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Consumer Loans.  Consumer loans are loans you obtain to pay for items that are fairly expensive and that you usually don’t need (at least not urgently). Such items include electronics, automobiles, furniture, and recreational vehicles. Consumer loans are very expensive and should rarely be used. They encourage you to buy now rather than to save for the future. 

Auto Loans.  Auto loans are consumer loans that are secured with an automobile.  Because they are secured, they have a lower interest rate than an unsecured loan or credit card.  They normally have a maturity length of 2 to 6 years.  The risk is that you will often be left with a vehicle that is worth less than what you owe on it.

Balloon loans.  These are loans which payments including interest and principle are not sufficient to pay off the loan at the end of the loan period, but require a large “balloon” payment at some point in the future to fully pay off.  This type of loan is not recommended.

Convertible loans.  These loans begin as a variable-rate loan and can be locked into a fixed-rate loan at the then current interest rate at some predetermined time in the future (for a specific cost).

Fixed-rate loans.  Have the same interest rate for the duration of the loan.  Normally have a higher initial interest rate as the lender could lose money if overall interest rates increase.  The lender assumes the interest rate risk, so they generally add an interest premium to a variable rate loan

Home Equity Lines of Credit (HELOC).  Home equity lines of credit are basically second mortgages which use the equity in your home to secure your loan.  

Home Equity Loans.  Home equity loans are basically second mortgages which use the equity in your home to secure your loan.  Normally can borrow up to 80% of your equity in your home

[bookmark: _GoBack]Installment Loans. Installment loans are loans which are repaid at regular intervals and where payment includes both principal and interest.  These are normally used to finance houses, cars, appliances, and other expensive items.  These loans are amortized, which is the process of the payment going more toward principal and less toward interest each subsequent month.  

Payday Loans.  These are short-term loans of 1-2 weeks secured with a post-dated check which is “held” by the lender and then cashed later.  These have very high interest rates and fees, APR > 720%.  Typical users are those with jobs and checking accounts but who have been unable to manage their finances effectively.

Secured loans.  Secured loans are guaranteed by a specific asset, i.e. a home or a car, and typically have lower interest rates.

Single payment (or balloon) loans.  These are loans that are repaid in only one payment, including interest.   These are generally short-term lending of one year or less, sometimes called bridge or interim loans, often used until permanent financing can be arranged. These may be secured or unsecured.

Student Loans.  These are loans with low, federally subsidized interest rates used for higher education.  Examples include Federal Direct (S) and PLUS Direct (P) available through the school;  Stafford (S) and PLUS loans (P) available through lenders.  Some are tax-advantaged and have lower than market rates.  Payment on Federal Direct and Stafford loans deferred for 6 months after graduation.

Unsecured loans.  Unsecured loans require no collateral, are generally offered to only borrowers with excellent credit histories, and have higher rates of interest – 12% to 28% (and higher) annually.

Variable-rate loans.  Have an interest rate that is tied to a specific index (e.g., prime rate, 6-month Treasury bill rate) plus some margin or spread, i.e. 5%). Can adjust on different intervals such as monthly, semi-annually, or annually, with a lifetime adjustment cap. Normally have a lower initial interest rate because the borrower assumes the interest rate risk and the lender won’t lose money if overall interest rates increase

Mortgage Terminology

Balloon Mortgages.  These are mortgage loans whose interest and principal payment won’t result in the loan being paid in full at the end of the term.  The final payment, or balloon, can be significantly large.   These loans are often used when the debtor expects to refinance the loan closer to maturity.

Conventional loans.  These are loans that are neither insured or guaranteed.  They are below the maximum amount set by Fannie Mae and Freddy Mac of $417,000 in 2014 (single family).  They require Private Mortgage Insurance (PMI) if the down payment is less than 20%.

FHA Loans.  These are Federal Housing Administration (FHA) Insured Loans. The FHA does not originate any loans, but insures the loans issued by others based on income and other qualifications.  There is lower PMI insurance, but it is required for the entire life of the loan (1.5% of the loan).  While the required down payment is very low, the maximum amount that can be borrowed is also low.

Fixed rate mortgages (FRMs).  These are mortgage loans with a fixed rate of interest for the life of the loan. These are the least risky from the borrower’s point of view, as the lender assumes the major interest rate risk above the loan rate. These are the most-recommended option for new home buyers.

Interest only Option loans.  These are FRMs or ARMs with an option that allows interest only payments for a certain number of years, and then payments are reset to amortize the entire loan over the remaining years. Some will take out an interest only loan to free up principal to pay down other more expensive debt.  Once the interest-only period has passed, the payment amount resets, and the increase in payment can be substantial.  These are generally not recommended.

Jumbo loans.  These are loans in excess of the  conventional loan limits and the maximum eligible for purchase by the two Federal Agencies, Fannie Mae and Freddy Mac, of $417,000 in 2014 (some areas have higher amounts).  Some lenders also use the term to refer to programs for even larger loans, e.g., loans in excess of $500,000.

Negative Amortization Mortgages (NegAm).  These are mortgage loans in which scheduled monthly payments are insufficient to amortize, or pay off the loan.  Interest expense that has been incurred, but not paid is added to the principal amount, which increases the amount of the debt.  Some NegAm loans have a maximum negative amortization that is allowed.  Once that limit is hit, rates adjust to make sure interest is sufficient to not exceed the maximum limit.

Option Adjustable Rate Mortgages (Option ARMs).  This is an ARM where interest rate adjusts monthly, and payments annually, with “options” on the payment amount, and a minimum payment which may be less than the interest-only payment.  The minimum payment option often results in a growing loan balance, termed negative amortization, which has a specific maximum for the loan.  Once this maximum is reached, payments are automatically increased and the loan becomes fully amortizing after 5 or 10 years, regardless of increase in payment and must be repaid within the 30 year limit.  These are not recommended.

Piggyback loans.  These are two separate loans, one for 80% of the value of the home and one for 20%.  The second loan has a higher interest rate due to its higher risk.  The second loan is used to eliminate the need for PM Insurance.  With a piggyback loan, PMI is not needed, but these are much harder to get now.

Reverse Mortgages.  These are mortgage loans whose proceeds are made available against the homeowner’s equity.  Financial institutions in essence purchase the home and allow the seller the option to stay in the home until they die. Once they die, the home is sold and the loan repaid, generally with the proceeds.  These are typically used by cash-poor but home-rich homeowners who need to access the equity in their homes to supplement their monthly income at retirement.

VA Loans.  These are Veterans Administration (VA) Guaranteed Loans.  These loans are issued by others and guaranteed by the Veterans Administration. They are only for ex-servicemen and women as well as those on active duty.  Loans may be for 100% of the home value.

Variable or Adjustable Rate Mortgages (ARMs).  These are mortgage loans with a rate of interest that is pegged to a specific index that changes periodically, plus a margin that is set for the life of the loan.  Generally the interest rate is lower compared to a fixed rate loan, as the borrower assumes more of the interest rate risk.  The may have a fixed rate for a certain period of time, then afterwards adjust on a periodic basis.
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