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� Conventional Loan
� Not insured or 

guaranteed by a 
government agency

� A. Non-Conventional Loan
� Loans through major 

government-backedentities
� Insured or guaranteed by a 

government agency 
government agency
� Acceptable to Fannie Mae & 

Freddie Mae

� Conforming & non-
conforming (jumbo)
� Not acceptable to Fannie 

Mae & Freddie Mae

government agency 
� FHA - Federal Housing 

Administration
� DVA- U. S. Department of 

Veterans Affairs
� Cal-Vet - California Department 

of Veterans Affairs



II WHERE DO CONVENTIONAL FUNDS COME FROM?
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II. A. II. A. In What Ways do Conventional Lending Institutions Differ? In What Ways do Conventional Lending Institutions Differ? 
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1. Loan-to-Value (LTV) ratios. 
� 95% to 80%
� LTV over 80% requires private mortgage insurance (PMI)

2. Preferred Properties
� Prefer single-family, owner-occupiedhouses
� Some lend on apartments, commercial, industrial, agricultural

3. Qualifications of Borrowers. 
� Some lenders look to the borrower for primary repayment
� Some lenders look primarily to the property as security

4. Interest Rates.
� Vary widely
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ADJUSTABLE LOAN
(NOTE: INDEX CHANGED EVERY 6 MONTHS; PAYMENT ADJUSTED TWICE, YEAR 3 

(UP) & YEAR 6 (DOWN)
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II. A. 7. PREPAYMENT PENALTY

Prepayment Penalty: 
An extra charge may be 
levied against borrowers who 
pay off their loans before 
maturity, or prepay in excess 
of 20% of the unpaid 
principal loan balancein 

a. Unearned interest 
� 6 months projected interest
� During first five years of the 

loan
b. California law does not allow 

prepayment penalty during the first principal loan balancein 
any one year period. The 
rationale behind the charge is 
that it permits a lender to 
recover interest that would 
have been earned if the loan 
was not prepaid.

prepayment penalty during the first 
five years of the loan 

c. Any penalty is negotiable
d. Prepayment penalty not allowed on 

FHA, DVA and conforming 
conventional loans



PREPAYMENT PENALTY
= 6 = 6 MONTH’S INTEREST ON THE UNPAID BALANCE MONTH’S INTEREST ON THE UNPAID BALANCE 

AFTER 1AFTER 1ST ST DEDUCTING 20%DEDUCTING 20%

Unpaid loan Amount
X    80% 

(cannot charge on the top 20% of the (cannot charge on the top 20% of the 
loan)

X  Interest rate
To get interest for 12 months =  1 year

� 2
To get one-half year (6 months)
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� Not a loan. Cut down on loan processing time

��� �������� ���$�$
��
� 7- & 10-year fixed offered below market rates 
� Fully amortized, due in 7- or 10-years with extended term 

option. Loan fees or points may be higher
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1. STATUS – any applicant may qualify

2. PROCESSING TIME
� Conventional – 30 days escrow
� Government-backed – 45 + day escrow
� ������ ������ �����	�
���
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���� 	
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3. MAXIMUM LOAN AMOUNT – set by:
� Market forces, lender liquidity, secondary markets
� 80% LTV or less does not require mortgage insurance

4. SELECTIVITY-may submit to more than one lender

5. FLEXIBILITY
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1. HIGHER DOWN PAYMENT REQUIREMENT
� 80% LTV with conventional loans

2. LOANS NOT ASSUMABLE
� Buyer must qualify & be approved by existing � Buyer must qualify & be approved by existing 

lender

3. PREPAYMENT PENALTIES
� Penalty for payoff before the scheduled due date
� Fixed rate loans have prepayment penalty
� Adjustable rate loans have no prepayment penalty



III. HOW DOES ONE CHOOSE A LENDER?

A. Terms and Services: 1. Loan size
2. Loan-to-Value Ratio (LTVR)
3. Interest rate and points

� Lower interest rate = more loan fees
� A. One point = 1% times loan amount

4. Prepayment penalty4. Prepayment penalty

• Length of time to process the loan
• Relationship with the lender
• Quality of service offered
• Assumption provision

B. Other tradeoffs:
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A. Alienation - If there is a sale or transfer of a property, the entire loan is 
due and payable

B. Agreement– Written agreement can make the loan assumeable
C. Death of joint tenant – Courts have ruled that the note is not subject to 

the alienation provision. 
D. Inheritance - unenforceability of  alienation clause 
E. Marriage. When a single person with property in his or her own name E. Marriage. When a single person with property in his or her own name 

marries (or remarries) and adds the spouse to the title, lenders cannot 
call the loan.  

F. Dissolution of marriage. When divorce occurs and the transfer of the 
property to one of the spouses takes place, lenders cannot accelerate the 
loan. The same is true if the dissolution agreement provides for the 
property to go to an offspring instead of to one of the parents.

G. Trusts. When title is transferred into a living or inter-vivos trust, the 
transfer is treated the same as if the owners were transferring ownership 
from themselves back to themselves. No acceleration of the loan.
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V. CONVENTIONAL LOW - OR NO-DOWN PAYMENT LOAN PROGRAMS

�� �
��������
���
����������
�
�� ���
������
��

� �����		������ ���������������

�� �����
�������
� +������ ��		����� +������ ��		����

�� �������
� ��� ��
�	)������	�

� � � ��*,)������	�


� -
��
��	��.
��)/
�������
������-./����������
+���(�����
����(�����
��

�������	���



B. THE BENEFITS OF THESE TYPES OF PROGRAMS 
INCLUDE:

1. Higher loan amount
2. Higher front-end ratio

Higher back-end ratio
Minimum or no credit3. Minimum or no credit

4. No reserve requirements
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5. Closing costs and down payment help
a. Not owned within 3 years
b. Cannot earn more than 120% of area median income by 

household size
c. Purchase within the municipal boundaries
e. Maximum purchase price may not exceed $400,000

Must attend free Homebuyer Workshopg. Must attend free Homebuyer Workshop
� The Workshop takes you through the entire homebuyer process 

step by step.  
� Topics include deciding whether homeownership is the right step 

for you.
� Shopping for a home that meets your needs
� Obtaining a home mortgage.
� Closing the sale.
� Maintaining your new home.

h. City provides up to $20,000 for assistance



C. PUBLIC EMPLOYEES RETIREMENT SYSTEM (PERS

The California 
Public Employees 
Retirement System 
offers 100% 
financing to 
borrowers who are 
employed by a 
public entity, 
including State, 

1. CalPERS Personal Loan 
� 95% home loan + 5% personal loan
� Up to 100% of purchase price
� Buyer qualifies with just closing costs

2. CalPERS CitiSecond
� Offers a second trust deed
� Maximum loan up to $650,000including State, 

City, School 
District, Special 
District, andwho 
have a retirement 
system with 
PERS.  The 
financing is 
offered in three 
different ways:

� Maximum loan up to $650,000
� Fixed rate & fully amortized up to 20 years
� No income limitation

3. CalPERS ACCESS
� 2nd may be used for down payment/closing costs
� Maximum loan, up to 7% of sales price
� No minimum vesting.
� May be a single-family, condo or PUD


