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TERRY DONOVAN, who coined the term MORTGANOMICS, began his career 
in the mortgage industry in 1984 as a loan officer in San Francisco after a six-year 
stint as a project chemist. His mortgage career has included stops as the branch 
manager of a national mortgage securities conduit, a successful real estate developer, 
a licensed realtor, a licensed mortgage broker, a licensed insurance agent, a chapter 
director of the Arizona Association of Mortgage Brokers, an approved HUD home 
inspector, a consultant to the Mortgage Bankers Association of America, and a 
certified real estate finance instructor. He most recently owned two mortgage 
companies in Arizona and Washington. 
 
As a loan officer and mortgage company owner for over twenty-five years, he has 
originated, processed, and closed every type of mortgage available in the industry.  
He has been an approved broker for most of the largest lenders in America including 
Wells Fargo Bank, JPMorgan Chase, Countrywide Financial, Bank of America, 
Washington Mutual Bank, and dozens more.  
 
As a territorial sales manager for U.S. Bank Home Mortgage, he was responsible for 
the mortgage lending operations of over a dozen bank branches and loan officers in 
Washington state. Those responsibilities for the regional lending operations of the 
sixth largest bank in America certainly qualify him as a home mortgage expert. 
 

 

About the Author 
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About the Author 
 
In 1992 Terry graduated from the School of Mortgage Banking at Northwestern 
University’s Kellogg School of Management where he received a formal education in 
every aspect of residential and commercial mortgage lending. This two-year graduate 
level program for mortgage professionals, sponsored by the Mortgage Bankers 
Association of America, focused on loan pricing, credit analysis, property valuation, 
underwriting, loan servicing, hedge instruments, alternative loan products and much 
more. These studies, coupled with his direct experience working in loan origination 
and management, have made him an acknowledged expert in the operations of Fannie 
Mae, Freddie Mac, Ginnie Mae, and the Secondary Mortgage Market. 
 
Terry believes that these achievements in the mortgage loan and real estate industries 
qualify him to speak to a variety of mortgage industry issues that directly affect the 
financial security of millions of Americans. At the forefront of these issues is the 
plague of unfair lending practices which continue to be cultivated by a lack of 
consumer mortgage knowledge. This book exposes them all in great detail. 
 
It was clear to Terry that lenders do not bother to explain to their customers how 
mortgages work or how they should evaluate the potential impact on their finances.  
Consequently, he knew that there was an important need to show consumers the 
unvarnished truth about how many mortgage lenders utilize business policies that 
result in a large variety of predatory lending practices. That realization resulted in the 
publication of this revealing book, which is unlike any other.  
 
The following pages include photos taken over the years reflecting some of his home 
loan business activities. Essentially, they provide a brief photographic journal as part 
of his professional mortgage experience bio. 
 
 
 
 
 
 
 
 
 
 
 
 

 

          Loan Underwriting Guidelines 
Terry subscribes to the complete versions 
of both the Fannie Mae and Freddie Mac 
single-family underwriting guides. These 
are the guidelines that all major mortgage 
companies use for their loan originations. 
Terry has used them extensively in every 
aspect of his mortgage business. 
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 Certified Real Estate Finance Instructor 

 

For many years Terry conducted educational real estate finance seminars all over Arizona 
for licensed real estate agents.  Each three-hour seminar was certified for continuing 
education credits for the realtors by the Arizona Department of Real Estate. 

 

In this full-house seminar, the Executive 
Director of the Arizona Department of Real 
Estate secretly joined the class. He is the man 
in the front row on the right wearing the tie.  
After the seminar, he introduced himself and 
told me how pleased he was with the content 
and my presentation and that he personally 
endorses my Arizona finance instructor and 
program certification. He drove all the way 
from Phoenix to Sedona to attend my seminar 
and it was a 250-mile round trip. 
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This is Angelo Mozilo, then the CEO 
of Countrywide Financial, presenting 
me with my Certificate of Graduation 
from the School of Mortgage Banking 
in 1992. To be accepted into this MBA 
school, the #1 educational program for 
mortgage professionals in America, the 
candidates must qualify based on their 
lending experience, college education, 
and they must be nominated by two 
current MBA member companies. I 
was nominated by the wholesale 
lending divisions of JPMorgan Chase 
and Countrywide Financial.   

My graduating class photo 
from the School of Mortgage 
Banking at the Northwestern 
University’s Kellogg School 
of Management. The class 
included bank and mortgage 
company executives as well 
as many from Fannie Mae, 
Freddie Mac, Ginnie Mae, 
HUD, FHA, and many other 
financial institutions. A few 
“big shot” executives were 
unable to pass the extremely 
difficult final exam and were 
not allowed to graduate with 
our class. Notice the arrow 
pointing to me. 

Graduate – The School of Mortgage Banking 

The most respected mortgage education program in America. 
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Government Mortgage Underwriter 
Resolution Trust Corporation and the FDIC 

 
When the U.S. Congress established the RTC under FIRREA to sell thousands of foreclosed 
residential properties around the country, I was hired as a contract mortgage underwriter. As 
such, I underwrote thousands of mortgage applications for home purchases during my tenure 
working for the RTC. My underwriting decisions were final and not subject to any RTC or 
FDIC oversight. Below are some photos that were taken at one of the RTC property sales. 
Every person in the room was there wanting to buy a home and the room was packed every 
single day. Because I was able to use my own loan approval criteria, I was able to make it 
possible for the majority of the people to buy their first home and in some cases some lucky 
people bought the house that they had been renting for many years.   

 

I had people standing in line waiting to 
give me their information for hours at 
every RTC sales center that I worked 
at. But they didn’t seem to mind doing 
it because of the possibility of buying a 
home at a great price. Current property 
owners were not eligible to buy, but 
some tried to buy anyway even though 
it was illegal. For that reason, there was 
an FBI agent observing every person 
that sat down in front of me and a few 
of them were taken away in handcuffs. 

This was the line to my interviewing table. 
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MORTGANOMICS is the newly coined term for a brand-new concept in mortgage 
education.  Until 2008, the term had never been used in any book or published work, 
and never appeared online in any context.  It is an easy to understand reference tool 
for all consumers and it will change the way they look at mortgage finance forever. 

 
 

 

Introduction 

mort·ga·nom·ics 
 

[mor-guh-nom-iks]  noun 
 
Definition:  1  the analytical social science that examines the 
creation, distribution, management, and economic impact of 
mortgage assets on the financial welfare of consumers;  2  the 
study of the practices and policies used by mortgage lenders to 
originate, process, and service home mortgages;  3  consumer 
mortganomics: the practical application of the principles of 
mortganomics to promote the financial interests of mortgage 
consumers and investors 
 
Usage:  (singular or plural noun)  1  I’m writing my doctoral 
thesis on the new science of mortganomics.  2  Have you 
evaluated the mortganomics of your real estate project? 
 
Origin:  2008;  Donovan, T.L.;  see also MORTGAGE, -NOMICS 
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Introduction 
 
The mortgage meltdown of 2008 showed us that mortgages have the potential to 
shatter an otherwise stable economy.  Despite strong market and regulatory 
influences, the mortgage market ran amok and along with it hijacked our economic 
stability.  At the time of this publication Wall Street and the Federal Government 
remained impotent in their ability to overcome these seemingly insurmountable 
economic hurdles – all created by the greedy, unfair, and predatory lending practices 
of the mortgage industry. 
 
When piles of mortgages create havoc in our economy, such as we’ve seen in recent 
months, they deserve special permanent attention.  They deserve the attention that is 
commensurate with their ability to disrupt our economy.  They deserve a format and a 
title, such as Mortganomics, which will provide for an educational structure for future 
generations of Americans.  Only through a program of systematic mortgage education 
will consumers learn to avoid the pitfalls of subprime mortgages and huge variety of 
predatory lending practices. 
 
The word is out – and the word is foreclosure.  There are many other words also 
being kicked around to describe the state of affairs in our mortgage industry including 
greed, exploitation, fraud, predatory lending, and many more.  There are many words 
to describe the symptoms of the mortgage meltdown of 2008 but only one to describe 
the cure – that word is education.   
 
Would you be surprised to learn that without a little mortgage education you could 
easily wind up paying a loan officer $350 to $450 an hour to handle your loan?  Who 
do you know that earns 350 bucks an hour – teachers, police, engineers, scientists?  
Most surgeons don’t even make that much money. 
 
There has never been a mortgage education curriculum easily accessed by consumers 
and there has never been one provided by a mortgage lender.  The lenders blame the 
mortgage mess on the borrowers and say: we provided all of the loan disclosures we 
were required by law to provide and that is all we need to do.  In this book, you will 
see how many greedy loan officers take what they call an “overage” on a loan, often 
with complete stealth and disdain – and that practice costs their borrowers money. 
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Introduction 
 
It is the borrower’s responsibility, they say, to evaluate the terms of their loan – not 
ours.  But is that a reasonable assessment?  Is it fair to the borrowers who trusted their 
lender’s advice?  We think not. 
 
Have you ever tried to understand the language in an adjustable rate rider?  Do you 
even know what an adjustable rate rider is?  If not, is it a reasonable expectation that 
you should be able to evaluate one?  When a lender refrains from trying to educate 
their borrowers on mortgage information, and then say they should have known 
better, they become the instrument of a profoundly unfair practice inflicted upon 
America’s mortgage consumers. 
 
This book was written for smart people.  Not for the people with a 150 I.Q., but for 
the people who are smart enough to recognize that mortgage lenders place profit 
above all else.  If you are reading this right now, you have already shown that you’re 
probably smarter than a fifth grader, and certainly smarter than the average bear.  If 
you are not, however, you probably won’t worry about getting the best terms on a 
mortgage, or even possibly falling prey to a predatory lender.   
 
Most other books written on mortgage lending try to include a simple “taste” of 
everything there is to know about home finance, all in one book, which of course is 
just plain stupid.  We have seen countless others that do not even include one single 
math calculation, any explanation of how lenders price mortgages, or so much as a 
whisper of what a Yield Spread Premium is.  This book takes a completely different 
approach to the subject of how to get the best deal on a mortgage – it examines the 
loan pricing practices of lenders like a prosecutor. 
 
We focus like a laser beam on a narrow but comprehensive subject matter; a subject 
matter that is crucial to a borrower’s ability to acquire an adequate knowledge of the 
mortgage lending process.  That knowledge will allow them to negotiate the terms of 
their mortgage from a position of strength. 
 
We feel that it is critical to understand how lenders price their loans – not just a 
matter of general interest.  We believe that by studying our detailed loan pricing 
examples, including the information on how to read a lender’s wholesale rate 
sheet, any borrower will be significantly better able to negotiate the terms of their 
home loan, or understand when to switch to another lender.    
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Introduction 
 
This book guides you, step-by-step, through the entire loan origination process.  You 
will learn when and where a loan officer can take advantage of you, and how you can 
stop them in their tracks.  You will find a comprehensive description of dozens of 
predatory lending practices, each designed to rid you of your hard-earned money.  
The author of this book is an acknowledged mortgage expert and shares it all here. 
 

The Predator Icon 
 
Predatory lending practices do not occur in a vacuum – just under a cloud of secrecy 
and greed.  The individuals who carry out these reprehensible lending practices are 
the lenders’ loan officers – the frontline soldiers of bad business.  While the vast 
majority of loan officers are honest and ethical, many are not.  They are the predatory 
loan officers that we target in this book.  They deserve no sympathy for what they do 
– only contempt and in many cases, jail sentences.  
 
    To help you identify these culprits, we show you exactly what it is  
    that they do, using our Predator icon as a scary red flag waving 
    whistleblower.  We do not simply “define” these predatory lending 
    practices, like most other books – we blast them out into the open  
    for you to see and understand.  You won’t need to wonder which  
    part of the loan process can expose you to a rip-off by a bad lender.  
    Just look for this icon – and there are a whole bunch of them.   
 
Wherever you see it, you will find a detailed explanation that will show you how the 
particular abusive practice is used, and give you tips on how to avoid it.  We do not 
use the Predator icon to indicate that any particular practice is illegal, or even 
unethical, so there is no need to call your lawyer.  We use it only to attract your 
attention, and to give you the tools needed to decide for yourself if you believe the 
practice is fair or unfair. 
 
 
 
 
 
 
 

 

 

BewareBewareBewareBeware!!!!    
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   ollowing the path to homeownership is the right of every American.  We  
  work hard every day so that we can provide a nice life for our families, and  
  homeownership is our reward.  No other country in the world offers more 
opportunities for its citizens to own a place in the sun.   
 
Because the laws of our nation intend to prevent discriminatory practices, we have 
adopted many standardized procedures for the pricing and processing of home 
mortgages.  This chapter explores those procedures and the path that you will follow 
on your journey to homeownership.  It will give you the sequence of events that will 
take place so that you will know what to expect, and when to expect it.   
 

The Journey Begins 
 
Are you ready to buy a new home?  Will it be your very first dream home, or are you 
moving up in the world and getting ready to jump into something bigger and fancier?  
From a mortgage lending perspective, it makes very little difference.  The steps that 
you will need to take to get your home financing in place are pretty much the same no 
matter who does your loan.  That means each lender will discuss your loan using the 
same terms, and perform the same calculations that the other lenders will use to 
evaluate your information.   
 
Most lenders have specific types of documents that they use to process their home 
loans, but the credit, income, and property requirements that will be used to qualify 
you for a mortgage will be generally the same. 

F 

 

Chapter One 

 

The Loan Origination Process 
 

Your Path to Homeownership 
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Chapter One – Terminology 
 
You are going to need to fill out a bunch of papers, dig up your pay stubs, tax returns, 
pay for an appraisal and a credit report, and generally jump through a bunch of hoops 
for about a month.  In the end, however, if you have done what the lender has asked 
you to do, you will be ready to move into your new pad and have a really big party.  
Congratulations! 
 

Commonly Used Terms 
 
Loan Origination: The creation of a new home mortgage secured by real estate.  It 
involves the soliciting, application, processing, and closing (“booking”) of a home 
loan.  All lenders use the same general procedures to finance a home, and most use 
the same underwriting guidelines. 
 
Loan Originator: The term used by the mortgage industry, as well as State and 
Federal laws, to designate the individual who accepts a loan application and manages 
the processing until the completed loan file is submitted to an underwriter for final 
approval.   
 
Although mortgage lenders use a variety of titles to describe this person, including 
loan officer, mortgage consultant, home lending associate, senior this and senior that, 
they are all loan originators in the eyes of the law. 
 
Mortgage Lender:  The bank or mortgage company (the “creditor”) that will 
advance the funds needed to create your new home mortgage.  You might apply to 
them directly, or use an intermediary to secure your loan. 
 
Mortgage Broker:  A mortgage finance intermediary or middleman, presumably 
acting on your behalf, between you and the mortgage lender.  Refer to the chapter on 
The Retail Mortgage Market for complete details. 
 
Escrow Company:  Unless you live in a state that uses lawyers (yuck) to handle real 
estate transactions, your home purchase or refinance transaction will be facilitated by 
an escrow company – a disinterested third-party acting in a fiduciary capacity for the 
parties to the transaction. 
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Chapter One – Loan Process Overview 
 
Escrow Officer:  The agent employed by the escrow company who will handle your 
real estate purchase transaction, or the refinancing of your existing mortgage. 
 

An Overview of the Loan Origination Process 
 
The steps you’ll follow along your path to a loan approval will be taken in a specific 
order.  Many of the activities performed during the processing of your loan will occur 
simultaneously, such as ordering your credit report, appraisal, and verifications of 
deposit and employment.  In general, the steps include: 
 
A. Buy a House.  Negotiate your terms and get a fully executed purchase contract. 
 
B. Open an Escrow.  If you’re buying a home, take your purchase contract to your 
 favorite escrow company and they’ll start the ball rolling.  If you are refinancing, 
 give your escrow officer your new lender’s name and the details of your current 
 mortgage.  
 
C. The Application Interview.  You’ll meet with your loan officer for the first 
 time.  He or she will explain their services, ask questions about the  financing you 
 need, your credit, income, and the type of loan preferred. 
 
 If your answers indicate that your application has a reasonable chance for an 
 approval, they’ll whip out an application package for you to complete.  They 
 may even try to complete the application form right then, and there.  
 
 Before you get to your first lender interview, you should have already requested 
 and received a Good Faith Estimate from all of the lenders on your list.  If you 
 haven’t already received one, this is the time to ask for it.  Refer to the chapter 
 on Loan Costs and Disclosures for greater detail. 
 
 Hopefully, all of your Good Faith Estimates (GFEs) were prepared on the same 
 day so that realistic comparisons could be made.  Given the fact that interest rates 
 and points change frequently, you can’t compare a GFE prepared on July 1st to 
 one prepared on July 2nd.  You need to compare apples to apples. 
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Chapter One – Loan Process Overview 
 

D. Apply for a Mortgage.  After you complete your loan application and  collect 
 the information required by your lender, make yourself a copy of everything, and 
 return the package to your loan officer.  Your loan officer  will review all of the 
 information and, if needed, ask for more – and then sent the file to their loan 
 processor.  Your loan is now in process.  Make a note of that date for your 
 reference. 
 
E. Loan Processing.  Your lender’s loan processor (not the loan officer) will begin 
 the processing of your loan.  Their immediate activities will include: 
 
 1. Evaluate your loan application package.  The responsible processor will  
  examine everything in your package and make a list of the items that will be 
  needed, as well as identify any qualifying issues that will need to be   
  addressed as a prerequisite to submitting your loan to underwriting.  They  
  need to understand the loan program you are requesting, and should even  
  keep a copy of the underwriting guideline in the file for reference.  A few  
  days after you apply, you can ask your loan officer for the results of their  
  initial loan processing evaluation.  Is it yes, or no? 
 
 2. Order your credit report.  The loan processor will order and receive the  
  printed credit report in only minutes.  You will probably have to pay a fee  
  ($12-$15) in advance.  Ask your loan officer to provide you with a copy as  
  soon as possible so that you can confirm its accuracy.  Also, confirm that  
  your credit score is acceptable to the lender for the loan program chosen. 
 
 3. Order your appraisal.  The appraisal will usually take a couple of weeks to 
  complete.  You will need to pay for it as an advance fee.  The cost will   
  depend on the size and complexity of the property.  Ask your loan officer to 
  let you know when it is complete so that you can obtain a copy.  Do not let  
  them make you wait until your escrow closes before sending it.   
 
  In many cases, real estate agents do not like buyers to see the appraisal   
  before the transaction closes, because any negative findings can complicate  
  their sale.  To ensure that this does not happen to you, you can instruct them 
  to add the contingency language on the following page to your real estate  
  purchase contract. 
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Chapter One – Loan Process Overview 
 

 
 
 
 
 
 
  To comply with their responsibility as a fiduciary, a real estate agent must  
  include any contingency that you choose for your purchase contract.  The  
  addition of a shrewd and appropriate contingency such as this to your   
  contract also compels your lender to provide a copy of the appraisal for you  
  as soon as they receive it.  The loan cannot receive a full approval without  
  the removal of this contingency. 
 
 4. Mail your verifications.  Your bank accounts, employment history, rent  
  payments, and other information will need to be verified.  Did you think  
  they’d just take your word for it?  After the verifications are mailed, they  
  should receive the completed forms back within ten business days.  Follow  
  up on these “verifs” with your loan officer. 
 
 5. Prequalify your debt ratios.  As an integral part of the loan processing  
  function, the responsible processor will compare your monthly income to the 
  amount of debt that you will have after your loan closes.  They will arrive at 
  a ratio that defines the relationship between the two, called a debt-to-income 
  ratio (DTI). 
 
  You should call your loan officer by the end of the first week of processing  
  to confirm that your debt ratios are acceptable for the loan program that you 
  have selected.  Different loan programs have different DTI requirements. 
 
 6. Evaluate your purchase contract and title report.  If there are any red  
  flags raised by either of these, the responsible lender should bring them to  
  your attention as soon as they are identified.  If there are any “clouds” on  
  the title report of the property, or any problems with your contract that are  
  not discovered before your loan is submitted to underwriting – but caught by 
  the underwriter, it means that your loan processor was probably asleep at the 
  switch, and you have the right to bust their chops. 
 

 

This sale is contingent upon Buyer’s approval of a  
property appraisal, to be order by a lender of their  
choice in connection with their loan application. 
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Chapter One – Loan Process Overview 
 
 7. Input loan information to an Automated Underwriting Engine.  Your  
  home loan information will be entered into either Fannie Mae’s Desktop 
  Underwriter (DU), or Freddie Mac’s Loan Prospector (LP), depending on  
  which conventional loan program you have chosen.  In just minutes, it will  
  spit out a loan decision that you can take to the bank.  See the Fannie,   
  Freddie, and Ginnie chapter for details on this interesting subject. 
 
 8. Final loan package inspection.  When the processor has received all of the 
  information that was needed for a loan approval, he or she will double-check 
  the file to make sure nothing is missing, and that no added documentation or 
  letters of explanation need be obtained prior to loan submission.  In addition,
  they will determine if your interest rate has been locked-in.  If it has not been 
  locked-in, they should inform the underwriter of any market changes that  
  may have increased or decreased your qualifying rate and debt ratios.  
 
 9. Prepare the file for submission.  In preparation for turning your loan file  
  over to the toughest underwriter the world has ever seen, your processor will 
  “stack” your application documents according to the lender’s stacking-order 
  requirements.  They will prepare all of the submission forms necessary to get 
  the loan into underwriting, and make a copy-package for retention in their  
  internal office file. 
 
 10. Submit your loan to underwriting.  By the 30th day of loan processing, or  
  sooner, your loan package should be in line for an underwriting review.  At  
  that point, the loan processor’s work is complete, and they are out of the  
  picture – but not your loan officer.  The file is now under the complete   
  control of the underwriter. 
 
F. Underwriting.  When your loan package arrives in the underwriting department, 
 an underwriting assistant will check it over for the more obvious requirements, 
 such as acceptable credit scores, loan program details, correct loan-to-value 
 ratios, any requirements for mortgage insurance, appraiser approval status, 
 compliance disclosures, and anything else that the loan guideline requires.  They 
 will order an updated preliminary title if there are any issues present, and do a  
 prescreening of the file before passing it to the underwriter. 
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 If all of the required elements are in the file and are determined to be 100% 
 acceptable, they will move it on to the underwriter.  It will generally take two or 
 three days for your loan package to float up to the top of the underwriter’s pile.  
 Although it may take a full week to receive your underwriting decision from the 
 time it was submitted, the underwriter will spend only 60-90 minutes reviewing 
 it.  Yup, that’s all the time that most lenders give them to either accept or reject a 
 loan file.  A mortgage lender’s profitability is all about the numbers. 
 
 The underwriter’s review of your loan package will result in one of four 
 decisions: 
 
 1. Full Approval.  Your loan was “approved” as received, with no    
  underwriting conditions required prior to closing documents being drawn.   
  As soon as your interest rate is locked-in, if not already done so, the file will 
  be moved to the doc department, subject to a final underwriting review of  
  your credit and debt ratios. 
 
 2. Conditional Approval.  Your loan was “approved,” but there are conditions 
  that must be satisfied.  These conditions will be classified  as either “prior-to-
  docs” or “prior-to-funding.”   
 
  If your conditions are “prior-to-docs,” the conditions must be satisfied   
  before the lender will prepare your closing documents – so your closing is  
  on hold.  If your conditions are “prior-to-funding,” your loan file will be  
  passed on to the doc department right away – so you can now schedule your 
  signing appointment.  Most lenders will require a couple of days to prepare  
  your docs and email them to your escrow officer.  While your docs are being 
  prepared, you should be getting all of your money together for the closing. 
 
 3. Suspended.  If your loan file is incomplete, or the underwriter has raised  
  questions that may have a negative impact on your loan approval, they will  
  “suspend” the file.  This is not necessarily a bad thing – it just depends on  
  the reason for the loan suspension.  The number one reason that loans are  
  suspended is that the loan officer has not submitted a complete loan package.  
  If the underwriter suspends the loan for additional documentation, it was  
  probably the loan officer’s fault for submitting a sloppy or incomplete file. 
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  If the underwriter suspects fraud or undisclosed information pertinent to an  
  approval, you might be in hot water.  On the other hand, most suspended  
  loan files require simple fixes, such as a little more documentation, or a  
  letter of explanation from the borrower.  Therefore, don’t get rattled when  
  your loan officer utters the word “suspended.”  They can usually show you  
  how to get it released from the suspension. 
 
 4. Declined.  If your loan was “declined,” it means that the underwriter found  
  something in your loan file that does not fit the program guidelines for the  
  loan you have chosen.  It may be something that cannot be fixed, such as a  
  635 credit score when a minimum score of 680 is required.  Or, it might be  
  something that can be remedied by switching to a different loan program,  
  such as an FHA loan, possibly increasing your down payment, adding a co- 
  borrower, or any number of possible solutions. 
 
  It is part of your loan officer’s job to explore possible fixes with the   
  underwriter, usually before they even give you the bad news.  All loan   
  officers work on a commission basis; if your loan does not close, they don’t  
 get paid, so they have a vested interest in making your loan work.  If your   
 loan is declined, make them earn their keep and get it fixed. 
 
G. Closing.  When your loan is moved to the lender’s “closing” department, you are 
 almost home free.  All of the difficult underwriting conditions  should have been 
 resolved at this point, and it is now just a matter of rounding up all of your loan 
 documents, getting your John Hancocks in place, and recording everything. 
 
 There are eight basic steps involved in closing your new loan, including: 
 
 1. Review outstanding underwriting conditions.  When the lender’s “closer” 
  receives  your loan package, they will make sure that all “prior-to-docs”  
  underwriting conditions have been satisfied and are included in the file.  If  
  any are missing, they will notify your loan officer of the requirement.  They 
  may send them an email saying something like, “hey doofus, wake up and  
  smell the coffee, we need some more stuff.”  In most cases, of course, they  
  will just pick up the phone and call them. 
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  If any of the conditions required in the approval letter state “u/w to   
  review,” the closer will have to send them back to underwriting to be   
  signed-off.  Closers do not have underwriting authority, so a missing   
  condition of this type, at this point, may delay your loan closing by   
  several days.  You have to stay on top of your processing at all times. 
 
 2. Receive the “doc-draw” request.  The closer cannot do anything without  
  written instructions, just like an escrow officer.  It is the loan officer’s job to 
  fill out the doc-draw request and send it to the closer.  Once the closer has  
  the doc-draw request, they will send an estimated HUD-1 Settlement   
  Statement to the escrow officer to verify the charges that will be included on 
  the final HUD.  When the closer confirms the accuracy of the information  
  needed to close the transaction, the docs are ready to be prepared. 
 
 3. Draw the docs.  Using the vesting information provided by the escrow   
  officer, and the loan parameters from the loan file, the closer inputs the data 
  into their computer and the docs are printed.  Then, the loan docs are either  
  emailed or sent by overnight courier to your escrow officer, who will then  
  schedule your signing appointment.   
 
 4. The signing.  Before you sign your documents, make sure you read the   
  Closing Your Loan chapter.  It contains many helpful hints on what to expect 
  during your closing, what to be careful of, and how to evaluate the mortgage 
  information you will be signing.  Before you sign, you should have already  
  reviewed your document package (preferably in the quiet of your own home) 
  and resolved any questions you had regarding the content of the disclosures  
  and legally binding documents.  If you examined everything to the best of  
  your ability and you didn’t question anything, you should question your own 
  ability.  If you have little or no experience in real estate closings, you should 
  seriously consider hiring an attorney to review them for you.  There are  
  always questions that should be asked. 
 
 5. Going over the numbers.  The closer and your escrow officer will conduct  
  one final audit of all the amounts to be paid at closing, and collect all of the  
  money due in connection with the loan.  They will recalculate the taxes and  
  other prorated costs to reflect the day of recordation, which finalizes the  
  escrow process.   
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  The escrow officer emails the final HUD to the closer and if they agree with 
  the numbers, they will fund the loan.  The funds are wired electronically to  
  the escrow company, which takes a few hours. 
 
 6. Loan funding and recording the docs.  When the title company receives  
  the funds from your lender to close the transaction, they write checks to all  
  of the parties to the transaction who are owed money.  Then, they put   
  together a “recording package” that includes the Deed of Trust and related  
  attachments and riders.   
 
 7. Prepare document copy package.  When all is said-and-done, your escrow 
  officer will give you copies of the important documents that pertained to  
  your escrow.  Keep all of the documents together in a very safe place. 
 
 8. Your purchase or refinance is complete.  You can go home now. 
 

Do Your Homework 
 
Before you contact any lenders, it is important to understand what you’re getting in 
to, and what you can do to influence the process in a positive way.  Reading this book 
and relying on it as a reference tool is an excellent first step.  There are three chapters 
you should study carefully, including Retail Loan Pricing, Wholesale Loan Pricing, 
and Yield Spread Premiums.  These chapters are very important and they will show 
you how to negotiate the terms of your mortgage like an expert. 
 
Investigate the local mortgage lenders.  Ask a few real estate agents which ones have 
the best reputation.  Do not limit your search to just big national banks.  Include a few 
smaller regional and local banks, a couple of mortgage brokers, and a few mortgage 
companies.  Also, investigate individual loan officers because they will be the ones 
that you will be negotiating with for your mortgage terms.  
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    efore you start shopping for a loan, you need to find a lender that will do a  
    good job for you and treat you fairly.  It will be extremely helpful for you  
    to understand the structure of the retail mortgage market as well as how 
lenders differ.  The elements of home mortgage lending, while diverse, contain strong 
regulatory and standardized procedures in order to create the market synergies that 
translate into cost efficiencies for consumers. 
 
The mortgage marketplace has undergone dramatic transformations in the last decade.  
We have seen how a traditional mortgage market offering simple fixed rate loans now 
drowns in a flood of exotic and complex mix of loan products.  Consumers cannot 
make an informed selection of the best mortgage to fit their needs if their loan officer 
cannot even explain the details of the loan to them.   
 
In addition to the traditional 15, 20, 30 and 40-year fixed rate mortgages, consumers 
can choose from an array of adjustable rate and hybrid mortgage loans, including: 
 
  ■ 3-Month ARM     ■ 3/1 ARM 
  ■ 6-Month ARM     ■ 5/1 ARM 
  ■ One-Year ARM     ■ 7/1 ARM 
  ■ 2/28 ARM      ■ 3/27 ARM 
  ■ Pay Option ARM     ■ Hybrid Option ARM 
  ■ Convertible ARM    ■ Balloon Mortgage 
  ■ Graduated Payment Mortgage  ■ Compressed Buydown 
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The Retail Mortgage Market 
 

Lenders, Loan Officers, and Loan Pricing 
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  ■ 2-1 Buydown Mortgage   ■ 3-2-1 Buydown 
  ■ Reverse Annuity Mortgage  ■ No Money Down Loan 
  ■ Bimonthly Payment Loan   ■ Reduction Option Loan 
  ■ Reducing Interest Loan   ■ 80/20 Mortgage 
  ■ Roll-Over Mortgage    ■ 75/15/10 Mortgage 
  ■ Agency Loan     ■ Non-Agency Loan 
  ■ Negative Amortizing Loan   ■ B, C, and D Loans 
  ■ Deferred Payment Mortgage  ■ Hard Money Loans 
  ■ Subprime Loans     ■ FHA and VA Loans 
   
Add to this already head-spinning assortment of incomprehensible loans, a collection 
of index variables that can give any unsuspecting borrower a serious case of payment-
shock, and you have planted the seeds for a mortgage meltdown.  Those variables, 
which are seldom discussed by a loan officer let alone explained adequately in simple 
terms, include ARM indexes such as: 
 
    ■    Constant Maturity Treasury Index (CMT) 
    ■    Treasury Bill (T-Bill) 
    ■    12-Month Treasury Average (MTA or MAT) 
    ■    Prime Rate 
    ■    London Inter Bank Offering Rate (LIBOR) 
    ■    11th District Cost of Funds Index (COFI) 
    ■    Certificate of Deposit Index (CDI) 
    ■    Fannie Mae’s Required Net Yield 
    ■    Cost of Savings Index (COSI) 
    ■    National Average Contract Mortgage Rate 
 
Then, add a wide variety of Margins from 2.25% for conforming products, to 6.00% 
or even “no-ceiling” margins in the subprime market, to the above loans and enjoy 
watching the big lenders try to convince America that the millions of people who lost 
their homes to foreclosure knew exactly what they were getting into.  How stupid do 
they think we are?   
 
For some of their affordable housing programs, Fannie Mae requires borrowers to be 
educated in concepts such as house payments, taxes, electric bills, and how to make a 
budget (duh).  But when it comes to the issues that can destroy a borrower’s financial 
health, like a subprime loan, they all seem to go deaf and dumb. 
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Financing Relationships 
 
There are three elements that must be present for mortgage markets to exist: credit, 
credit and more credit.  Without credit, the “borrower” and “lender” financing 
relationships required for homeownership would not be able to function.  Financing 
relationships between buyers of real estate, and the entities that provide the funds as 
an investment, involve a variety of basic attributes, which serve as the legal 
foundation without which real estate financing could not occur.  These fundamental 
attributes include: 
 
Rights.  The parties in a real estate transaction obtain certain rights and obligations 
through contractual agreement.  In exchange for the advancement of funds, the lender 
will acquire many rights to protect their interest in the property being financed.  In 
most cases, these rights will include their right to transfer some or all of their rights to 
another party.  This ability makes their rights an integral legal commodity in the 
valuation of lender’s loan servicing portfolio. 
 
Leverage.  When you buy a home using only a small amount of cash, coupled with 
your promise to repay, you have leveraged your investment in the property.  If you 
make a 20% down payment on your purchase, you are 80% leveraged.  If you are able 
to secure financing on the entire purchase price, you are 100% leveraged.  During the 
1990s, it was very easy to buy a home while finding yourself 125% leveraged (125% 
LTV).  The abuses of leverage in home finance were one of the major causes of the 
mortgage meltdown, and one that allowed many borrowers to just walk away from 
their homes. 
 
Real Property “Pledge.”  Real estate loans are “secured” loans.  That means the 
property you are buying or refinancing acts as the collateral security for your loan.  
Your “pledge” to the provider of the financing is that you will make regular payments 
to them which will included their investment “interest.”  If you don’t pay them, you’ll 
lose your rights to the ownership of the property and they’ll take back the collateral 
(your beautiful home) using the particular foreclosure process that is prescribed by 
your State laws. 
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Hypothecation.  When your lender provides financing on your home, you are granted 
the right to retain possession and control of the property.  In return, the lender secures 
certain equitable rights in your home as a matter of contractual agreement.  Because 
hypothecation involves a pledge, without the transfer of legal title or possession, the 
lender’s rights to the property are “equitable,” or pertaining to a “right” in equity. 
 
Due-On-Sale.  If you want to sell, or otherwise transfer any right, title, or interest in a 
mortgaged property that you own, you are required to pay off your mortgage before 
title can be transferred.  Under some circumstances, your lender will grant permission 
for a transfer without satisfying the underlying debt.  The Due-on-Sale Clause has 
become a standard element in mortgages and has effectively eliminated mortgage the 
use of seller to buyer mortgage “wraps.” 
 
Defeasance.  The defeasance clause in your Deed of Trust gives you an irrevocable 
right to reclaim all rights to your property when your mortgage has been paid in full.  
At that time, the lender’s trustee has a legal obligation to record a Deed of Release as 
prescribed by State law.  Sometimes, however, you have to chase them to do what 
they are required to do.  If this becomes a problem for you and you cannot get them to 
respond to your phone calls, contact the company that handled your escrow for help. 
 

Understanding Mortgage Markets 
 
Why learn about mortgage markets, and how they can influence interest rates?  When 
you decided to buy your first home, did you do your market research to find the best 
deal?  Each time you walked into a house for sale, did you do a mental assessment to 
figure out what you thought it was worth, compared to other similar properties?  Of 
course, you did, and it’s just instinctive. 
 
Shopping for a mortgage, however, requires more than just instinct.  It you want to 
find a fair deal, you have to play “hardball.”  You have to ask the tough questions that 
lenders don’t want to hear, and you need to have the guts to ask for things that they 
don’t want to give.   
 
If you do not know how a mortgage works, you might have a problem similar to the 
one demonstrated on the next page. 
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Upon learning that their interest rate and points were going to be substantially higher 
than had been originally promised, and after reading in the morning newspaper that 
interest rates had fallen sharply that day, the borrower had the following telephone 
conversation with his loan officer: 
 
 
 
  
 
 
 
 
 
 
 
        
 
 
 
 
 
 
 
 
 
 
 
 
With no prior basic understanding of the mortgage markets, a borrower will be at an 
immediate disadvantage in their ability to cope with the above loan officer’s 
response.  How can a borrower effectively challenge an answer such as this one, 
which is intended to take advantage of specialized mortgage knowledge, and that 
which the loan officer knows very few borrowers understand?  They can’t – and the 
loan officer banks on that fact.  It is up to the borrowers to educate themselves so they 
will not be subjected to these problems.  A little education can go a long way.  You 
don’t need to be able to get a job as a loan officer – just be able to think like one. 

 

 

Hey, last month you promised me that 

our interest rate would be 6.00% and  

we’d only have to pay a 1.00% loan  

origination fee.  Now you say our rate  

will be 6.375% and we have to pay an  

extra half-point.  Can’t you stick to  

your original quote?  What gives? 

 

 

 

Well, there’s an awful lot of volatility 

in the markets right now, so I couldn’t 

have known where rates would be today.  

The only thing I can do is check with  

our secondary department to see if  

they might grant you an exception, but 

there are certainly no guarantees. 
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Although there a variety of mortgage markets where home financing can be readily 
obtained, as a borrower in a volatile housing market fraught with predatory lending 
practices and outright mortgage fraud, you only need to have a working knowledge of 
three: the retail, or primary mortgage market, the secondary mortgage market, and 
the wholesale mortgage market.  With your newly acquired mortgage market lingo, 
you will be far better equipped to deal with loan officers and impress your friends at a 
party with your superior mortgage finance intellect. 
 

Retail Mortgage Market Players 

 
 

   
 
 
           

 
When it’s time for you to shop for a home loan, your search will take you to a variety 
of retail mortgage market lenders.  These include commercial banks like Wells Fargo 
and Chase, big name mortgage bankers like Countrywide, as well as smaller local and 
regional lenders that have the ability to fund loans using their own internal credit 
resources.  
 
Any mortgage lender or mortgage broker that originates a home loan for a consumer, 
directly, is a retail mortgage market player.  Savings and Loan Associations, Credit 
Unions, and even private individuals can also serve this market.  Mortgage “brokers” 
are differentiated from mortgage “lenders,” including banks and mortgage bankers, in 
a variety of important ways.  The primary difference lies in the fact that mortgage 
brokers do not lend their own mortgage funds.  They are pure “middlemen” and only 
have the ability to loan the funds made available by primary creditors – mortgage 
bankers. 
 
The chart on the following page itemizes the differences between mortgage bankers 
and mortgage brokers.  It will help you decide which is best for your particular home 
financing needs.  Whichever type you choose to work with, remember that a loan 
officer is just a loan officer and it does not matter whom they work for.  Be careful! 
 

