What is a ‘Good Faith Estimate?’

In working with borrowers it is customary to explain in detail the transactional costs of a mortgage loan.  Typically I meet with a borrower face to face in my office.  There are all sorts of personal data to be obtained from a loan applicant which is relevant to loan approval.  
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The thing that is most relevant to a borrower, though, is the cost of the loan.  The transactional cost for the mortgage are detailed in writing on a Good Faith Estimate.  This form is one of the most important things a lender provides to a borrower.  The GFE details the closing costs, the down payment, the prepaid items and the discount points, if any.  

Basically, there are four components to the Good Faith Estimate.  These four components are the parts of the loan that a borrower should be concerned with.  They are the down payment, closing costs, prepaid items and discount points.  Most of the time borrowers do not have discount points on their loan.  A discount point is equal to 1 per cent of the loan amount.  The purpose of a discount point is to lower the interest rate.  Discount points, which are tied to an interest rate, change as interest rates change on a daily basis.  Recently, it seems few borrowers pay extra money toward discount points in order to lower their rate, even though this is always an option.

A Good Faith Estimate is essential in the mortgage loan process for a lot of reasons, not the least of which is that it is required by federal law.  Aside from the law, the GFE breaks down the components of the loan in a manner that is easy for a borrower to see.  For example, the GFE shows a borrower not only the total closing cost but the cost of each item which makes up the closing cost.  A GFE shows the origination fee, the attorney’s fee, the title insurance, intangible tax, etc.  It shows the borrower whether or not he has any upfront interest to pay. The GFE also prepares a borrower for closing because it states the amount of cash if  any he has to pay at the closing table.  It also prepares the borrower for the closing by letting him know he must have homeowner’s insurance in order to become a homeowner.
As anyone can see, the Good Faith Estimate is an essential part of the loan process.  As a lender working daily with potential homeowners, it is not unusual for me to provide several estimates to a borrower even before he  makes a final decision on which home he chooses to buy.  By meeting with a borrower prior to his shopping for a home, I’m better able to educate and inform him so he is well prepared for a better home buying experience.
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