for the use of an asset and the legal responsibilities of both parties to the agreement, such as a landlord and tenant.

Liability:  An actual or potential financial obligation.

Lien:  A claim upon a piece of property for the payment or satisfaction of a debt or obligation.

Liquidity:  The quality of an asset that permits it to be converted quickly into cash without loss of value. For example, a mutual fund is more liquid than real estate.

Loan Commitment:  An agreement, often in writing, between a lender and a borrower to loan money at a future date subject to the completion of paperwork or compliance with stated conditions.

Loan-To-Value Ratio:  The relationship between the amount of the mortgage loan and the appraised value of the property expressed as a percentage.

Margin:  The amount a lender adds to the index on an adjustable rate mortgage to establish the adjusted interest rate.

Market Value:  The highest price that a buyer would pay and the lowest price a seller would accept on a property. Market value may be different from the price a property could actually be sold for at a given time

Mortgage:  A long-term loan to buy real estate, that is, land and the structures on it.

Mortgage Insurance:  Money paid to insure the mortgage when the down payment is less than 20 percent.

Net worth:  A measure of a person’s financial condition at a given time, equal to what that person owns (assets) minus what that person owes (liabilities).

Open-end credit:  An agreement with a phi financial institution that gives a borrower the use of money up to a specified limit for an indefinite time as long as repayment of the outstanding balance and finance charge proceeds on schedule; also known as revolving credit or a revolving line of credit. A credit card is an example.

Origination Fee:  The fee charged by a lender to prepare loan documents, make credit checks, inspect and sometimes appraise a property; usually computed as a percentage of face value of the loan.

Payday loan:  An easy-access credit business that makes high interest loans for the period of the borrower’s pay cycle. This practice is illegal in some states.

Payment method:  The means of settling a financial obligation, such as by cash, check, credit card, debit card, smart card, or stored value card.

Payroll deduction:  An amount an employer withholds from a paycheck. Mandatory deductions include various taxes. Voluntary deductions include loan payments, charitable contributions, and direct deposits into financial institution accounts.

Personal finance:  The principles and methods that individuals use to acquire and manage income and assets.

PITI:  Principal, interest, taxes, and insurance.  Also called monthly housing expense.

Point of sale (POS):  The location where a transaction occurs. POS software can track sales, inventory, and customer information

Portfolio:  A collection of securities—such as stocks, bonds, mutual funds, and real estate—that an individual investor owns.

Power of Attorney:  A legal document authorizing one person to act on behalf of another.

Prepaids:  Expenses necessary to create an escrow account or to adjust the seller's existing escrow account.  Can include taxes, hazard insurance, private mortgage insurance and special assessments.

Prepayment:  A privilege in a mortgage permitting the borrower to make payments in advance of their due date.

Prepayment Penalty:  Money charged for an early repayment of debt. Prepayment penalties are allowed in some form (but not necessarily imposed) in 36 states and the District of Columbia.

Principal:  1. An amount of money originally invested, excluding any interest or dividends.
                       2. An amount borrowed, or an outstanding loan balance.

Private Mortgage Insurance (PMI):  In the event that you do not have a 20 percent down payment, lenders will allow a smaller down payment-as low as 5 percent in some cases. With the smaller down payment loans, however, borrowers are usually required to carry private mortgage insurance.

Profit:  The positive difference between total revenue and total expenses of a business or investment.

Prospectus:  A legal document that provides detailed information about mutual funds, stocks, bonds, and other investments offered for sale, as required by the Securities and Exchange Commission.

Ratio:  The ratio, expressed as a percentage,  that results when a borrower's monthly payment obligation on long-term debts is divided by his or her gross monthly income (Conventional loans).

Recording Fees:  Money paid to the lender for recording a home sale with the local authorities, thereby making it part of the public records.

Rent:  A periodic fee for the use of property.
REO:  (Real Estate Owned)  Property which is in the possession of a lender as a result of foreclosure or forfeiture.
Repossession (Repo):  Confiscation of collateral, often without notice, if a borrower defaults on a loan.
Rescission:  The cancellation of a contract. With respect to mortgage refinancing, the law that gives the homeowner three days to cancel a contract in some cases once it is signed if the transaction uses equity in the home as security.

Savings account:  A financial institution deposit account that pays interest and allows withdrawals.