 
BANKS 

 

MORTGAGE 
BANKERS 

 
S&L’s 

 

MORTGAGE 
BROKERS 
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How Mortgage Bankers and Mortgage Brokers Compare 
  
  Business Characteristic    Mortgage Lenders    Mortgage Brokers 
 
  Fund loans using their  
  own internal resources    Yes     No 
 
  Sell loans directly to the 
  Secondary Mortgage Market   Yes     No 
 
  Have direct or designated 
  loan approval authority    Yes     No 
 
  Direct Fannie Mae /  
  Freddie Mac approval    Yes     No 
 
  Ability to create  
  MBS pools      Yes     No 
 
  Employ loan  
  Underwriters      Yes     No 
 
  Service closed  
  mortgage loans     Yes     No 
 
  Use multiple lending  
  resources       No     Yes 
 
  Easily resubmit a  
  rejected loan      No     Yes 
 
  Offer private and hard  
  money loans      No     Yes 
 
  Employ creative financing  
  alternatives      No     Yes 
 
  Disclose YSPs on  

  Settlement Statement    No     Yes 
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Although the previous characteristics may seem to indicate that applying for your 
home loan with a big commercial bank is clearly the best choice – it is not.  The 
biggest name does not mean the best deal.  If biggest meant best, Miss America 
would weigh 300 pounds.  Your selection of a lender comes down to two financial 
questions: how much will the loan cost at closing, and how much will it cost over 
time?  Everything else the lender boasts is just marketing fluff. 
 
However, if you believe that the largest mortgage lenders offer the greatest level of 
safety and price, here is a list of the top five for year-end 2007: 

 

Top Mortgage Lenders by Residential Volume 
2007 Full Year Originations in Billions 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

Bank and Non-Bank Mortgage Lenders 
 
As we have shown some of the differences between mortgage lenders and mortgage 
brokers above, it will be helpful to distinguish between the types of lenders.  There 
are two types of lenders: “bank” and “non-bank.”  A Bank Lender is one that is 
either wholly owned or controlled by a bank.  A bank is either a federally chartered or 
a state chartered institution, whose business it is to accept deposits, make personal 
loans, and conduct other services related to banking activities.  They can be local, 
regional, national, or international in scope. 

 

 

      Rank       Company      Originations 

         1   Countrywide          $ 408.2 

   2         Wells Fargo          $ 272.0 

   3         JPMorgan Chase   $ 207.7 

   4   Bank of America   $ 188.6 

   5   CitiGroup    $ 151.9 
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Banks offer mortgage services either directly through their branch network, through a 
wholly owned mortgage lending division, or through a controlling interest in a 
separate mortgage company.  Commercial banks do not need a state license or a 
Fannie Mae approval to operate in any state, because they are federally chartered.  
 
A Non-Bank Lender is one that has no ties whatsoever to a commercial bank.  These 
types are classified as mortgage banking companies and do not offer any commercial 
banking services, such as you would see at Bank of America.  The largest non-bank 
mortgage company in the United States is (or at least was) Countrywide Financial.  
They will soon (or already have) change to a bank lender because of their business 
acquisition by Bank of America. 
 

Regulatory Controls 
 
Mortgage banking companies, or mortgage bankers, such as Countrywide, do not 
operate under a state or federal charter, as does a bank.  As a result, they must be 
licensed in any state in which they originate mortgages.  One caveat to this rule is 
state specific: most states will waive the requirement for licensure of a mortgage 
banking company if they maintain an approved status to conduct business with either 
Fannie Mae or Freddie Mac. 
 
An approval by Fannie Mae or Freddie Mac creates a subset of mortgage bankers, 
which we will define as either “Fannie/Freddie lenders” or “non-agency” mortgage 
bankers.  Just about any Joe Blow can obtain a mortgage banking license if they meet 
fairly simple requirements that are defined by individual states.  However, that does 
not mean they can be approved by Fannie Mae, Freddie Mac, Ginnie Mae, or any of 
the private secondary mortgage market players.   
 
Generally, if a company already approved as a mortgage broker obtains a warehouse 
line of credit, which is a revolving credit line that gives them the ability to fund loans 
from their own resources, they can qualify for a mortgage banker’s license.   
 
The other requirement, also state specific, involves their surety bond.  As a mortgage 
broker, most states require a surety bond of $15,000 to $50,000, but a mortgage 
banker’s bond can require at least $300,000 in fidelity coverage.  
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The significance to the company is the difference between a $150 annual premium 
and as much as a $3,000 annual premium for their bond.  That difference can 
challenge the cost-effectiveness of obtaining a mortgage banker’s license to most 
small mortgage companies. 
 
Fannie Mae and Freddie Mac have more difficult approval requirements, such as a 
$250,000 minimum net worth, errors and omissions coverage of at least $300,000, 
experienced key personnel in secondary marketing, underwriting, quality control, and 
loan servicing to mention a few.  As a result, it is very difficult for most small 
mortgage companies to sell loans to them directly.  Most prefer to operate like a 
mortgage broker even if they already have a mortgage banker’s license. 
 

Advantages of Dealing with a Bank 
 
When you apply for a mortgage through a bank, you will have a certain measure of 
“size” security.  Because banks are federally regulated, have high reserve asset 
requirements, and make huge dollar investments in real estate holdings and business 
infrastructure, they are less likely (usually) to suddenly close their business, as many 
privately-owned mortgage brokerages have done in recent years. 
 
Banks are less susceptible to many of the factors that caused hundreds of non-bank 
mortgage companies to collapse during the big “meltdown.”  Non-bank mortgage 
companies, such as Countrywide, do not maintain deposit asset reserves and as a 
result, they must depend on outside credit institutions (banks) to provide them with 
lines of credit to not only fund their loan production, but also provide financing for 
continued business operations.  
 
Since Countrywide Financial was not chartered as a bank, when the mortgage 
meltdown occurred, they were unable to borrower federal funds, as the banks did, in 
order to maintain the high level of financial solvency required to offset huge cash 
flow losses from mortgage defaults.  As their company stock value plummeted, and 
rumors spread that they were insolvent, they discovered that they could not raise 
enough new credit from their bank resources to cover their rising mortgage losses.   
 
The banks, after all, were having the same problems with defaults and were less 
inclined to grant new business credit to companies like Countrywide or other 
mortgage lenders.  The entire industry was a mess and needed a bailout. 
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Thousands of borrowers with active loans in Countrywide’s pipeline, as well as those 
of many other non-bank lenders, were summarily declined because they had no way 
to fund them.  Borrowers were hung out to dry in every state – and they were not 
happy about it.  Most real estate transactions rely on, and are at the mercy of, the 
buyer’s lender.  People do not buy or sell real estate unless there is a need.  When a 
lender violates the trust placed in them by a customer, there can be financial and 
emotional repercussions, even when the lender has a legitimate excuse for rejecting 
their loan application.   
 
The next time you need to apply for a mortgage, if there are clear signs that trouble is 
brewing in the stability of the mortgage industry, consider using your favorite bank, 
or a mortgage broker that has access to a variety of bank and non-bank mortgage 
lending resources. 
 

Advantages of Dealing with a Non-Bank Mortgage Lender 
 
Although banks offer a certain amount of “size” security, based on their corporate 
assets, mortgage companies that are not owned by a bank can offer a wider variety of 
loan products, and frequently greater flexibility in loan underwriting.  Non-bank 
mortgage companies like Countrywide, GMAC Mortgage, E-Loan and others, have 
historically demonstrated ferocious competitiveness.  Since they cannot capitalize on 
national bank branding, they need offer their customers loan products that are more 
creative and unique.   
 
Higher loan-to-value ratios, limited and no-income verification processing, lower 
acceptable credit scores, outrageous secondary financing combination alternatives, 
specially designed Fannie Mae and Freddie Mac loan programs, and a host of other 
eye-popping attention grabbers have made them the choice of millions.  Banks tend to 
keep their image more conservative, and therefore limit the wild preponderance of 
off-the-wall loan programs.  Non-bank lenders do not have corporate roots that 
include old west stagecoaches, so they are not as worried about the importance of 
mainstay advertising images. 
 
If you believe that a non-bank lender, like Countrywide, will work best for your 
financial needs, that’s great; just don’t forget to check them out with your local 
realtor resources, the Better Business Bureau, or perhaps Ripoff Report. 
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If your credit is less than perfect, you want to minimize your down payment, include 
a seller carry-back or a large cash gift, or have any other type of unconventional 
lending issue, you should present your needs to a non-bank lender.  But remember: 
never give any lender your social security number before you actually apply for a 
loan.  Do not let them check your credit unless you are ready to apply. 

 
Advantages of Dealing with a Mortgage Broker 
 

A mortgage broker can offer you all the advantages of a bank and a non-bank 
mortgage lender, but you need to be extremely careful in your selection.  If you have 
obtained reliable references, checked for any sanctions imposed against them by your 
state regulatory agencies, and checked them out online through websites like Rip-Off 
Report, you are probably good to go. 
 
Mortgage brokers receive detailed information on loan programs, interest rates, costs, 
and underwriting guidelines from a variety of bank, non-bank, and even private home 
lenders.  An experienced mortgage broker can show you more financing options than 
an individual bank, and they can be more effective in handling underwriting issues 
before the loan is submitted to an underwriter.  In addition, unlike a bank or non-bank 
lender, if your loan is declined for any reason, they can immediately submit it to 
another lender with minimal additional paperwork.  When a bank declines a loan 
application, it is the end of the line. 
 
Dealing with a mortgage broker can also be less formal and without pretence.  Many 
people feel more comfortable with the loan application process in an environment 
where customers are not buzzing around making deposits and demanding free toaster 
ovens.  If you prefer greater lending flexibility, more pre-submission underwriting 
guidance, and a more informal application experience, you should consider talking to 
a mortgage broker. 
 

Dealing with Poor Service 
 
Banks and mortgage companies with big names, big advertising budgets, and fancy 
offices, are no guarantee that you will get top-notch service.  If you have applied for 
your loan and things are not going well, you don’t have to take it. 
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Chapter Two – Dealing with Poor Service 
 
If your loan officer does not return your phone calls, he or she appears to be totally 
incompetent, they have asked you to enter false or misleading information on your 
loan application, or you suspect that you have been the victim of predatory lending, it 
may be time to complain about their service. 

 
First, remember what Grandma always said: “You can catch more flies with honey 
than with vinegar” and “be nasty – beware!”  In most cases, a little diplomacy on 
your part will go a long way.  Ultimately, you carry a big stick because you can 
always cancel your loan and order them to transfer the entire loan package to any 
other lender that you choose.   
 
State law mandates that a lender transfer a loan package immediately when requested, 
so they cannot refuse to do it.  If you must take that route, you should send them a 
certified letter with your transfer request in order to document it.  There are other 
things, however, that you should do first, as discussed below. 
 

Complaint Resolution 
 
If you have a problem with your lender or their loan officer, the problem will 
probably not go away unless you take control of the situation.  The severity of your 
problem will dictate how much effort will be needed to correct it.  If it is a problem 
related to the incompetence of your loan officer, but it will not cost you any money, 
that is one thing.  But if the problem will cost a lot of money to resolve, that’s a bird 
of a different feather – so you had better take strong steps to get it fixed.   
 
Do not be afraid to make demands of your loan officer because you think they might 
cancel your loan if you make them angry.  If they were to do that, the lender would be 
in serious trouble under federal lending laws.  Once they start your loan, state and 
federal laws strongly influence the approval process, and under what terms and 
conditions a lender can decline a loan application. 
 
Your complaint should start at the lowest administrative level and, if needed, move 
up the lender’s organizational ranks.  A typical organizational structure found in a 
bank or a mortgage company looks like the one on the following page.  You can use 
your knowledge of these structures to your advantage if you are getting bad service. 
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Chapter Two – Complaint Resolution 

 
Bank and Mortgage Company Organizational Structures 

 
 

 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
A conversation with your loan officer will probably resolve most problems.  Since all 
loan officers work on a commission basis, keeping you happy is in their best financial 
interest.  If the loan officer cannot provide you with the satisfaction you believe you 
deserve, call his or her sales manager, explain the situation, and tell them what you 
believe is required to resolve the problem.  Sales managers are also paid on a 
commission basis, so they will listen to your concerns very carefully and usually try 
their best to make you happy.  If they do not, you can work your way up (or down in 
this case) the organizational structure until you get your way – if you can get it at all. 
 
Remain calm and be prepared to defer to the sales manager’s experience as long as 
their response seems reasonable.  If their response does not seem reasonable, you can 
advise them that unless they can make an acceptable recommendation to resolve your 
problem, it may be necessary to transfer the loan to another lender.   

Loan Officer Loan Processor 

Sales Manager Administrative Assistant  

Regional Manager 

Vice President 

President 

Operations Manager 

Executive Assistant 

Administrative Assistant  
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Chapter Two – Complaint Resolution and Loan Transfers 
 

Loan Transfers 
 
Do not be hasty with a loan transfer.  Before doing so, call two or three other lenders 
and explain the situation to them.  If a consensus emerges as to how to handle the 
problem, you would then have three possible courses of action: (1) you can offer the 
consensus resolution to your current lender as a way for them to keep the loan, (2) 
contact the lender’s regional manager for help, or (3) transfer the loan to one of the 
other lenders.   
 
If the lender fails to transfer your loan expeditiously, you may need to motivate them.  
First, contact your state’s banking regulator.  Most states have unique names for it, 
but this department is the one that regulates banks, mortgage companies, savings and 
loans, mortgage brokers, and usually title companies.  Make detailed notes of every 
discussion and always record the time of your call and the name and position of the 
person you spoke to.  Explain your situation carefully and without emotion.  If they 
believe you are a levelheaded person with a legitimate complaint, they will be more 
likely to give you the best advice possible. 
 
Verify the state laws regarding your right to have your loan application package 
transferred, as these laws can vary from state to state.  With knowledge of the laws in 
mind, inform the lender’s sales manager that any further delay in transferring your 
loan will result in a complaint being filed with the State Banking Department, or 
whatever they call themselves in your state.  Ask the lender to send you an email, or 
otherwise confirm that the package was sent to the new lender.  Call the new lender 
and let them know of the transfer and to look for the loan package. 
 
If you prefer not to discuss the transfer with your current lender directly, your new 
lender will almost certainly handle it for you.  They know what to ask for and how to 
ask for it.  In addition, they will prepare the transfer authorization letter that may be 
required, contact your escrow company for a retype on your preliminary title report 
and escrows, and request a lender name change on your appraisal.  With a little effort 
on everyone’s part, the entire transfer can be finished in no more than three to five 
business days.  If your loan is for a home purchase, explain the situation to your 
realtor.  They may be able to help you with the problem because they too are paid on 
a commission basis. 
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Chapter Two – Loan Transfers and Rate-Locks 
 

Loan Transfers and Rate-Lock Considerations 
 
If you have a decent market interest rate “locked-in” with your current lender, and 
interest rates have risen since you locked, transferring your loan may result in having 
to accept a higher rate from the new lender.  Try to avoid being “penny-wise and 
pound-foolish.”  Make sure that the reason you are transferring your loan is sufficient 
justification to accept a higher interest rate and the associated closing costs produced, 
particularly a higher monthly payment. 
 
If, on the other hand, interest rates have declined since you locked, perhaps you will 
feel safe in putting your current lender’s feet to the fire.  If your problems have 
occurred during a period of downward interest rate volatility, the lender knows that, 
from a secondary mortgage marketing perspective, your current loan is more valuable 
than one newly originated at a lower rate, all other things being equal.  Go with your 
instincts and seek the advice of knowledgeable people.  If the reason you are 
considering a loan transfer is based on a predatory lending issue, seek legal counsel. 
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    etail mortgage loan pricing is the most important subject that will be   
    examined in this book.  In order to understand the math calculations   
      used in the pricing of your loan, you need to see what a rate sheet looks 
like, and know how the different numbers are applied.  It is critical to your knowledge 
of mortgage lending that you study this chapter, as well as the others that examine 
loan pricing.  Loan pricing skills are your key to successful negotiations. 
 
To that end, this chapter starts with the fundamentals used to price a home loan.  We 
start with a review of the decimals and fractional equivalents used in the preparation 
of both retail and wholesale rate sheets.  We will focus entirely on wholesale rate 
sheets because the retail ones don’t include the good stuff that you need to know. 
 

Loan Pricing Tools and Terminology 
 
If you do not understand how a lender prices your loan, how will you know if you are 
being ripped-off?  If they throw out a bunch of numbers at you and tell you “these are 
the ones that apply to your loan,” how will you know if those numbers are the only 
numbers that apply to you loan?  When they do a calculation on their little HP 12C 
pocket calculator and proudly show you the result, how will you know that they did 
the calculation correctly? 
 
Those are a few of the questions that should convince you how easy it is to be duped, 
either intentionally or just by accident.  You can’t “keep ‘em honest” unless you can 

R 

 

Chapter Three 

 

Retail Loan Pricing 
 

Understanding How the Game is Played 
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Chapter Three – Loan Pricing Tools and Terminology 
 
check out their work.  This section will show you the basic techniques that loan 
officers use to price a home loan.  You will learn where they get their interest rate 
information each day, and what the daily interest rates cost you as a borrower.  You 
will learn that there are many additional loan pricing charges that can be applied to a 
mortgage, and how those loan pricing “add-ons” can affect your closing costs and 
monthly payment. 
 
Pricing a mortgage is not rocket science.  It does not involve complex mathematical 
computations or concepts that are difficult for the average person to understand.  All 
you need to price a loan like a pro, is a general understanding of some of the basic 
math functions taught in the fifth grade. 
 
Below are examples of the basic math calculations used in mortgage loan pricing.  As 
long as you understand how these calculations are made, you won’t have any trouble 
performing the calculations for yourself. 
 

Mathematical Calculations Used in Loan Pricing 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 

 

   1.    $100,000 x 80%  =   $80,000.00 

   2.    $100,000 x 1.375%  =   $1,375.00 

   3.    $100,000 x 2 ¾ %  =   $100,000 x 2.750%  =  $2,750.00 

   4.    $100,000 + 1.375%  =   $101,375.00 

   5.    1.625% + 0.125%  =   1.750%   (1¾) 

   6.    1.500% + (0.875%)  =   1.500% – 0.875%  =  0.625%   (⅝) 

   7.    5/8%   =  0.625%  (5 divided by 8 = 0.625) 

   8.    5/8% + 3/4%   =  0.625% + 0.750%  =  1.375%   (1⅜) 

   9.    3/4% – 3/8%   =  0.750% – 0.375%  =  0.375%   (⅜) 

   10.  1/4% + 0.625%  =  0.250% + 0.625%  =  0.875%   (⅞) 
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Chapter Three – Loan Pricing Tools and Terminology 
 

Loan Pricing Costs and Rebates 
 
There are two types of loan pricing fees listed on a wholesale rate sheet:  a “cost” and 
a “rebate.”  The retail rate sheets that you will see won’t display any rebate pricing, 
because those are for the exclusive use of the lenders.   
 
Although the mortgage lending vernacular sometimes confuses the two terms by 
referring to a Yield Spread Premium as a negative cost, we differentiate the two by 
placing “rebates” in (   ) parentheses.  Loan “costs” do not appear in parentheses on 
any rate sheet used.  An example of each is: 

 
 
 
 
 
 

Fractions and Decimal Equivalents 
 
All mortgage loan pricing calculations use one-eighth of a percent increments and 
their decimal equivalents.  For those readers with no experience using the measuring 
tools of carpentry, we have provided the units for your reference. 
 

Fractions and Decimal Equivalents 
 

 
 
 
 
 
 
 
 
 
 
 
 
 

 

  One-eighth  = 1/8 =   0.125   

  One-quarter  = 1/4 =   0.250 

  Three-eighths = 3/8 =   0.375 

  One-half  = 1/2 =   0.500 

  Five-eighths = 5/8 =   0.625 

  Three-quarters = 3/4 =   0.750 

  Seven-eighths = 7/8 =   0.875 

 

 

   Rate Sheet Cost:   1.625 

   Rate Sheet Rebate:  (1.625) 



 

44 
 

Chapter Three – Calculators That Perform Amortizations 
 
While lenders typically only use decimals in rate sheet loan pricing, they refer to 
them as fractions, i.e. 0.125% is always stated as “one-eighth” and not “zero point 
one-two-five.”  For that reason, every competent loan officer will memorize the list of 
fractions and their decimal equivalents on the previous page – and so should you.   
 
For the loan pricing calculations, you will need to understand and practice, you 
should buy a pocket calculator that does amortizations.  The calculator of choice for 
most mortgage loan officers is the HP 12C, although other types are available for less 
than $100.00.  Shop around – check Costco, Walmart, and eBay. 
 
In order to understand the calculations involved in loan pricing and prepare yourself 
to battle predatory lending practices, get your pocket calculator as soon as possible 
and learn how to use it.  The only important requirement affecting your choice is that 
it must do amortizations.  In other words, it must allow you to calculate monthly loan 
payments.  Calculating mortgage payments using the amortization tables found in the 
appendix of most mortgage books will put you in a straightjacket. 
 

Amortization Calculators – Get One! 
                                                                                        
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

 
 

Hewlett-Packard 
HP 12C 
$59.99 ± 

Texas Instruments 
BA II Plus™ Professional 

$59.99 ± 
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Chapter Three – Loan Pricing Terms 
 
If you have regular access to the Internet, and perhaps a laptop computer, you can 
obtain the same mortgage payment information online.  Just google mortgage 
calculator and you will find dozens of websites that will do the job, although they are 
not as portable or convenient as a nifty little HP 12C. 
 

Essential Loan Pricing Terms 
 
Before we introduce you to the lender wholesale rate sheet, you will need to become 
familiar with the terms that will be used in the explanation.  They are: 
 
Loan-to-Value Ratio (LTV):  The relationship between the amount of a mortgage 
loan, and the value of the property being financed, expressed as a percentage.  If the 
property being financed has a value of $100,000 and you need an 80% loan-to-value, 
then your loan amount will be calculated:  $100,000 x 80% LTV = $80,000.00.   
 
Loan “Discount”:  The fee charged to acquire a specific interest rate that is lower 
than the “par” rate, which has a zero discount and therefore a zero cost.  When an 
interest rate is “discounted” (reduced), the discounting fee that a borrower pays for 
the reduced rate increases.  The change in the percentage amounts for the discounts, 
as interest rates decrease, will vary with the type of loan requested and the lender’s 
internal pricing policy.  They will be different from one lender to another. 
 

Example Interest Rates and Discount Fees 
 

 
 
 
 
 
 
 
 
 
 
 
 

 

 

 Interest    Discount 
 Rate %        Fee % 
 

   6.250       0.000 

   6.125       0.625 

   6.000       1.250 

   5.875       1.750 

   5.750       2.375      
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Chapter Three – Loan Pricing Terms 
 
Loan Pricing Adjustments (Add-ons):  Extra charges added to your loan costs 
created by variations in loan and underwriting parameters.  All lenders use itemized 
“add-ons” in order to provide borrowers with a greater level of loan cost detail.  The 
table below shows some of the types of loan pricing adjustments that are commonly 
used in pricing, as well as their corresponding “add-on” charge, and are expressed as 
a percentage of the loan amount. 
 
For example, the add-on adjustment for an Investment Property LTV < = 50% (LTV 
equal to, or less than 50%) would be 0.500%.  Also, the add-on for a Cash-Out > 80% 
< = 90% (cash-out refinance with a LTV greater than 80%, but equal to, or less than 
90%) would be 0.750%.  Both examples apply to both fixed rate mortgages and 
adjustable rate mortgages (FRM/ARM). 
 

Loan Pricing Adjustments 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Loan “Price”:  The charge to purchase the base interest rate on a loan.  The “price” 
for any given interest rate is expressed as a percentage.  The actual loan “cost” that 
corresponds to the price is expressed as a dollar amount.   
 
For example, if you applied for a $100,000 loan and you wanted a 5.875% interest 
rate, which had a price of 1.375%, your cost to buy that rate would be as follows: 
$100,000 x 1.375%  =  $1,375.00.   
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Chapter Three – Higher Loan-to-Values 
 
There is an inverse relationship between the interest rate “yield” and the “price” of 
the interest rate.  In other words, as interest rates increase, their corresponding prices 
decrease.  The price of an interest rate may be in the form of a “discount fee,” which 
creates a cost for the borrower, or a Yield Spread Premium, which produces a rebate 
for the loan.  Who receives the benefit of the rebate is discussed in the chapter on 
Yield Spread Premiums. 
 

Higher Loan-to-Values 
 
Loan pricing adjustments are also made for higher LTV’s, property types, rate-lock 
periods, no-income verification processing options, and others.  Your loan can have a 
variety of individual costs which, when added together, will equal your total loan 
cost.  The costs listed on a rate sheet are always shown as decimals, but referred to as 
percentages.  A sample loan calculation that includes a discount fee and some “add-
ons” is as follows: 
 

Discount Fee and Add-ons 
 

 
 
 
 
 
 
 
 
 
 
 
If you had applied for a $100,000 loan, your discount fee plus the “add-ons” based on 
the above pricing would be:  $100,000 x 3.75%  =  $3,750.00.  Depending on the type 
of loan requested and the lender chosen, individual “add-ons” will vary. 
 
Try some of your own examples in order to practice this calculation method.  Once 
you master this simple procedure, you will be in a significantly better position to 
negotiate your interest rate with the lender of your choice. 

 

 

   Loan Discount Fee:          1.250% 

   Non-Owner Occupied:    Add 1.500% 

   90% LTV:       Add 0.250% 

   60 Day Rate-lock:     Add 0.750% 

   Combined Price:         3.750% 
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Chapter Three – Front-side and Back-side Loan Pricing 
 
“Front-Side” of the Loan:  Loan costs and lender compensations that are presented 
to the borrower “up-front” and in writing.  These costs include loan processing fees, 
courier fees, and any of the other charges which were included on the borrower’s 
Good Faith Estimate.  All compensations received by the lender before, or as part of 
the loan closing, are on the “front-side” of the loan transaction.  They may also be 
referred to as costs “on the front.” 
 
“Front-Side” Loan Pricing:  Any loan cost, such as the loan origination fee, that is 
visible to the borrower in writing, or “in front” of them, is considered an “up-front” 
fee.  When a loan officer or mortgage broker discusses loan pricing with their 
wholesale lender and they say “I’m going to take a point on the front,” they mean that 
they will be charging the borrower a one percent (one point) fee, and that the 
borrower will see the 1.00% charge in writing. 
 
“Back-Side” of the Loan:  Lender compensations, primarily Yield Spread 
Premiums, and other junk fees that may be combined to increase earnings.  These 
costs are collected out of the view of the borrower, who is generally unaware of their 
existence, and are paid to the lender after the loan is closed.  They may also be 
referred to as costs or commissions “on the back.” 
 
In previous years, lenders would receive these funds from the escrow proceeds and 
then, in about a week, send the mortgage broker’s check to them in the mail.  Now, 
the lenders typically instruct escrow to disburse the mortgage broker’s fees to them at 
closing.  Loan officers employed by mortgage brokers or lenders are paid by the 
mortgage broker or the lender, and do not receive commissions through the escrow 
settlement process. 
 
“Back-Side” Loan Pricing:  Interest rate rebates, or Yield Spread Premiums (YSP), 
that always represent a (negative) discount fee.  These YSPs are cash rebates paid to 
the lender as a bonus for selling an interest rate that is higher than the one required to 
buy the same interest rate at “par.”  Back-side loan pricing details are not generally 
shared with a borrower, unless they have requested a zero-point loan.  Even then, the 
actually dollar equivalent of the YSP will almost always be kept as a closely guarded 
secret.  Borrowers never see them, but that doesn’t mean they can’t ask to see them. 
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Chapter Three – Yield Spread Premiums 
 
Yield Spread Premium (YSP):  If you select an interest rate for your loan that is 
higher than the one offered by your lender with no discount cost, that interest rate will 
produce a Yield Spread Premium – or a rebate.  YSP rebates are listed on a lender’s 
rate sheet either in (parentheses), or preceded by a minus sign, such as –1.250.  
Unlike loan “costs”, which are added to the loan costs total, Yield Spread Premium 
“rebates” are subtracted from the total costs of a loan.  An example loan calculation 
that includes a YSP and some “add-ons” is as follows: 
 

Example Yield Spread Premium and Add-ons 
 
 
 
 
 
 
 

 
 
 
 
 
When an interest rate is selected that produces a Yield Spread Premium, as in the 
above example, even if the borrower does not get credit for the it, the calculation on a 
$100,000 home loan using the above add-ons would be:  

 
 

 
 
 
 
 
Loan Origination Fee or Mortgage Broker Fee:  Mortgage lenders and brokers 
charge this fee for counseling borrowers on the types of home loans available, 
explaining the credit requirements needed for a particular loan, pre-qualifying their 
income, and processing the loan documentation required to submit the loan to an 

 

 

 

   Yield Spread Premium:     (1.375%) 

   Non-Owner Occupied:  Add 1.500% 

   90% LTV:     Add 0.250% 

   60 Day Lock:    Add 0.750% 

   Combined Price:       1.125% 

 

 

(1.375%)  +  1.500%  +  0.250%  +  0.750%  =  1.125% 

Then: $100,000 x 1.125%  =  $ 1,125.00 
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Chapter Three – Rate Sheets 
 
underwriter.  Although the amount of this charge is not fixed by law, and lenders can 
charge whatever they can get, a customary loan origination fee is 1.00% of the loan 
amount. 
 
Wholesale Rate Sheet or Secondary Mortgage Market Rate Sheet:  Lenders buy 
interest rates from a variety of sources and sell them to their borrowers.  Mortgage 
brokers and smaller mortgage companies price their loans using the wholesale rate 
sheets provided by wholesale mortgage lenders.  Larger banks and mortgage lenders 
use secondary mortgage market rate sheets, which are directly or indirectly derived 
from Fannie Mae or Freddie Mac loan pricing data.   
 
Both types of rate sheets display the same information, i.e., the daily, or even hourly, 
interest rates offered for specified home loan programs and their corresponding loan 
costs (discount fees), expressed as a percentage.  The terms “cost,” “fee,” and “price” 
are generally used synonymously during any loan pricing discussion between loan 
officers and wholesale lenders. 
 

Basic Rate Sheet Parameters 
 

 
 
 
 
 
 

 
 

 
In the above exhibit, the wholesale discount fee for the 5.500% rate is 1.250%, and is 
used to calculate the “cost” for that rate on a $100,000 loan as:  

 
 

 
 

The cost for the 5.75% rate would be zilch, because it is the par rate. 
 

 

 

    Interest Rate       Fee %      Fee Type 

   5.500     1.250          Cost 

   5.750     0.000           Par 

   6.000    (1.000)       Rebate 

   

$100,000  x 1.250%  =  $1,250.00 “Cost” 
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Chapter Three – Rate-Locks and Loan Pricing Calculations 
 
Conversely, the wholesale discount fee for the above 6.00% rate is (1.00%) and is 
used to calculate the YSP “rebate” for that rate on a $100,000 loan by:  

 
 
 
 

Rate-Lock:  Before your loan closing documents can be prepared for your signature, 
the interest rate you have selected must be “locked-in.”  The process of locking-in an 
interest rate constitutes a legal agreement between the borrower and the lender.  Rates 
can be locked-in for your loan at almost any time.  Subject to lender requirements, 
you can lock-in a rate on the day you apply for your loan, at any time while your loan 
is being processed, or after your loan has been approved and all funding conditions 
have been satisfied – it’s all up to you.  
 
Few borrowers understand that even after your loan is fully approved and ready for 
the docs to be drawn, you can put a “hold” on everything if you think interest rates 
are going to fall in the next week or two.  You just have to make sure that none of the 
loan processing documents contained in your loan file will get too old, and expire.  
Although a rookie loan officer might tell you that you must lock “now,” you do not 
necessarily have to.  Just ask them to confirm in writing when your loan processing 
documents will expire – and get it in writing. 
 
Rate-locks are offered in a wide variety of lengths, from twelve days to six months, or 
even longer.  As the length of the rate-lock increases, so does the cost.  Most rates are 
locked for either 15, 30, 45 or 60 days.  Rate-locks longer than 60 days are referred to 
as “extended” rate-locks and can become very expensive.  A six-month rate-lock can 
cost as much as 4.00% of your loan amount.  
 

Practical Loan Pricing Calculations 
 
The methods used to calculate what a borrower’s costs would be for a particular type 
of loan and a specific interest rate are the same for all lenders.  You can be assured 
that no matter which lender is giving you a loan quote, the methods they use to 
calculate your loan fees are exactly the same.  After you review the calculations in 
this section, you will be ready for a good understanding of loan pricing methods, 
strategies, and potential lender rip-offs. 

 

$100,000 x (1.00%)  =  $1,000.00 “Rebate” 
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Chapter Three – Practical Loan Pricing Calculations 
 
The three Loan Pricing Scenarios in this section demonstrate the types of calculations 
that you will need to know in order to understand how a lender calculates loan costs.  
At this point, we have shown basic pricing calculations that only involve the purchase 
of a given interest rate, plus a 1.00% loan origination fee, which is customary. 
 
The fundamental calculations used to “buy” an interest rate for your mortgage are the 
most important aspect of home loan pricing.  Once you have mastered these basic 
loan pricing principles, adding pricing adjustments to your loan costs will be an easy 
matter.  The three loan pricing scenarios on the following pages use the below rate 
sheet format, although the individual costs/rebates will vary.  Assume fixed rates. 
 

Example Wholesale Rate Sheet 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

 
 
 

 

               Rate-Lock Period 

 Rate 15 Days    30 Days   45 Days   60 Days 
  

 5.875   2.828      2.923        3.284  3.565 

 6.000       1.913         2.214       2.384       2.556 

 6.125       1.198         1.360       1.587       1.810 

 6.250       0.067         0.230       0.315       0.600 

 6.375       (1.139)      (0.837)    (0.512)     (0.187) 

 6.500       (1.790)      (1.328)    (1.073)     (0.898) 

 6.625       (2.235)      (1.972)    (1.647)     (1.522) 

 6.750       (3.259)      (2.919)    (2.775)     (2.541) 

 6.875       (3.964)      (3.601)    (3.476)     (3.301) 

 7.000       (4.339)      (4.000)    (3.873)     (3.650) 

 7.125       (4.698)      (4.209)    (4.000)     (3.802) 

 7.250       (5.359)      (5.098)    (4.699)     (4.000) 

  Rebates (YSPs) are shown in parentheses 
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The Example Wholesale Rate Sheet on the previous page lists the rebate prices in 
parentheses, such as the (0.837) in the 30-day rate-lock column.  Also, the “Actual 
Loan Origination Cost” figures included in loan scenarios #1 and #2 below 
differentiate between “front-side” or up-front points, and the total amount of the 
compensation received by the lender in connection with the loan, regardless of 
whether the borrowers knew about it or not.  Lenders receive loan compensations on 
the “front-side” of the loan as well as on the “back-side” of the loan.  
 
Loan Scenario #1 shows you how to find a specific interest rate on the wholesale 
rate sheet, determine the discount points (or rebates) for a given rate-lock period, how 
to calculate the cost of the points that correspond to the specified interest rate, and 
how to figure the actual loan origination cost. 
 
Loan Scenario #2 adds an important variable – “back-side” loan pricing.  The use of 
back-side pricing creates the largest bonus commissions for lenders, but only if the 
borrower is oblivious to them, or is afraid to demand control over their use.   
 
Loan Scenario #3 incorporates all of the pricing variables that are commonly used in 
the loan origination process.  You’ll learn how to calculate and evaluate various loan 
pricing “add-ons,” including adjustments for property type, loan-to-values, credit 
scores, and optional processing features such as “stated-income.”  You’ll be amazed 
at how your loan negotiations will change when you employ this knowledge. 
 
When you obtained a firm grasp on these examples, you will be ready to consider 
yourself a loan officer’s worst nightmare – and for you that’s a very good thing.  You 
will be able to throw around their secret terms, like front-side, back-side, add-on, 
Yield Spread Premium, FICO score, and many others they are not to hearing from 
any of their customers.  
 

Key Loan Pricing Terms Review 
 
Although the following terms were defined earlier, they bear repeating because 
almost all of the predatory lending practices that pertain to an interest rate selection 
occur on the “back-side” of the loan transaction – way out of the borrower’s view.  
Although the distinction between the “front-side” and the “back-side” of a loan can 
seem a little vague, perhaps the easiest way to remember the difference is that: 
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■ Pricing that occurs on the “Front-Side” of the loan is visible to the 
 borrower.  All the loan pricing details are discussed right in front of you and 
 every type of fee collected by the lender appears on your Good Faith Estimate 
 and loan closing HUD-1Settlement Statement. 
 
■ Pricing manipulations that occur on the “Back-Side” of the loan are 
 invisible to the borrower.  Some, or all of the loan pricing details, such as the 
 collection of a YSP, are not discussed with the borrower.  Instead, the lender 
 either legally or illegally includes them in their loan pricing calculations. 
 
   All, or at least some of the loan pricing costs are determined behind  
   closed doors, or in a private telephone conversation, to conceal certain  
   loan terms or loan pricing elements from the borrowers.  These back- 
   room lender pricing conspiracies are at the root of the legal, illegal, or  
   unethical predatory lending practices, and can be either subtle or 
flagrant.  Pricing manipulations are not new and they will not disappear, so it is up to 
each borrower to learn how to negotiate around them to their own advantage. 
  
A concerted effort to understand the difference between the two terms will aid in your 
ability to detect and avoid being ripped-off by a predatory loan officer who abuses 
rebate pricing.  Remember:  front-side loan pricing is good for you, and back-side 
loan pricing can hurt you if you are not careful and intuitive. 
 

Loan Pricing Scenario #1 
 
The following example wholesale rate sheet loan pricing scenario will help you 
understand how a loan officer prices only the costs associated with the acquisition of 
a specific interest rate.  All of these loan charges are disclosed on the “front-side” of 
the loan and as such, there are no Yield Spread Premiums included in this scenario.  
 

The Loan Details 
 
Borrowers are purchasing a home for $625,900 and want an 80% loan – or $500,000 
in round numbers.  They have requested a 6.250% interest rate and they will need a 
45-day rate-lock.  They have agreed to pay a 1.00% loan origination fee. 
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Finding the “Points” that Correspond to the Interest Rate 
 

      6.250% / 45 Day Lock:   0.315% 
      Loan Origination Fee:   1.000% 
      Total Borrower Points:   1.315% 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
To Calculate the Cost of the Points: 

 
[ $ Loan Amount x Total Borrower Points %  =  $ Cost ] 

 
Front-Side Borrower Points:  $500,000 x 1.315%  =  $6,575.00 

 
Back-Side YSP Points – To Lender:  =  $0.00 

 
 

 
 
 

 
 

 

 

Interest Rates and Discount Points 
 

   %       # Days for Rate Lock and Corresponding Points 
 Rate     15 Days       30 Days       45 Days       60 Days 
 
5.875 2.828  2.923  3.284  3.565 
6.000 1.913  2.214  2.384  2.556 
6.125 1.198  1.360  1.587  1.810 
6.250 0.067  0.230  0.315  0.600 
6.375 (1.139)  (0.837)  (0.512)  (0.187) 
6.500 (1.790)  (1.328)  (1.073)  (0.898) 
6.625 (2.235)  (1.972)  (1.647)  (1.522) 
 

Rebates (YSPs) are shown in parentheses 

Actual Loan Origination Cost  =  $6,575.00 
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All of the borrower’s loan costs were disclosed on the front-side of the loan above, 
and as such, they were provided in writing and in plain sight.  Since all of the loan 
pricing variables were provided in the open, the borrowers minimized the likelihood 
that any predatory lending practices would occur. 
 

Loan Pricing Scenario #2 
 
This scenario will help you understand how a loan officer prices a home loan using 
only a Yield Spread Premium to pay the discount fee for the acquisition of the 
specific interest rate chosen, and the 1.00% loan origination fee.  When a loan of this 
type incorporates all of the loan costs on the “back-side” of the loan transaction, it is 
usually referred to as a “zero-point loan.”  For this simplified scenario, there will be 
no other charges added.  At the end of this calculation, we compared scenarios #1 and 
#2 so that you will understand the inherent potentials for predatory lending abuses 
presented by zero-point loans. 
 

The Loan Details 
 
Borrowers in Scenario #1 now choose to include all of their costs in the financing and  
they still agree that the 1.00% loan origination fee is acceptable.  In effect, they want 
a loan with zero points.  Jesse James, the loan officer, smiles out of the corner of his 
mouth, but doesn’t make eye contact with the borrowers as he punches numbers into 
his nifty little HP 12C. 
 
   Without raising his eyes, Jesse looks at his rate sheet and proclaims,  
   “Oh, great news!  We can do your loan with zero points, no loan   
   origination fee, and we’ll even pay for your appraisal.  We can do all of 
   that because we really want to keep you as a customers, and we’ll only  
   raise your interest rate by a half-point.  This is a really great deal!”  
 
The problem that faced the borrowers was that since they did not have the opportunity 
to look at Jesse’s wholesale rate sheet, they didn’t know what the actual dollar cost 
was for the extra half-point.  Was it an extra $500.00, $1,000.00, or maybe even as 
much as $2,000.00?  Who knows?  Would they have thought that it would create a 
$7,300.00 commission bonus for Jesse, as shown below?  No way!  Unfortunately, 
this is a very common practice in mortgage lending. 

 



 

57 
 

Chapter Three – Loan Pricing Scenario #2 
 

Finding the “Points” that Correspond to the Interest Rate 
 

      6.750% / 45 Day Lock:   (2.775%) 
      Loan Origination Fee:    0.000% 
      Total Borrower Points:    0.000% (ha, ha) 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 
 

 
To Calculate the Cost of the Points: 

 
[ $ Loan Amount x Total Borrower Points %  =  $ Cost ] 

 
Front-Side Borrower Points:  $500,000 x 0.000%  =  $0.000 

 
Back-Side YSP Points – To Lender:  $500,000 x (2.775%)  =  $13,875.00 

 
 
 
 
 
 
 

 

Interest Rates and Discount Points 
 

   %       # Days for Rate Lock and Corresponding Points 
 Rate     15 Days       30 Days       45 Days       60 Days 
 
6.375 (1.139)  (0.837)  (0.512)  (0.187) 
6.500 (1.790)  (1.328)  (1.073)  (0.898) 
6.625 (2.235)  (1.972)  (1.647)  (1.522) 
6.750 (3.259)  (2.919)  (2.775)  (2.541) 
6.875 (3.964)  (3.601)  (3.476)  (3.301) 
7.000 (4.339)  (4.000)  (3.873)  (3.650) 
7.125 (4.698)  (4.209)  (4.000)  (3.802) 

 

Rebates (YSPs) are shown in parentheses 

Actual Loan Origination Cost  =  $13,875.00 
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The Negative Effect of Rebate Pricing on the Borrower’s 
“Actual” Loan Origination Costs in Loan Pricing Scenario #2 

 
The difference to the borrower’s closing costs in the two above examples is dramatic.  
They did not even know it, but they were getting royally gouged. 

 
    Loan Scenario #2 Actual Loan Origination Cost: $ 13,875.00 
    Loan Scenario #1 Actual Loan Origination Cost: $   6,575.00 
    Difference (Increase) in Actual Borrower Costs: $   7,300.00 

 
 
 
 
 

The Problem with Zero-Point Loans 
 

   The borrowers were told that they would get their loan for zero points  
   and, although it was explained that their interest rate would be a half- 
   point higher, they would not have known what the cash equivalence was 
   for the extra half-point paid to the lender, for that rate increase to 6.75%. 
   Had they known that their $6,575.00 loan origination fee was, in effect, 
going to be increased by 111.00% to $13,875.00, and their monthly payment was 
going to be increased by $164.41 per month, they might have questioned the logic 
behind accepting a zero-point mortgage loan. 
 

Back-Side Lender Compensations 
 
In Loan Pricing Scenario #2, the “actual” loan origination cost was $13,875.00.  In 
Loan Pricing Scenario #1, the actual loan origination cost was only $6,575.00.  What 
happened?  Even though the borrowers did not pay any up-front points in scenario #2, 
the lender still received those points (and then some) in direct compensation.  They 
received them as a cash rebate from the wholesale lender on the back-side of the loan 
after the loan closed.  That’s why we report them as “actual” costs – because they are. 
 
The borrowers thought that they were getting a home loan for zero points – and they 
did.  Unfortunately, zero-points do not mean zero-cost.  In fact, in too many cases just 
like this one, zero-points can mean a nice bonus for the loan officer, and a big bump  

 

Increase To Borrowers Loan Costs:  111% 
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to the borrower’s interest rate.  Since these borrowers could not see the lender’s 
wholesale rate sheet, they had no idea what impact the half-point increase to their rate 
would have on their costs – or the impact of the YSP that was collected, in this case. 
 

Yield Spread Premiums and Your Settlement Statement 
 
   If the borrowers in the above scenarios had gone through a bank or a 
   mortgage “lender” that funds their loans out of a warehouse line-of- 
   credit, they would have never even known about the $13,875.00 Yield  
   Spread Premium.  Unlike mortgage “brokers,” who are required by law 
   to itemize YSPs on the borrower’s HUD-1 Settlement Statement, banks 
and mortgage companies are not required to do so, because RESPA considers their 
collection of YSPs as a “secondary marketing gain.” 
 
The following excerpted HUD-1 Settlement Statement section shows the Yield 
Spread Premium listed on line # 809 and referred to as “POC” (Paid Outside of 
Closing).  This is where the YSP would be identified if a mortgage broker had 
originated the loan.  If the same loan had been originated by a bank or mortgage 
lender, line #809 would have been blank because they are not required to disclose 
YSPs on their customers’ settlement statements.  How nice for the lenders. 
 

Settlement Statement Excerpt Showing Yield Spread Premium 
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Loan Pricing Scenario #3 
 
Okay, hold on to your hat, get a fresh cup of coffee, and get ready to be challenged.  
The two previous loan pricing scenarios will have prepared you for this one, and it’s 
definitely more complex.  However, if you want to match your loan pricing skills 
with just about any loan officer, take your time and really try to understand each 
aspect and the math involved.  You can handle it! 
 
This scenario takes you through a more complicated loan pricing scenario.  It includes 
front-side costs, a back-side Yield Spread Premium, a 1.00% loan origination fee, and 
the following loan pricing adjustments.  Each adjustment corresponds to a loan option 
that the borrowers have requested. 
 

Loan Pricing Adjustments 
 

 
 
 
 
 
 
 
 
 
 
 

The Loan Details 
 
The borrowers wish to purchase a duplex for $549,900 and it will be used as a rental 
property.  Although it was explained to them that the maximum LTV for a non-owner 
occupied property was 75%, they stated that they are willing to pay something extra if 
they can get an 80% loan.  So, thanks to a friendly underwriter, their mortgage will be 
based on a $439,920.00 loan amount.  In many cases, the loan officer would tell them 
that they can do the higher loan amount but, as long as their rate is not locked-in yet, 
neglect to tell them that there will be additional costs applied.  After all, they don’t 
want to scare them off or let them start shopping their loan around again. 

 Adjustment Type       Amount %   +   or   –  
 

 Non-owner Occupied:  +  1.000  Add-On  + 
 2 Unit     +  0.875  Add-On  + 
 80% LTV    +  0.500  Add-On  + 
 720 + FICO    –  1.750  Rebate    – 
 Stated-Income   +  0.750  Add-On  +
 Total Points:        1.375 % 
 



 

61 
 

Chapter Three – Loan Pricing Scenario #3 
 
The borrower’s middle FICO credit score is 760 and they have requested a stated-
income loan.  In addition, the borrowers have agreed to a 1.00% loan origination fee 
and they need a 60-day rate-lock.   
 

Choose the Rate 
 
Because this scenario has a variety of pricing adjustment additions, and a subtraction, 
the loan officer must be careful in the selection of an interest rate.  The rate selected 
should be the lowest available while reflecting a discount fee (or in this case a rebate) 
that will be adequate to cover all of their pricing adjustments.  The honorable and 
responsible loan officer should provide their borrowers with a written itemization of 
the pricing adjustments and explain the add-on cost associated with each type. 
 
   CAUTION!  Our predatory loan officer, Jesse, elects to play with the  
   complexity of the borrowers’ add-on numbers in order to create a nice  
   financial windfall on the back-side of the loan.  He tells the borrowers 
 `  that the best rate they can get, because of all the add-ons, is 6.875%.   
   However, he has talked to his sales manager and received permission to 
give them a free appraisal and credit report.  When a loan officer hypes something 
that they intend to give you for free – you’d better beware!  
 
From the rate sheet on the next page, the 6.875% rate (w/60-day lock) produces a 
(3.301%) Yield Spread Premium.  The combined loan pricing adjustments from the 
box on the previous page are 1.375%, and the borrowers have agreed to pay the 
1.00% origination fee.  
 
Since the lender has agreed to include all of the loan costs in the rate, with the 
exception of the loan origination fee, their YSP rebate should be reduced by those 
charges.  Therefore, the (3.301%) YSP, minus the 1.375% loan pricing adjustments, 
gives the lender a net YSP rebate of 1.926%.  That cost, added to the 1.00% loan 
origination fee, results in a total of 2.925% in the lender’s loan commission, or:   
 
       $439,920  x  (3.301%) = $14,521.76 
   –  $439,920  x   1.375% =  $  6,048.90 
       Net Loan Pricing Cost: $  8,472.86  (1.926%) 
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Finding the “Points” that Correspond to the Interest Rate 
 

      6.875% / 60 Day Lock:    (3.301%) 
      Loan Origination Fee:     1.000% 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

To Calculate the Cost of the Points: 
 

[ $ Loan Amount x Total Borrower Points %  =  $ Cost ] 
 

   Loan Origination Fee – to Lender:  $439,920 x 1.000%    =   $  4,399.00 * 
 

   Back-Side YSP Points – to Lender:  $439,920 x (3.301%)  =   $14,522.00 
 

   Loan Pricing Adjustments:  $439,920 x 1.375%      =     $6,049.00 
 
   Net Loan Pricing Costs – Paid to the Lender      =     $8,473.00 * 

 
 

 
 

 

 

Interest Rates and Discount Points 
 

    %          # Days for Rate Lock and Corresponding Points 
Rate  15 Days       30 Days        45 Days         60 Days 
 
6.500   (1.790)  (1.328)  (1.073)  (0.898) 
6.625   (2.235)  (1.972)  (1.647)  (1.522) 
6.750   (3.259)  (2.919)  (2.775)  (2.541) 
6.875   (3.964)  (3.601)  (3.476)  (3.301) 
7.000   (4.339)  (4.000)  (3.873)  (3.650) 
7.125   (4.698)  (4.209)  (4.000)  (3.802) 
7.250   (5.359)  (5.098)  (4.699)  (4.000) 
 

Rebates (YSPs) are shown in parentheses 

* Net Commission to Lender:  $4,399 + $8,473  =  $12,872 
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The lesson to be learned by the previous three loan pricing scenarios is that, as an 
uninformed borrower, a predatory loan officer can manipulate the numbers and abuse 
the YSPs to suit their own financial needs.  It further illustrates how critical it is for a 
borrower to gain a working understanding of mortgage loan pricing – for their next 
loan, for every future loan, and so they might teach what they have learned to their 
children.  The time is now! 
 

Interest Rate Buydowns, Yield Spread Premiums, and the 
Break-Even Analysis 
 
If you think you would benefit from “buying-down” the interest rate you have been 
offered, it might be a good decision.  It depends upon how long you think you will 
remain in the home, and whether or not you might refinance the loan at a later date.  
Another very important factor and one which practically no one ever considers, is 
whether a Yield Spread Premium will be collected by the lender, and whether they 
might have enough ethical integrity to share it.  Or maybe they’ll just keep it… 
 
In this section, we’ll first show you how to determine whether you will benefit from 
paying extra points to obtain a lower interest rate that, presumably, will be below the 
current market rates available from other lenders.  Then, we’ll show you how the 
imposition of a Yield Spread Premium can not only skew the results of a break-even 
analysis, it can blow your methodology and your results right out of the water. 
 
 
 
 
 
 
 
 
 
Don’t be in a hurry to accept any “fabulous” deals from a loan officer.  You should 
always ask them for a valid reason for any such a wonderful offer.  In most cases, the 
offer of a great deal is nothing more than a sales “come-on.”  When they offer it, look 
into their eyes and see if there’s a little BMW dancing between their ears. 

 

T 
I 
P 

 

If you consider paying extra points to obtain a lower 
interest rate, it is critical to determine if the lender 

will collect a Yield Spread Premium, and if so, 
exactly what those rate/point changes are. 
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Break-Even Analysis and Yield Spread Premiums 
 
Are you ready to play hardball with your lender?  If you aren’t, you’ll have no more 
than a 50/50 chance that the results of any break-even analysis will be representative 
of anything.  If you that can guarantee your lender will not be taking a Yield Spread 
Premium on your loan, you can move forward with your break-even analysis with 
confidence.  That analysis determines your break-even point. 
 
Break-Even Point:  The number of months elapsed, after the close of escrow on your 
new mortgage loan, that the added costs associated with “buying down” your interest 
rate have been offset by the accumulated monthly payment savings resulting from the 
selection of a lower interest rate.  
 
If the lender won’t give you the proof, such as an obligatory copy of their wholesale 
rate sheet, or some other form of verifiable proof, you probably shouldn’t place much 
confidence in the results of your evaluation.  You really need to be certain of the 
numbers.  It’s all up to you – now go play hardball. 
 
If you have absolute proof that there will be no Yield Spread Premium involved in 
your loan pricing, unless of course you’ll receive 100% of the benefit, let’s get to 
work on your break-even analysis.  The example on the following page shows you 
how to calculate your break-even point.  We will assume that you have been 
approved for a $350,000 loan on a 30-year fixed rate mortgage, and your chosen 
interest rate will be 5.500%.  
 
The only lender fee will be a 1.00% loan origination fee and they have stated that the 
5.500% interest rate is the par rate (zero points).  Using those loan pricing details as 
your baseline data, assume that the lender offers the following buydown discount 
points for the interest rates 5.375% down to 4.875%.  In each case, assume that the 
1.00% loan origination fee will apply, so that variable does not need to be factored 
into your evaluation.  
 
The Break-Even Point is calculated:    Additional $ Discount Points Cost 
                   $ Monthly Payment Savings 
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Applying the calculation method from the previous page, you will note the 
interrelationships between the interest rates and the other variables listed. 
 

Interest Rate Buydown Break-Even Analysis 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
As an example using the above rates, if the borrower were to accept the 5.00% 
interest rate with a 2.250% discount fee, they would break even in 72.91 months.  
You calculate the number of months to the break-even point by dividing the added 
discount points ($7,875) by the monthly payment savings of $108, and you break 
even in 72.91 months. 
 
This means that the extra $7,875, which you paid to get the lower interest rate of 
5.00%, has been completely offset by the monthly payment savings, and with the next 
monthly payment, you’ll be saving $108 every month. 
 
Remember that since the discount points charged for interest rates do not follow the 
rules of linear regression, the break-even points will not be predictable without 
calculating them.  In other words: buying increasing lower rates does not mean you’ll 
necessarily achieve increasing shorter break-even points.  You can use the following 
format when you start figuring them out.  This is fundamentally the only way you can 
see the cost savings benefit, in time, that is associated with an interest rate buydown. 

 

 

Interest   Discount    Dollar    Monthly    Monthly    # Months to 
   Rate    Points %  Cost      Payment    Savings     Break-Even 
 
  5.500       0.000 0.000   1,987   Baseline   Baseline 

  5.375       0.500 1,750   1,960  27      64.81 

  5.250       1.125 3,938   1,933  54      72.93 

  5.125       1.625 5,688   1,906  81      70.22 

  5.000       2.250 7,875   1,879  108      72.91 

  4.875       2.875 10,063   1,852  135      74.54 
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Interest Rate Buydown Break-Even Analysis Worksheet 

 
        Calculate the Discount Points and Fees    Break-Even Point 
             (A)          (B) 
Interest       Loan            Discount       Discount       Fee          Monthly   Monthly   # Months to 
Rate %     Amount            Points             Fee        Increase      Payment   Savings     Break-Even 

Choice          $         X          %       =         $               $               P&I             $             (A ÷ B) 

 
______    _______         ______          _______    ______       ______     ______     _________ 

 
______    _______         ______          _______    ______        ______     ______     _________ 

 
 
Multiply the loan amount (in dollars) times the discount points (as a percent), such as 
$350,000 X 2.250%, to get the discount fee (in dollars).  Subtract the baseline 
discount fee ($000 in this case for the 5.500% rate) from the discount fee produced by 
the specified buydown interest rate ($7,875 for the 5.00% rate in this case), and 
record that amount as the (A) Fee Increase $.  
 

Reviewing the (A) Fee Increase $ Calculation: 
 
5.000% Buydown Rate: $350,000  X  2.250%    =   $7,875  Discount Fee 
5.500% Baseline Rate: $350,000  X  0.000%    =     0.000  Discount Fee 
                   $7,875  (A) Fee Increase 
 
Using your handy HP 12C, calculate the monthly payment and subtract it from your 
baseline payment.  Record the difference as the (B) Monthly Savings $ for that 
interest rate.  Finally, divide the (A) Fee Increase by the (B) Monthly Savings $ to 
calculate the number of months to your break-even point.  Now you can compare the 
various buydown rates and their discount fees to the other break-even points, and 
decide which one is best for you. 
 

The Effect of a Yield Spread Premium on a Break-Even Analysis 
 
If you elect to buy down your interest rate and you are able to guarantee that the loan 
officer won’t grab a Yield Spread Premium out of it, you’re in pretty good shape. 
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The problem you face is that when you tell a predatory loan officer that you want to 
buy down your interest rate, they’re thinking: 

 

Ka-ching $ $ $ $ $ $ $ ... 
 

   If they haven’t already overcharged you on your loan by subjectively  
   increasing your “quoted” interest rate to grab a YSP, they will now get a 
   second chance to wring a few more bucks out of your loan.  If they  
   inflated the par interest rate that you could have received, had their  
   pricing been fair, what’s stopping them from doing the same thing to 
your buydown pricing?  The answer is – NOTHING!  If they did it once, they’ll do it 
again unless you can make them prove that they won’t.  
 
Therefore, if they add a quarter-point, a half-point, or even more to the actual rate 
sheet prices, you may wind up worse off than you would have been had you not 
decided to buy down your rate.  Or, by grabbing yet another YSP from your loan, 
they might actually increase what would have been the true break-even point by 
another year or so.  How would you know?  
 

Predatory Loan Officers Love Complicated Loan Pricing Scenarios 
 

   The more complicated a home loan is and the greater the number of loan 
   pricing variables, the greater the opportunity for abusive lending   
   practices.  In addition to the potential for outright predatory lending, a  
   greater number of loan variables can cause an increase in the number of 
   unintentional errors on the part of the loan officer.  A large percentage 
of today’s loan officers are inexperienced and as a result, they can cause loan pricing 
havoc even with an uncomplicated pricing scenario.  How many loan officers do you 
think have college degrees in finance?  How many do you think are CPAs?   
 
If you need to obtain a mortgage that includes as many variables as does this scenario, 
you should apply only to a lender that will give you a copy of their wholesale rate 
sheet on the day they give you their Good Faith Estimate, and on the day they lock in 
your interest rate.  Without this type of absolute proof about the way your loan will be 
priced, you are subject to any loan pricing manipulation that they choose to employ. 
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The Loan Pricing Worksheet 
 
As the sales manager for a national bank’s mortgage division, the author requested all 
of his loan officers to price their loans using the following worksheet.  As a borrower, 
you can take advantage of this worksheet with a copy of any lender’s wholesale rate 
sheet in hand.  If you have chosen a lender that you really want to use, but you can’t 
seem to shake a wholesale rate sheet out of them, you may still be able to take full 
advantage of this worksheet. 
 
 
 
 
 
 
 
 
 
A loan pricing worksheet, like the sample on the next page, will add clarity to the 
complexities involved in making your interest rate selection.  It can also greatly 
reduce your exposure to a predatory lender rip-off. 
 
If the lender you have chosen will not provide you with a copy of their wholesale rate 
sheet, and they won’t complete the loan pricing worksheet with actual wholesale rate 
information, then you have reason to be very concerned.  You have a legitimate 
reason to expect that they are trying to hide something – probably a pricing element 
that will generate a back-side YSP for them – and they don’t want you to see it.   
 
The only way to find out for sure if they’re hiding something is to ask them.  If they 
are an honest lender with nothing to hide, they will show you their rates immediately 
without reservation, as many will do.  If they tell you, it is against their company’s 
policy, or some other equally lame excuse, it may be time to find another lender.  Tell 
them to put-up or shut-up. 
 
All you can really do is ask for the information needed.  If they absolutely refuse, it 
may be time to get on the phone again and talk to some others lenders.  There are lots 
of them out there, and they all want your business. 
 

T 
I 
P 

 

Ask your loan officer to complete a loan pricing  
worksheet to help you evaluate the rates and  

pricing options available for your loan…  
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Chapter Three – The Loan Pricing Worksheet 
 

The sample worksheet below was used for many years by a large number of bank, 
and mortgage company loan officers.  All have agreed that it helps eliminate errors 
and serves as a record of the pricing details used.  Use it!  It will provide clarity to 
your calculations and greater insight into the methods used to price home loans. 
 

Sample Loan Pricing Worksheet 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Commission Overages and Underages 
 
In theory, rebate pricing was conceived to help borrowers obtain a loan with zero 
points.  In practice, predatory lenders and loan officers often abuse them to benefit 
their own pocketbooks.  When a loan officer places a loan with a borrower, and in 
return receives a Yield Spread Premium compensation that results in a commission 
above the traditional 1.00% loan origination fee, they have taken an “overage.”  If 
they place a loan that results in a commission that is less than the required 1.00% loan 
origination fee, they have taken an “underage” – and they might find a “pink slip” in 
their next paycheck. 
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Lenders strictly enforce commission standards for their loan officers.  They love and, 
to a certain extent, demand overages while restricting underages.  Mortgage sales 
managers file quarterly commission reports to their senior management that include 
overage and underage results.  Although many lenders limit individual commission 
overages to approximately 5%, loan officers who consistently take overages on loans 
are rewarded for their salesmanship. 
 
A loan officer that, for some reason, needs to take an underage, must usually first 
obtain permission from their sales manager.  If the reason is justified and the loan 
officer doesn’t have a history of taking underages, the manager may agree to it on a 
one-time basis.  A loan commission underage is considered a shortfall, or an 
inadequate commission for their loan origination activities.  Loan officers have a 
responsibility to generate as much commission income on every loan as possible, 
limited only by company policy. 
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      he wholesale mortgage market serves retail mortgage brokers, bankers, 
      and small banks, just as the secondary mortgage market (Fannie Mae and  
      Freddie Mac) serves the big national banks, mortgage companies, and 
savings and loan associations.  Borrowers have no ability to access the wholesale 
mortgage market directly, but thousands of sources to access them indirectly. 
 

Wholesale Mortgage Lenders 
 
The wholesale mortgage market began in order to increase the retail loan production 
of mortgage companies, while reducing their loan acquisition costs.  Wholesale 
lenders are also typically approved Fannie Mae and Freddie Mac Seller/Servicers, 
which means they sell their loans to these GSEs (Government Sponsored Enterprises) 
as well as providing for the loan servicing of their closed loans.   
 
In addition to the banks and mortgage companies that operate both retail and 
wholesale mortgage businesses, many companies operate only in the wholesale 
market.  These companies do not offer their loan programs to the retail public and do 
not even employ loan officers.  Instead, they employ account executives that assist 
their assigned mortgage brokers and bankers with every aspect of the lending process, 
from loan origination to underwriting and closing.  The wholesale loan products and 
pricing that are offered by the lenders who choose to operate a wholesale lending 
business are provided mainly for mortgage brokers. 

 

 

Chapter Four 

 

The Wholesale Mortgage Market 
 

Increasing Fannie and Freddie Loan Availability 

 

T 
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This page shows how mortgage funds flow from the secondary mortgage market to 
the wholesale mortgage market and the distribution network for retail consumers. 
 

The Wholesale Mortgage Market and the Money Flow 
 

 
 
 
 

 
 

 
 
 
 

  
 
 
 
 
 

 
 
 
 

 
 

 
 
 
 
 
 
To simplify these relationships as it pertains to pricing methods and calculations, 
although some lenders would argue the point, we do not distinguish between 
wholesale loan pricing and secondary mortgage market loan pricing unless it is 
specifically noted in the text.   

 
 

Wholesale Mortgage Market Loan Pricing 

Secondary Mortgage Market Loan Pricing 
From Fannie Mae and Freddie Mac 

GSE Approved 
Mortgage Companies 

GSE Approved 
Banks and S&Ls 

Mortgage 
Companies 

 

Retail Mortgage Loan Customers 

Mortgage 
Brokers 

 Community 
Banks 
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Homebuyers and those wishing to refinance an existing mortgage may select a broker 
working in the wholesale mortgage market for a variety of reasons.  Competitive 
rates, easy loan application process, convenient office location, reputation, realtor 
referral, etc.  The wholesale loan programs and interest rates offered here are just as 
competitive as any you will find in any other market.  
 
An understanding of how these markets operate will add greatly to your overall 
knowledge of mortgage finance, and it will aid in your ability to negotiate your next 
home loan.  When you understand how lenders use and abuse their wholesale rate 
sheet information, you will want to know exactly how to read them.  This chapter will 
show you exactly how to do it. 
 

Wholesale Mortgage Lending and Mortgage Brokers 
 
In the wholesale mortgage market, the big banks and mortgage companies assume the 
role of mortgage financier, just as does Fannie Mae and Freddie Mac in the secondary 
mortgage market.  As a “wholesale lender,” companies like Countrywide Wholesale, 
Wells Fargo Wholesale, Chase Wholesale, and many others provide mortgage loan 
programs to mortgage brokers and mortgage bankers, but not to the general public. 

 
 

 
 
 

 
 
The interest rates and point structures offered to their brokers are very similar to those 
offered by Fannie and Freddie directly to wholesale lenders.  Companies who offer 
wholesale lending may also have retail lending divisions.  You can apply for your 
loan through any one of a lender’s retail branches, or you can go to your favorite 
mortgage broker and get the same loan with the same rates, or even better. 
 
Wholesale lenders offer loan pricing structures to their brokers that are at least as 
competitive as those that their retail lending divisions offer to their local branches.  
This equality is achieved by matching the discount point structures for the interest  
 

 

 

Mortgage 
Brokers & 
Bankers 

 

Wholesale 
Mortgage 

Funds 

 
 

 
 

Borrowers 
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rates provided for their retail branches, and passing them on to their correspondent 
mortgage brokers and mortgage bankers.   
 
The fixed overhead costs needed to operate their retail branches are largely absent in 
their wholesale divisions because those costs are absorbed by the brokers who 
originate the retail loans.  Because the wholesale lending divisions do not deal with 
the retail public, they do not pay for retail office space or supplies, retail loan officer 
commissions, or of equal importance in today’s economy – health care benefits. 
 
Typically, when you apply for your loan with a mortgage company that brokers loans, 
either as a mortgage broker or a mortgage banker, you will not know which lender 
they’ll be using until you sit down to sign your closing documents.  Most wholesale 
mortgage lender/ broker agreements include a confidentiality clause that requires the 
broker to withhold their name until the loan is approved.  An example of the language 
used in a confidentiality agreement between a wholesale lender and a broker is: 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Section 8.17.  Confidentiality.  Company shall not, at any time during  
or following termination of the Agreement, regardless of the manner,  
reason, time or cause of such termination, directly or indirectly disclose 
or furnish to any person not entitled to receive the same for immediate 
benefit to Wholesale Lender (except to the extent actually required in 
connection with any litigation between the parties arising out of the 
Agreement or by applicable law), any trade secrets or confidential 
information including, but not limited to, information related to the 
Wholesale Lender’s business operations, credit policies, procedures, 
customers, procedures or copyrighted materials. 
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     hat is a wholesale rate sheet?  When a lender prices a home loan for a  
     borrower, the first thing they do is pull out their wholesale rate sheet.   
     Regardless of the type of lender i.e., a bank, S&L, mortgage banker or 
mortgage broker, they all price their home loans using a wholesale rate sheet.  The 
wholesale rate sheet shows the loan pricing costs and rebates for each interest rate 
that is available for purchase on that day.  Wholesale rate sheets are published five 
days a week and emailed each morning to the lender customers. 
 
Although some bank and mortgage company snobs may say “only mortgage brokers 
use wholesale rate sheets – our rates come directly from Fannie Mae and Freddie 
Mac,” their Fannie/Freddie secondary mortgage market rate sheets convey essentially 
the same type of information – rates and costs.  The fact of the matter is this: when a 
loan officer, sitting in a retail bank or mortgage company’s branch office, needs to 
give a home loan quote to a customer, they need to refer to a rate sheet.  To simplify 
this discussion and provide consistency, we will refer to both types of rate sheets as 
wholesale rate sheets. 
 

Wholesale Rate Sheets 
 
The most important thing that a loan shopper can do to protect themselves from the 
predatory lending practices that occur during loan origination is to do everything that 
they can do to get their hands on a wholesale rate sheet. 

 

 

W 

 

Chapter Five 

 

Wholesale Loan Pricing 
 

Interest Rates, Points, and Pricing Strategies 
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Chapter Five – Wholesale Loan Pricing 
  

How do you get your hands on a Wholesale Rate Sheet?  Try this approach: 
 

       Betty Borrower            Larry Loan Officer 

                  
 
 
 
 
 
 
 
 
 
 
Implicit in the above conversation is the fact that a lender’s refusal to give copies of 
their wholesale rate sheets to a customer constitutes their refusal to allow the 
customer to double-check the accuracy and honesty of their loan pricing calculations.  
No amount of lip service from any lender or their loan officer can change that fact.  
Telling a borrower “that’s against our company’s policy” is just another way of 
saying “you can’t see our wholesale rate sheets because then we wouldn’t be able to 
blast your interest rate to the moon.”  Luckily, Larry Loan Officer is more agreeable. 
 
Unfortunately, mortgage lenders feel no obligation to disclose any information other 
than that required by state and federal law – and they usually don’t.  As we have 
learned, the hard way, from the mortgage meltdown of 2007, state and federal 
regulators do not seem to have the political will to enact mortgage lending legislation 
that protects borrowers in a way consistent with real-life limitations.  Have you ever 
looked at an Adjustable Rate Loan Disclosure?  Try reading one during dinner while 
trying to burp your baby, or while explaining to your sugar-charged third-grader why 
it’s not okay to jam bubblegum up their nose.  

 

I want to double-check all my 

loan pricing calculations so can 

you give me copies of the 

wholesale rate sheets when I 

need them? 

 

Well, we don’t usually do that, but 

I guess it will be okay.  But let’s 

just keep it our little secret 

because my sales manager may 

not like to make it a habit. 
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That lack of legislative commitment makes it hard, in most cases, to talk a loan 
officer into sharing their wholesale rates.  From the perspective of the loan officer, 
there are legitimate objections associated with sharing them with every customer, 
particularly since they have no obligation to share them with anybody.  You can 
overcome those objections if you know what they are, and how to handle them.   
 
Have you ever had a car salesman whip out their factory invoices to show you what 
they paid for a car?  It is exactly the same thing – a matter of honesty, transparency, 
and customer satisfaction. 
 

Overcoming Loan Officer Objections 
 
Overcoming the loan officer’s objections may be a critical step in gaining regular 
access to their wholesale rate sheets.  You will need to “schmooze” them.  Life is a 
negotiation and everyone will negotiate, given the right motivation.  The loan 
officer’s motivation is financial reward, and you hold all the cards. 

 
First…  They will feel that if they show you their wholesale rates, you will broadcast 
that fact all over town, which may get them in trouble with their company, or even the 
wholesale lender.  In that case, you will need to convince them that you appreciate 
their concern and that, on your word of honor, you will keep quiet about it.  After 
giving them your word of honor, if they still resist, you may have reason to believe 
that their business ethics may be somewhat less than honorable. 
 
Second…  They may feel that you might use the special knowledge gained against 
them in order to obtain more favorable loan terms from one of their competitors.  
Once again, you will need to convince them of your sincerity, as well as giving them 
your commitment that you won’t switch lenders as long as they uphold their end of 
the bargain. 
 
Third…  They don’t want to feel that your knowledge of their wholesale loan costs 
could in any way be used to solicit better terms from them, which would erode their 
anticipated loan commission.  In that case, you will both need to agree on the exact 
dollar, or percentage amount, that they will receive in connection with your loan, 
including their loan origination fee and any other charges that you both feel are fair. 
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The Justification – A Matter of Fairness and Customer Satisfaction 
 

Every loan shopper should have the absolute right to challenge, verify, and double-
check every single aspect of their home loan, particularly the ones that can affect their 
loan costs and monthly payments.  Absent any industry-wide mindset that would 
encourage lenders to share their rate sheet YSP data when it affects the borrower’s 
monthly payment beyond a certain point, it is clearly incumbent on the borrower to 
rely on their own initiative to obtain whatever information they can to prevent those 
abuses from happening.  
 
There are very few forms of information that can be made immediately available to a 
borrower which can virtually eliminate YSP abuses.  It is also the one thing that a 
borrower has a high probability of obtaining as a condition of allowing a loan officer 
to originate their loan.  The importance of this cannot be over-stated – you need to get 
a copy their wholesale rate sheet when they prepare your Good Faith Estimate and 
when they lock in your interest rate.  You gotta just really go for it … 
 
   Lenders typically do not want to give you a copy of their wholesale rate 
   sheet because it shows the Yield Spread Premiums (cash rebates), and  
   that is where a significant amount of their secretive, but usually legal,  
   income is generated.  In most cases, a lender will not even acknowledge 
   the existence of a wholesale rate sheet.  
 
Some lenders, and even more mortgage brokers, will be happy to show you their 
wholesale rate sheets.  If you cannot find a local lender that will give them up, you 
can search the Internet for an “Up-Front Mortgage Broker,” who will be willing to 
provide them for you – or at least that’s the story that they brandish around the net.   
 
If you cannot locate one, try contacting some local realtors; tell them you read this 
really interesting book and you thought they might know a loan officer that has 
demonstrated high ethical behavior and doesn’t hide their wholesale pricing from the 
public.  If you are buying a home, the realtor will have a financial motivation to find 
one for you, particularly if you tell them you won’t buy anything otherwise. 
 
To help you eliminate the potential predatory lenders right away, you can email the 
loan officer the following questionnaire.  Send it before you apply for your loan! 
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Loan Officer Questionnaire 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

 

This letter will allow you to cut to the chase.  It is a fast way to find out if they will 
try to squeeze a Yield Spread Premium out of your loan – and rip you off. 

 

 
Dear Mr. or Ms. Loan Officer: 
 
Regarding our recent phone conversation, please answer the following questions 
which pertain to your company’s policy regarding loan information disclosures.   
We would like to apply for our loan with your company, but our financial situation 
dictates that we obtain certain types of loan pricing information that some lenders 
prefer keeping secret, although we are aware that many do not. 
 
1. Will your company collect any form or amount of loan compensation from  
 my loan, including a YSP, that will not be specifically disclosed on my Good 
 Faith Estimate and the HUD-1 at the close of escrow? 
 

YES________    NO________ 
 
2. At the time you provide me with a Good Faith Estimate, will you give me a 
 copy of the wholesale or secondary mortgage market rate sheet that you use 
 for my loan pricing?  If you are a mortgage broker, you may provide me one 
 with the wholesale lender’s name redacted. 
 

YES________    NO________ 
 

3. If I request a zero or reduced-point fee structure for my loan, will the loan 
 origination fee that you quote me change, regardless of whether you collect  
 the fee from me, or your lender, on the back-side of the loan? 
 

YES________    NO________ 
 
 4. When it is time to lock my loan, will you provide me with a copy of the loan 
 registration and lock confirmation used by the actual lender? 
 

YES________    NO________ 
 
 

Signature … 
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Include any other questions on the letter that you think will help, including getting 
copies of the underwriting approval or rejection from the lender funding the loan.  
While some loan officers will balk at your letter, most will fill it out.  Do not forget 
that there is only one reason that a loan officer will refuse your request to fill out the 
form – they take hidden Yield Spread Premiums regularly, and either intend to take 
one out of your loan, or they choose to preserve their hard-and-fast belief in “honor 
among thieves.” 
 
 
 
 
 
 
 
 
 
 

How to Read a Wholesale Rate Sheet 
 
On page 80 is an example of an actual wholesale rate sheet.  It is very old and the 
actual lender has gone belly-up like so many others, but the format is the same as 
most used today.  We have displayed it here just so you will know what they look 
like.  If a loan officer offers you a rate sheet that does not contain this level of pricing 
information, particularly the rebate prices in parentheses or bearing a minus sign, they 
are not showing you their “wholesale” rate sheet.   
 
Very often, a loan officer will give you a copy of their retail rate sheet when you ask 
for a wholesale rate sheet.  Do not let them get away with it.  If you use the above 
questionnaire and the loan officer agrees to provide the wholesale rate sheets, you 
have been successful in your search for an ethical lender.  If they will only give you 
their verbal commitment, use a follow-up email to confirm your understanding that 
they will provide the “wholesale” or “secondary mortgage market” rate sheets. 
 
Looking at the page 80 wholesale rate sheet, you will notice that for a given type of a 
loan, such as a 30-year fixed rate, there is a “spread” of interest rates.  These spreads 
(assortment) are designed to accommodate a great number of rate requirements and 

 

 
 
 

The importance of getting your hands on the 
lender’s wholesale rate sheet in order to help you 
get the best possible deal, and avoid any possible 

yield spread rip-offs, cannot be overstated. 

T 
I 
P 
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would be used by both homebuyers and those wishing to refinancing an existing 
home mortgage. 
 
A borrower, subject to the lender’s qualifying guidelines, can select any of these 
rates.  Other rates can also be selected by requesting “off-sheet” pricing.  All rates 
posted have corresponding discount fees that tell the borrower how much it costs to 
“buy” each specific interest rate.  Many rates have corresponding discount “costs” 
and many others have “rebates.”   
 

Wholesale Rate Sheet Elements 
 

A. Pricing rebates appear in parentheses, such as (1.375).  When you add up the 
 individual costs that pertain to your loan, rebates are subtracted from the total.  
 For example:  If you have one (1.375%) rebate and 2.625% in loan costs, you 
 subtract the (1.375%) from 2.625% and the result is a 1.250% net loan “cost.” 

 
B. Loan pricing costs are cumulative.  First, list the ones that pertain to your loan, 
 and then add them up to find the total net cost, or rebate. 

 
C. The rate sheet costs and rebates apply only to the purchase of your interest rate.  
 Other costs, such as your loan origination fee, lender funding fees, and many 
 others that will be itemized on your Good Faith Estimate, are extra and will be 
 added to the costs and/or rebates required to obtain your new mortgage. 

 
D. Rate sheet costs can be added to the discount “price” of the loan, the interest rate, 
 or both.  Unless stated that the fee is “add to price and rate,” all fees will be 
 added only to the price, such as:   

 
 
 

 
At this point, you should be comfortable adding positive and negative numbers and 
applying them to your loan costs.  If you are not, it is time to STOP and practice.  
This is a critical step in gaining the knowledge you will need in order to be able to 
negotiate the terms of your loan like an expert.  Take your time and crunch as many 
examples as you need to really understand the calculations. 
 