Savings bond:  A document representing a loan of more than one year to the U.S. government, to be repaid, with interest on a specified date.

Security:  1. A legal agreement that records a debt or equity obligation from a corporation, government, or other organization. Examples include stocks and bonds. 
                     2. Collateral for a loan.

Servicing:  All the steps and operations a lender perform to keep a loan in good standing, such as collection of payments, payment of taxes, insurance, property inspections, and the like.
Short Sale:  A short sale is a sale of real estate in which the sale proceeds fall short of the     balance owed on the property's loan.  It often occurs when a borrower cannot pay the mortgage loan on their property, but the lender decides that selling the property at a moderate loss is better than pressing the borrower. Both parties consent to the short sale process, because it allows them to avoid foreclosure, which involves hefty fees for the bank and poorer credit report outcomes for the borrowers. This agreement, however, does not necessarily release the borrower from the obligation to pay the remaining balance of the loan, known as the deficiency. 

Simple interest:  Interest calculated periodically on loan principal or investment principal only, not on previously earned interest.

Social Security:  A federal government program that provides retirement, survivor’s, and disability benefits, funded by a tax on income, which appears on workers’ pay stubs as a deduction labeled FICA (for Federal Insurance Contributions Act, the enabling legislation).

Standard of living:  The overall degree of comfort of an individual, household, or population, as measured by the amount of goods and services its members consume.

Stock:  An investment that represents shares of ownership of the assets and earnings of a corporation.

Survey:  A measurement of land, prepared by a registered land surveyor, showing the location of the land with reference to known points, its dimensions, and the location and dimensions of any building.

Take-home pay:  Gross wage or salary, plus bonuses, minus deductions such as for taxes, health care premiums, and retirement savings.

Tax:  A government fee on business and individual income, activities, or products.

Tax credit:  An amount that a taxpayer who meets certain criteria can subtract from tax owed. Examples include a credit for earned income below a certain limit and for qualified post-secondary school expenses. (See Tax deduction and Tax exemption.)

Tax deduction:  An expense that a taxpayer can subtract from taxable income. Examples include deductions for home mortgage interest and for charitable gifts. (See Tax credit and Tax exemption.)

Tax deferral:  The feature of an investment in which taxes due on principal and/or earnings are postponed until funds are withdrawn, often at retirement.

Tax exemption:  Earnings, such as interest from municipal bonds, that are free of certain taxes. (See Tax credit and Tax deduction.)

Tip:  An amount paid for a service beyond what’s required, usually to express satisfaction; also known as a gratuity.

Title:  A document that gives evidence of an individual's ownership of property.

Title loan:  A high-cost, short-term loan that uses the borrower’s automobile as collateral.

Title Insurance:  A policy, usually issued by a title insurance company, that insures a home buyer against errors in the title search. The cost of the policy is usually a function of the value of the property, and is often borne by the purchaser and/or seller.

Title Search:  An examination of municipal records to determine the legal ownership of property.  Usually performed by a title company.

Trust:  A legal arrangement through which a trustor manages a trustee’s assets for the good of one or more beneficiaries.

Truth in Lending Act:  A federal law that requires phi financial institutions to disclose specific information about the terms and cost of credit, including the finance charge and the annual percentage rate (APR).

Truth in Savings Act:  A federal law that requires financial institutions to disclose specific information about the terms and costs of interest-earning accounts—such as annual percentage yield (APY)—and certain other financial services.

Underwriting:  The decision whether to make a loan to a potential homebuyer based on credit, employment, assets, and other factors and the matching of this risk to an appropriate rate and term or loan amount.

Unearned income:  Earnings from sources other than employment, including investment returns and royalties.

Verification of Deposit (VOD):  A document signed by the borrower's financial institution verifying the status and balance of his/her financial accounts.

Verification of Employment:  A document signed by the borrower's employer verifying his/her position and salary. 

Wage:  Compensation for work, usually calculated on an hourly, daily, or piecework basis and paid on schedule—usually weekly, biweekly, or monthly. (See Salary.)

Warranty:  A written guarantee from the manufacturer or distributor that specifies the conditions under which the product can be returned, replaced, or repaired.

Welfare:  Aid in the form of money or necessities for those in need; often from a government program.

Will:  A legal declaration of a person’s wishes for the disposition of his or her estate after death.
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