1.250 + 0.875 + (1.000) = 1.125% 
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Actual Wholesale Lender’s Rate Sheet 
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The following explanatory details pertain to the exhibit on the previous page, and are 
included to help you obtain a thorough understanding of the wholesale rate sheet.  
Although each lender uses their own format to convey their loan pricing information, 
they are all similar.  This particular lender, long since gone, used a very compressed 
format to jam as much loan information onto one page as possible.  Today, most of 
the wholesale rate sheets contain a smaller amount of data to minimize errors in loan 
pricing calculations. 
 
  Conventional Conforming Fixed Rate Products:  If you are  buying a  
   home, or refinancing your current mortgage, and prefer what most mortgage 
experts consider the safest loan available, you would choose a fixed rate.  Here you 
have the choice of ten different rate and point combinations, ranging from a high of 
6.375% to a low of 5.250% for a 30-year fixed rate loan.  You would also have ten 
rate and point combinations for a 15-year fixed rate loan.  This section pertains to 
loans offered by both Fannie Mae and Freddie Mac. 
 
With each rate, you would select one of three displayed rate-lock periods, depending 
upon when you want your loan to close.  As an example, if you wanted to obtain a 
5.375%, 15-year fixed rate on a 30-day lock, you would get a (2.125%) rebate. 
 
  State Adjustments:  Depending on which state you live in, you may need to 
  factor in one of these pricing adjustments.  It may be a cost or a rebate.  As 
an example, if you lived in Arkansas, you would get a (0.250%) rebate, and if you 
lived in Arizona, Utah, or Wyoming and you wanted a 15-year fixed rate, you would 
pay a 0.125% cost.  The abbreviation “FRM” stands for Fixed Rate Mortgage. 
 
  EZ Stated & EZ SISA Price Adjustments:  If your situation made it   
  necessary to obtain a stated-income loan (a.k.a. EZ Stated – stated but not 
documented), and of course presuming that you could still find one, you would apply 
any of the price adjustments on this list that pertain.  If you not only wanted to just 
“state” your income, but “state” your assets as well, (SISA – Stated Income Stated 
Assets), you would apply the costs in this section that pertain. 
 
As an example, if you wanted an EZ SISA loan, your loan-to-value was 75%, your 
credit score was 760, you live in California, and you were buying a second home, you 
would make the loan pricing adjustments on the following page: 

 

1 

2 

3 
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  Fees:  These are this particular lender’s administrative fees.  All lenders  
  charge administrative fees to offset the costs associated with processing and 
booking a new loan.  The Flood Certification determines if your property lies in a 
FEMA flood zone, which may necessitate the requirement for flood insurance.   
 
If the lender has to redraw your closing documents, for whatever reason, this lender 
charged $150.00.  If the borrower cancels their loan, the mortgage broker (since this 
is wholesale pricing) would have to pay the lender $150.00.  When the lender sends 
your loan funds to escrow to close your deal, they send them using an electronic 
“wire.”  The wire fee in this case was $40.00. 
 
  Government Fixed Rate Products:  These FHA and VA loan products use 
  the same type of pricing grids as the above conventional conforming loans 
from Fannie Mae and Freddie Mac.  The Product G30/G20 (GNMA I) is available in 
either a 30-year (G30) or 20 year (G20) fixed rate.  The (GNMA I) and (GNMA II) 
references indicate which mortgage-backed security determines their respective 
pricing structures, and in which MBS pool the loan will land after the close of escrow 
and the loan is sold. 
 
The “Max. net rebate is 104.00” refers to the fact that a mortgage broker, or any 
other lender originating one of these loans, can only receive a net Yield Spread 
Premium of 4.00%.  Technically, government loans do not pay brokers YSPs.  They 
pay Service Release Premiums “SRPs” for essentially the same reason as a YSP – to 
create a cash equivalence for an interest rate sold to a borrower above par.  The other 
side of this coin would be a “96.00,” indicating a 4.00% cost.  The rebate is 4.00% 
over 100.00% and the cost is 4.00% under 100.00%. 

 

4 

5 

 

     Adjustment Type  Cost / (Rebate) 
 EZ SISA:    1.000 
 760 Credit Score:   (0.125) 
 California:    0.250 
 Second Home:   0.750 
 Total Adjustments:  1.875% 
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  State Adjustments:  These serve the same purpose as those described above 
  under rate sheet section #2. 
 
  Government Conforming Hybrid ARMS:  These rates are available on  
  both FHA and VA loans, and use the Fannie/Freddie conforming loan limits.  
A 3/1 ARM is one that has its interest rate fixed for the first three years, and then 
changes to a One-Year Adjustable Rate loan.  The “CAPS 1/1/5” indicates that the 
loan’s periodic rate increases are “capped” at 1% for the first three years, 1% during 
any individual year after the loan converts to a One-Year Adjustable Rate, and 5% 
over the start rate during the life of the loan. 
 
If you had this loan, during the 37th month you would have your first rate change.  If 
you had selected a 6.00% interest rate when you took out the loan, the highest rate 
you would have at the 37th month would be 7.00%.  After your loan converted to a 
One-Year Adjustable Rate, your rate could increase for each successive year by no 
more than 1%.  Then, if your loan had started at 6.00%, the highest interest rate you 
could ever have over the life of the loan would be 11.00%, as a restriction of the 5% 
life-time cap. 
 
The “Margin 2.250” refers to the lender’s profit margin.  This profit “margin” is the 
maximum amount used by the lender in the calculation of a new payment amount 
after any specified change date.  The method used to calculate any new payment is: 

 
 
 
 
 
The “Index” used in an ARM loan is prescribed by the lender.  It may be a One-Year 
Treasury Bill index, a LIBOR index, or any one of a large variety.  If, as an example, 
your loan used the One-Year Treasury Bill index and it has averaged 3.875% during 
the previous twelve months, as reported by the Wall Street Journal, when you had its 
periodic change the new interest rate would be calculated as follows: 

 

 
 
 
 

6 

7 

 

INDEX + MARGIN  =  PAYMENT RATE % 

 

3.875%  +  2.250%   =   6.125% 
    Index            Margin            New Rate 
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  Premiere JUMBO 5/1 LIBOR ARM:  These rates are used in the same  
  way as those described above in #7, but use the LIBOR (London Interbank 
Offered Rate) index, which is another type commonly used by mortgage lenders.  
These particular rates apply to JUMBO loans, which are loans having loan amounts 
higher than the conforming Fannie/Freddie limits currently set at $417,000 for a 
single-family residence.  JUMBO loan limits can go as high as $5,000,000 or more, 
subject to loan program limitations.  If you need a $5,000,000 loan you cannot use a 
government loan, but you can certainly call the author of this book and he will be 
very, very happy to help you get your loan. 
 
To the right of these posted interest rates are the pricing adjustments.  If your loan 
was “equal to or less than $500,000 and greater than 80% loan-to-value,” you would 
add 0.375% to both your starting interest rate and the margin. 
 
If you wanted an 80/10/10 option, you would add 0.250% to the “price” as indicated, 
as an added cost.  An 80/10/10 means that your loan can include an 80% first 
mortgage  +  a 10% down payment  +  10% secondary financing, such as a seller 
carry-back or a private loan.  This “piggy-back” type of home financing allows the 
borrower to eliminate the need for mortgage insurance, which is typically required on 
loans with an LTV above 80%. 
 
  Conventional Conforming FRM Price Adjustments:  These loan  
  pricing adjustments pertain to the interest rates listed under section #1.  
Depending on the loan parameters you need, these adjustments would be added to 
your loan costs, but not your interest rate.  As an example, if you chose a 30-year 
interest rate at 5.875% from the section  #1 grid on a 45-day lock, your discount fee 
would be a (2.00%) rebate.  Then, if your FICO credit score was < 620 (less than 
620), you would add 0.500 to the rebate, resulting in a (1.500%) net rebate on your 
loan.  These loan pricing adjustments are cumulative, so don’t forget to add them up. 
 
  Conventional Conforming & Government rate-lock adjusters:    
  Depending on when you close your loan, you may need to request a longer 
rate “lock” to protect yourself from interest rate volatility.  The longer the rate-lock is, 
the higher the cost.  Your loan officer can advise you when to lock your loan.  When 
they do lock in a rate, make sure you request a copy of the rate-lock confirmation 
form.  Getting a copy of this form will help protect you in case the processing of your  
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loan takes longer than promised or your rate-lock expires, and they inform you that 
you will need to accept a higher interest rate.  You should always get copies of forms 
and documents that can prove your legal position if there is a dispute over what the 
lender promised. 
 
  Lock Desk Open Until 4:00 PDT:  When you lock in an interest rate for  
  your loan, it is absolutely crucial that you know when it will expire.  A rate-
lock expiration is one of the most aggravating events found in loan processing, and it 
is a major source of stress and hard feelings for a borrower.  This section lets the loan 
officer know when the rate-lock will expire, because most of them can’t figure it out 
on their own. 
 
  FHA Buydown Costs:  If you elect to accept a temporary buydown for your 
  FHA loan, you will incur one of the added costs listed in this section.  A 
temporary buydown allows you to pay an extra fee and have your loan’s interest rate 
reduced temporarily for the agreed upon period.  In this section, a “30 Yr 2/1 FHA 
Bydn” costs an additional 2.500%, which is added to your loan costs.  
 
If, for example, you had a 30-year fixed rate with a note rate of 8.00% (your regular 
rate) and you obtained a 2/1 buydown, your payment would be based on a 6.00% rate 
for the first year (8.00% - 2.00%).  The second year of the loan, your payment would 
be based on a 7.00% rate (8.00% - 1.00%).  At the beginning of the third year, your 
loan would return to the note rate and your payment would be based on an 8.00% 
interest rate. 
 
The Government Price Adjustments box in this section lists extra loan parameters 
that would generate extra fees, such as a low loan amount, a HUD foreclosure 
property (HUD R.E.O.), a VA loan, or a FICO credit score less than 620. 
 
  FHA 1 Year Arm:  These are the “start rates” available for this FHA loan.   
  It has a 2.250% margin and the periodic loan payment changes would be 
calculated the same as #7 above.  Because the initial payment on a One-Year ARM is 
fixed only for the first year, you would need to be careful about paying “points” to 
lower the rate.  Do the math! 
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  Gov’t Arm Price adjusters:  These pricing adjustments apply to the   
  indicated loan amount variations.  Loan amounts below a certain level will 
generate added fees to offset the lower origination fees to be earned by the lender, due 
to the smaller loan sizes.  If you selected a 3/1 VA ARM, you would need to add 
0.250 to the cost.  The VA 3/1 ARM rate is fixed for the first three years and then 
converts to a One-Year ARM for the remainder of the loan term. 
 
  FHA/VA ARM Change Dates:  This information section lets the loan   
  officer know when their customer’s monthly payment would change, given a 
certain first payment date.  As an example, if you had an FHA or VA 3/1 ARM and 
your first regular monthly payment was scheduled for 02/01/05, your first payment 
change date would be 04/01/08. 
 
  Jumbo Fixed Rate Products:  As discussed under the section #8 Jumbo 5/1 
  LIBOR ARM, these rates pertain to the Jumbo 30-year and 15-year fixed 
rate loans.  As you will notice, all but two rates offer a corresponding pricing rebate 
and the “Max. net rebate is 103.00” (3.00%).  When a lender lists mainly rebate 
pricing for a set of interest rates, it is an indication of how the mortgage brokers sell 
those particular rates.  Can you say “Yield Spread Premium manipulation?” 
 
  Jumbo Fixed-Rate Adjustments:  If your loan requirements included any  
  of these variables, such as a high loan-to-value (LTV), a cash-out refinance, 
escrow waiver, or any of the others listed, you would add the appropriate fee to your 
total loan cost. 
 

Your Good Faith Estimate 
 
Using the Good Faith Estimate on the next page, use the tips on page 88 to “Compare 
the GFE Rates and Points Before You Apply” for any mortgage.  The GFE is one of 
the most commonly ignored disclosure forms provided by lenders.  And that’s exactly 
what the predatory lenders hope for – uneducated, gullible customers that can be 
coerced into just about anything, as illustrated by the following: 
 
“Here we are ma’am – this is just a stupid little estimate form that we give out.  It’s 
not really important, and just too complicated to explain to somebody who’s not a 
mortgage expert, so just sign right here.  You can trust me – your loan is great.”  
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Compare the GFE Rates and Points Before You Apply 
 
The preceding Good Faith Estimate is an example that you can use to become 
familiar with the content provided by federal law.  It will help you compare one Good 
Faith Estimate to another, and allow you to determine which offer represents the best 
solution for your financing needs. 
 
Near the top of your Good Faith Estimate, you will see the following: 
 
Total Loan Amount $  Interest Rate: %  Term:  mths 
 
Compare the loan amount, interest rate, and loan term with the loan pricing data on 
the wholesale rate sheet.  If the GFE interest rate is 6.00%, and the loan discount on 
line 802 is 1.250%, as an example, the section on your wholesale rate sheet that lists 
the 30-year fixed rates and points should include those numbers, just as listed below: 

 

Example Wholesale Loan Pricing 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
Your exact GFE rate and discount fee, 6.00% and 1.250 points in this case, should 
appear on the wholesale rate sheet they have provided.  In the above example, it is 
fair to assume that your loan officer quoted the 6.00% rate based on a 30-day rate-
lock.  Remember that the 1.00% loan origination fee is extra. 
 

 

        Rate       15 Days       30 Days       45 Days 

 5.750  2.375  2.750  3.000 

 5.875  1.750  2.000  2.625 

 6.000  1.000  1.250  1.500 

 6.125  (0.250)  0.000  0.625 

 6.250  (1.125)  (0.750)  (0.250) 
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   Had you not been diligent enough to obtain a copy of the lender’s  
   wholesale rate sheet, an unscrupulous loan officer could have easily  
   quoted you a 6.125% rate and the 1.250% discount fee.  You would  
   have never known the difference between the 6.00% rate and the   
   6.125%.  Very few people would think to question it, even though the 
extra 0.125% increase to the interest rate could cost thousands of dollars in interest 
charges over the term of the loan. 
 
Since the 6.125% interest rate on a 30-day lock was priced at “par,” i.e., (0.00 cost), a 
predatory loan officer could have pocketed the cash produced by the 1.250%, or even 
quoted you the 6.250% rate and pocketed 1.250% + (0.750%) or 2.00%.  You would 
have still paid the 1.250% to the lender at close of escrow on the front-side of the 
loan, and the wholesale lender would have paid the (0.750%) rebate to the lender after 
the close of escrow, on the back-side of the loan.  On a $400,000 loan, the predatory 
loan officer would have cashed-in on a very nice $8,000 bonus.  Would you be happy 
for their success, or would you want to hang them up by their toes? 
 
Had the loan officer jacked-up your rate by 0.250%, your monthly payment on a 
$400,000 loan would have gone from $2,398.20 to $2,462.86.  That increase, over the 
life of a 30-year loan, would have cost you an extra $23,277.60.  The above scenario 
is precisely the way lenders make money.  They charge a reasonable loan origination 
fee on the front-side, and get the largest Yield Spread Premium they can to increase 
their commission income on a loan, and in most cases it is perfectly legal.   
 
According to RESPA, the collection of a Yield Spread Premium for the benefit of the 
lender is not “per se” illegal.  To a trusting borrower, the legal status of Yield Spread 
Premiums would probably be a weak justification for increasing their interest rate for 
the sole purpose of inflating a loan officer’s commission.  Nevertheless, that is the 
real world in mortgage lending.  
 

An Alternative to Receiving a Hard Copy of the  
Wholesale Lender’s Rate Sheet 
 
If you were unable to obtain a copy of the lender’s wholesale rate sheet, or you have 
enough faith in their honesty to do without it, you can still make a reasonable 
determination that there were no bait and switch tactics used.   
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There are no great alternatives to using the actual wholesale rate sheet.  It is the only 
“sure-fire” way that you can protect yourself from predatory lending practices during 
the pricing of your loan.  However, if you have not had any luck finding an ethical 
lender that will cooperate with your request, you can try the following approach to 
verify that they will not rip you off: 
 

Just Show Me The Darn Thing! 
 
Loan officers will give you a variety of lame excuses why they won’t give you a copy 
of their wholesale rate sheet.  Each excuse will be offered only to protect the secrecy 
of their Yield Spread Premiums, as you have already learned.  If there were no such 
thing as a Yield Spread Premium, why would a loan officer have any reason to 
conceal their wholesale interest rates, points, and rebates?  They wouldn’t, and that’s 
the only reason they might refuse. 
 
However, since many loan officers will still refuse access, you may be able to 
convince them to “just show it to you” in a way that does not violate any lender’s 
rules.  On every wholesale rate sheet, you will find one of the three following lender 
statements, or another that is similar in content: 

 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 

 

“For real estate and lending professionals only and not for 
  distribution to consumers” 

 

 

“This information is provided for the exclusive use of Real  
  Estate Professionals only.  Distribution to the general   
  public is not allowed” 

 

“This information is for use by mortgage professionals only  
  and should not be distributed to consumers or any other 
  third-parties” 
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You will notice that in each case, the term “distribute” or “distribution” is used.  The 
term “distribute” means:  “to divide and give out…”  This author has never seen a 
wholesale rate sheet that states that none of their rate sheet information shall be 
“viewed” by a consumer or other third-party.   
 
This clearly indicates that, although they prefer that you don’t hand out copies of their 
rate sheet to every “Tom, Dick, and Harry” on the street, the loan officer can show 
them to their customers as often as they like, and discuss every aspect of it with them 
in as much detail as they need, in order to help them make an informed decision.  
They impose no restrictions in that regard. 
 
Another important element in most wholesale rate sheet statements, and illustrated in 
the first two above, is that the information is intended for “real estate professionals” 
in addition to mortgage professionals.  Are loan officers real estate professionals?  
No, but real estate salespeople certainly are!  Therefore, a loan officer should feel 
perfectly justified in giving a copy of their wholesale rate sheet to any realtor they 
choose.  When that happens, you should get what you need because the realtor will 
certainly show it to you. 
 
Remember:  If you make enough phone calls and use your diplomatic skills, you will 
find a lender that will share their wholesale rates with you.  Once you accomplish that 
goal, you will have virtually eliminated the possibility that you will be the victim of 
predatory lending during the origination and pricing of your new mortgage. 
 

How Important are the Wholesale Rates – Really? 
 
Although you will probably meet very few loan officers that you will not like, you 
will not meet any that haven’t taken a Yield Spread Premium without the borrower’s 
“informed” consent.  Loan officers buy and sell interest rates as a fundamental aspect 
of their job, and a crucial component of their commission earnings. 
 
Have you ever heard the term Yield Spread Premium before you read about it in this 
book?  Why do you think you have never heard it before?  If you are like 99.9% of 
the American population, you have not heard the term because it is the mortgage 
industry’s “dirty little secret.”  Most realtors are not even familiar with the term.  The 
mortgage industry has historically done a wonderful job keeping it a secret. 
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They do not want you to know about the existence of a loan pricing method that is 
used primarily to create a commission bonus for any loan officer that can sell an 
interest rate higher than the one that is required to obtain the mortgage requested. 
 
If there was a way to eliminate your loan officer’s YSP commission bonus, because 
you knew that it would be collected only because you will get stuck with an inflated 
interest rate, would you use it?  Or, do you believe that it is fair for them to take a 
commission bonus, without your “informed” consent, even though it can cost you 
tens of thousands of dollars in extra interest charges over the life of your loan? 
 
Now you know all about their dirty little secret, and you know what you can do to 
prevent it from being used against you.  We believe than any reasonable person 
looking for a fair deal on a mortgage loan can answer the question: how important are 
the wholesale rates – really?  What do you think? 
 
For all of our readers that have answered yes to that question, we are providing even 
greater detail on the subject in the next chapter.  Yield Spread Premiums can create 
important financial advantages when used for a borrower’s benefit, or represent a pox 
upon the reputation of the lending institution promulgating their use. 
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      hat the ?*#! is a Yield Spread Premium and why should I care?  The  
        term sounds like it might be something really great for a borrower –  
      right?  Well, it might be something great all right, but not necessarily 
for the borrower.  It depends upon who ultimately winds up with the cash that gets 
generated when a Yield Spread Premium is incorporated into the loan pricing 
equation – the borrower or the lender. 
 
In the mortgage lending vernacular, a Yield Spread Premium (YSP) is a loan pricing 
rebate.  Webster’s New World Dictionary defines premium as: 

 
 
 
 
 
 
 
 
 
When a lender’s loan officer quotes you an interest rate for your loan, they must 
“buy” that interest rate from somebody in order to “sell” it to you.  That “somebody” 
might be a wholesale lender, as discussed in The Wholesale Mortgage Market 
chapter, or any other secondary mortgage market participant that has the ability to 
establish interest rate pricing policies.  The identity of that unknown somebody is 
where the shroud of mortgage insider secrecy begins. 
 

 

1  a reward or prize, esp. one offered for free or at a special 
low price as an added inducement to buy or do something; 

bonus  2  an additional amount paid or charged; specif., 
an amount paid for a loan in addition to interest… 

W 

 

Chapter Six 

 

Yield Spread Premiums 
 

The Mortgage Industry’s Dirty Little Secret 
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To understand how Yield Spread Premiums work, you must first understand that 
interest rates are financial commodities, which are bought and sold in a marketplace 
for home mortgages.  When you apply for a mortgage, you too will buy an interest 
rate for your loan.  When it is time for you to make your interest rate purchase, your 
loan officer will quote you several different rates and points, one combination of 
which you will agree to purchase.   
 
Your interest rate selection will require knowledge of the fact that the starting point 
for all interest rate price structures begins at “par.”  A par interest rate, as previously 
discussed, is purchased for no points at all – zero, nada, zilch.  Any interest rate to be 
purchased lower than par will require that you pay some amount of extra points, or a 
“discount fee,” which will be added to your total loan costs.  An example of this loan 
pricing structure is as follows: 

 

Interest Rate versus Discount Fee 
 

 
 
 
 
 
 
 

 
 
 
 
 
 
If you were presented with the above choices on a $250,000 loan, your cost for the 
6.00% interest rate would be zero, and your cost for the 5.875% interest rate would be 
$937.50, and calculated: 

 
 
 

 

  

    % Rate      Discount Type 

     5.625          1.625  Cost 

     5.750          1.000  Cost 

     5.875          0.375  Cost 

     6.000          0.000  PAR 

     6.125         (0.750)  YSP 

     6.250         (1.250)  YSP 

$250,000 × 0.375% = $937.50 
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Likewise, you would pay $4,062.50 to buy the 5.625% interest rate, calculated as:  
$250,000 × 1.625% = $4,062.50.  However, what if you wanted to buy the 6.125% 
interest rate?  It’s one of the choices, so how much does it cost since it is higher than 
the 6.000% rate, which has a zero-point cost? 
 
The 6.125% interest rate is a Yield Spread Premium (YSP), and so is the 6.250% 
interest rate.  A Yield Spread Premium is a cash Rebate that is paid to a lender in 
connection with their purchase of any interest rate that is higher than the par interest 
rate – and the “dirty little secret” that lenders do not want you to know about.  If 
everybody in the world had a decent understanding of how YSPs are used and 
abused, every loan officer that relied on them for extra cash would be trying to get 
their old job back at the car wash. 
 
The majority of home mortgage lenders believe that the use of YSPs is a perfectly 
legitimate business practice.  They believe that they are in the business of buying and 
selling interest rates and not simply providing a loan processing service, which is a 
critical element in the homeownership process. 
 

Are They Legal, Ethical, and Fair? 
 
The correct answers are maybe, maybe, and maybe.  It all depends upon how they are 
used in the pricing of your loan, if you were made aware of the fact that they were 
being included, and for whose benefit they were used.  The fact that RESPA allows 
their unfettered use has acted as a strong motivator for lenders to incorporate them in 
every imaginable loan pricing situation. 
 
RESPA states that the payment of a Yield Spread Payment is “not per se illegal” (not 
illegal by itself), but the law provides nothing more than a collection of vague legal 
considerations to define what might constitute a Yield Spread Premium violation 
under the Act.  And therein lies the problem. 
 
The law implies that something is required, in addition to the mere inclusion of a 
Yield Spread Premium, to make the case for a violation.  What are the additional 
components that define a Yield Spread Premium abuse?  The law seems to leave that 
decision up to you and your lawyer.  It also makes it a complicated and expensive one 
to resolve after it occurs.  So, you really need to stop it before it rears its ugly head. 
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If every use of a Yield Spread Premium is perfectly legitimate and ethical, why is it 
that 99.9% of Americans have never even heard the them?  If they are all perfectly 
ethical, why is it that loan officers never talk about them?  When you apply for a 
mortgage, your loan officer talks about their loan origination fee, discount points, 
credit report fees, appraisal fees, and escrow service fees, but they never mention a 
word about the Yield Spread Premium they are dreaming about taking out of your 
loan.  Why is that?   
 

Convenient Loan Officer Memories 
 
Could it be that 99.9% of the loan officers in the U.S. just forget to mention them?  
Maybe they think that disclosing them in the small print somewhere on your Good 
Faith Estimate is the best way to make you understand them.  Maybe it is because 
they are ashamed of making extra, and in many cases, unearned commission dollars 
that they know you would never agree to if you knew about their dirty little secret.  
So to avoid a scene, they just keep their traps shut and take it. 
 
Well, maybe they can “just take it,” but you certainly don’t have to “just take it.”  
You can try using the Loan Officer Questionnaire found in the Wholesale Loan 
Pricing chapter, which may prevent it.  You can also inform them, right up-front, that 
you will not accept any loan terms that include a Yield Spread Premium unless: (1) 
you specifically request it; (2) the entire YSP will be used only according to your 
direction and for your exclusive benefit; and (3) you are able to view the lender’s 
wholesale rate sheet in order to evaluate all of the interest rate / YSP loan pricing 
options on the day your loan is locked-in.  
 

Try this letter: 
------------------------- 

 
Dear Mr. or Ms. Loan Officer: 
 
Thank you for the mortgage information that you provided.  It was very helpful and 
we are considering applying for our mortgage with your company.  However, please 
be advised that we will not agree to the collection of any Yield Spread Premiums by 
your company, unless the entire cash equivalence is used exclusively for our sole 
benefit.  When our rate is locked, we will require a copy of the original creditor lock 
registration form, and at the closing of our escrow,           (continued on next page) … 
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we will require an itemized accounting of all charges payable in connection with our 
loan.  The HUD will work fine, but it must reflect the allocation of any Yield Spread 
Premiums, even though your company may not be required by law to provide it. 
 
If these conditions are acceptable, please let us know. 
 
Signed – The Borrower 

------------------------ 
 

Small Interest Rate Changes can make Big Cost Differences 
 
If a predatory loan officer increases your interest rate by as little as 0.125%, it can 
cost you a bundle down the road.  It is not only the added costs that you may have to 
pay in cash to get your loan, it is also the added cost to your regular monthly loan 
payment, which can result in tens of thousands of dollars in added interest charges 
over the life of your loan.   
 

The Dollar Difference 
$250,000 30-Year Loan Amount 

 
 
 

 
 
 
 
 
 
 
 
 
 
 
 

 

 

 

  

Interest   Discount Charge    Cash    Monthly 
Rate %       Fee %   Type Amount    Payment 
 

5.625          1.625    Cost  $4,063      $1,439 

5.750          1.000    Cost    2,500        1,459 

5.875          0.375    Cost       938        1,479 

6.000          0.000    PAR       0        1,499 

6.125        (0.750)    YSP  (1,875)        1,519 

6.250        (1.250)    YSP  (3,125)        1,539 

6.375      (2.875)    YSP  (7,187)        1,560 
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Well, now the cat is out of the bag.  If you unknowingly selected the 6.125% interest 
rate, a cash rebate of $1,875.00 would be paid and it would be calculated just like any 
other discount fee:  $250,000 × (0.750%) = $1,875.00.  The “spread” between the 
6.00% “par” rate and the 6.250% rate with a (1.250%) rebate, yields a $3,125.00 
rebate.  The “yield” rebate created by the “spread” in interest rates is the reason the 
term Yield Spread Premium was coined.  Rebates are usually placed in parentheses to 
differentiate them from a cost. 
 
The logic behind the Yield Spread Premium is that if a certain interest rate is priced at 
“par” (zero points), then it makes perfect sense that any rate higher than “par” would 
cost less than zero – right?  Absolutely!  The question is, who gets the rebate – the 
borrower or the lender?  That’s the sixty-four dollar question, and the one that drives 
everyone crazy.  It is also the one that has been the reason for countless class-action 
lawsuits against the lenders that abuse them.   
 

Using the YSP to Benefit the Borrower 
 
Now that you know how a Yield Spread Premium can benefit the lender, this section 
will show you how they can benefit you.  In your evaluation of the benefits that you 
may receive from the inclusion of a Yield Spread Premium in your loan costs, it is 
important to remember that a YSP always drives up your interest rate, and that rate 
increase always results in a higher monthly loan payment.  Using a YSP is a tradeoff 
between spending money now to get a market interest rate, and being willing to make 
higher monthly payments for as long as you have the loan.  
 

Here’s an Example: 
 
Let’s say you are buying a home for $350,000 and you have about $40,000 deposited 
snuggly in your family bank account.  You know that you can qualify for up to a 95% 
mortgage, but you are a little concerned about using any, if not most, of your savings 
for the purchase.  Your loan officer has you half-convinced that doing your loan for 
zero points is the best way to go.  The question is – the best way for whom?  They 
throw convincing arguments at you like: just think how much extra cash you’ll have 
to fix up your house, buy a new car, or go on a Hawaiian vacation.  What they don’t 
tell you, is how much larger their commission will be should they be able to talk you 
into taking a higher than required interest rate. 
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If you were able to see the lender’s wholesale rate sheet on the day you were to lock 
in your rate, you would see the following rate/point/rebate pricing options below.  
The amount of the spreads used in this example are not typical and do not matter for 
this purpose.  We just want you to fully understand the practical applications of the 
Yield Spread Premium. 
 

Rate / Point Pricing Options 
$332,500 Loan – 95% LTV 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
If the charges on your $332,500 loan included a 1.00% loan origination fee and 
$7,500 in added costs (just as an example), the total loan costs would be $10,825.00.  
That total is calculated:  

 
 
 
 
Don’t forget your down payment of:  $332,500 × 5.00% down = $17,500.00.  
Therefore, the total cash required to buy the home would be calculated:  

 
 

 
 

 

 

Rate %  Points %  Cost/Rebate  $ Amount 

 5.750     1.500   Cost            4.987 

 6.250     0.625   Cost      2,078 

 6.625     0.000   PAR      0.000 

 6.875   (1.375)       Rebate     (4,572) 

 7.250   (1.875)       Rebate     (6,234) 

 7.625   (3.250)       Rebate    (10,806) 

 

$17,500 + $10,825 = $28,325.00 

 

$332,500 × 1.00% + $7,500 or: $3,325 + $7,500 = $10,825.00 
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You need $28,325.00 to get your loan, and you have $40,000.00 in the bank, which 
you are concerned about spending.  Do you want to pay me now, or pay me later?  
That is the question.  If you are to accept the loan officer’s opinion that a zero-point 
loan is the best way to go, you will need to accept an interest rate the will create a 
$10,825.00 YSP rebate, which will produce a large enough cash equivalence to pay 
for everything.  Looking at the Rate/Point Pricing Options table on the previous page, 
there is only one rate that will work.  You would need to choose the 7.625% interest 
rate, which would give you a $10,806.00 rebate, and get the other nineteen bucks out 
of your cookie jar.  This selection presumes, of course, that the lender gives you 
100% credit for the YSP rebate, which might be questionable. 
 
By using the YSP produced by the 7.625% interest rate to pay for your loan costs, 
you get to save almost all of your hard-earned savings because you have chosen to 
“pay me later.”  STOP!  Before you sign on the bottom line, consider the long-term 
effect of your decision on the increased interest charges of your loan, over those that 
could have been applied to it using the “par” interest rate (zero cost) of 6.625%.  How 
much more will this loan cost you, over time, because you elected to preserve your 
current cash assets?  Consider the following: 
 

6.625% versus 7.625% Payment Costs 
$332,500 30-Year Fixed Rate Loan Basis 

 
 
 
 
 
 
 
 
 
 

 
 
This table shows the significant cost differences that unsuspecting borrowers can get 
stuck with if they don’t know what to look for.  The following page adds greater 
detail to this example. 

 

        1-Year       5-Year        5-Year         10-Year       10-Year 
Interest    Monthly        Pmt         Pmt        Unpaid       Pmt          Unpaid 
Rate %     Pmt. $         Total        Total         Balance           Total         Balance 
 
  7.625      2,353     28,236     141,180        314,990   282,360      289,383 
 
  6.625      2,129     25,548     127,740        311,701   255,480      282,759 
 
Difference:      224       2,688        13,440    3,289     26,880  6,624 
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The difference in your post-closing loan costs, based on the higher 7.625% interest 
rate, is probably not significant through the end of the first year.  At year five, 
however, you will begin to see the differences in the “pay me later” choice of interest 
rates.  In this example, you need to consider the costs that are created by the larger 
monthly payment, as well as the larger remaining unpaid principal balance.  Adding 
those two 5-year results together, you get: 

 
 
 
 

Such a Deal …? 
 

Essentially, this borrower paid $16,729 (a $279 per month payment increase for 60 
months), for the right to retain $10,825.00 in their savings account, which would have 
otherwise been used to pay their loan costs.  On today’s bank savings rates of 1.56%, 
they could have earned a whopping $10,825 × 1.56% × 5 Years or $844.35.  WOW!  
A shrewd financial decision.  Would Warren Buffet or Bill Gates pay an extra $279 
bucks a month to save $14 bucks a month for sixty months?  Such a deal! 
 
The next section gets into the laws, and the lawsuits, that pertain to the use of Yield 
Spread Premiums.  It is a little dry, but it gives you the legal opinions and consumer 
perspectives on the subject, which can only add to your overall understanding of this 
very important issue. 
 

Culpepper versus Irwin Mortgage Corp. 
 
The landmark case that blasted the Yield Spread Premium abuses into the media 
spotlight was Culpepper versus Irwin Mortgage Corp. (f.k.a. Inland Mortgage) in 
1998.  Several years prior to the filing of this case, a number of lawsuits challenged 
the legality of Yield Spread Premium payments, and sited Section 8 of RESPA, 12 
USC Sec. 2607 as their legal authority. 
 
In this case, the Culpeppers applied for a mortgage loan through Premiere Mortgage 
Company, a mortgage broker.  Premiere got the Culpepper loan approved on a 30-
year fixed rate from Irwin Mortgage at an interest rate of 7.50%.  Culpepper agreed to  
 

$13,440 + $3,289 = $16,729.00 
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pay Premiere Mortgage a 1.00% loan origination fee on their $76,000 mortgage, or 
$760.00.  They also agreed to the 7.50% interest rate without any prior knowledge of 
Yield Spread Premiums, or having seen the mortgage broker’s wholesale rate sheet.  
The two available rates that were called into question in this case were: 
 

The Rates in the Culpepper Dispute 

 
 

 
 
 
 
 
 
 
Culpepper’s position was that Irwin Mortgage’s wholesale rate sheet offered a 
7.250% interest rate that should have been applied to their loan because it paid a 
lower YSP of only 0.125% ($95.00), which would have saved them a lot of money in 
interest charges over the life of their loan.   
 
We don’t know how Culpepper got a copy of their wholesale rate sheet, but you can 
see that if they had seen it before they locked-in their rate, their ugly legal battle 
could have been avoided and saved both them and the lenders a ton of money and 
stress.  Nobody likes getting ripped-off – even if it is just a little rip-off. 
 

RESPA Considerations 
 

Culpepper argued that the $1,273.00 YSP payment to Premiere Mortgage was a 
“kickback” and constituted a violation of RESPA.  The three pertinent RESPA 
sections that the Court evaluated in this case were: 
 
 (A) Business Referrals:  “No person shall give and no person shall accept any  
 fee, kickback, or thing of value pursuant to any agreement or understanding, oral 
 or otherwise, that business incident to or part of a real estate settlement service 
 involving a federally related mortgage loan shall  be referred to any person.” 

 

  

% Rate      YSP %     $ Rebate 

 7.250      (0.125)     95.00 

 7.500      (1.675)  1,273.00 
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 (B) Splitting Charges:  “No person shall give and no person shall accept any 
 portion, split, or percentage of any charge made or received for the  rendering of a 
 real estate settlement service in connection with a transaction involving a 
 federally related mortgage loan other than for services actually performed.” 
 
 (C) “Nothing in this section shall be construed as prohibiting … (2) the 
 payment to any person of a bona fide salary or compensation or other payment 
 for goods or facilities or for services actually performed.” 
 
The District Court dismissed the Culpepper case, but that decision was later reversed 
on appeal to the Eleventh Circuit Court.  That Court ruled that the District Court’s 
summary judgment was improper because the payment of the Yield Spread Premium 
to Premiere Mortgage might, in fact, violate RESPA.  Without hashing out the boring 
legal arguments over what constitutes a referral, is a Yield Spread Premium really a 
“payment for goods,” and who performed services for what, the Appellate Court 
slammed the door on Culpepper. 
 

The HUD Yield Spread Premium Clarification 

 
The decision rendered by the Eleventh Circuit Court heated up the battle over Yield 
Spread Premiums, until HUD finally issued a clarification on the issue.  HUD, the 
Department of Housing and Urban Development, is responsible for administering the 
Real Estate Settlement and Procedures Act (RESPA).  In a move than many pundits 
considered a “cop-out,” HUD issued a clarification on the legality of Yield Spread 
Premium payments among lenders and mortgage brokers by stating that they are “not 
per se illegal.” 
 
Not “per se illegal” means that just because a lender pays a mortgage broker, or 
another lender for that matter, a Yield Spread Premium, it is not “by itself” 
automatically a RESPA violation.  That ruling further clouded what is still a hotly 
contested legal issue.  For you, as a borrower, it means that predatory lenders can still 
rip you off, with impunity, by collecting Yield Spread Premiums out of your view.  
That’s why you need to see their wholesale rate sheets. 
 
Don’t feel too bad about it though, because you do have a defense against this ugly 
practice.  It is a “preemptive defense” and it is all explained in later chapters in this  
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book.  It is all about knowledge and education.  If you know the tricks they intend to 
play, you can stop them in their tracks. 
 

The Impact of the Culpepper Decision 
 

Since the Culpepper case, much research has been done on the subject of Yield 
Spread Premiums and many papers written.  One authoritative paper, written by 
Harvard Law professor Howell E. Jackson, points out that as many as 90% of all 
mortgages contain Yield Spread Premiums.  The cash payments of the YSPs cited in 
the study equaled, on average, an extra 2.00% profit, in addition to the 1.00% loan 
origination fee, mortgage broker fee, or loan discount fees charged. 
 
The Jackson study deduced from the data that 90% of all loans are therefore closed 
with an interest rate 0.500% higher than the market or “par” interest rate, that was 
available at the same time.  That fact gives clear evidence that the receipt of Yield 
Spread Premiums represents a significant, and even dominant in many cases, aspect 
in the profitability of a mortgage lender. 
 
Through their analysis of data obtained through discovery in the case of Glover v. 
Standard Federal Bank, they believe that mortgage brokers receive substantially more 
income from transactions involving Yield Spread Premiums than those that do not.  
The advice that can be gleaned from their comments is that you need to be absolutely 
certain how, and to what extent, Yield Spread Premiums are being applied to your 
mortgage.  A review of the chapter on Wholesale Loan Pricing will show you exactly 
how to avoid being ripped-off by an unscrupulous lender trying to get rich beating 
consumers over the head with their Yield Spread Premiums. 
 
Current reports from various sources indicate that not only have the incidents of Yield 
Spread Premium abuses not subsided in response to government regulation, they have 
probably increased as a result of the slowdown in loan originations.  The fact of the 
matter is: when a finite number of loan officers are chasing fewer and fewer home 
mortgages, many will compensate for their loss in origination income using any 
means available.  That means they will increase the spreads between the interest rates 
they sell to capture a higher per-loan YSP commission in order to offset the reduction 
in the number of loans originated.  
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Yield Spread Premiums, Lenders, and You 
 
When lenders discuss Yield Spread Premiums in the context of loan pricing, they 
refer to them as rebate pricing or “back-side” pricing.  They might also use the term 
“back” to describe the act of receiving a loan pricing rebate on the “back-side” of the 
loan transaction and distinguish it from a loan pricing “cost.”  In that context, a loan 
officer might comment:  “I want one point back on this loan.”   
 
YSP’s are also referred to as Yield Spread Rebates, which many believe is a more apt 
term.  Although there are a variety of terms used synonymously to describe a Yield 
Spread Premium, they all mean rebate.  By the way… 
 
 
 
 
 
 
 
 
 
That’s correct – when you accept a loan that incorporates a YSP into your pricing 
equation, you are instantly subjected to a tax burden double-whammy – you lose the 
tax deductible advantage that you would have realized by paying your points up front.  
When you buy a home, in most cases, the costs and fees incurred in connection with 
your purchase can be deducted from you income as a legitimate expense.  It is an 
expense payable by you to your lender. 
 
However, when you obtain a loan that includes a YSP, the cash payment generated is 
paid by the wholesale lender to the retail lender (even if it’s the same company), and 
does not take into consideration that you accepted a higher interest rate and resulting 
higher monthly payment when you agreed to accept it.  Since you are not the one 
paying the YSP as a cost, you do not get to claim it as an expense – SURPRISE!  
That’s the double-whammy, but don’t expect any loan officer to provide you with that 
little bit of tax trivia. 
 
Now, would you like to see how lenders play Let’s Make A Deal?  Read on … 

 

T 
I 
P 

 

Yield Spread Premiums are 
Not Tax Deductible 

 

Consult your CPA or tax preparer before 
accepting any zero-point home loan 
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Translation:  The loan officer tells the lender  
that she will be charging a 1.00% (one point)  
loan origination fee on the front-side of the  
loan.  She also wants to make another point 
by taking a 1.00% Yield Spread Premium on 
the back-side of the loan.  Also, the borrower 
wants a 30-year fixed rate around 6.500% 
and will need a 60-day rate-lock. 

 

 

Wholesale Prices 
60-Day Rate-lock 

      

   Rate  Fee % 
 6.250  0.375 
 6.375 (0.750) 
 6.500 (1.125) 
 6.625 (1.625)
 6.750 (2.000) 

 
 

 

Yup, I’m going to take a point on the 

front, but I also want an extra point  

on the back-side of this deal so what 

rate will I be at on a 30-year fixed?  

Also, my borrower expects a rate in  

the mid sixes and I guess they will 

need a 60-day rate-lock. 

 

 

Well, I don’t have one back for a thirty 

with a 60 on today’s rebate pricing, but  

you can get three-quarters back at six  

and three-eighths, or one and an eighth 

back at six and a half, or one and five-

eighths back at six and five-eighths.  I  

can go even higher if your borrower isn’t 

too rate sensitive.  Whatcha think? 

 

 

How Loan Officers Play “Let’s Make A Deal” 
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The lender tells the loan officer that an exact 1.00% Yield Spread Premium for a 
6.500% interest rate, on a 60-day rate-lock, doesn’t appear on her rate sheet that day.  
However, the broker can get a (0.750%) rebate, if the borrower takes a loan with a    

6.375% interest rate, or a (1.125%) rebate on a loan with a 6.500% interest    rate, or a 
(1.625%) rebate on a 6.625% loan.  And if the borrower can    be talked into a loan 
with an even higher interest rate, the mortgage broker    can make 2.00% or even more, 
as a back-side YSP commission bonus. 
 
The inevitable outcome of this type of conversation is that the loan officer now has 
the loan pricing structure that can be used in negotiating with their customer.  Since 
the customer was not a party to the conversation, and because the loan officer will 
certainly not share the information, it is clearly a one-sided negotiation.  In a perfect 
world, a good faith negotiation involves two parties with an equal knowledge of the 
facts affecting the outcome of the negotiation.  But, of course, we don’t live in a 
perfect world. 
 

How Yield Spread Premiums Can Hurt You 
 
If your loan closes with an extra (0.125%) rebate being paid to the loan officer 
without your knowledge, your finances probably won’t suffer.  However, what if the 
loan officer really stuck it to you, and helped themselves to a fat 1.875% Yield 
Spread Premium without giving you the benefit of any lower interest rate, which 
would be reasonably expected. 
 
Unless you could verify their wholesale loan pricing, the loan documentation at 
closing would either not show the YSP, or the escrow officer would gloss over it as 
they usually do.  So how much damage can a rogue YSP really do to your financial 
strength?  The following example shows how much extra you might pay over the life 
of your loan if you get stuck with one. 

 
In this example, we presume that the borrower was approved for a $450,000 loan, 
their credit, income, property, and everything else, was perfect.  If they could get the 
same terms, that the loan officer could get, they would get a 5.500% 30-year fixed 
rate mortgage at par (zero costs, no points, zilch). 
 
Based on that scenario, the interest cost differences would be as follows: 
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Now look at the difference in these amounts if the loan officer had jacked-up their 
rate by 0.125% (to 5.625%), 0.625% (to 6.125%), or even as much as 1.250% (to 
6.750%), in order to grab a nice fat Yield Spread Premium: 

 
 
 
 
 
 
 
 
 
 
 
 
If you deserved the 5.500% rate, but got stuck with one of the higher rates just so 
your loan officer could get a bonus on your loan, at what point would you become a 
little angry?  Would you become angry paying the extra $12,746 for the 5.625% rate, 
or how about an extra $130,911 for the 6.750% rate. 
 
 

 

Monthly Payment (P&I):   $ 2,555.05 @ 5.500% 

Time Period Ending     $ Interest Paid    $ Unpaid Balance 

 60 Months   119,375.78  416,072.78 

 120 Months   228,040.59  371,434.59 

 240 Months   398,643.82  235,431.82 

 300 Months   450,279.64  133,764.64 

 359 Months   469,807.05      2,544.10 

Total Interest Paid:  $ 469,818.71 

 

Interest  Monthly  60 Month  120 Month 240 Month     Total 
Rate %  Payment  Interest Pd  Interest Pd  Interest Pd  Interest Pd 
 

5.500     2,555    119,376    228,041    398,644    469,819 

5.625     2,590    122,184    233,600    409,046    482,565 

6.125     2,734    133,441    255,945    451,115    534,327 

6.750     2,919    147,562    284,098    504,674    600,730 
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     here’s a new breed of home lender out there that offers a new concept in  
      mortgage financing.  They do not play by the rules that were created      
     during the good ‘ole days of subprime rip-offs and secret back-room loan 
pricing conspiracies.  These lenders, mostly mortgage brokers, are offering to share 
the secrets of wholesale loan pricing with anyone who wants to apply for a home 
loan.  They are new all right, but they are out there waiting for you nonetheless. 
 
Now, all you need to do is spread the word so the multitudes of borrowers can reap 
the benefits.  This chapter will show you exactly how it works.  Because this breed is 
so new, they don’t even have an official designation yet, so we call them Wholesale 
Loan Originators (WLOs), for lack of a more spectacular title. 
 
Recent times have shown the entire world, in vivid detail, that consumers can be 
easily manipulated, duped, swindled, scammed, overcharged, and generally 
bamboozled by just about any mortgage lender in the phone book.  This is a sad fact 
that nobody can dispute with a straight face.  They can be large or small, famous or 
little known, advertise nationally on TV, or just operate their business in a home 
office.  When it comes to mortgage lending, they are all the same, and they can all 
subject a borrower to the same abusive lending practices. 
 
It doesn’t matter where you’ll find them.  It all has to do with corporate greed, 
personal ethics, and a lack of conscience.  If everybody were doing it, the popular 
misconception would be that it must be okay.  Although these bad business 

 

T 

 

Chapter Seven 

 

The Wholesale Loan Originator 
 

A Bold New Concept in Mortgage Lending 
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practices were most prevalent with subprime lenders, they were all doing it – some 
more than others.  Some lenders have openly admitted to it and have gone to prison.  
Others claim to have “turned over a new leaf.”  For most lenders that have survived 
the meltdown, it’s just business as usual. 
 
One finance writer with a book that details her company’s criminal behavior, and can 
be purchased through Amazon.com, even states that she “was tired of lying to loan 
applicants about the products her company was offering.”  She wrote her book, 
according to her publisher’s blurb, “as a direct response to the lies, manipulation, 
fraud, and deceit that she witnessed while working as a loan officer in the subprime 
mortgage industry.”  Gee, who would have ever expected a loan officer to take full 
responsibility for their own ethical behavior – duh? 
 
Based on the fact the she admits to lying to her customers, it would seem that she did 
more than just “witness” the cheating.  It seems clear that she was, in fact, a willing 
participant in the cheating.  Now, of course, she points her finger at her employer in a 
pathetic attempt to justify her own actions.  This is only one example in the volumes 
of criminal predatory lending cases.  Predatory lending is alive and doing well in 
every corner of our nation. 
 

A New Lending Disclosure Standard 
 
Now there’s a better way, and it’s all about Disclosure.  A small but growing group 
of lenders, not including any banks or mega-mortgage lender types, is offering their 
customers a level of loan cost disclosure that makes it virtually impossible for their 
customers to become the victim of predatory lending.  Our company, America’s 
Wholesale Mortgage Broker™, is one such company.  There are many others too, but 
you have to look for them. 
 
Although no lender can guarantee that their borrower will get the best rate and terms 
available on a mortgage, they can disclose much more information than that which is 
required by federal law.  They can disclose a level of loan cost information that will 
make any borrower see that they are getting the best rate and terms available from 
that particular lender.  And that is all that most borrowers would expect – just to be 
treated fairly. 
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WLO versus RLO 
 

For the purposes of this discussion, we will explain the way we price our loans and 
disclose our costs as a Wholesale Loan Originator (WLO).  We will compare these 
pricing and loan disclosure practices to those of a traditional Retail Loan Originator 
(RLO).  The advantages presented by a WLO will become evident to you through the 
comparisons. 
 
When any lender originates a loan, they are required to provide the borrower, within 
three business days, a variety of loan disclosures.  The first and most important is the 
Good Faith Estimate (GFE).  The RLO discloses only those costs on the GFE that are 
required by law, and nothing else.   
 
The WLO not only provides the required GFE disclosure, but also discloses to their 
customer the wholesale loan costs that the WLO incurs in connection with their loan.  
In other words, they automatically and in every case, show their customers the actual 
wholesale rate sheet.  Most RLOs will never show their customers their wholesale 
rate sheet.  The obvious question is: when does the WLO start sharing this special 
wholesale information with their customer?  The answer is: 

 

When You Apply For Your Loan 
 

When a customer applies for their loan with a WLO, they will see the WLO’s 
wholesale rate sheet at the first mention of loan pricing.  The borrower won’t even 
need to ask for it.  The WLO uses their wholesale rate sheet as their only loan pricing 
rate sheet.  RLOs invent their own rate sheets to suit their needs, which change often 
and vary from customer to customer. 
 
Once you have the wholesale rate sheet in front of you, your WLO will explain it in 
detail.  They will show you how to pick your rate and point combination for the loan 
program you have chosen.  They should also show you how you could take advantage 
of buying a lower interest rate using the wholesale fees, and what benefits might be 
realized by opting to increase your interest rate using a Yield Spread Premium.   
 
They can show you where the break-even points are for a cost-effective interest rate 
choice, and they can show you how to evaluate how much YSP, if any, should be 
incorporated into your mortgage costs. 
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They can show you the ancillary wholesale fees, such as an escrow waiver, that will 
affect your loan costs, and give you options how they can achieve varying levels of 
mitigation.  These are all types of information that RLOs will not share, unless you 
convince them to do so.  Our chapter on Retail Loan Pricing, as well as the one on 
Wholesale Loan Pricing, will give you a head start on gaining an important 
understanding of the loan pricing methods used.  Read it with the anticipation of 
saving big bucks, because you can. 
 

Whenever You Need Them 
 

While your loan is being processed, you will need to watch the mortgage market 
reports in an effort to determine the best time to lock in your interest rate.  Don’t rely 
on your loan officer (WLO or RLO) to monitor them for you, because they won’t do 
it.  If your WLO can fax or email the wholesale rates to you, which they will do if 
they’re a true WLO, you can compare them to other lender’s rates posted online at 
BankRate, MSN Money, or many others.   
 
Many lenders have a free online “rate-watch” service that you can access.  Some will 
notify you with an email when there is a significant movement in rates, either up or 
down.  The more sophisticated services can send an automatic text message to your 
cell phone when rates change.  In either case, signing up for some type of interest rate 
market monitor will create a long-term benefit for your financial security. 
 

When You Lock Your Interest Rate 
 

   When it is time to lock in your interest rate, your WLO will provide you 
   with a hard copy of the wholesale rate sheet they  used to price your  
   loan.  At that point in the process, having the rates and points quoted to  
   you verbally is not adequate.  For your own protection against a last- 
   minute predatory lending attack, you need to keep a copy of the final 
rate sheet in your loan file – just for future reference in case you should need it.   
 
You should make absolutely certain that you keep every piece of paper, even notes, 
that are used to decide on a lender, a loan program, the interest rate, and everything 
else that was created in connection with your loan.  Put them all in the same box or 
file drawer and, if you can, make the container fireproof. 
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In addition to the wholesale rate sheet, the WLO will provide you with a copy of the 
Lock Registration Form.  This is the form that documents the loan terms and pricing 
agreed upon between the lender providing the credit, and the mortgage broker or loan  
officer requesting the rate-lock.  It specifies all the critical information regarding your 
rate lock, and it will serve as a written guarantee that you are receiving the loan terms 
promised by the lender.   
 
Lock registrations take various forms, but may look like the following: 

 

The Lock Registration Form 
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Review the Lock Registration form carefully and look for any inconsistencies or 
unexpected surprises.  In the example on the previous page, the borrower would want 
to consider the “Base Price” of (1.375), which indicates the payment of a YSP.  Did 
their loan officer disclose the YSP?  Did they charge a loan origination fee in addition 
to the YSP?  Is it what they agreed to? 
 
Add up the total lender fees and compare them to the ones listed on the original Good 
Faith Estimate.  Are they the same?  If not, what happened that resulted in a change?  
This is time when the lender reveals their level of honesty and integrity.  If they have 
been honest, the rate-lock form will confirm it.  That is why you must see it. 
 

Too Late For Verbal Interest Rate Quotes 
 

If your loan officer has been giving you verbal interest rate quotes during the 
processing of your loan, but now refuses to back them up with the verified numbers, 
you should smell a rat.  And if you smell a rat, what do you do about it?  Well, you 
shoot it, of course.  Playing absolute hardball under these circumstances would be a 
moral imperative.   
 
If they will not provide the rate sheet as previously promised, start by contacting their 
sales manager.  If their sales manager will not provide it, perhaps it is time to have 
them transfer your loan package to another lender.  You should give them the choice. 
 

At Your Loan Closing 

 
The first thing you need to do before you begin signing your loan closing documents 
is verify that the terms of your mortgage Note are exactly the same as those which 
were promised and confirmed by your final copy of the wholesale rate sheet.  Take 
whatever time you need to compare all of the information, and satisfy yourself that 
everything is hunky dory.  See the final chapter on Closing Your Loan for specific 
information on evaluating your closing documents. 
 

Loan Disclosure Guarantees 
 
Not only will a true WLO show every customer the wholesale rates and prices at the 
time of application, they should show them as often as needed.  Some WLOs even  
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have a written guarantee, the likes of which you can find from many lenders but, once 
again, you need to search for them.  Here is an example: 
 

Loan Pricing Guarantee 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 

 
 
 

 
A written guarantee does not provide you with the certainty that you will get the best 
interest rate and terms available from any lender in the country.  But when it is used 
in conjunction with a conscientious lender research strategy, you will be on your way 
to landing a seriously competitive deal on your mortgage.  A written guarantee may 
be hard to find, but you can show the one above to a prospective loan officer and ask 
if they will match it.  They probably won’t, but you’ll put them on notice that you 
expect their best performance, both technically and ethically. 
 
Do not summarily reject a lender if their promise is not in writing, as long as they 
show you the wholesale rates and fees, or other proof, when you need them.  As we  
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have already mentioned, it is all about Loan Disclosure.  The more information that 
is disclosed about your costs, the less likely it is that you will be ripped-off. 
 

Fixed Loan Origination Fees 
 

In addition to guaranteed disclosures, the WLO will also guarantee their fees.  While 
the RLO will try to scrape every penny out of a loan origination, using whatever 
means available, most WLOs will offer their borrower a single guaranteed fixed fee.  
The fee might be based on a flat fee, such as $1,250, or a flat rate fee, such as 1.00%.  
The flat fee would be a fixed dollar amount with no extra charges for loan processing 
or anything else.  The flat rate fee could be, for example, a 1.00% charge based on the 
loan amount, with no extra charges for loan processing or anything else.  The charges 
imposed by the wholesale lender would pertain in each case, even if the loan officer 
worked for the wholesale lender, who might operate both a wholesale and a retail 
lending division. 
 

Spread the Word 
 
When you find a lender that you like and they will agree to provide you with the same 
information as WLOs do, you have scored a touchdown.  At the end of the process, if 
you have found a lender that disclosed everything as they promised, spread the word.  
Tell your friends and neighbors about them.  You can start a grass roots movement 
that will force other lenders to compete on the same disclosure level.  It is the only 
way to change the status quo.  
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      fter you’ve made the decision to buy a home or refinance your existing  
      mortgage, you should define your financing objectives.  Make a list of the 
      things that deserve special consideration and how those things will affect 
your choice of a loan.  Your immediate needs, near-term needs, and long-term goals 
can be satisfied in a prudent and cost-effective manner if you consider all of these 
important factors. 
 
These objectives will define the type of loan you need and, more precisely, which 
type of loan amortization will best satisfy your financial needs.  Loan officers rarely 
explain loan amortization in detail, although it is one of the most critical elements in 
your loan selection process.   
 
Do you want your loan to be paid-off by the end of its regular term?  Do you want a 
smaller monthly payment for the first few years of your loan, or are you buying a 
house as an investment and intend to flip it within a year or so?  The answers to these 
questions need to include an understanding of the ways in which amortization can 
affect your loan’s unpaid balance, and how fast it can be reduced and paid in full.   
 

Loan Selection Variables 
 
The following are some of the important variables that you should consider before 
you make your loan selection.  While they are important, they do not represent all of 
the issues that you should consider.  Only you can decide what is important. 

A 

 

Chapter Eight 

 

Interest Rates and Amortization 
 

Managing Your Loan Terms for Fun and Profit 

 



 

120 
 

Chapter Eight – Interest Rates and Amortization 
 
A. Mortgage Payment.  What monthly mortgage payment can you afford?  The 
 affordability factor should allow you to buy a home that fits your needs, but does 
 not create a financial hardship for you and your family.  Buying a home should 
 be a positive life-changing event, but not one that complicates it. 
 
B. How long will you keep the mortgage?  Most homeowners keep a mortgage for 
 five to seven years.  If you can  accurately predict how long you will keep the
 new mortgage, perhaps based on your experience with previous mortgages, you 
 will be ahead of the game.  This is a key element in your loan selection and one 
 that will be examined more closely in the following sections. 
 
C. How much money do you need to buy a home?  If the loan you are applying 
 for is for the purchase of a new home, do you have enough money for the down 
 payment and closing costs?  What about the costs associated with moving to a 
 new location, getting your utilities hooked up, and buying needed furniture and 
 other household items?  One of the most important, yet often ignored steps in 
 planning the purchase of a new home, is the creation of a budget.   
 
 If you do not like surprises and want to be sure that you won’t run short of 
 money during or after your purchase, you should make a worst-case scenario 
 budget and stick to it.  
 
D. Financial Responsibilities.  Will the size of your family or present financial 
 responsibilities change during the next few years and demand a much greater 
 percentage of your stabilized monthly income?  Do your near-term plans include
 a cute little baby or two?  If so, have you planned and evaluated a realistic child-
 rearing budget, or are you a “shoot-from-the-hip” kind of  a person?  If so, try 
 not to shoot yourself in the foot. 
 
E. Salaried Employment.  Do you have a stable job?  Do you earn a good salary
 from a strong company, like Microsoft or Boeing that offers advancement, or are 
 you a commissioned salesperson for a company whose profits are subject to sales 
 volatility cycles?  If you take out a new home loan, will your sources of income 
 still be there in the near future?  Will your current job continue if our country is 
 thrust into a socialist society as the Democrats are planning and if not, where will 
 you get a new one – Walmart? 
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F. Self-Employment.  Are you self-employed in a business that generates  net 
 profits that you can predict over the next three to five years at a minimum?  Do 
 you draw a salary in addition to having immediate access to company profits?  
 Or do you earn money only when your business conditions allow it? 
 
G. Interest Rates.  What are interest rates doing?  Are they higher now than they 
 have been in recent years, but expected to decline in the near-term?  On the other 
 hand, are they as low as they have been in a decade and lenders are experiencing 
 “refi-fever?”  The current level of interest rates will greatly influence the type of 
 loan you will want to select. 
 
H. Payment Shock.  Are you comfortable with the fact that if you choose an 
 adjustable rate mortgage, because it offers a lower interest rate during the early 
 years of the loan, the payment might increase, at some unknown time, to an 
 amount above what the fixed rate offered at the same time would have been?  If, 
 like millions of families during the mortgage meltdown of 2007, you opened up 
 your new loan payment statement and were “shocked” at the new payment 
 amount, maybe you should be a little prudent and take a fixed rate. 
 
I. Financial Assets.  Will your liquid assets change during the next few years?  Are 
 you expecting to receive an inheritance or perhaps planning to win the lottery?  
 Do you have another piece of property or some other asset that will be sold soon 
 and provide you with a financial cushion?  Or, on the other hand, are you seeing 
 your assets reduced over time because of something beyond your control?  If so, 
 have you considered those facts as you plan the purchase of your new home? 
 
 In an emergency, do you have sufficient liquid assets or credit resources to cover 
 all of the added costs?  As a financial asset, is the home you are considering 
 buying in a neighborhood that is stable with increasing property values?  
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If you fail to plan, you plan to fail… 
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Once you have identified the factors that can affect your loan choice, you need to 
evaluate the types of loan amortizations that will best serve your objectives.  Do not 
let a loan officer ram-rod you into any type of amortization schedule, or lack thereof, 
unless you fully understand how it affects your financial strategy.  Loan officers are 
not financial planners and they will not spend the amount of time required to do a 
thorough evaluation.  That is your job, and nobody can do it better than you can.   
 

Types of Loan Amortization – Which is Best? 
 
Amortization is the term derived from the Middle English word Amortisen, or “to 
kill.”  When a home mortgage is amortized, it is repaid gradually in equal monthly 
installments of principal and interest over a specified period, or term.  It can also be 
defined as a process in which the unpaid principal balance owed on your home is 
reduced by a periodic amount – the mortgage payment. 
 
Finding the exact periodic payment that will amortize a specific mortgage debt is very 
complicated, as demonstrated by the following amortization equation: 
 
 
 
 
 

     Where:  

     A   =   the payment  Amount  per period 

 

     P  =    the initial  Principal  loan amount 

 

     r   =    the  Interest Rate  per period 

     

     n   =   the total  Number  of payments or periods 

(Now, are you ready to buy a pocket calculator?) 

 

          r (1 + r) 
      

             (1 + r)  n  – 1 
 

  A = P 

 

n 
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If you don’t have a calculator yet that calculates mortgage payments, you’d better get 
a move on.  You can either try to figure out the above equation, waste hours of your 
time thumbing through amortization tables, or just get a calculator that computes 
mortgage payments.   

Fully Amortizing Loans 

The most common type of amortization method used in residential home lending is 
“full amortization.”  If you take out a 30-year mortgage, either a fixed or adjustable 
rate, the principal loan balance will be paid in full in 30 years.  Shorter payment 
periods result in larger monthly payments because it changes the “n” variable in the 
amortization equation.  When this variable is reduced, the “A” variable, as a 
mathematical function, is increased.  Got that? 

The following table illustrates the differences between a 15-year and a 30-year fixed 
rate amortization schedule, and shows how the difference affects the principal balance 
payoff.  Monthly payments, of course, must be affordable. 

Comparison of Amortization Periods 
$250,000 Loan Basis – 7.00% Interest Rate 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

        15-Year Amortization         30-Year Amortization 
  Monthly  Unpaid   Monthly  Unpaid 
Year Payment  Balance   Payment  Balance 
 

   1   2,247.07 240,225   1,663.26  247,460 

   3   2,247.07 218,506   1,663.26  241,817 

   5   2,247.07 193,532   1,663.26  235,328 

 10   2,247.07 113,482   1,663.26  214,530 

 12   2,247.07     72,775   1,663.26  203,954 

 15   2,247.07     0.000   1,663.26  185,045 
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In the table on the previous page, you see that when the 15-year loan achieves a zero 
balance, the 30-year loan still has a balance owing of $185,045.  Even if you were to 
add back the $583.81 monthly difference in the two payments times 180 months, or 
$105,085, the 30-year loan would have still generated an extra $79,960 in interest 
charges because it is calculated using a longer amortization period.  That fact is 
illustrated by the following calculation: 
 
  30-year principal balance remaining at 15th year:  $ 185,045 
  $ 583.81 payment difference × 180 months:   $ 105,085 
  Excess principal due to amortization period:   $   79,960 
 
The critical element in the way that principal loan balances are reduced depends on 
the amortization period used.  A 15-year loan amortization uses a different internal 
amortization factor than a 30-year loan, so the way that the monthly payments are 
calculated will always be different.  The $79,960 in excess principal for the 30-year 
loan was generated because of the variation in the two amortizations methods used. 
 

How Much “Bang” for Your Buck? 

 
As an alternative to the complex methods used in many loan disclosure forms to show 
you how much money one loan costs compared to another, you may find it easier to 
understand how much interest a loan costs you for every dollar spent on monthly 
payments.  If you can calculate how many miles per gallon your car gets, you can 
understand how much your loan will cost per dollar spent. 
 
If, in example loan #1, you were charged $0.66 (sixty-six cents) in interest for every 
$1.00 spent on monthly payments and, in example loan #2, you were charged only 
$0.10 (ten cents) for each dollar spent on monthly payments, you would know that 
example loan #2 was the more cost-effective. 
 
As you will see from the “How Cost-Effective Is Your Loan?” table below, as a loan 
term increases, not only do the relative total interest charges increase, the relative 
cost-effectiveness of the loan payment in reducing the unpaid principal balance is 
decreased.  The following example from the table shows how the Interest Cost Per 
$1.00 in Payments was calculated for loan #1: 
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(That’s 66 cents charged for each dollar spent on monthly payments) 
 
The importance of this calculation rests not so much in the hard numbers, as it does in 
demonstrating the downward cost-effectiveness trend as the loan term is increased.  
While this type of mathematical cost-effectiveness relationship seems obvious, some 
loans include variables that can confuse the issue, such as prepayment penalties.  
Because of these variables, you cannot presume that shorter loan terms will always be 
more cost-effective than longer terms, even though that will generally be the case. 
 

How Cost-Effective is Your Loan? 
$250,000 Loan  –  7.00% Interest Rate 

 

$ Interest Cost Paid  ÷  $ Monthly Payments Made  =  Cost Per $1.00 of Payments 

 
 
 
 
 
 
 
 
 
 
 
 
 
When you compare the amortization schedules of any two or more loans, you can use 
this easy method to determine which loan term is more cost-effective, presuming of 
course that you can accurately identify all of the variables that can affect your results.  
When you are evaluating multiple loan programs, if one has a significantly lower cost 
per $1.00 of payments, you may wish to give that program preference over the others 
and then focus on negotiating the lowest possible interest rate, which could further 
reduce the cost. 

 

        Total     Total     Interest Cost 
        Interest $      Monthly $    Per $1.00 of
           Cost Paid       Payments Made    of Payments 

 

40-Year Loan    $ 495,713.65    $ 745,713.65       $ 0.6647 

30-Year Loan       348,769.07       598,773.60          0.5825 

15-Year Loan       154,472.93       404,472.60          0.3819 

10-Year Loan  98,325.54       348,325.54          0.2822 

 

$ 495,713.65     ÷     $ 745,713.65      =      $ 0.6647 
    Total Interest Cost       Total Payments Made         Cost Per $1.00 
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As the above shows, you get more “bang for your buck” with a shorter loan term.  
Therefore, if your finances are on a budget and you believe that your money should 
be spent in the most cost-effective manner possible, you should select a fully 
amortizing fixed rate loan, with the shortest term that you can afford.   
 
These cost-effectiveness relationships work nicely for fixed rate loans.  While they 
will also probably work for an adjustable rate mortgage, their value as an evaluation 
tool will be greatly reduced due to the unpredictable nature of the future ARM 
payments, which are influenced by unpredictable index changes. 
 
If you are unable to afford, or qualify for, a loan with a term shorter than thirty years, 
you can achieve a similar result by making periodic lump-sum loan payments to your 
principal balance as discussed in the next section. 
 

Accelerated Amortization Schedules 
 
If the idea of making mortgage payments for thirty years scares the bejeebers out of 
you, but you don’t want to be locked into a much higher regular monthly payment, 
don’t worry.  You can make lump-sum payments to your principal balance, subject to 
the terms of your mortgage, as often as you like and in any amount. 
 
Before you attempt to accelerate your loan payoff, you need to confirm that the terms 
of your Mortgage Note will not penalize you if you elect to make extra payments.  
Your Mortgage Note has a section called “Borrower’s Right To Prepay.”  This is the 
pertinent section that will either allow you to make “prepayments” on your loan 
without penalty, or specify what the penalties will be should you do so without the 
lender’s permission.  
 
If you have a conventional loan that your lender will sell to Fannie Mae or Freddie 
Mac, you will not have a “prepayment penalty” because they do not allow them.  
Unfortunately, there are many types of home loans that do allow for prepayment 
penalties, particularly those offered at lower initial interest rates.  Review your 
Mortgage Note.  If you do not have any prepayment penalty provisions, you should 
find language such as that listed on the next page.  Do not allow yourself to get stuck 
with a prepayment penalty on the day you are closing on the sale of your home or 
when you are refinancing to get a lower rate.  Don’t let yourself be surprised! 
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Borrower’s Right To Prepay 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 
As long as your Note has this “no prepayment penalty clause,” you are able to make 
as many prepayments as you like, as often as you like.  However, you need to make 
your prepayments carefully according to your lender’s stated rules.  The above 
Borrower’s Right To Prepay section means that:  
 
A. You can make a prepayment only before the payment is due.  If you have a 
 payment due on December 1st and you send in a payment on that date calling it a 
 prepayment, they will not apply it directly to your principal.  You need to send it 
 in well before the regular payment is due.  A successful method would include 
 sending the prepayment in a week after your regular payment was made. 
 
B. If you have any unpaid monthly payments, or accrued but unpaid interest 
 amounts, you cannot make any prepayments whatsoever until all of the  accrued 
 interest and payments have been made.  If you attempt to do so, they will 
 probably send the payment back to you in the mail, which can complicate your 
 payment history and jeopardize a good credit rating. 
 

 

 I have the right to make payments of Principal at any time before they 
are due.  A payment of Principal only is known as a “Prepayment.”  When 
I make a Prepayment, I will tell the Note Holder in writing that I am doing 
so.  I may not designate a payment as a Prepayment if I have not made all 
the monthly payments due under the Note. 
 

 I may make a full Prepayment or partial Prepayments without paying 
a Prepayment charge.  The Note Holder will use my Prepayments to 
reduce the amount of Principal that I owe under this Note.  However, the 
Note Holder may apply my Prepayment to the accrued and unpaid interest 
on the Prepayment amount, before applying my Prepayment to reduce the 
Principal amount of the Note.  If I make a partial Prepayment, there will 
be no changes in the due date or in the amount of my monthly payment 
unless the Note Holder agrees in writing to those changes. 
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C. When you make a prepayment, you need to inform the lender, in writing, that 
 you are doing so.  We recommend that you send your prepayment check to the 
 lender with a letter that includes the following or similar language: 

 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 

If you intend to send prepayments on a regular basis, you can make copies of your 
letter with blank spaces that will allow for changes in the date and prepayment 
amount.  At any rate, make sure you tell them in writing what you’re doing. 
 

How Prepayments Affect Your Principal Balance 
 
Your principal will be reduced, dollar-for-dollar, with every prepayment you make.  
Interest charged on a mortgage accrues daily and calculated based on your interest 
rate, as well as your unpaid principal balance.  These calculations are accomplished 
using computers with specialized software programs. 
 

 

Your Name, Address, and Phone Number 
Date 

 
My Mortgage Lender 
123 Any Street 
Some Place, CA 
 
Loan Servicing: 
 
This letter will inform you that I am making a  Full ___  Partial ___ 
Prepayment on my mortgage loan #12345678947932 in the amount 
of $ ________________ . 
 
Please find enclosed my check # 1234 in that amount and apply  
it directly to my Principal Balance. 
 
Thanks… 
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The interest charged on amortizing loans is calculated as simple interest (no 
compounding feature for interest charged on interest) unless you were unfortunate 
enough to have gotten stuck with a negative amortization loan. 
 
Although you cannot change your payment amount without your lender’s written 
permission, you can reduce the length of your loan term by making regular loan 
prepayments.  This allows you to gain the advantages presented by a 15 or 20-year 
loan amortization schedule without being tied to the larger monthly payments.  You 
can make regular prepayments to your principal, or just whenever you have a few 
extra bucks burning a hole in your pocket. 
 
The table on the next page demonstrates the effect of making prepayments to your 
principal.  The “Specified # of Months” column indicates the number of extra full 
payments made for the number of months indicated.  The * indicates that, for 
example, one extra loan payment was made every twelve months, so there were a 
total of 13 payments made during the year.  The ** indicates that one extra payment 
was made every nine months, and the *** indicates that there was one extra payment 
made every six months. 
 
As indicated in the this table, if you made one full prepayment every twelve months, 
the term of your loan would be reduced by six full years.  If you made one full 
prepayment every nine months, your loan term would reduce by seven and a half 
months, and if you made a full prepayment every six months, the term of your loan 
would be reduced by almost ten years.  That ain’t hay, and if you don’t want to make 
any more prepayments, you don’t have to. 
 
There are a lot of quick-pay-off methods being offered on TV and in books.  One 
actually claims that their method will allow you to pay off a 30-year mortgage in only 
five years.  If that were possible, why would have a couple of million families lost 
their homes recently to foreclosure?  You just can’t believe everything you hear. 
 
The following methods utilize a very simple concept: make extra payments on your 
loan and you can reduce the term.  It does not make any false claims; it just uses the 
realistic application of some simple mathematical principles.  You can obtain the 
same type of information online for a wide variety of prepayment options.  Just 
google mortgage payment calculator and look for an “extra payment” button. 
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Accelerated Loan Term Reduction 
$250,000 Loan – 30-Year Fixed Rate – 7.00% Interest Rate 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Bi-Weekly Loan Payments 
 
As an alternative to making unscheduled prepayments to your principal balance in 
order to reduce your total interest charges and your loan term, you may want to 
consider a “bi-weekly” loan payment schedule.  This concept presumes that through a 
regular bi-weekly loan payment and the resulting reduction in a loan’s principal 
balance, you can defeat the amortization to a certain extent, and significantly reduce 
your total interest charges.  And the presumption is correct! 

 

One Extra Payment Made for the Number of Months Specified 
 

Specified #    $ Interest     $ Interest      # Years      Loan Term 
of Months  Paid            Savings    To Payoff       Reduction 
 

   None          348,769    NA    30.0 Years       NA 

   * 12      266,649       82,119    24.0 Years  6.0 Years 

  11      261,027       87,742    23.6 Years  6.4 Years 

  10      254,639       94,130    23.1 Years  6.9 Years 

  ** 9      247,303      101,466    22.5 Years  7.5 Years 

   8      238,754      110,015    21.8 Years  8.2 Years 

   7      228,697      120,072    21.0 Years  9.0 Years 

*** 6      216,652      132,117    20.1 Years  9.9 Years 

   *  One extra full payment every 12 months 

   **  One extra full payment every nine months 

   ***  One extra full payment every six months 
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There are many loan payment services that, for a fee, will take charge of your 
mortgage payments and make one “half-payment” every other week.  However, 
because this type of service involves giving the responsibility of your mortgage 
payment to someone you do not know, we would recommend against it.  
 
Most major lenders offer a bi-weekly payment schedule that you can utilize by 
instructing your bank to mail two loan payments per month, according to your 
lender’s requirements.  Most banks can do this for you using their free Internet bill-
pay service.  If they don’t have one, you must be a customer at my bank. 
 
The following table shows the effect of a bi-weekly payment schedule on your total 
interest charges, compared to loan payments made monthly: 
 

Bi-Weekly versus Monthly Loan Payment Schedule 
$250,000 Fixed Rate Loan – 7.00% Interest Rate 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Bi-weekly payments can save you money, buy only if you employ a sensible and 
regular schedule.  It requires diligence and a systematic methodology to prevent the 
problems that can result in late payments and possible damage to your credit. 

 

 Year  Monthly Payment  Bi-Weekly Payment 
   Ending       Interest Paid        Interest Paid 
 
    1     $ 17,419      $ 15,988 

    5        85,124         77,121               

  10      164,122       145,636 

  15      234,432       202,278 

  20      292,431       242,542 

  25      332,973          * 260,434 

  30         * 348,769          Paid 

* Loan Paid in Full 
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The interest savings created by using the bi-weekly payment schedule in the previous 
example mortgage was: $348,769 – $260,434 = $88,335.00.  That is equal to a 
$287.74 savings in each of the 307 monthly payments, and an overall interest cost 
savings of 25.33%.  That’s not a bad savings, considering the fact that all you had to 
do was split your regular monthly payment into two pieces and have your bank make 
the payments for you – free of charge. 
 

The Automated Combo Fast-Pay Loan 
 
   Now that you have seen how loan prepayments and bi-weekly   
   payment schedules can be used to rapidly reduce your loan term and  
   interest charges, why not use a combination of both to really accelerate  
   your loan payoff?  Well, you can do just that, and it’s pretty easy.   
 
First, you need to do a little homework and get the tools that you will need in place.  
Here’s what you are going to need and what you will need to do: 
 
A. An Internet connection in your home.  Everything that you will be doing can 
 be done easily from your home, which adds an important margin of safety and 
 security to the process.  A high-speed connection is preferable, but a dial-up will 
 suffice. 
 
B. A bank account with an Internet bill-pay feature.  Almost every bank offers 
 not only free checking, but free bill-pay as well.  If your bank does not offer free 
 bill-pay with your account, maybe you should find a bank that does.  We strongly 
 recommend that you open a separate account that will be used exclusively for 
 your mortgage payments.  If you try to pay all of your bills through the same bill-
 pay account, you increase the chances that you will run into a problem. 
 
 Make certain that the account that you will be using for your mortgage payments 
 always has enough money in it to avoid overdraft problems – your credit score 
 may depend on it.  If the account has optional overdraft protection, discuss the 
 payment priority given to specific checks should the account be overdrawn.  
 Some accounts will make “first-in, first-out” payments without regard to the 
 relative importance of the bills that need to be paid.  You don’t want your bank to 
 pay your garbage pickup bill if it causes your mortgage payment to bounce. 
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C. Set up your Internet bill-pay account through your bank.  Since most 
 mortgage payments are due on the first day of each month, you will need to 
 schedule your automated payments accordingly.  Explain your plan, in writing, to 
 your personal banker, and they should be able to give you the help you’re going 
 to need.   
 
D. Verify and coordinate your mortgage payment schedule with your lender.  
 Before you close on your new loan, or preferably before you even apply, get all 
 the details required to make the bi-weekly payment process work smoothly.  Get 
 a contact name from your loan officer, probably someone in their loan servicing 
 department, and call them for the details.  Loan officers don’t know anything 
 about loan servicing, so do not rely on their advice in this matter.  They’ll just 
 screw it up. 
 

Critical Questions for your Lender 
 
Confirm in writing, with your lender, that your bi-weekly payments will be applied to 
your mortgage account when they are received.  Most lenders will apply mortgage 
payments only once each month, no matter when, or in how many pieces they are 
received.  They can either accommodate them, or not.  There can be no “maybes.”  
Maybe usually means “probably not.” 
 
If their routine loan servicing functions cannot guarantee the success of your private 
bi-weekly payment plan, but they have an internal bi-weekly plan that they will take 
full responsibility for, you should evaluate it and perhaps give it a shot.  If you elect 
to subscribe to their internal bi-weekly payment plan, you need to get an amortization 
schedule from them when you sign up. 
 
If you are sending in two half-payments each month, but the lender is making only 
one payment, they have negated the entire effect on your principal balance reduction.  
Not only that, but they are holding your half-payment interest-free for two weeks 
every month, which costs you even more.  The only way that bi-weekly payments 
will create the desired effect on your principal, is if your lender can process them 
promptly and properly. 
 
Follow the tip on the next page.  It represents a critical aspect of your success. 
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If you appreciate the positive impact that bi-weekly payments can have on your loan 
balance, you should take the extra steps required to confirm every detail needed to 
make your payment plan work as you expect it to work.  You should always consider 
a lender’s ability to make bi-weekly payments and unscheduled prepayments work as 
needed, which is an important factor in your lender selection process.  Ask them right 
up front and get it in writing. 
  

Scheduling for Success 
 
Presuming that your lender can process bi-weekly payments, the next critical 
questions to ask them pertains to the scheduling of your automated payments.  In 
order to make certain that both parts of your loan payment are received by your 
lender by the first of each month, you may need to schedule the first half-payment 
around the 15th day of the month – before the payment is due. 
 
Have them confirm, in writing, when they need to receive your payments to make it 
all work smoothly.  Since most banks do not send bill payments every day, you need 
to determine what mailing date, each month, will cause your payments to be received 
by your mortgage lender by the first day of each month.  Do not skip this part, it is 
very important. 
 
Once you know when each payment needs to be mailed to your lender, add three or 
four days for USPS and plug those dates into your bill-pay account.  The regularly 
scheduled prepayments, which are an integral part of this Automated Combo Fast-Pay 
Loan, should be plugged in separately and carefully to ensure that you will achieve 
complete success.  Remember that errors can occur at every step of this payment 
process, so it is very important that you consider all of the possible events that can 
cause a SNAFU. 

 

T 
I 
P 

  

Make certain that your lender can process 
bi-weekly payments and you will have access to a 
payment ledger showing the dates each payment 

was applied to your mortgage account. 
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After your first two half-payments are mailed, wait for a few days and call your loan 
servicing department to confirm that they received them as planned.  Finally, you 
should monitor the plan from time-to-time to avoid any human or computer-generated 
glitches in the process.  Don’t take any chances. 
 
Making it work properly will certainly take some work and patience, but if it will 
reduce your total interest charges by 25% and wipe six or eight years off the back-end 
of your loan, it will be well worth the effort.  Now, here is the good news: 
 

The Positive Impact on Your Principal Balance 
  
As a demonstration of how this strategy can significantly reduce your total loan 
interest charges, as well as your loan term when it is working properly, we have 
provided an example on the next page.  This example assumes regular bi-weekly 
payments, and either one or two full prepayments every six months.  Both versions of 
the Automated Combo Fast-Pay Loan were compared to regular 30-year monthly 
payments, 30-year bi-weekly payments, and 15-year fixed rate loan payments. 
 
The accumulated interest charges shown in the table clearly illustrate that the bi-
weekly payment schedule is a significant improvement over the traditional monthly 
payment schedule, and is capable of saving you thousands of dollars in unnecessary 
interest charges.   
 
Moreover, the bi-weekly payment schedule, when coupled with only two extra 
prepayments per year, represents a dramatic improvement over a traditional monthly 
payment schedule and can cut your total interest charges in half.  The results are even 
more dramatic for borrowers who can afford to make four extra prepayments per 
year.  It’s all about “pay me now, or pay me later.” 
 
The table has two components:  (1) the Accumulated Mortgage Interest Charges 
that are shown in bold are the total of the pure interest amounts paid on the loan.  (2) 
the numbers in the Loan Payoff Information columns are continued from those in the 
top half of the table.  The Total of $ Pmts. line, such as $598,769, includes both the 
Principal and Interest paid.  In this case, it includes the total of the original $250,000 
Principal amount plus the $348,769 in Interest:  $250,000 + $348,769 = $598,769. 

 
The two versions of the Automated Combo Fast-Pay Loan are denoted by the *. 
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*Automated Combo Fast-Pay Loan 
 

$250,000 Loan based on a 7.00% Fixed Interest Rate 
30-Year Pmt: $1,663.26  /  Bi-Weekly Pmt: $831.63  /  15-Year Pmt: $2,247.07 

 

 
 
 
 
 
 
 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

Accumulated Mortgage Interest Charges 

 

           *30-Year     *30-Year 
       30-Year    Bi-Weekly           Bi-Weekly 
      30-Year            Bi-Weekly             Payments             Payments               15-Year 
      Regular   Payments           + One Full           + Two Full               Regular 
   Year            Monthly    With No          Prepayment          Prepayments       Monthly 
 Ending    Payments         Prepayments          @ 6 Months          @ 6 Months           Payments 
 

     1  $  17,419      $  15,988       $  15,907       $  15,825      $  17,190 

     5            85,124          77,121      74,291           71,461     78,356 

   10    164,122  145,636    132,589         119,541   133,131 

   15    234,432  202,278       171,255         135,554        154,473 

   20    292,431  242,542        (Pd:Mo.#187)     (Pd:Mo.#174)     (Pd:Mo.#180) 

   25    332,973  260,434 

   30    348,769     (Pd:Mo.#307)  

         (Pd:Mo.#360) 

Loan Payoff Information 

# Mos to 
Payoff:      360       307             187         174       180 
 
Total of  
$ Pmts:     598,769 510,434         362,591           385,554       404,473 
 
Interest Cost 
Per $1.00   
of Pmt:     0.5825  0.5102    0.4723             0.3516   0.3819             

      Total Interest Paid ÷ Total Payments Paid 

   Example:  $348,769 ÷ $598,769 = $0.5825 (58 cents) 
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Essentially, the information conveyed on the previous table indicates: 
 
1. If you chose the 30-year loan with regular monthly payment, the total amount of 
 accumulated interest charges that you would pay at the end of 30 years would be 
 $348,769.  The total amount of your monthly payments would be $598,769, 
 which includes both Principal and Interest.  And the overall interest cost for each 
 $1.00 of your loan payment would be 0.5825 cents, or about 58%. 
 
2. If you chose the 30-year loan with bi-weekly payments, but made no extra loan 
 payments (prepayments), your total accumulated interest charges would have 
 been $260,434, and the loan would be paid off in 307 months instead of 360.  
 The total of all monthly payments would be $510,434 and your interest cost for 
 each dollar spent on payments would be 0.5102, or about 51%. 
 
3. If you chose the 30-year, bi-weekly payment schedule version of the Automated 
 Combo Fast-Pay Loan, and made two full prepayments every six months (four 
 per year), your total accumulated interest would have been $135,554, or an 
 interest savings of $213,215 over the 30-year loan with regular monthly 
 payments.  That difference represents a 61% savings in interest charges over the 
 life of the loan. 
 
You can use the three above explanations to understand the accumulated interest 
charges results in all of the other examples.  Notice that the most cost-effective 
method of loan repayment is found in the Automated Combo Fast-Pay Loan that 
includes two full prepayments every six months.  The two versions of this schedule 
are indicated by the *. 

 
There are variations on this theme that can help you accomplish the same thing.  For 
instance, you can probably make just one double prepayment at the end of the year, 
instead of one every six months.  You should investigate other bi-weekly payment 
plan resources because you never know which one might be the best.   
 
The above section was presented to make you aware of the possibilities that can save 
you money – sometimes a lot of money.  Money that you can find much better uses 
for, rather than spending it on mortgage interest charges. 
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Partially Amortizing “Balloon” Loans 
    
      Some loans amortize the entire interest portion of the payment, but only  
      part of the principal portion.  Because the payments associated with these 
      loans do not fully amortize, the principal balance does not pay off in full  
      at the end of term, and as a result, requires a “balloon” payment.  The  
      advantage to the borrower who accepts one of these loans is that they will 
have a lower monthly payment than the one they would have had with a fixed rate 
and a normal loan term. 
 
In addition to the regular monthly loan payments, this amortization inequity creates 
two additional steps for the borrower in order to repay the loan in full.  Depending on 
the term of the loan, the borrower may need to make an intermediate loan payment to 
reduce the principal balance to an amount specified in their mortgage Note.  Or, their 
unpaid loan balance may become due and payable in a shorter amount of time.  The 
final payment will include any accrued but unpaid interest, plus the remaining 
principal portion due. 
 
Since this type of loan will need to be paid-off or refinanced in only five to seven 
years, the borrower needs to have a specific and manageable reason to accept one, 
such as the clear intent to keep the home for only a short time.  You don’t want your 
balloon payment to become a .45 caliber bullet payment that blasts a hole in your 
pocketbook, and your credit score if you are unable to repay it as required. 
 

Non-Amortizing “Interest-Only” Loans 
 
An Interest-Only Loan does not amortize.  With an interest-only loan, your monthly 
payment consists of 100% interest, with no reduction in the principal balance – ever.  
At the end of the loan term, regardless of the length, your principal balance will be 
the same as the day you took out the loan. 
 
If you took out a $250,000 interest-only loan at 7.00%, your monthly payment would 
be $250,000 × 7.00% ÷ 12 months = $1,458.33.  A fully amortizing loan at 7.00%, 
with a 30-year term, would have a payment of $1,663.25.  You need a calculator that 
does mortgage payments for this one.   
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Although this interest-only payment saves you $204.92 per month, or $12,295.20 
during the five-year term, you have not increased your equity through the normal 
amortization process by a penny.  However, many first-time homebuyers can put that 
$204.92 to good use every month and that, of course, can be a strong motivator. 
 
Since amortizing loans produce such as small amount of equity from principal 
reduction during the early years of the loan, some borrowers might think that they can 
save big bucks by taking out an interest-only loan for the first five years, and then 
refinance it at the end of the term with a fixed rate.  However, you always need to do 
the math first, in any financing scenario, to confirm the theory.  Unless it is tested and 
verified, a theory is only a theory. 
 
To test such a theory, you will first need an interest-only payment schedule for five 
years, if that is the term of your interest-only loan.  Next, you need an amortization 
schedule appropriate to a comparable fixed rate that reflects the first five years of that 
loan.  Then, you should evaluate them as discussed below in the detailed cost-
effectiveness analysis.   
 
This evaluation is a critical step if you want to save money and avoid getting ripped-
off.  Do not trust a loan officer to do an evaluation of this kind for you, and do not 
trust any of their “educated” opinions.  To be safe, do it yourself. 
 

Fixed Rates versus Interest-Only Loans – with Identical Rates 
 

When you evaluate the benefits presented by an interest-only loan compared to a 
fixed rate with an identical interest rate, but a higher monthly payment (due to 
amortization), you need to answer this question: does this interest-only loan create a 
financial advantage that is adequate to overcome its disadvantages?  Essentially, will 
accepting an interest-only mortgage create a cash savings during the five-year term 
when compared to a comparable fixed rate?  Or, is it just a big waste of your valuable 
time and money? 
 
Table “A” shows the monthly payments and the amount of interest paid on an 
interest-only mortgage.  Table “B” shows the monthly payments, interest paid, and 
the amount paid towards the principal balance, which reduces the loan amount over 
time. 
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Table A – Interest-Only Payment Schedule 
$250,000 Loan - 7.00% Interest Rate 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
You would be surprised how many Americans apply for a fixed rate mortgage but 
wind up getting an interest-only loan without their knowledge.  Predatory loan 
officers are not unlike a used car salesman when it comes to their commission.  A 
used car salesman will “forget” to mention to a customer that the car had been in a 
fire, and a bad loan officer will say just about anything to get the loan closed. 
 
The important information conveyed in Table A, is that you only rented the money.  
You paid a whopping $87,499.80 in interest, but – Surprise! – you still owe every 
penny that you borrowed.  If you, as a borrower, were able to justify paying that 
outrageous amount of pure interest, more power to you.  If, for some reason, you feel 
that you need an interest-only loan but need help justifying it, keep reading.  You will 
find a list of reasons that may help you decide on an appropriate course of action. 
 
In days long past, a major reason for accepting an interest-only loan was the fact that 
you could qualify for a much higher loan amount than those with a fixed rate.  Not 
only is that advantage mostly a thing of the past, but current regulatory trends are on 
the verge of eliminating most forms of interest-only loans all together, particularly in 
the subprime mortgage market. 
 

 

 

    Monthly  Principal      Interest  Unpaid 
Months  Payment    $ Paid              $ Paid        Balance 
 

    12       $ 1,458.33    $ 0.00  $ 17,499.96     $ 250,000 

    24    1,458.33       0.00     34,999.92  250,000 

    36    1,458.33       0.00     52,499.88  250,000 

    48    1,458.33       0.00     69,999.84  250,000 

    59    1,458.33       0.00     86,041.47  250,000 

    60    1,458.33       0.00     87,499.80  250,000 
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Table B – Fixed Rate Amortization Schedule 
$250,000 Loan – 7.00% Interest Rate 

 
 
 
 
 
 
 
 
 
 
 
 
 
Unlike the interest-only loan, a fixed rate includes payments toward your principal, 
which helps pay down the amount you owe on the loan.  Fixed rate loans are best for 
financing family residences, vacation homes, as well as individually (not corporate) 
owned rental properties.  If you fall into one of those categories, just stick with a nice 
fixed rate and leave the exotic, crash-and-burn mortgages to the speculators and 
gamblers. 
 

Five Year Principal and Interest Payments Compared 

 
Comparing the interest charged for the interest-only loan to the payments made 
toward the principal reduction in the fixed rate loan, the net cost difference is: 
 

Five-Year Principal and Interest Totals 
 

 
 
 
 
 
 
 
 

 

     Monthly     Principal      Interest  Unpaid 
    Months    Payment        $ Paid       $ Paid        Balance 

 12  $ 1,663.25    $ 2,539.56  $ 17,419.56      $ 247,460 

 24     1,663.25       5,262.71     34,655.53  244,737 

 36     1,663.25       8,182.72     51,694.64  241,817 

 48     1,663.25      11,313.82     68,522.66  238,686 

 60     1,663.25      14,671.25     85,124.35  235,329 

 

          Interest Paid     Principal Paid 

 Interest-Only         $ 87,499.80      $ 0.00  

 30-Year Fixed Rate   85,124.35        14,671.25 

 Cost Difference:        $  2,375.45     +   $ 14,671.25 
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Because this interest-only loan costs $2,375.45 more in interest charges than the fixed 
rate during the five-year period, without the advantage of the $14,671.25 principal 
balance reduction presented by the fixed rate, there is a $17,046.70 cost disparity 
created:  $2,375.45 + $14,671.25 = $17,046.70. 
 
But what about the savings created by the smaller interest-only monthly payments?  
Those $204.92 payments × 60 months = $12,295.20.  A nice savings to be sure, and 
one that will pay for some of their utility bills.  However, when you reduce the 
aforementioned overall cost disparity by that amount, it still leaves:  $17,046.70 – 
$12,295.20 = $4,751.50 in excess costs.  That is $79.19 per month more for the 
interest-only loan – all tangible things considered.  So where’s the benefit? 
 
There are also some very important intangible elements that need to be factored into 
this type of cost-effectiveness analysis.  What if you become unemployed or your 
credit score falls to a level that will not allow you to qualify for a refinance loan with 
a lower interest rate?  What if your home loses value and becomes worth less than 
what you owe on it?  What if all of these things happen at the same time, just as it is 
happening right now in every city across our great nation?  How would you handle it? 
 

How Do Interest-Only Rates Stack Up? 
 
An important question you would want to answer involves the interest rate you would 
get with any proposed interest-only loan.  If we assume that an interest rate identical 
to a comparable fixed rate may not be adequate to accomplish your goals, as seen in 
the previous example comparing identical interest rates, you would need to find a 
lower one.  That, of course, would seem to be a fair trade-off to motivate you into 
taking an interest-only loan.  But not so fast… 
 
If you are going to accept a significantly shortened loan term and the potential risks 
associated with that term, there should be strong compensating financial factors to 
offset the added risk.  One logical factor would be an interest rate that is lower than 
the comparable fixed rate.  However, can you find a lower one? 
 
To answer that question, you will need to pick up your phone and start calling around.  
You need to ask each lender that you call this question:  what is your best 30-year  
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fixed rate at par, and what is your best interest-only rate at par.  As discussed in 
earlier sections, “par” refers to an interest rate with a zero discount fee.  
 
Do not be surprised if some of the rates reported are not available at exactly par, due 
to the way rates are priced in the secondary markets.  Just find the ones that appear to 
demonstrate a representative difference between the current interest-only rates and the 
current 30-year fixed rates.  
 
To assist you in your evaluation, we have done some research on the subject.  What 
we found was surprising and might be the result of current economic conditions or, to 
an unknown extent, the recent problems in the U.S. mortgage market.  In a nut shell, 
the information we found shows that for a typical consumer looking to finance their 
home, there are virtually no advantages to be found with an interest-only loan.   
 
Interest-only loans routinely blow up in the borrower’s face.  They are great for the 
first six months, or even a year, but when the interest rate starts adjusting, you better 
get ready for some hair-raising payment shock.  It might be because your interest rate 
went from a 5.00% start rate to a 9.00% fully indexed rate, or you might freak out 
because your home has lost value in the face of an upside-down principal loan 
balance.  You are always subjecting yourself to a serious financial crisis when you 
accept a loan that does not reduce your principal each time you make a payment.  As 
recent history has taught us, there is no guarantee that home values will always 
increase – and that is always a major concern of every homeowner. 
 
The following table compares interest-only rates to 30-year fixed interest rates over a 
nine-month period.  The rates were from one of the largest mortgage lenders in the 
country, and should be considered competitive and representative of the mortgage 
market as a whole.  We chose the rates that were as close to par as possible on a 30-
day rate-lock.  While some rates had pricing costs, most had rebates, undoubtedly, 
because they were wholesale prices destined for retail lenders. 
 
Remember:  The higher the cost, the less competitive it is.  A 0.525% cost is more 
expensive, and less competitive, than a 0.225% cost.  Conversely, the higher the 
rebate, the more competitive it is.  A (0.575%) rebate is more competitive than a 
(0.235%) rebate. 
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Fixed Rates versus Interest-Only Rates 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The above rates and cost/rebate pricing details reveal that you may have a difficult 
time finding an interest-only rate that is lower than a comparable fixed rate.  In recent 
months, as a result of the catastrophic failures in the subprime mortgage market, most 
alternative home financing methods have come under heavy scrutiny.  Interest-only 
loans are included near the top of the list and as a result, may have been rendered 
much less competitive. 
 
The difference in the average rates and costs/rebates are significant.  The average 
6.333% interest-only rate is 0.445% higher than the average fixed rate of 5.888% 
(6.333 – 5.888 = 0.445).  That difference would clearly indicate that there would 
probably be no logical reason to accept an interest-only loan.  The average discount 
fee (a rebate in this case) difference between the two, (0.124) versus (0.174) is 
negligible (0.174 – 0.124 = 0.05). 
 

 

      Interest-Only   30-Year Fixed 
      Date    Rate / Cost %   Rate / Cost % 
 

 07-17-2008  6.750  /   0.393  6.250  /   0.450 

 06-17-2008  6.750  /   0.271  6.250  /   0.428 

 05-16-2008  6.250  /  (0.087)  5.750  /  (0.051) 

 04-17-2008  6.375  /  (0.494)  6.000  /  (0.585) 

 03-17-2008  5.750  /  (0.097)  5.375  /  (0.346) 

 02-19-2008  6.250  /  (0.014)  6.000  /  (0.390) 

 01-17-2008  5.875  /  (0.408)  5.375  /  (0.336) 

 12-17-2007  6.500  /  (0.433)  6.000  /  (0.293) 

 11-16-2007  6.500  /  (0.248)  6.000  /  (0.442) 

 Average:  6.333  /  (0.124)  5.888  /  (0.174) 
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These rate and cost comparisons only apply to the months surveyed.  We cannot 
report what the differences were before or after that period.  However, the fact that 
the interest-only rates were not only higher in every case, but were substantially 
higher in every case, serves notice that you need to investigate your current rates 
carefully before making a decision.  The interest-only rates may be prohibitively 
higher than the market fixed rates of the day.  If so, you will need a very strong 
compensating factor other than a positive interest rate differential to accept an 
interest-only mortgage loan. 
 

Reasons to Use an Interest-Only Loan 
 
Although it is advisable to avoid using an interest-only loan if you are buying a 
primary residence or vacation home that you intend to keep for many years, there are 
certain situations that may be well served financially by using one.  Some of these 
situations may include: 
 
A. You are a real estate developer and a sales profit is your only motivation.  You 
 do not care about generating any equity in the property through the traditional
 application of an amortization schedule because you intend to buy the house and 
 flip it as soon as possible. 
 
B. You have found an interest-only rate well below any current fixed rates, and you 
 want to use the cash difference between the two payments to accelerate the 
 payoff of the loan.  You understand that most of a loan payment in the early 
 years is composed of interest, so you elect to infuse that cash difference, during 
 the early years, to pay down the loan balance, and after six or eight years you 
 intend to refinance it to a lower fixed rate mortgage. 
 
C. You are buying a property expecting a very high rate of appreciation in the 
 appraised value in a short period of time.  Maybe you purchased a moderately 
 priced house in a neighborhood that will soon see numerous million-dollar homes
 built, which should cause a rapid appreciation of the smaller homes in the area. 
 
Whatever the reason is, understand your financing and compare it to other alternative 
mortgages.  Take your time and consider everything before making a decision. 
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Negative Amortization Loans 
 
If you have a negative amortization loan, your loan payment will not be adequate to 
pay the required amount of interest that accrues.  Each time you make a mortgage 
loan payment, the accrued and unpaid interest is deferred, and added back to your 
principal loan amount.  Adding back the deferred interest causes your unpaid loan 
balance to increase with every payment made.  This type of mortgage is one of the 
most dangerous loans available and should be avoided, unless you are fully prepared 
to accept the potentially devastating consequences.  
 
As an example, assume that a lender will make a $250,000 loan with a note rate of 
7.00%.  Although the 7.00% note rate will be used to calculate the amount of interest 
charged on the loan, they advertise a 2.00% interest rate.  The marketing trap that 
unsuspecting borrowers will fall into involves the rate that will be used to determine 
their monthly payment.  Here’s an example: 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Any person that would fall for this advertising scam, and there are a lot of them out 
there, would be the one that must be crazeeeee! 

 

 

Fantastic Mortgage Deals 
 

Rates as low as only 

2.00% 
 

IT’S TRUE!  Call us right NOW for a rate so 
low you won’t even believe it… 

 

Why pay $1,663 every month on your $250,000 
mortgage when you can pay only $924? 

 

That’s a 44% Discount – WOW! 
 

WE MUST BE CRAZEEEEE!!!! 
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The above is an example of the type of predatory lending advertising that has 
destroyed the financial security of consumers across the nation.  Although it defies 
logic to assume that you could get a conventional mortgage with a 2.00% interest 
rate, people will believe it, because they want to believe it. 
 
If the consumers that had accepted this type of mortgage had the opportunity to 
examine its payment schedule, they would have rejected it.  You should always 
request a loan payment schedule, amortizing loan or not, before you agree to 
anything.  The payment schedule for a loan like this, with a 7.00% note rate and a 
monthly payment based on a 2.00% rate is as follows:  

 

First-Year Monthly Payment Schedule 
$250,000 Loan – 7.00% Note Rate – 2.00% Payment Rate Cap 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 Payment     Monthly   Principal   Interest        Unpaid  
   Number     Payment     $ Paid        $ Paid      $ Balance 

      1  924.05  – 534.28   1,458.33      250,534.28 

      2  924.05  – 1,071.68  2,919.78      251,071.68 

      3  924.05  – 1,612.21  4,384.36      251,612.21 

      4  924.05  – 2,155.90  5,852.10      252,155.90 

      5  924.05  – 2,702.76  7,323.01      252,702.76 

      6  924.05  – 3,252.81  8,797.11      253,252.81 

      7  924.05  – 3,806.07  10,274.42     253,806.07 

      8  924.05  – 4,362.56  11,754.96     254,362.56 

      9  924.05  – 4,922.29  13,238.74     254,922.29 

    10  924.05  – 5,485.29  14,725.79     255,485.29 

    11  924.05  – 6,051.57  16,216.12     256,051.57 

    12  924.05  – 6,621.15  17,709.75     256,621.15 
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As you see from the above payment schedule, the lender is charging the borrower at 
least $1,458.33 in interest every month, regardless of the size of the loan payment 
received.  Since this payment of $924.05 is 5.00% below the 7.00% note rate, the 
difference of $534.28 is added to the unpaid loan balance each month, and is 
considered deferred interest – interest that you’ll pay later. 
 
During the first year of this loan, the borrower would have been upside-down in their 
unpaid principal balance by the amount of the deferred interest, or $6,621.15.  If you, 
as a borrower, had a good enough reason to accept this type of increase to your loan 
balance, this loan might be for you.  While the first twelve months look like it might 
be manageable, the second and successive years should scare anybody in their right 
mind.  Take a gander at this ten-year annualized payment schedule: 
 

Ten-Year Annualized Payment Schedule 
$250,000 Loan – 7.00% Note Rate – 2.00% Payment Rate Cap 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

        Monthly     Principal    Interest               Unpaid 
     Month       Payment       $ Paid       $ Paid         Balance 
 

       12  924.05  – 6,621.15  17,709.75     256,621.15 

       24  924.05  – 13,720.94  35,898.14     263,720.94 

       36  924.05  – 21,333.98  54,599.78     271,333.98 

       48  924.05  – 29,497.37  73,851.77     279,497.37 

       60  924.05  – 38,250.88  93,693.88     288,250.88 

       72  924.05  – 47,637.19  114,168.79     297,637.19 

       84  924.05  – 57,702.03  135,322.23     307,702.03 

       96  924.05  – 68,494.48  157,203.28     318,494.48 

     108  924.05  – 80,067.09  179,864.49     330,067.09 

     119  924.05  – 91,408.80  201,370.75     341,408.80 

     120    453,362.20    250,000.00  203,362.30     0.00 
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The totals listed on the previous page at the 120th month of this loan should prove the 
point that a negative amortization loan is not the best choice for long-term mortgage 
financing.  As a recap of this table, the original unpaid principal balance of $250,000 
has not changed, and still owed.  When you add the $91,408.80 in combined deferred 
interest to the total, because of the negative amortization, the final unpaid principal 
balance, at 119 months, is a knee-shaking $341,408.80.  
 

Verifying Your Mortgage Terms 
 
In any evaluation of the types of loan amortization used in mortgage finance, it is 
important to understand the terms that apply, and how to verify them in your loan 
documentation.  When you are sitting in the escrow company’s conference room with 
a pile of legal documents stacked on the table, you need to examine them carefully.  
The following sections will show you how. 
 

The Mortgage Note 
 
The Mortgage Note is the financing instrument (your I.O.U.) that creates the promise 
to pay a sum of money at a stated interest rate during a specific loan term.  You will 
need to identify and carefully examine the Note during your loan closing to verify 
that the mortgage terms specified are exactly as agreed to.  If the Note does not reflect 
the terms that you agreed to, Do Not Sign!  Once you have signed your loan closing 
documents, subject to any rescission period, you cannot successfully challenge the 
terms of an “incorrect” Note. 
 
If you are applying for a fixed rate loan, your Fixed Rate Note should have the 
format shown on the next page and contain that, or similar, language.  It is absolutely 
imperative that you scrutinize your Mortgage Note before you sign anything.  The 
Note is the legal document that binds you to the terms of your mortgage.  After you 
review it, and you are 100% satisfied that your loan terms are as promised, take one 
extra step: look for and make certain that there is no Adjustable Rate Rider in the 
closing document pile waiting for your signature.   
 
If you find an Adjustable Rate Rider buried in the pile – Stop Everything!  Discuss 
the error with your escrow officer and your lender immediately.  If you agreed to  
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accept a fixed rate mortgage, there should be nothing in your closing documents that 
commits you to any adjustable rate terms. 
 
If you are uncertain as to how this document should be evaluated, ask your escrow 
officer to explain it to you.  She should be happy to provide you with that help, or any 
other that you may need. 
 

Example Fixed Rate Mortgage Note 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

FIXED RATE NOTE 
 

November 4, 2008     145 S. Gladstone Avenue  Aurora, Illinois 
 
1.  BORROWER’S PROMISE TO PAY 
 In return for a loan that I have received, I promise to pay U.S. 
$375,000 (this amount is called “Principal”), plus interest, to the order of 
the Lender.  The Lender is Intergalactic Mortgage, a bank which is 
organized and existing under the laws of the United States of America.  I 
will make all payments under this Note in the form of cash, check or 
money order. 
 I understand that the Lender may transfer this Note.  The Lender or 
anyone who takes this Note by transfer and who is entitled to receive 
payments under the Note is called the “Note Holder.” 
 
2.  INTEREST 
 Interest will be charged on the unpaid principal until the full amount of 
Principal has been paid.  I will pay interest at a yearly rate of      5.375    %. 
 The interest rate required by this Section 2 is the rate I will pay both 
before and after any default described in Section 6(B) of this Note. 
 
3.  PAYMENTS       (See your Note for details) 
 
4.  BORROWER’S RIGHT TO PAY  (See your Note for details) 
 
5.  UNIFORM SECURED CODE   (See your Note for details) 
 



 

151 
 

Chapter Eight – The Mortgage Note 
 

If you are applying for an ARM, your Note will look like the following: 
 

Adjustable Interest Rate and Monthly Payment Changes 
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The form below will help you understand how your mortgage payment can change.  
Ask your loan officer to fill it out and sign it.  It’s an extra layer of security for you. 
 

Simplified Statement of Mortgage Payment Terms 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

Final Mortgage Payment Terms 
 

Borrower(s): _____________________________     Loan #: ____________________ 
 
Loan Program: ______________________________     Loan Amount: $ __________ 
 
Payment Basis:  Fixed Rate _____    Adjustable Rate _____    Interest Rate: ______ % 
 
Monthly Principal and Interest PAYMENT AMOUNT:  $______________________ 
 
Can this monthly payment CHANGE IN THE FUTURE?    YES _____  NO _____ 

 
 

If Your Loan Is An Adjustable Rate Mortgage: 
 

Your monthly payment will be automatically adjusted  EVERY _____ MONTHS 
beginning with your _______th monthly payment – and it may INCREASE! 
 
Your FIRST monthly payment ADJUSTMENT will occur on __________________ 
 
On that date, your annual interest rate may INCREASE to ____________________ % 
 
On that date, your monthly payment may INCREASE to  $ _____________________ 
 
Your annual interest rate may eventually INCREASE to as high as  _____________ % 
 
Your monthly payment may eventually INCREASE to as high as  $ ______________ 
 
The INDEX used to adjust your interest rate is the _______________________ Index 
 
The lender’s fixed MARGIN used to adjust your interest rate is ________________ % 

 
__________________________      ________________________    ______________ 
       Loan Officer’s Signature                       Company Name                          Date  
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Reminder:  As previously discussed, if you have an adjustable rate mortgage, your 
periodic monthly payment is determined by adding the current average Index to your 
Margin, which is specified in your Mortgage Note. 

 
 
 

 
 
Example:  For a $250,000 mortgage, if the loan payment is scheduled to adjust next 
month and your current index has an average, over the previous 45 days (or as 
specified in your Note) of 4.325%, and your Margin is 2.50%, your new payment 
would be based on a 4.325% + 2.500% = 6.825% interest rate.  In addition, if your 
unpaid loan balance had been reduced to $232,500, which the new payment 
calculation would be based on, your new monthly payment would be $1,519.59. 
 
If the interest rate for the most recent payment period was 5.00%, your previous 
principal and interest payment would have been $1,342.05.  As such, your new 
payment would have increased by $177.54 per month, which is a 13.23% increase. 
 
After your loan officer has prepared and signed your Simplified Statement of 
Mortgage Payment Terms, and before you sign your loan closing documents, 
compare it to the terms specified in your Mortgage Note and Adjustable Rate Rider.  
If the terms do not match, you need to find out why before you sign anything.  This is 
critical because once you sign the documents, you’re stuck with whatever terms are 
specified, unless of course your loan was for the purpose of a refinance and you are 
within the time frame of a rescission period.  So verify, verify, and then verify again. 
 

Loan Amortization Schedules 
 
A loan payment amortization schedule gives you several important pieces of 
information that you can use to manage your mortgage.  It includes what your unpaid 
principal balance will be at different future dates, how much periodic accumulated 
interest you have paid on your loan, and how much accumulated equity your monthly 
payments have generated.  It is important that you obtain one from your loan officer 
at the same time you receive your Good Faith Estimate, and any time subsequent 
when the terms of your loan change.  

 

 

INDEX  +  MARGIN  =  INTEREST RATE % 
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When your loan is ready for the closing documents to be drawn, request a final 
amortization schedule from your loan officer and have them sign and date it.  At 
closing, scrutinize it and ask any questions that you may have.  Compare it closely to 
the final loan terms you agreed to, and those in your Good Faith Estimate.  The total 
interest charged, as reflected on the final amortization schedule, should agree “to the 
penny” with the total interest charged that is reflected on your final Truth in Lending 
Disclosure.  If it doesn’t, you better find out why. 
 
Provided below is an example of an amortization schedule.  This schedule pertains to 
a $400,000, 15-year fixed rate loan with a 6.00% interest rate.  As an example of the 
information that these schedules contain, notice that, in this case, a much larger 
portion of the monthly payment goes toward interest than principal until the 84th 
month.  It also shows, by examining the loan balance column, that soon after the 60th 
month about $100,000 in equity was generated. 
 

Example Loan Amortization Schedule 
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      he early days of home financing were established in local markets.  These 
      markets were comprised of local banks and private mortgage investors.   
      When your grandfather needed a loan to buy a home, he went down to his 
hometown bank, filled out an application with his friendly hometown banker, who 
was also, perhaps, the local constable, and got his loan.  Then, the bank filed his 
mortgage papers away in their vault and kept the loan until the final payment was 
made.  Things were a lot less complicated in those days, as well as a lot riskier.   
 
The banks of yesterday could approve your loan on a handshake and apply whatever 
underwriting standards they chose, or even none at all in many cases.  They could 
also “call” your loan “due-in-full” without notice if they chose to, based entirely on 
subjective standards or rationale.  While the intentions of the bankers of that time 
were usually honorable, their practices and policies lacked something to be desired. 
 
Maybe they heard your job at the grain store might not last, due to a drought, or they 
decided to reallocate the funds committed to your loan for a more profitable venture.  
Just about any objective or subjective reason could be employed to end your loan, and 
that was a problem in much the same way as your loan may have been originated – 
with no clear standards.  And since borrowers usually had no contractual recourse to 
prevent it, they could find themselves facing a difficult foreclosure. 
 
Local and regional mortgage banking would soon change in response to volatility in 
their economies and greater demand for mortgage money.  Changing regional weather 
patterns, “boom-to-bust” housing construction, and disparities in the allocation of 
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mortgage capital made it necessary.  These problems contributed to the realization 
that local and regional mortgage markets could not be sustained without fundamental 
change, and as a result, governmental reform was needed. 
 

Economic Reforms for the Housing Industry 
 
It was time for the U.S. Government to create a mortgage intermediation process that 
would provide the capital markets with greater liquidity, and more efficient loan 
pricing, for home loans.  It was believed that through a government regulated 
mortgage securitization process, interest rate risk could be shifted from banks and 
thrifts to a broad spectrum of investors.  The large-scale efficiencies produced would 
lead to lower interest rates for borrowers, expand home ownership, and stabilize the 
U.S. housing finance system.   
 
The result was the creation of the Secondary Mortgage Market and its key agencies: 
Fannie Mae, Freddie Mac, and Ginnie Mae.  These secondary mortgage market 
agencies hold trillions of dollars in interest rate risk and are directly responsible for 
diversifying that risk by creating “pools” of mortgages from lenders across the 
country and offering them to the public as marketable securities.  In their capacity as 
an issuer of mortgage-backed securities (except Ginnie Mae), they are a Real Estate 
Mortgage Investment Conduit (REMIC) for taxation purposes. 
 

Secondary Mortgage Market Participants 
 

 
  
 
 

 
The secondary mortgage market is composed of four separate, but interrelated, 
organizations as shown above.  The names Fannie Mae, Freddie Mac, and Ginnie 
Mae, which were adopted for simplicity’s sake, are acronyms for their full names.  
These organizations cooperate with each other to serve the needs of the U.S. housing 
market by providing for the efficient distribution of mortgage funds to the primary 
mortgage markets on a national basis.  
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Fannie Mae and Freddie Mac represent the lion’s share of “conventional” home loans 
– those loans not insured by FHA or guaranteed by the VA.  The combined debt of 
these two Government Sponsored Enterprises (GSEs) has been estimated to equal 
45% of the entire U.S. national debt.  Even with that level of risk exposure to their 
“Mount Everest” of debt-loads, Fannie and Freddie are the only two Fortune 500 
companies exempt from SEC rules mandating the public reporting of any financial 
distress.  We will not discuss their current status as a private entity. 
 

Secondary Mortgage Market Loan Pricing Primer 
 
The methods used to price interest rates in the secondary mortgage markets are 
fundamentally the same as in the retail and wholesale mortgage markets.  Although 
the loan pricing concepts of “cost” and “rebate” were explored in previous chapters, 
this section will add further clarity by relating the terms more closely to the terms 
used in the secondary markets.  At the end of this chapter, you should be able to use 
the terms “par,” “above par,” and “below par” like a seasoned mortgage professional. 
 
   Predatory loan officers routinely abuse the concept of “par.”  Although  
   few of them can give you a correct definition of the term, they throw it  
   around like an old shoe.  The problem for you, as a borrower, is that  
   they can manipulate the term to create a smoke screen for their abuses  
   of Yield Spread Premiums.  If they tell you that a certain interest rate is 
the par wholesale rate, when in fact it produces a nice YSP rebate, how would you 
know the difference?   
 
One way to discover a loan officer’s intent to deceive you about the term is to ask 
them to give you their definition.  Or, you can give them the correct definition, which 
applies exclusively to wholesale loan pricing.  Make sure you use the same definition. 
 
Regardless of the type of lender you choose for your mortgage needs, the terms used 
in loan pricing are the same.  When a lender negotiates with Fannie Mae, or any other 
secondary mortgage market participant, they intend to “buy,” in effect, mortgages and 
their corresponding interest rates.  If they want to buy a rate at par, they will know 
exactly what they mean.  When the term is used correctly in a loan pricing discussion, 
there is no ambiguity whatsoever.  By understanding these concepts, you will be able 
to detect any ambiguities used and recognize them as a potential effort to rip you off. 
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Secondary Mortgage Market Loan Pricing Terms 
 
It is important to understand that the relationship between a borrower and a lender is 
similar to the relationship that exists between the lender and the secondary mortgage 
market.  If you qualify to obtain a mortgage, you must buy an interest rate to go with 
it.  The method used to validate the purchase of an interest rate is the “rate-lock.”  
Some of the pertinent terms are: 
 
A. Price:  The cost in “points” associated with the acquisition of a mortgage.  If a 
 $100,000 mortgage is bought at a price of 100% (par), the “price” is $100,000. 
 The price of a mortgage depends on its corresponding interest rate alone.  When 
 you obtain a mortgage, you are actually buying an interest rate at a certain price. 
 
B. Required Net Yield:  The interest rate required for a certain loan, on a  specific 
 day, which gives a lender or secondary mortgage market participant, the profit 
 they expect on the loan over time.  The Required Net Yield is the smallest profit 
 they are willing to accept for a certain loan at a certain interest rate.  
 
C. Par:  Equal; equality; when the values are thus equal; when the face value of a 
 mortgage exactly equals its selling price.  When you get a  mortgage at par, the 
 points charged to acquire that rate are zero.  Loan origination fees are separate 
 from the price paid to acquire the rate. 
 
D. Par Price:  A price of 100% to purchase a mortgage, or the price you will pay 
 when the principal amount equals the sales price and no “discount” fee is 
 required.  When a lender buys an interest rate at par from Fannie Mae or any 
 other secondary market participant, they will not be required to pay anything 
 extra to obtain that specific rate.  This is also true when a borrower buys an 
 interest rate from a lender at par, presuming they don’t mess with the term. 
 
 Example:  Assume that a lender was going to pay the par price for a loan with a 
 principal amount of $100,000 and a 6.00% note rate.  Their full price for the loan 
 would be $100,000.00 – exactly the same as the principal amount. 
  
E. Discount:  When a lender sells an interest rate to a customer that is lower than 
 the par rate, or the rate that represents their minimum required net yield for a 
 particular loan on a particular day, they charge an extra fee called a “discount.”  
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 The discount fee, when amortized over the term of the loan, will increase the 
 loan’s base interest rate yield so that it equals their minimum required net yield. 
 
 Example:  ABC Mortgage Lender’s par rate (zero cost) for the day applies to a 
 6.250% note rate.  This note rate represents the company’s minimum required net 
 yield for that loan, on that day.  A customer wants to obtain a loan at 5.875%, but 
 this rate is lower than the lender’s minimum required net yield for that loan, on 
 that day.  Because of this difference, the customer must pay, as an example, a 
 1.375% discount fee to offset the lender’s loss produced by selling the lower 
 interest rate. 
 
F. Discount Point:  One point equals 1.00%.  If one discount point is  required to 
 buy a specific interest rate on a $100,000 loan, that discount cost would be 
 $100,000 x 1.00% = $1,000.  Often, discount costs are expressed in terms of
 “basis points.”  One basis point is equal to 1/100 of one percent, and there are 
 100 basis points in 1.00%.  So, if your discount fee on a loan was 375 basis 
 points, you’d pay 3/8% (0.375%) as a cost, or: $100,000 x 0.375% = $375.00. 
 
G. Below Par Price:  The price a borrower would pay for a loan bearing an interest  
 rate that is lower than the note rate representing the lender’s minimum required 
 net yield for that loan on a certain day.  If a certain par price applies to a 6.375% 
 loan, then a below par price would apply to any similar loan bearing an interest 
 rate less than 6.375%.  To obtain that lower interest rate, you would need to pay a 
 discount fee. 
 
 Example:  A lender’s par rate ($0 cost) on a loan is 6.375%.  A customer wants a 
 $100,000 loan with a 6.00% note rate.  Since the requested rate is lower than the 
 rate that equals their minimum required net yield of 6.375%, the borrower would 
 need to pay a discount fee to equalize their minimum required net yield.  If the 
 6.00% interest rate required a 0.75% discount, or $750.00, the below par price 
 would be $100,750.00. 
 
H. Above Par Price:  When a lender sells an interest rate to a customer that is 
 higher than the rate that corresponds to their minimum required net yield for that  
 loan, on that day, they will be paid a cash rebate when they sell the loan to the 
 secondary mortgage market.   

 



 

160 
 

Chapter Nine – Loan Pricing Terms 
 
 Example:  A lender’s par rate ($0 cost) on a loan is 6.375%.  A customer 
 accepts a loan with a note rate of 6.625% on a loan with a principal balance of 
 $100,000.  Since the note rate accepted is above (higher) than the 6.375% par 
 rate, no additional discount cost would be required because that rate is higher 
 than that which is needed to equal their minimum required net yield of 6.375%.   
 
 In this case, the lender would receive a cash rebate when the loan is sold to the 
 secondary mortgage market and they could either keep it, or pass the savings on 
 to their borrower to offset some of their closing costs.  If the rebate was 0.625%, 
 for example, then the above par price would be $99,375.00 or:   
 $100,000 – $625.00 (the rebate) = $99,375.00. 
 
The concept of par loan pricing is one of the critical aspects that you will need to 
understand if you want to play “hardball” successfully when you apply for your home 
loan.  You will have many conversations with your loan officer about pricing, and in 
order to get the best price, you may need to beat them over the head with your great 
knowledge of loan pricing.  Stand your ground!  If they try to confuse you with their 
tricky pricing jargon, write it all down and tell them you will need to sit down with a 
Starbucks and evaluate it. 
 

How Above and Below Par Prices Stack Up 
 
On the next page is an excerpt from a wholesale lender’s rate sheet.  You will notice 
that the rebate prices (YSPs) are in parentheses, and decrease as the length of their 
corresponding rate-locks increase.  Also, as the length of the rate-lock periods 
increase for the discount prices, so do their fees.  As the length of a rate-lock 
increases, so does the associated risk to the lender that it might be cancelled in favor 
of a loan with better terms – possibly even from another lender. 
 
Many wholesale rate sheets will include a greater number of rebate prices than actual 
costs.  This is due to two main reasons: first, American borrowers have a propensity 
for borrowing as much as allowable on a home loan.  Many would rather preserve 
their liquid assets than use them for a home purchase.  Secondly, lenders commonly 
push borrowers to include loan fees in their financing, which necessitates using rebate 
pricing to a greater extent.  The borrowing patterns of consumers always dictate the 
way mortgage loans are priced in the open market. 
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Sample Wholesale Rate Sheet 
 

 

 

 

 

 

 

 

 

 

 

 

          

On the above rate sheet excerpt, the 5.875% interest rate is a “below par price,” as is 
the 6.00% rate with a 45, 60, or 75-day rate-lock, and all of the other rates down to 
5.250%.  As such, they all require the payment of a discount fee.  The 6.00% interest 
rate on the 30-day rate-lock is the “par” rate with a cost of 0.00%.  Notice that the 15-
day lock for the 6.00% rate pays a rebate of (0.038%), while the 45-day rate-lock 
requires the payment of a 0.071% discount fee.  Interest rate costs and rebates always 
increase and decrease, often with high volatility. 
 
 

 

30-Year Fixed Rates 
FNMA and FHLMC 

 

  [   Rate-Lock Period        ] 
 

Rate 15 Days 30 Days 45 Days 60 Days 75 Days 

5.250   2.555   2.635   2.678   2.744   2.803 

5.375   2.261   2.334   2.386   2.448   2.511 

5.500   2.000   2.020   2.074   2.156   2.198 

5.625   1.476   1.533   1.751   1.878   1.996 

5.750   1.205   1.332   1.628   1.700   1.911 

5.875   0.674   0.818   1.159   1.384   1.724 
 

6.000 (0.038) 0.000 0.071 0.909 1.201  

6.125  (0.955)  (0.735)  (0.678)  (0.444)  (0.303) 

6.250  (1.861)  (1.734)  (1.486)  (1.248)  (1.000) 

6.375  (1.999)  (1.707)  (1.500)  (1.269)  (1.011) 

6.500  (2.476)  (2.413)  (2.321)  (2.200)  (2.000) 

6.625  (2.698)  (2.502)  (2.300)  (2.001)  (1.988) 

6.750  (2.989)  (2.792)  (2.611)  (2.504)  (2.034) 
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The following table uses the pricing from the rate sheet on the previous page and is a 
rehash of this important loan pricing concept.  The only way you can avoid letting a 
predatory loan officer jack-up your interest rate to pad their pocket with a Yield 
Spread Premium (the cash rebate), is to become an expert on the difference between a 
loan pricing cost and a loan pricing rebate.  For that reason, we are emphasizing this 
critical subject. 
 

Below Par – Par – Above Par 
$100,000 Loan Amount 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The pricing options above and from the previous page, i.e. buying an interest rate 
above or below par, is important because it shows you how a lender can increase their 
commission on your loan without your knowledge, unless of course you can see their 
wholesale, or secondary mortgage market, rate sheet before you pick your rate.   
 
You should fully understand the concepts of par, above par, and below par, in order 
to negotiate the best terms for any mortgage.  These concepts are at the root of every 
interest rate that is bought-and-sold in the secondary mortgage market, and the ones 
used in every loan pricing discussion. 
 

 

     % Rate    Price %  $ Cost      $ Rebate 

       5.250      2.635    2,635 

Below Par     5.500      2.020    2,020 

       5.750      1.332    1,332 

PAR     6.000    0.000   0.000  0.000 

       6.250    (1.734)      1,734 

Above Par     6.500    (2.413)      2,413 

       6.750    (2.792)      2,792 

Rebates (YSPs) are shown in parentheses 
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The significance of the above par pricing variations is that they produce cash rebates.  
The first question arises:  who gets the rebates?  That’s the sixty-four dollar question, 
and it depends completely on the lender.  The next question is whether you will even 
know that there are loan pricing rebates available for your loan, and will they create a 
benefit for you. 
 
When you apply for your next loan, you should show the loan officer your level of 
loan pricing knowledge by making comments such as: 
 
A.   What’s your par rate today on a 30-year fixed? 
 
B.   Is that the wholesale par rate, or just your retail rate? 
 
C.   If I wanted to put one point into this loan, what rate would I get? 
 
D.   If I buy-up my rate, what’s my maximum Yield Spread Premium? 
 
E.   Does this loan use Fannie Mae pricing? 

 
Fannie Mae is the original, the largest, and the most well known agency in the 
secondary mortgage market.  If you meet a loan officer who does not seem to know 
much about Fannie Mae, you need to find another loan officer.  Fannie Mae leads the 
way when it comes to loan pricing and is the lowest available from any source on a 
regular basis.  Fannie and Freddie are the only games in town. 
 

How the Secondary Mortgage Market Affects You 
 
An understanding of mortgage-backed securities, loan pricing calculations, Fannie 
Mae, Freddie Mac, Ginnie Mae, and the secondary mortgage market in general, will 
give you a powerful conversational knowledge of mortgage finance.  You should use 
it, perhaps modestly, to demonstrate to your loan officer that you are not an easy 
touch.  In that respect, a little knowledge will go a long way. 
 
For your own information, the following list of secondary mortgage market aspects 
identifies some of the important aspects of this discussion as they pertain to your 
application for any new home loan.   
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A. Neither Fannie Mae, Freddie Mac, nor Ginnie Mae makes home loans directly.  
 In order to access their loan programs, you must apply for your loan through a 
 bank or mortgage company approved to sell loans to them in the secondary 
 mortgage market.  Ginnie Mae does not buy loans – they only insure them.  They 
 are, nonetheless, monstrously important in the secondary mortgage market. 
 
B. When you get a mortgage, it will become part of a pool of similar mortgages, 
 issued as a mortgaged-backed security by Fannie Mae, Freddie Mac, or other 
 private sector securities dealers. 
 
C. Home loans priced according to these key players in the secondary mortgage 
 market are the most competitive available in the industry. 
 
D. Fannie Mae and Freddie Mac loans are the #1 preferred types offered by all 
 banks and mortgage companies. 
 
E. Fannie Mae and Freddie Mac offer the greatest assortment of loan products, the 
 most consistent underwriting standards, and the highest level of flexibility.  If 
 you are looking for an adjustable rate mortgage – they offer the lowest margins 
 with the tightest controls.  Most of their  adjustable rate loans offer a margin  of 
 only 2.250%.  Most other ARM margins will start at 2.750% and can go even 
 higher. 
 
F. The massive volume of mortgage money created in the secondary mortgage 
 market, and made available to lenders in every state, drives down mortgage 
 interest rates by at least a half-point (0.500%).  That one half-point translates into 
 big savings for homeowners.  On a $150,000 loan, a borrower will save, on 
 average, $18,000 in interest charges over the life of the loan. 
 
 Because of the interest rate savings created by the secondary mortgage market, 
 more families can buy a nice home and won’t need to live in the crime-ridden, 
 broken-down, over-priced neighborhoods that they may have otherwise been 
 forced to endure. 
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    y the time this book goes to press, just about anybody that has turned on  
    their TV recently will know the names Fannie Mae and Freddie Mac.    
    Ginnie Mae is the government agency that insures FHA mortgages.  All 
three of these organizations provide important secondary mortgage market functions 
to the real estate industry. 
 
Fannie Mae, Freddie Mac, and Ginnie Mae are the three dominant forces behind the 
secondary mortgage market, and are responsible for providing liquidity to the housing 
industry.  Wall Street companies like Bear Stearns and Lehman Brothers can come 
and go, but these “big-three” players need to stick around or our entire real estate 
industry might come to a screeching halt.  If our government were to allow these 
three important institutions to fail, as some in the liberal media have recently 
proposed, it would create a cascade failure in the housing industry.  That is something 
our government, hopefully, would never allow, although at the time this book was 
published, Fannie and Freddie were still nationalized and rumors were flying that the 
government may not return them to the private sector.  Time will tell… 
 
While Fannie Mae and Freddie Mac are private corporations, accountable only to 
their own directors and shareholders, Ginnie Mae is an actual agency of the U.S. 
government.  Although Ginnie Mae differs from Fannie Mae and Freddie Mac, in that 
they do not buy mortgages or issue mortgage-backed securities, all three share the 
same goal of providing liquidity to the mortgage industry so that Americans will be 
able to buy a home at competitive interest rates and terms.  They are the builders of 
the Great American Dream. 

B 
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America’s Mortgage Bankers 
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Federal National Mortgage Association (FNMA)  
aka “Fannie Mae” 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Fannie Mae (a.k.a. “Fannie”) is the largest mortgage bank in the world.  It was 
organized by Congress in 1938 for the purpose of creating a secondary market to 
purchase FHA mortgages from lenders.  In 1948, they started buying VA home loans 
guaranteed by the Veterans Administration.  In 1954, Fannie Mae was authorized to 
perform even more secondary mortgage market functions that would dramatically 
increase the liquidity needed for the burgeoning mortgage investments industry.   
 
In 1968, Fannie Mae was reorganized as a privately owned corporation, which freed 
them from many government-imposed restrictions and allowed them to become a 
more competitive force in the mortgage finance industry.  It also allowed them to 
raise mortgage capital by selling stock, discount notes, and debentures to the U.S. 
Treasury, or to the general public, as they choose, through securities dealers operating 
in the open market.  

 

 

Mortgage Consumer Bill of Rights 
 

This Bill of Rights says a consumer has: 
 

 ■   The right to have access to mortgage credit 
 
 ■   The right to the lowest-cost mortgage for 
       which the consumer can qualify 
 
 ■   The right to know the true cost of a mortgage 
 
 ■   The right to be free of regulatory burden 
 
 ■   The right to know what is behind a lender’s 
       mortgage decision 
           FANNIE MAE 
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Although Fannie Mae had now become a self-directing corporation, they retained 
many advantages of government sponsorship.  A 15-member board of directors 
administers them.  Ten of the directors are elected by their corporate stockholders and 
five are appointed by the President of the United States.  Fannie Mae, along with 
Freddie Mac and the Federal Reserve banking system, account for the financing of 
80% to 90% of all mortgages in the U.S.  Fannie Mae and Freddie Mac either own, or 
are directly responsible for more than $5,500,000,000,000 (5½ trillion dollars) in 
outstanding home mortgages.  
 

Loan Purchase Program 
 
When Fannie Mae buys a loan from an authorized seller, they do so according to their 
own underwriting and profitability standards, just as any other private corporation 
would.  They purchase individual mortgage loans at a reasonable rate of return, and 
since the advent of computer based loan pricing models, a wide variety of discounted 
prices are available each day.  
 
Today, secondary mortgage market players can offer individual interest rates to 
lenders at a dozen or more associated prices at par, above par, and below par, as 
described in the previous chapter.  
 

Standby Mortgage Commitments 
 
Before a lender can sell their loans to Fannie Mae, they must become an approved 
Seller/Servicer.  Next, they must periodically negotiate a loan purchase “standby 
commitment,” which is a contract that specifies the types of loans that Fannie will 
purchase from them, under what terms, and during what time-period.  The standby 
commitment gives the mortgage seller (the bank or lender) the right, but not the 
obligation, to deliver loans to the buyer, Fannie Mae.  The length of a typical standby 
commitment will vary from 60 days to 12 months. 
 
When a lender has a group of individual (aka “whole”) loans, or a pool of loans ready 
to be purchased, their commitment will be reduced by the combined dollar face value 
of the loans being sold.  If the lender does not sell enough loans to exhaust their 
commitment, any unused portion can lapse at the seller’s discretion.   
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Depending on whether interest rates are increasing or decreasing during the term of a 
standby commitment, the selling lender can utilize a mortgage “repurchase option” 
which is, in effect, the opposite of a standby commitment.  Instead of having the right 
to sell a loan to Fannie, the lender can pay a fee to obtain the right to repurchase a 
loan already sold to them, for a period of nine months at the original secondary 
mortgage market price.  
 
If a lender sold a 6.00% loan to Fannie Mae with a discount price of 1.500 points a 
month ago, and now interest rates are declining, that loan has a greater value now 
than it did a month ago.  In that event, the lender might elect to repurchase the loan 
from Fannie and resell it to Freddie for a higher price.  This can also be done with a 
pool of mortgages.  This scenario is a common event in the mortgage business and is 
the reason why the banks and many mortgage companies employ secondary mortgage 
market traders.  Their job is to create profits through the intuitive trading of mortgage 
financing debt instruments. 
 
An example of terms that might be used in a standby commitment is:  a lender might 
negotiate to sell Fannie Mae 15-year and 30-year fixed rates at 95% loan-to-value 
(LTV) for customers with a minimum FICO credit score of 680.  Another lender, with 
a larger production volume, might negotiate a similar commitment, but get Fannie to 
reduce their minimum credit score to 660 if this lender agrees to indemnify them for 
the top 25% of the loan balance in case of a default within the first 24 months.   
 
Negotiating loan parameters is customary, but subject to the pooling requirements of 
the associated mortgage-backed securities.  If a lender wants to sell a unique type of 
loan to Fannie Mae, they may have to wait longer to fill their pool if the loan sales are 
slow, which can affect the sale price of the security. 
 
As you can see, it can become a very complex negotiation and there are a bunch of 
underwriting and marketing variables that need to be taken into careful consideration.  
In order to be highly competitive, lenders need to negotiate the best deal they can.  If 
they cannot obtain an acceptable deal on a certain type of loan product from Fannie, 
they will negotiate terms for that product with the Federal Home Loan Mortgage 
Corporation – “Freddie Mac,” which is described in the next section.  If they are able 
to successfully negotiate more favorable terms for the product with Freddie Mac, they 
will offer it alongside their Fannie Mae mortgage products.   
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Almost all lenders offer both Fannie Mae and Freddie Mac loan products in order to 
be competitive in the marketplace.  An example of the importance of a competitive 
loan purchase commitment in the marketplace might be as follows: 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Which of the above loan programs has the most aggressive terms?  It would be 
expected that ABC Mortgage Company had negotiated a more competitive standby 
commitment from Fannie Mae and as such, they might attract more loan business 
based on the strength of that commitment. 
 

Free Market System Auction 
 
Although Fannie Mae has vast financial resources to purchase mortgages, those 
resources are finite.  As a result, they need to distribute the funds they make available 
to lenders in a fair and efficient manner.  In 1968, the Fannie Mae Free Market 
System Auction was introduced.  Lenders wishing to sell mortgages to Fannie Mae 
would be required to submit auction bids for the mortgage funds, which would be 
used to purchase their loans.  
 
To facilitate fairness in the auction process, and to guarantee that the largest lenders 
would not dominate the allocation of mortgage funds, Fannie Mae limits the 
maximum amount that any one lender can secure during any one auction.  When a 
lender wins a certain dollar amount of auctioned funds, Fannie Mae retains those 
funds for the benefit of the lender in a “warehouse line of credit” for a specific length  

   

ABC MORTGAGE COMPANY 

30-year Fixed Rate – 97% LTV 

Cash-Out Refinance – 90% LTV 

Minimum 660 Credit Score 

Today’s Rate: 5.625% 

Points:  1.000% 

   

XYZ MORTGAGE COMPANY 

30-year Fixed Rate – 95% LTV 

Cash-Out Refinance – 75% LTV 

Minimum 680 Credit Score 

Today’s Rate: 5.750% 

Points:  1.250% 
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of time.  That length of time will usually correspond to the lender’s anticipated 
delivery date of the pool of mortgages that will be securitized by Fannie Mae.  
 
When a lender wins an auction bid, which they all do, they receive the written 
standby commitment as previously discussed.  The cost to the lender for the 
commitment fee depends on its length.  Longer commitments require higher fees, 
usually in the 1-2% range. 
 

Automated Underwriting 
 

Fannie Mae was instrumental in creating and implementing one of the nation’s first 
automated mortgage loan underwriting interfaces for lenders.  Desktop Underwriter® 

is now the preferred, and often mandated, loan underwriting method of all lenders. 
 
When you apply for a home loan that will be sold to Fannie Mae, it will be entered 
into Desktop Underwriter® (DU) to obtain an immediate underwriting response.  The 
DU Underwriting Findings Report will give the lender a detailed analysis, including 
the initial conditions that will be required to close, as well as one of these decisions: 
 

Desktop Underwriter® Decisions 

 
A. Approve / Eligible:  Based on the data submitted, the loan case file appears to 
 satisfy both DU’s credit risk assessment criteria, as well as Fannie Mae’s 
 delivery eligibility requirements. 
 
B. Approve / Ineligible:  Based on the data submitted, the loan case file appears to 
 satisfy DU’s credit risk assessment; however, the loan case file does not appear 
 to meet Fannie Mae’s delivery eligibility requirements. 
 
C. Refer / Eligible:  Based on the data submitted to DU, the loan case file  does not 
 appear to satisfy DU’s credit risk assessment criteria; however, the loan case file 
 appears to meet Fannie Mae’s delivery eligibility requirements. 
 
D. Refer / Ineligible:  Based on the data submitted, the loan case file does not 
 appear to satisfy DU’s credit risk assessment criteria and does not appear to meet 
 Fannie Mae’s delivery eligibility requirements. 
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Federal Home Loan Mortgage Corporation (FHLMC) 
aka “Freddie Mac” 
 
To further expand the role of the secondary mortgage market, Congress enacted the 
Emergency Home Finance Act of 1970.  Not only did this law give Fannie Mae new 
authority to buy conventional mortgages – those not guaranteed by the government – 
it brought into existence Freddie Mac.  Freddie Mac’s role was to provide for the 
secondary mortgage market demands of hundreds of savings and loan associations, 
and thrifts that were members of the now extinct Federal Home Loan Bank Board. 
 
After the FHLBB was abolished by the Financial Institutions Reform, Recovery and 
Enforcement Act of 1989 (FIRREA), Freddie Mac became a public corporation, 
issued shares of stock, and instantly became Fannie Mae’s main competitor.  That 
action must have thrilled Fannie Mae’s board of directors, as up until that time they 
were a virtual mortgage money monopoly.   
 
As a bit of unimportant trivia, the deployment of the FIRREA property disposition 
machine created a temporary position for the author of this book as a credit analyst, 
assisting in the auction of hundreds of properties being disposed through foreclosure 
in Mississippi and Louisiana.  Many of those properties were sold, incredibly enough, 
for less than $100.00.   
 
As one of the two Government Sponsored Enterprises (GSE), the other being Fannie 
Mae, and under the oversight of HUD, Freddie Mac, for all intent and purposes, 
serves the same liquidity function as Fannie Mae.  During 2007, Freddie Mac 
purchased 578 billion dollars in mortgages, bringing their total loan portfolio to 1.5 
trillion dollars.  Even so, they are still much smaller than rival Fannie Mae. 
 
For a borrower, there is no noticeable difference between Fannie and Freddie, 
particularly since they never know, or care, which GSE winds up buying their 
mortgage.  That is the responsibility of the lender.  In most cases, even your loan 
officer will not be able to tell you the difference between the two.  For a savvy 
borrower who is ready to play “hardball” in order to get the best possible deal, an 
understanding of Fannie Mae and Freddie Mac will pay dividends on the day you 
lock in your interest rate.  
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When you apply for your mortgage and the loan officer starts talking about their loan 
programs, watch his or her jaw hit the floor when you ask them:  who will my loan be 
sold to, Fannie or Freddie?  Many loan officers will probably say “Fannie who?” 
 

Conforming Loan Limits 
 
“Conforming” (loan parameters that conform to GSE guidelines) loan amounts apply 
to both Fannie Mae and Freddie Mac loan products.  FHA and VA loans have their 
own set of loan limits.  Conforming loan amounts represent the maximum principal 
balances acceptable for sale to Fannie Mae or Freddie Mac on any loan product.   
 
Any loan amount above the conforming loan limit is called a “non-conforming” loan 
amount, or a “jumbo” loan, and must be originated using a “non-agency” mortgage 
product.  A non-agency mortgage product is one that is not eligible for sale to Fannie 
or Freddie, and must therefore be sold to a private mortgage investor. 

 

Ten-Year History of Conforming Loan Limits 
 
 

 
 
 
 
 

 
 
 
 
 

 
 
 
 
 
 
 
 

 

 Year 1 Unit  2 Units  3 Units  4 Units 
 

 2000 252,700  323,400  390,900  485,800 
 2001 275,000  351,950  425,400  528,700 
 2002 300,700  384,900  465,200  578,150 
 2003 322,700  413,100  499,300  620,500 
 2004 333,700  427,150  516,300  641,650 
 2005 359,650  460,400  556,500  691,600 
 2006 417,000  533,850  645,300  801,950 
 2007 417,000  533,850  645,300  801,950 
 2008 417,000  533,850  645,300  801,950 
 2009 417,000  533,850  645,300  802,950 
 

Limits for Alaska, Guam, Hawaii, U.S. Virgin Islands are 50% higher. 
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These loan limits apply to all occupancy types and property locations.  Interest rates 
for specific occupancy types will vary.  A lender cannot sell a loan to Fannie or 
Freddie that exceeds these limits, no matter what the reason – unless perhaps you are 
a high-powered politician sitting on the U.S. Senate Committee on Banking, Housing, 
and Urban Affairs, and you enjoy doing little favors for lobbyists. 
 
If you want a loan of $417,001, you will have to accept a Jumbo loan.  And since the 
GSEs do not securitize loans over their maximum amounts, you’ll get an interest rate 
that is at least 0.50% higher than the conforming rate for the same type of loan 
program.  Jumbo loans are securitized by private sector issuers, but not by Fannie 
Mae or Freddie Mac, and certainly not Ginnie Mae. 
 
Conforming loan limits are adjusted annually by Fannie Mae and Freddie Mac’s 
regulator – The Office of Federal Housing Enterprise Oversight (OFHEO).  The 
percentage increase or decrease that is applied to the loan limit adjustment is tied to 
the average home price as reported by the Federal Housing Finance Board (FHFB).  
The current 2009 loan limits are unchanged from 2006, 2007 and 2008. 
 

Economic Stimulus Loan Limits 

 
Due to the recent mortgage meltdown, the Economic Stimulus Act of 2008 was 
enacted during the writing of this book.  One of the elements affecting the housing 
industry was the provision that temporarily increased the conforming loan limits.  The 
law raised the maximum principal amounts used by Fannie Mae, Freddie Mac, and 
FHA to 175% of the pre-legislation limits.  The limits expired December 31st, 2008.   
 
This temporary increase changed the maximum allowable loan amount for a single-
family home from the current $417,000 to $729,750.  However, that loan limit was 
not available for all properties in all locations.  Actual loan limits were determined by 
the location of the property, and were based on the median sale price of the 
Metropolitan Statistical Area (MSA).   
 
This legislation demonstrated the authority that the federal government has to 
exercise over the GSEs during times of economic distress.  It was a shame that the 
same type of authority couldn’t be used to temporarily influence the forces that were  
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causing oil prices to soar at the same time that millions of families were losing their 
homes due to the mortgage meltdown.   
 
At the time this book was written, most economists agreed that the George Bush 
economic stimulus plan was a complete failure.  They believe that simply throwing 
money at the problem does not address the underlying cause.  After Barack Obama 
was elected President, he immediately started throwing trillions of dollars at our 
economic problems in an attempt to fix the problem.  His approach was tried 
previously by other countries in economic turmoil to no avail.  Despite arguments by 
many economists, the printing presses keep stamping out the dollars.  Only time will 
tell if the Southsider’s plan will dig us out of this financial abyss.   
 

Automated Loan Underwriting 
 
From a home loan underwriting perspective, there are only subtle differences between 
Fannie Mae and Freddie Mac, particularly in terms of acceptable loan-to-value 
considerations, seasoning requirements for mortgage refinances, and some loan 
purchase eligibility requirements.  Like Fannie Mae, Freddie Mac has a proprietary 
automated underwriting engine – Loan Prospector®.  
 
Although you will probably never see the printed results from a lender’s automated 
underwriting system, your loan officer can use them as a prequalification tool.  After 
you have screened your lenders, you know whom you are going to apply to, and as 
soon as you know what type of loan will best fit your needs, ask your loan officer to 
run your application data through Loan Prospector® or Desktop Originator®.  The 
choice is up to them, but it should be based on which GSE will purchase your loan 
after it closes.  If they tell you they can’t submit it to their automated underwriting 
engine before your loan is entirely processed, either they don’t know what they are 
talking about, or they are too lazy to go to the trouble.  In that case, you should ask 
them again – maybe in a louder voice. 
 
The most that Fannie or Freddie would ever charge for a DU or LP response is 25 
bucks.  And for that price, they can re-run your data, and vary your loan parameters, 
up to fifteen times.  DU and LP are designed to be the ultimate prequalification tool.  
Any loan officer not using them as the invaluable tool that they are designed to be, is 
not doing their job.   
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Government National Mortgage Association (GNMA) 
aka “Ginnie Mae” 
   
Ginnie Mae opened their doors for business in 1968 and is under the direction of the 
Department of Housing and Urban Development (HUD).  Their mission is to “make 
affordable housing a reality for millions of low-and moderate-income households 
across America by channeling global capital into the nation’s housing markets.” 
 
If you apply for an FHA-insured loan or a VA-guaranteed loan, your mortgage will 
find its way into a Ginnie Mae mortgage-backed security.  Ginnie Mae guarantees 
FHA and VA mortgage-backed securities (Ginnie Maes), although they do not act as 
an issuer – they leave that to the private sector.  Their mortgage-backed securities 
program is not only backed by the full faith and credit of the U.S. Government, it has 
virtually unlimited credit with the U.S. Treasury.  
 
Like the Fannie Mae and Freddie Mac mortgage-backed securities, Ginnie Maes must 
possess homogeneous interest rates and property types.  Also, like the Fannie and 
Freddie varieties, GNMA pools must be issued with principal balance face values of 
at least $2 million.  However, since Ginnie Mae does not issue these securities 
themselves, and because they still guarantee the timely payments of the principal and 
interest cash flows produced, issuers include banks, mortgage companies, credit 
unions, pension funds, housing finance authorities, and many others.  
 
Since Ginnie Mae does not buy or sell mortgages, or act as an issuer of mortgage-
backed securities as does Fannie and Freddie, they do not need to use any risky 
derivatives as a hedge instrument against risk, or carry any long-term debt.  A 
derivative is a financial instrument that “derives” its value from some other 
underlying asset and usually carries a higher level of risk.  
 
In the past 35 years, Ginnie has provided mortgage assistance through participating 
lenders to more than 30 million homeowners.  Their mortgage programs help the 
elderly, urban renewal projects, and even experimental housing developments.  
Ginnie Mae serves a vital role in providing home financing to borrowers with not so 
great credit, an inability to save enough money for a large down payment, irregular 
income, and many other issues that could prevent them from obtaining conventional 
financing.  
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In an interview with Fox Business News on January 9, 2009, the President of Ginnie 
Mae, Joseph Murin, stated that his organization, which he referred to as a “utility,” 
was untouched by the economic problems that forced Fannie Mae and Freddie Mac 
into receivership.  He went on to say the volume of mortgages securitized by Ginnie 
Mae approved issuers had exceeded those of Fannie Mae and Freddie Mac. 
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      ortgage-Backed Securities (MBS) are the fundamental tools of the  
      secondary mortgage market.  Without them, there would be no   
      secondary mortgage market as we know it today.  They are the 
primary vehicle used to provide mortgage money to banks and lenders, and the 
primary way you can finance your home with a competitive interest rate.  They 
provide the liquidity we need to support our housing industry, which drives our 
national economy.  They tend to be a complicated variety of investments, but they 
serve a vital role in mortgage finance. 
 
When you invest your money in a mortgage-backed security, you are essentially 
loaning money to someone who wants to buy or refinance a home.  An investment in 
a mortgage-backed security gives the owner a part-interest in the cash flows produced 
by the mortgage pool.  In other words, they get a “piece of the pie.”  Not only do 
mortgage-backed securities help homeowners across our nation by providing 
mortgage money, as an investment vehicle they are, historically, among the safest 
securities available in the market.  That fact has recently become a little questionable 
because of a number of Wall Street crooks.  However, the fact remains that there is no 
currently acceptable alternative to their use in the secondary mortgage market. 
 
According to The Bond Market Association, the total market value of U.S. Mortgage-
Backed Securities was 6.1 trillion dollars at the end of the first quarter in 2006.  
During the year 2000, the MBS market exceeded the market for U.S. Treasury notes 
and bonds.  These statistics point to the fact that mortgage-backed securities have 
experienced explosive growth in recent years, and will continue to do so in the future.   

 

Chapter Eleven 

 

Mortgage-Backed Securities 
 

Creating Liquidity for the Mortgage Industry 

 

M



 

178 
 

Chapter Eleven – Mortgage-Backed Securities 
 

The REMIC 
 
The Tax Reform Act of 1986 created the Real Estate Mortgage Investment Conduit 
(REMIC) to facilitate the creation of liquidity in the secondary mortgage market.  
Fannie Mae and Freddie Mac, as government sponsored enterprises, and Ginnie Mae 
as an agency of HUD, are the three “agency” REMICs.  In addition to the agency 
REMICs, corporations, trusts, and especially banks and securities dealers can operate 
as REMICs.  
 
The explosive growth of REMICs, coupled with weaknesses in regulatory oversight, 
created frenzy among Wall Street traders like Bear Stearns and Lehman Brothers.  
These two, and many other REMIC securities traders, could not find enough 
mortgage pools to satisfy their quench for these investments, so they provided the 
initiative for lenders like Countrywide and Washington Mutual to invent new types of 
loans that could be “pooled” into different MBS classes.  These investment “classes” 
can be stripped into tranches, cross-collateralized, and generally transformed into 
anything that would produce a trader’s profit.  Somewhere along the line, many of the 
traders seemed to lose sight of the risk factors involved in their exploitation of their 
investment products.  Check out the P=φ(A,B,γ) story on page 181 – it’s outrageous! 
 

Types of Mortgage-Backed Securities 
 
There is a wide variety of mortgage-backed securities available today, and the list 
continues to grow.  As the list grows, so does the inherent complexity and risk of the 
product assortment.  This section explains the most common types, which are readily 
available from your favorite stock broker. 
 

Pass-Throughs 
 
Pass-Throughs are mortgage-backed securities that “pass-through” the regular 
monthly principal and interest payments from the mortgages contained in the security, 
to the investor.  These collateralized debt obligations represent contractual claims to 
the cash flows produced by pools of residential home mortgages.  Each pass-through 
is serviced by the originator, who collects a monthly fee which is usually 0.25% to 
0.50% annualized, based on the remaining balance in the pool. 
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MBS pools must be homogeneous according to their interest rates and property types.  
One MBS, for example, might contain a pool of 1,000 single-family home loans, all 
bearing 6.750% interest rates.  Adjustable rate home loans are not well suited for 
mortgage-backed securities because their interest rates change frequently according to 
unpredictable indices and volatile economic fluctuations. 
 
There are three basic guarantee types for mortgage-backed securities: (1) straight 
pass-throughs, (2) partially modified pass-throughs, and (3) fully modified pass-
throughs.  Fannie Mae and Freddie Mac provide their own guarantee structures, while 
Ginnie Mae guarantees are provided by the U.S. Government, as mentioned earlier. 
 
Straight Pass-Throughs make payments to securities buyers just as they are received 
from the loan pools, with no adjustments made for late or partial-payments.  No 
guarantees are made regarding the monthly interest cash-flows produced, and if a 
default by a mortgagor occurs, the owner’s cash flow is reduced by an amount equal 
to the defaulted payment.   
 
Partially Modified Pass-Throughs make guaranteed monthly interest payments to 
participating owners, regardless of whether the full principal and interest payment 
was received by the mortgage pool.  This type of MBS represents a stronger 
investment value than the straight pass-through, which offers no guarantee to the 
investor at all. 
 
Fully Modified Pass-Throughs guarantee both the monthly interest and the principal 
payments.  If all of the mortgagors in the pool default on their loans, the investors are 
still paid in full, or so it promises.  This is the strongest form of MBS investment 
available, and the one preferred by most mortgage investors in today’s securities 
marketplace. 
 

Collateralized Mortgage Obligations (CMO) 
 
CMOs involve the creation of certain types of bonds that offer varying levels of risk 
and investment yields.  Unlike a Pass-Through MBS, which maintains its basic 
characteristics intact, the CMO type of mortgage-backed security can be carved into 
different segments, or “tranches,” from their pass-through counterparts.  These 
carved-out tranches allow the bond issuer to offer investors a variety of maturities, 
yields, and risk tolerances that are not available with a standard pass-through.   
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Flexibility is the key marketing element associated with a CMO.  A buyer’s specific 
investing goals can be more effectively managed with a CMO than other asset-backed 
securities within this type of MBS class, because of its wide range of diversified 
features and levels of sophistication.  
 

Stripped Mortgage-Backed Securities 
 
These securities strip the cash-flows out of a standard pass-through and issue a new 
variety of security.  The degree to which the pass-through is stripped determines the 
form that the new security takes.  With the “PO” (Principal Only) version, an investor 
receives a cash flow based only on the principal payments, and nothing from the 
interest payments.  As a result, an investor can purchase this type at a significant 
discount.  In addition, if the MBS pool prepays early, the investor can realize a yield 
higher than one produced by the interest payments over time.  
 
The “IO” (Interest Only) version gives the investor a cash flow only from the interest 
payments.  As a result, the prepayment speed (how fast the loans in the pool are paid 
off) of the security is an import risk factor for them to consider.  These investors want 
to see large outstanding principal balances in the pool with long maturities.  Both 
types are sensitive to prepayment speeds and therefore sensitive to interest rate 
changes in the capital markets.  
 
The essential function of the secondary mortgage market is to “pool” mortgages and 
package them into mortgage-backed securities for sale to the general public in order 
to produce liquidity for future home mortgage lending.  The pooling function can be 
accomplished either by the lender originating the loans, one of the secondary 
mortgage market entities, or any of the private sector securities dealers.   
 
This important economic function not only provides the motivation for lending 
institutions to place home mortgages, it provides all of the underwriting tools that are 
necessary to approve saleable products for their customers.  Making it easy for home  
lenders to do their jobs is a fantastic motivator.  When mortgage lenders know that 
their loan products are approved for sale before they even close, they have all the 
encouragement they need to originate every type of mortgage available. 
 
The flow chart on the next page shows the securitization process in action: 
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The Flow of Mortgage Funds into Mortgage-Backed Securities 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Borrower Applies for 
a Home Mortgage 

Lender Approves and 
Closes the Mortgage 

Lender Sells 1,000 Mortgages 
to Secondary Mortgage GSE 

Secondary Market GSE 
Packages the Pool of Loans 

and Issues the MBS 

GSE offers MBS Sales 
Through Securities Brokers 

such as Merrill Lynch 

Investors of all types Invest 
in a Variety of MBS bonds 
and Receive Fixed Income 

Investors will own an interest in a 
pool of mortgages that represent 
the underlying asset for the MBS,  
and the monthly interest produced 
is “passed-through” to the them. 

Brokers also sell variations of the 
basic MBS such as Collateralized 
Mortgage Obligations CMO and 
other Real Estate Mortgage 
Investment products. 

A MBS will contain similar loans 
from a single lender, or a group of 
lenders, depending on availability 
and Bond class requirements. 

1,000 is just an example.  Lenders 
sell as many loans as they need to 
fill a specific MBS.  The number is 
a function of their loan production. 

Loans to be securitized by GSEs 
can be sold into secondary market 
only by approved Fannie-Freddie 
Seller/Servicers. 

The majority of home loans to be 
securitized are sold to Fannie Mae 
and Freddie Mac.  Other types of 
mortgages can also be securitized. 
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Mortgage-Backed Securities and the Meltdown 
 
Mortgage-backed securities are susceptible to a variety of risks, including credit risk, 
prepayment risk, and default risk.  These forms of risk have been manages without 
problem for many years, due mainly to the fact that most mortgages have historically 
used fixed interest rates.  When adjustable rates started gaining popularity, those risks 
were increased.  When the subprime market expanded during the 1990s, these risks 
increased even more. 
 
When Wall Street discovered the profit potentials in the subprime mortgage market, 
and decided they could sell loan products bearing adjustable rate increases that defied 
logic, the mortgage market started to melt.  The melting process was tempered only 
by the fact that most of the ugliest loans had not yet experienced their first payment 
adjustment, or “reset.” 
 
Finally, when millions of subprime mortgages starting adjusting, and people soon 
found out that they could not afford the new payments, the level of default risk hit the 
ceiling.  If you have a couple of trillion dollars invested in mortgage-backed securities 
that are not receiving any payments, the value of that security implodes to zero.  And 
that is the way default risk stings those who own the securities, like Bear Stearns, 
Lehman Brothers, and too many others. 
 

Credit Default Swaps 
 
Credit Default Swaps have been identified as one of the leading causes of the recent 
mortgage meltdown and ensuing economic crisis.  In simplest terms, it is an insurance 
policy, or hedge instrument, that protects the buyer in case of a default of a named 
investment assets, such as a bond, mortgage-backed security or some other financial 
instrument.  It is a contract between two “counterparties,” which can be a person or 
corporation, or any other entity with the capacity to enter into a binding contract. 
 
The buyer of the CDS makes regular payments to the seller, who assesses the default 
risk involved and gambles that the investment will not fail.  If there is a default, the 
seller is obligated to pay off the buyer for the contractual value of the investment.  
Unlike an insurance policy, however, the seller offering the CDS does not have to be 
regulated, as all insurance companies do.  And, therein lies part of the problem. 
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The growth of the CDS market was outrageous.  At the end of 2001, there were about 
$920 billion in credit default swaps floating around.  By the end of 2007, the number 
had exploded to more than $62 trillion.  With this type of monstrous risk exposure, 
the counterparties must have been asleep at the switch, or in serious denial about the 
possibility that home prices might decline and decimate the market, which is exactly 
what happened.  Billions of dollars in mortgage-backed securities defaulted and the 
CDS sellers took a beating.  They paid off as much as possible, but in the end, even 
they defaulted, and as a result, the stock market took a nose-dive.  The rest is history. 
 

P=φ(A,B,γ): The Meltdown Formula 

 
Would you believe that the mortgage meltdown and economic implosion could have 
been caused by one skinny little Chinese guy with a bogus mathematical equation?  
Well, this may fall under the heading Ripley’s Believe It Or Not!, but a story in the 
March 2009 edition of Wired magazine claims that it is true.  Here is an overview of 
the story – and it will make your jaw hit the floor: 
 
David X. Li was raised in China and became a mathematician with a PhD in statistics.  
While working as a quantitative analyst (a “quant”) at JPMorgan Chase in 2000, Li 
published a paper entitled “On Default Correlation: A Copula Function Approach.”  
A “copula” is a term used in statistics that merges the behavior of two variables so 
they can be incorporated into a statistical model as one.  The paper proposed a simple 
way to model default correlation without even using the historical default data of the 
investment being modeled.  In other words, he claimed he had discovered an equation 
that would accurately predict the default risk of any investment without even knowing 
anything about its past performance.  Ever hear of snake oil?  Instead of relying on 
the past performance of the specific investment to be sold, as statisticians should, he 
relied exclusively on the market data prices of Credit Default Swaps (CDS). 
 

His formula:  P=φ(A,B,γ) gained immediate acceptance on Wall Street and across the 
globe in short order.  Although credit default swaps, as discussed above, were new to 
Wall Street, they experienced explosive growth, even eclipsing the total market value 
of the underlying bond asset upon which they were derived.  His formula, called the 
Gaussian Copula Function, played on the greed of investment banks near and far, by 
way of its claimed ability to accurately predict when any investment would default.   
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Wall Street is not afraid of risk, as long as they can price it.  And that’s exactly what 

Li’s  P=φ(A,B,γ) formula claimed to do – show them when an investment will default 
so they can calculate the loss premium.  Understanding the default risk of a CDS is 
critical to determining the market price.  When the risk increases, so does the price of 
the CDS, and vice versa.  Li claimed his equation was 99% accurate, so there was no 
reason to doubt its ability to predict risk.  They were drooling all the way to the bank.   

 
His bogus formula generated billions in profits for investment houses for five years, 
but then something unexpected happened: subprime mortgage interest rates began to 
reset and people stopped making their mortgage payments.  And, as any expert in 
cascade failures would expect, banks and mortgage companies started reporting 
increased delinquency rates, foreclosure filings got crazy, and home values across the 
country began to fall.  These unforeseen variables demonstrated a weakness in the 
equation – oops!  Li’s brilliant risk formula had taken into consideration only the 
historical CDS data that existed solely during a time when home prices were soaring.  
It did not include any data from a down housing market. 
 
By not taking into consideration the historical CDS data during a time when home 
prices were falling (because there was no such data), Li’s now infamous formula had 
revealed a little flaw – it didn’t work.  Even though it was presumably 99% accurate, 
it was that variable, hidden in the 1% unknown, that killed its ability to accurately 
predict investment defaults.  All of the Wall Street firms that had lauded Li’s genius 
now wanted his head on a platter.  Few of their CDS premiums were calculated 
correctly, few of their default timing indicators were accurate, and a multitude of 
investors were knocking on their door looking to be paid off.  It was the financial 
“bubble” disaster that had been predicted for years, and now it was here – with a fiery 
vengeance.  The rest of the story is history… 
 
So what about the genius David X. Li?  He made a hasty retreat back to China where 
he’s hiding out, probably for fear of his life.  He no longer talks to the media, but his 
current employer states that he no longer does that kind of work.  Prior to departing 
from the public eye, David Li’s post-apocalyptic final word regarding his model was: 
“The most dangerous part is when people believe everything coming out of it.”  Isn’t 
that like saying: here’s a great new drug that will cure 99% of all cancer patients, but 
if it kills most of them, don’t blame me?  
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       electing the right lender to do your home loan is an important aspect in         
       negotiating the terms of your mortgage.  If you go down to your local        
bank or mortgage broker without doing your research, they will have a really easy 
time taking you for a ride, if they choose to.  They may still figure out a way to take 
you for a ride, but if you do your research first, it will not be easy for them – and it 
will probably be a short ride.  So get ready to play some serious hardball, because 
your financial security may depend on it. 
 
Playing hardball at this stage of the process is not only easiest, because you have the 
clear upper hand, you have the most advantage with a loan officer because they do 
not have your loan yet – and they really want it.  You will be able to tell by the look 
on their greedy little faces that, right now, they are at their most vulnerable.  
 
You owe it to yourself and your family to push them as hard as you can.  And when 
you think you have scored the best deal they can offer, take it to another lender and 
see if they can improve on it.  And when that lender gives you their absolute best 
deal, take that one to another lender and see if they can beat it.  Don’t feel that you 
owe an ounce of loyalty to any of them – because they don’t feel they owe any to 
you.  You get the picture…  
 
Don’t hesitate to play hardball.  There is no downside to making reasonable demands 
on a lender.  Just make your demands with a smile on your face and a resolve not to 
take “no” for an answer. 

 

S 
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Choosing the Right Lender 
 

Be Smart, Be Choosy, and Negotiate Hard 
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The Lender Selection Process 
 
Organizing your research tools to find the best lender is simple – just make a bunch of 
lists.  You can start by making a list of lenders that you want to consider.  Include a 
few banks and national mortgage companies, a couple of local mortgage brokers, and 
maybe even an Internet lender.  Your objective at this point is to isolate your market.  
The larger the number of lenders included, the greater the likelihood that you will be 
able to quantify your level of success.  
 
Here are some samples of lists that you might use: 
 

Example Lender List 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
After you have isolated the lenders you will consider to do your loan, the first thing 
you need to do is request your Good Faith Estimates.  When you call for your loan 

 

 

Lenders – Page One 
 

   Lender    Phone            Loan Officer   Contacted 
 
Wells Fargo     204-432-5683    Jimmy Smith  12-14-2008 
Wilshire Blvd 
Los Angeles 
 
Notes: 
__________________________________________________________ 
__________________________________________________________ 
__________________________________________________________ 
__________________________________________________________ 
 
Add a few more lenders to each sheet if desired, or give each lender a 
full page.  Paper is cheap… 
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quotes, you should give the loan officers plenty of lead-time for the preparation of 
their GFEs – 24 hours is reasonable.  Make all of your contacts on the morning of the 
first day, and tell them to make their quotes using the pricing information effective at 
noon on the second day.   
 
If you try to call and receive your quotes on the same day, you may cut into the loan 
officer’s lunch break, and it might screw up the timing of your pricing.  Remember 
that it is critical that all of your GFEs are priced within minutes of each other.  Feel 
free to impress upon each loan officer that you are evaluating several quotes and you 
need them to reflect consistent timing to eliminate possible mid-day price changes.   
 
   When you receive the GFEs, log them into a form similar to the one 
   below.  You will need to confirm that they were prepared exactly as  
   requested, and that their pricing was incorporated into your GFE at  
   approximately the same time.  You do not want to give them an   
   opportunity to scream “foul” based on a mid-day price change, which is 
a common loan officer sales tactic.  Only by demanding that they stick to your rules, 
will you be able to minimize any game playing that can skew your results.  Double-
check all the times and dates on the GFEs, and make sure none were completed after 
a mid-day price change. 
 

Good Faith Estimates Log 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Lenders – Page Two 
 

   Lender     GFE Requested    GFE Received    GFE Date / Time 
 

Wells Fargo     12-14-2008     12-16-2008   12-15-08 / 11:44 

Burbank, CA 
 
Notes: _____________________________________________________ 
___________________________________________________________ 
___________________________________________________________ 
___________________________________________________________ 
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When you have received all of your loan quotes, open this book to the chapter on 
Loan Costs and Disclosure, and flip to the section on The Good Faith Estimate on 
page 192.  Here you will find all of the tools you will need to compare and understand 
your quotes.  This section will show you how to do side-by-side evaluations in order 
to determine which lenders “appear” to offer you the most favorable loan pricing 
costs and terms. 
 
Save all of the information that you collect during this evaluation.  You will need it 
all later in the process in order to make certain that you have not been “low-balled,” 
or subjected to any “bait-and-switch” predatory lending practices.  When you get 
ready to “lock” in your interest rate, refer to the Locking Your Loan chapter.  

 
It Can Be Like Throwing Darts 

 
Would you like to see first-hand how inconsistent loan pricing can be?  If so, call for 
loan quotes from two or three different branches of the same bank, but located in 
different towns, in addition to your other choices.  Ask them for a quote using exactly 
the same terms, i.e. “I’d like a Good Faith Estimate on a $400,000, 30-year fixed rate 
loan at 6.00% with a one point loan origination fee.”  If they start asking a bunch of 
pricing questions, make sure that those details are the same for each loan officer’s 
GFE.  Keep it simple because you need to compare apples-to-apples.  
 
Do not answer any questions that pertain to loan qualifying – that comes later.  If they 
ask any, tell them to presume that you’ll qualify easily.  Make sure all of the GFEs 
are prepared on the same day, within a very close timeframe, to minimize market 
changes.  It might make your task easier if you call each branch to get their loan 
officers’ email addresses, and send the requests online.  Make sure they understand 
that “timing” is of the essence.  Follow up each email with a phone call. 
 
Tell each loan officer that you are buying a home with 20% down, you are a salaried 
employee, and your middle credit score is 735.  Would you think that all of the bank’s 
GFEs would be identical?  One or two might be very close, but the chances that they 
will all be identical, are poor to none.  If you are refinancing, use the same method.  
Since you are just looking for the best loan terms at this point, it doesn’t matter if you 
are buying or refinancing.  Purchase and refinance base rates are generally about the 
same, unless you want to withdraw some of your equity. 
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When You are Ready to Apply 
 
When you are ready to apply for your loan, the loan officer will guide you through a 
series of steps that will lead to your loan approval.  Regardless of the lender you 
select, the loan origination process will be the same.  Your lender needs to check you 
out thoroughly to ensure that your closed loan will qualify for sale to the secondary 
mortgage market.   
 

The Initial Interview 

 
At your initial interview with the lender, you will meet the loan officer that will 
handle your loan.  This interview should allow you check out the loan officer, as well 
as allowing them to check you out.  Remember – this interview should be just as 
much about the loan officer as it is about you.   
 
Plan to spend about 45 minutes to an hour with the loan officer.  Loan officers are 
also referred to as loan consultants, advisors, loan representatives, and other fancy 
titles used in an attempt to make them seem smarter or more professional than their 
competition.  Ignore any differences in their titles – they are all just loan originators.  
 
Before you let the loan officer take charge of the conversation, ask them some polite 
questions that will give you an indication of their experience level in mortgage 
lending.  The answers to your questions will confirm whether you should rely on 
them, as an individual, to handle the confidential and technical aspects of what may 
be the most important financial decision of your life.   
 

Blame It on the Book 
 
You can bring this book with you to the interview and read the questions directly, if 
you like.  You can preface your questions by telling the loan officer that you are 
relying heavily on this book for the questions you need to ask, so that you will be sure 
to get the best deal available.  This also alerts the loan officer that they had better play 
fair with you, or risk losing your loan.  
 
Following are some reasonable questions that you can ask: 
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A. Do you mind if I ask some questions about you and your company? 
 
 This question, which they will certainly agree to if they want your loan business, 
 will break the ice for the rest of your questions.  Once they agree to answer your 
 questions, they are fair game.  Your intuition will tell you if they try to hide 
 anything with their answers, and alert you to any potential problems.  Watch 
 their eyes and their mannerisms for clues that something may be wrong.  If you 
 feel they are not being completely honest and forthright, challenge them.  
 
B. How long have you been originating home loans? 
 
 If they have been a loan originator for less than a year, you should consider them 
 inexperienced.  Of all experience levels, a loan officer with less than one year on 
 the job is the most likely to make a mistake in your loan file.  They might 
 accidentally include a piece of information that may not be necessary, and even 
 result in a loan rejection.  They could easily overlook a loan program or pricing 
 option that would create a benefit for you, or accidentally, or even intentionally, 
 expose you to a predatory lending practice.  Do not fall for the old “we work here 
 as a  team” ploy.  Loan officers work alone, and if they can’t – they get fired. 
 
 Although they might talk as though they have been in the business for many 
 years, remember that loan officers like to throw around a stock vocabulary of 
 buzzwords, of which most borrowers are not familiar.  Do not be fooled by their 
 surroundings or “professional” demeanor, because last year they may have been 
 selling used cars.  You need to ask yourself if you really want to trust this 
 particular person, when there are thousands of more experienced loan officers 
 available and begging for your business.  
 
 If your instincts tell you that you can’t work with them, you can feel free to make 
 any demands on information or rates that you choose, just before you head for 
 the door.  Why not?  At that point you have absolutely nothing to lose. 
 
C. How long have you been a loan officer for this company? 
 
 If they have only been a loan officer for a year or two, and on their  present job 
 for only a short time, you should ask why they left their last job.  You don’t have 
 to pull any punches with your questions.  You have the absolute right to know  
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 whom it is that you are dealing with, so ask away.  They do not have the right to 
 refuse to answer your questions, and if they misrepresent the truth in any way, 
 they may lose their job.  
 
 It should be understood that loan officers occasionally change employers just like 
 everyone else.  However, if your loan officer previously worked for a subprime 
 lender, you have a legitimate reason to be concerned.  As long as they have been 
 continuously employed as a loan officer for a few years, preferably more, they 
 “might” have an adequate amount of lending experience.  You need to be 
 comfortable with their ability to handle your loan like a professional, and 
 experience is the best indicator of that ability. 
 
D. Can you give me the names and phone numbers of two or three of your most 
 recent loan customers as references? 
  
 This is a question rarely asked of loan officers.  But if you think about it, why 
 not ask it?  Would you ask a plumber, electrician, or a babysitter for a reference?  
 A loan officer can do something that can affect your pocketbook every month for 
 years to come.  What if you wind up sitting in front of a loan officer that takes a 
 half-point YSP on every single loan that he or she originates?  Where might that 
 leave you? 
 
 Asking this question can be very telling.  If the loan officer says “sure – no 
 problem” without reservation, that would tell you he or she is very proud of their 
 on-the-job performance.  If they “hem and haw” or give you the old “customer 
 privacy issues” smoke screen, perhaps they’ve had serious problems in the past 
 that they don’t want you to know about.   
 
 You don’t even necessarily need to obtain the names of the references.   Just 
 knowing if they are willing to provide them, or not, can give you a good 
 indication of their ability to make customers happy. 
 
E. In case I have an important question, and you are not immediately 
 available, who is your loan processor and what is their number? 
  
 A responsible loan officer will gladly give you this information.  If they 
 don’t want to give it to you, or seem to beat-around-the-bush, you should   
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 seriously consider going to another lender.  If the loan processor is located in the 
 same building as the loan officer, which is usually not the case, you can ask for 
 an impromptu personal introduction.  
 
F. Have you ever been disciplined by your company or any regulatory agency
 for any improper practice used in connection with a mortgage application? 
 
    Getting the best deal on a mortgage, while at the same time   
    avoiding any type of predatory lending practice, requires that you 
    ask very tough questions of those that will have access to your  
    personal and confidential financial information.  If they refuse to  
    answer, or give you an indignant stare because of the question, ask 
 them if they would prefer that you go to another lender.   
 
 Remember: It is all about your family’s financial security, not any loan officer’s 
 feelings.  Loan officers are there to serve you, not the other way around, and it is 
 absolutely a unilateral relationship for your benefit.  
 
 Generally, you do not need to bring much paperwork to the initial interview, but 
 you should be prepared to answer a variety of questions regarding your income 
 and credit in order for them to calculate your debt ratios and consider your 
 creditworthiness.   
 
By the end of this interview, you should either be off and running for your new loan, 
or just running for the door.  Go with your instincts.  If you are not 100% confident 
that this lender is right for you, tell them you need to investigate a few more before 
you make up your mind.  This is particularly true if this was the first lender that you 
interviewed. 
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     ESPA, the Real Estate Settlement Procedures Act, is the federal law that  
     provides certain protections for consumers of mortgage credit and is   
     administered by the Department of Housing and Urban Development 
(HUD).  RESPA requires that consumers receive certain disclosures at various times 
during a credit transaction.  These disclosures are intended to give the consumers 
adequate information regarding the costs and terms of the credit they have applied 
for.  It allows them to compare the loan programs offered by different lenders so that 
they can make an informed decision regarding the loan they need. 
 
While federal law requires lenders to provide these timely disclosures, it does not 
require them to sit down with a borrower to explain them, and they never do.  If a 
borrower wants an explanation of any disclosure, they need to ask for it. 
 

Lenders Must Disclose 
 

Section 3500.7 of RESPA states:  “(a) Lender to provide.  Except as provided in this 
paragraph (a) or paragraph (f) of this section, the lender shall provide all applicants 
for a federally related mortgage loan with a Good Faith Estimate (GFE) of the 
amount of, or range of charges for the specific settlement services the borrower is 
likely to incur in connection with the settlement.  The lender shall provide the Good 
Faith Estimate required under this section either by delivering the Good Faith 
Estimate, or by placing it in the mail to the loan applicant, not later than three 
business days after the application is received or prepared.”  
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The Good Faith Estimate (GFE) 
 
Before you request any GFEs, you should understand how to evaluate them.  If you 
were successful in finding a loan officer that will share their wholesale rate sheet 
information, you can compare their GFE to their wholesale loan pricing.  You will 
also want to compare each of the GFEs to all of the others in order to determine 
which is most competitive.  
 
When you receive your first Good Faith Estimate, ask your loan officer for a detailed 
explanation.  GFEs will vary in design and content and can be very confusing.  For 
that reason, you will benefit from the following details. 
 
In good economic times, loan officers are typically very busy trying to close their 
loans in a timely manner.  Because your loan officer may not be able to give you a 
thorough understanding of every line-item cost on the GFE, we are including the 
following compendium.  It will explain it all in detail, as well as showing you where 
the predatory lenders may be lurking.  

 
 
 
 
 
 

 
 

A key element in evaluating competitive Good Faith Estimates is patients.  You 
should take plenty of time to understand the nature of each line-item charge in order 
to evaluate their appropriateness when applied to your specific loan.  While most 
charges will be appropriate, some will not.  Above all, you will need to study the 
numbers, just as if you were buying a stock or a bond.  It is your money and you are 
the only one responsible for making the right decision.  Your financial security 
depends on it.  
 
The sample Good Faith Estimate below is the type approved by Fannie Mae, Freddie 
Mac, Ginnie Mae and just about everybody else.  The loan fees and charges listed, 

 

 

 

Understanding Your 
 

GOOD FAITH ESTIMATE 
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also called “settlement costs,” cover every known expense associated with a typical 
home loan.  They include points, appraisal fees, credit report fees, escrow charges, 
inspection fees, title insurance costs, taxes, insurance, surveys, loan processing, and 
many others.  
 
Page 94 begins a line-by-line explanation of the various charges you will find on your 
GFE.  We have dissected a sample GFE and have explained the individual sections 
under their appropriate line numbers.  Although it is unlikely that any single GFE will 
contain every line-item charge listed here, we have included them for your reference.  
If your GFE does reflect every charge listed here, you should probably find a new 
lender.  
 
To the right of the charges, you will see the abbreviations PFC, S, F, and POC.  
“PFC” means Prepaid Finance Charge, which are the charges that are included in the 
APR.  “S” refers to the charges that are paid by the Seller.  “F” refers to the charges 
that are allowable for an FHA loan, and “POC” refers to the charges that, while 
required, were Paid Outside of Closing. 
 

Section 800 – Items Payable In Connection With Loan 
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Line 801 – Loan Origination Fee 
 
If your lender originates and funds your loan directly, they will enter their fee on this 
line.  The traditional loan origination fee is 1.00% of the loan amount.  Mortgage 
brokers should not use this line.  If they do, then they should not charge a Mortgage 
Broker Fee.  Be careful of double-dippers, and we are definitely not talking about the 
ones working in your local ice cream parlor. 
 
   It is very common for loan officers to pile up the charges in an unethical 
   and often illegal practice called “unbundling.”  While most borrowers  
   will take issue with one very large charge on their GFE, they will be less 
   likely to challenge several small charges, even if the total of the smaller 
   charges exceed the single large charge.  It depends how observant they 
are, and how much time they spend examining the details. 
 
Pay special attention to the percentage of the loan origination fee, as well as the dollar 
amount.  A 1.00% loan origination fee is typical, presuming that they have not stung 
you with a Yield Spread Premium, which would be listed, in some cases, on Line 
813.  If they have listed a YSP, in addition to a 1.00% loan origination fee, they may 
be ripping you off.  
 

Legitimate Fee Splitting 
 

If you have requested a loan with no loan origination fee, then a 1.00% YSP may be 
appropriate.  In that case, you need to look at their wholesale rate sheet to make sure 
you aren’t being gouged.  Depending on your financing needs, you may need to blend 
a partial loan origination fee with a YSP.   
 
This type of “fee splitting,” not to be confused with “unbundling,” is a very common 
and an appropriate lending practice, as long as the dollar amount of your 1.00% loan 
origination fee is not exceeded by an unethical manipulation of your interest rate.  Be 
very careful and don’t be afraid to challenge their pricing methods.  One thing is for 
certain: loan officers need borrowers a lot more than borrowers need loan officers.  
 
See the chapter on Yield Spread Premiums for more detail on this critical aspect of 
mortgage lending.  If you don’t know how the game is played, you’d better stay on 
the bench.  
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Line 802 – Loan Discount 
 
This line-item is used to disclose the wholesale price, or primary lender’s Apoints,@ 

which are required to purchase the interest rate chosen for the loan program.  It is a 
one-time fee and the leading source of loan origination pricing manipulation – and the 
line you should scrutinize.  Under many State laws, only the lender advancing the 
loan funds in a transaction can list a charge on this line.  Mortgage brokers charge 
mortgage broker fees. 
 

Mortgage Brokers and Loan Discount Fees 
 

In many states, mortgage brokers are prohibited from entering a number on this line.  
If they do enter a charge on this line, and they still do every day, they are subject to 
sanctions or even suspension or revocation of their license.  If you are dealing with a 
mortgage broker and you receive a GFE that lists a loan discount, you should 
immediately challenge it.  It may be appropriate, as long as it is payable to the 
“lender,” or it may just be an oversight, or they might be subjecting you to an illegal 
predatory lending practice.  
 
Predatory lenders will inflate a loan discount fee to cover other hidden costs, as well 
as a Yield Spread Premium.  Even though your lender may tell you these loan 
discount Apoints@ represent the wholesale price of your loan, how will you really 

know unless you can see their wholesale rate sheet?  You won’t know – and that’s the 
problem you need to overcome.  
 

Compare Everything 
 

Whenever you evaluate a Good Faith Estimate, you should request a copy of the 
wholesale rate sheet to verify the accuracy and integrity of their price quote.  If the 
loan officer won’t even let you view it in their office, they may be up to no good.  
With your loan pricing information in hand, you can see how it compares to other 
lenders who post their data online.  The following links provide excellent research 
tools:  
 
BankRate:  http://www.bankrate.com/gookeyword/rate/mtg_ratehome.asp?params 
=250000,WA,28&product=1&points=6&pType=f&refi=0&pct=0   
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MSN Money:  http://moneycentral.msn.com/loan/loan.aspx 
 
Both of these websites are excellent resources for comparing lender rates.  Make sure 
to compare your GFE pricing with others using the same date.  Neither BankRate nor 
MSN Money has archived rate information online, so to compare apples-to-apples, 
you should get your GFE early in the day and compare it, or print their web page 
before they change their rates. 
 
All things being equal, timely, and honest, as your interest rate increases, your loan 
discount will decrease.  Theoretically, an interest rate and fee comparison should be 
made within one second.  Things change fast and if you wait several hours to 
compare one lender to another, you may not get a true comparison.  On the other 
hand, you need to be aware that predatory loan officers will try to use these abrupt 
rate changes to obscure the fact that their rates and prices may be higher than those of 
their competitors.  The only thing you can do is try to get the information you need in 
as tight a window of time as possible.  
 

Line 803 – Appraisal Fee 
 
Every home purchase and refinance requires that an appraisal of value is included in 
your loan file.  The appraiser=s fee will vary according to the size of the home, its 

location, and other variables.  Many lenders now use online appraisal services to 
reduce costs, and speed the time of the report delivery – which can be a good thing.   
 
In most states, lenders cannot charge you more for an appraisal fee than the appraiser 
or appraisal service charges them.  Generally, you can expect to pay $400 to $600 for 
an appraisal on a site-built 3,000 square foot house, as an example.  The amount you 
will pay depends on local custom.  You might pay $400 for your appraisal on a house 
in Bakersfield, CA, but $800, or more, for the same house in Beverly Hills or Sedona. 
 

Line 804 – Credit Report 
 
Lenders define a Standard Factual Data Credit Report as one that includes credit 
data from the three major credit repositories:  Trans Union, Equifax, and Experian.  
Most individual “stand-alone” credit reports cost $45 - $55, depending on the credit  
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reporter used.  Lenders will receive your credit data from all three repositories, which 
are merged electronically into one report.  This type of report is called a “tri-merge” 
credit report.  
 
If your lender uses an automated mortgage underwriting service, such as Fannie 
Mae’s Desktop Originator® or Freddie Mac’s Loan Prospector®, you may pay as little 
as $15-$20 for your report.  When included as an internal feature of an automated 
underwriting engine, credit report fees always cost less than those compiled 
manually.  
 

Line 805 – Lender=s Inspection Fee 
 
Periodic inspection fees are charged when you build a home, or buy one under 
construction.  It pays for routine inspections which the lender requires to monitor 
construction and release funds as work progresses.  Although the cost of a single 
inspection fee varies from lender to lender, you can reasonably expect to pay at least 
$125.00.  In most cases, a lender will hire a local appraiser with construction 
estimating knowledge to do their inspections.  
 
The lender’s inspection is not the same as a home inspection.  It is one specifically 
associated with new construction or a remodel.  Unless there are structural problems 
noted on the appraisal, a lender will not require a home inspection to be performed as 
a condition of your loan approval.  A home inspection is the choice of the homebuyer.  
The fee for that type of inspection is their responsibility and usually negotiated with a 
local licensed home inspector.  
 

Line 808 – Mortgage Broker Fee 
 
This one-time fee is charged for the loan origination services rendered by a mortgage 
broker.  It is referred to as a Apoint,@ or Apoints,@ and is calculated as a percentage of 

the loan amount.  One Apoint@ is equal to 1.00%.  It is also referred to in terms of 

Abasis points.@  One basis point is equal to 1/100 of a percent, so there are 100 basis 

points in one point.@  If you were charged one point (1.00%) on a $250,000 loan, the 

associated cost would be $2,500.00. If a mortgage broker charges this fee, there 
should not be a charge listed on Line 801 - Loan Origination Fee.  If there is, you may 
be getting double-dipped on your loan  
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costs.  Refer to the ACovert Home Loan Pricing Practices EXPOSED@ page on our 

website for more information on this practice. 
 
When you apply for a loan with a mortgage broker, you should expect to see a 
Mortgage Broker Fee Disclosure, and be required to sign a Mortgage Loan 
Origination Agreement.  This agreement, established by State law, is required to 
disclose the nature of your relationship with the mortgage broker, and how they will 
be compensated for processing and closing your mortgage loan.   
 
   Mortgage Broker Fees are Not “Strictly” Limited by Law.    
   Although a mortgage broker may tell you that their 1.00% mortgage  
   broker fee is traditional, customary, or even prescribed by law, it is not.  
   A mortgage broker, like any loan officer in a bank, will try to collect as 
   much as they can possibly get from you.  If they can talk you into 
paying a 5.00% fee, they can take it – legally.   
 
On the other side of the coin, you have the right, and even the obligation, to negotiate 
the lowest fees you can get.  Many mortgage brokers will accept a flat fee of 0.50% to 
do your loan.  If you do your homework and make plenty of phone calls, there is a 
reasonable likelihood that you will only need to pay a half-point for your loan. 
 

Line 809 – Tax Related Service Fee 
 
Lenders often engage a third-party company to monitor and/or handle the payments 
of your property tax bills.  The Tax Service Fee is a one-time fee set by the lender, 
and generally costs $50 to $120 to cover the cost of the ongoing service.  The purpose 
of the service is to ensure that your real estate taxes are always paid on time, and to 
prevent possible tax liens from occurring.  
 
If your taxes are impounded, the Tax Service Agency provides your loan servicer 
with your tax bills so they can pay your taxes on time.  If you pay the taxes yourself, 
the agency will monitor the tax rolls for the life of your loan, and will inform the 
lender if they become delinquent. 
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Line 810 – Processing Fee 
 
Most lenders charge $300 to $600 as a loan processing fee, depending on applicable 
law, to increase their loan origination compensation.  If you cancel your loan in the 
face of a legally disclosed loan processing fee, they may attempt to collect it from you 
before they transfer their loan package to your newly selected lender.  These loan 
processing fees are “junk” fees, and the amount that they charge is purely subjective.  
If you have sharpened your negotiating skills, you should be able to eliminate it.  In 
mortgage lending, just about any charge can be negotiated, to a certain extent. 
 

Line 811 – Underwriting Fee 
 
The wholesale lender, or the lender funding your loan, will charge this fee.  Mortgage 
brokers typically do not close home loans with their own funds, so it would not be 
appropriate for them to collect this fee in their own name.  Most lenders charge 
between $250 and $650 for their underwriting fee.  Many lenders combine their 
underwriting fee with other fees and call it a Loan Administration Fee.  Instead of 
paying several fees, you may pay $750 to $950 to cover everything.  Generally, the 
big lenders will not negotiate this fee, although you can certainly try to get it lowered, 
or removed all together.   
 

Line 812 – Wire Transfer Fee 
 
After your loan is approved, and you have signed your closing documents, the lender 
will fund it.  To speed up the closing of your loan, the closing funds are sent from the 
lender’s bank account to the escrow company via an electronic Awire.@  The wire 

transfer usually takes a few hours to get to your escrow company – longer on Fridays 
and toward the end of the month.  The receiving account charges a nominal fee, 
usually between $15 and $50.  
 

Line 813 – Yield Spread Premium 
 
Yield Spread Premiums can burn a giant hole in your pocketbook.  Our website is 
dedicated to the education of our customers regarding the abuses of these rebates.  It 
is the single most controversial form of lender compensation utilized in the loan 
origination of a mortgage.   
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If you apply for your loan at a bank, you may not see a reference to a YSP on your 
Good Faith Estimate or your escrow Settlement Statement (HUD-1).  If you apply 
with a mortgage broker, they are required to disclose it on both.  In addition to the 
YSP information provided on our website, the Internet is loaded with very useful 
information.  If you google “Yield Spread Premium,” you will find more information 
than you can possibly read.  
 
If your loan officer promised you that they would only charge a 1.00% loan 
origination fee, but you discover a 0.50% YSP listed on your GFE, you are actually 
paying much more than the 1.00%.  Try the following link for a detailed analysis of 
how they work: 
 
 http://www.justhotrates.com/How_20_They_20_Manipulate_20_Costs.html 
 

Line 814 – Courier Service 
 
Your mortgage broker, bank, or lender may send you their loan package using an 
overnight service such as UPS or FedEx, and most will charge you for it.  After your 
loan is processed, they will send it to their underwriter, also using an overnight 
courier service.  Most will also charge you for that delivery.  
 

Line 815 – Rate-lock Fee 
 
Most lenders do not charge a fee for locking in your interest rate.  Some will impose a 
rate-lock fee on refinances during times when interest rates are experiencing high 
downward market volatility.  Some of these fees may even be non-refundable.  A 
charge for this purpose would be imposed subjectively by the lender, and could cost 
as much as 1.50% of your loan amount.  Generally, it would be imposed only to 
discourage refinance borrowers from canceling an existing loan to get a lower rate 
from another lender.  
 
If you are refinancing your primary residence and find yourself in just such a 
situation, the federal Truth in Lending Act provides a strong safeguard – one that a 
lender will not voluntarily discuss with you.  It is your Right of Rescission.  If you 
have entered into a loan agreement with a lender, and possibly even locked-in your 
interest rate, this law allows you to rescind the transaction and get all of your money 
refunded.  Be aware of the difference between cancelling a loan and rescinding it. 
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If you want to get out of a loan that has not yet closed, the lender will tell you to just 
cancel it.  Don’t do it!  If you cancel, the lender has no obligation to refund any of the 
money that you may have paid to obtain the mortgage.  If there is a lower interest rate 
available from another lender, tell them to “go for it.”   
 

Just Let it Close 

 
While the new lender is processing your replacement refinance loan at the lower rate, 
let the first lender close the one they have.  That’s right – go ahead and sign your docs 
and let it close.  Then, within three business days of the close, rescind it.  Under a 
rescission, they are required to refund all of your money.  Make certain that you give 
them a written instruction to rescind your loan.  You can hand carry it to your escrow 
officer, or send it certified mail, but it must be done according to the law. 
 
For example, if your mortgage closes and records on Friday, June 1st, and the 
disclosures and notice of the right to rescind were given on Thursday, May 31st, the 
rescission period will expire at 12:00 midnight of the third business day after June 1st, 
which would be Tuesday, June 5th.  You must have provided your letter of rescission 
by that time, or you are too late, in which case you are stuck with the loan.  
 
For more information on this subject, you can google “Right of Rescission.” 
 

Line 816 – Impound Account Waiver Fee 
 
Long ago, the Supreme Court ruled that mortgage lenders cannot require mortgagees 
to use impound accounts for the collection of their property taxes and/or insurance.  If 
you want to be responsible for the payment of your own taxes and insurance, that is 
your right. 
 
If you opt not to have your payments Aimpounded@ for taxes and insurance, however, 

your lender has the right to charge you a fee.  Most charge 0.25%, so on a $100,000 
loan, the fee would be $250.00.  The actual amount of the fee for an “impound 
waiver” is established by individual lenders.  
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Line 817 – Loan Document Preparation 
 
The lender that prepares your loan closing documents charges this fee.  Those closing 
documents include your final loan disclosures, closing instructions, and all others 
required to ensure that title to the property passes successfully.  The fee depends on 
the lender and ranges from $150.00 to $350.00.  This fee is not the same as the Loan 
Processing fee, which is charged by the loan originator. 
 

Line 818 – Flood Certification Fee 
 
Lenders need to confirm that the property they are financing does not lie in a flood 
zone, as defined by FEMA.  If your property is subject to a possible flood hazard, the 
lender will require that you obtain flood insurance in addition to your homeowner=s 

insurance.  This fee covers the cost of a report to determine if the property is in a 
flood-risk area.  The Federal Emergency Management Agency (FEMA) designates 
flood zones to indicate that certain areas have a high risk of flood damage, such as 
those near lakes and rivers, for example. 
 

Section 1100 – Title Charges 
 

 
 
 
 
 

 

Line 1101 – Closing or Escrow Fee 
 
Title charges may cover a variety of services performed by title companies, as well as 
others involved in your transaction.  Your particular settlement may not include all of 
the items below, or may include others not listed.  The closing fee is paid to the 
settlement agent or escrow holder (Title Company).  Responsibility for the payment 
of this fee should be negotiated between the Buyer and the Seller.  Consult your 
escrow officer for information on their escrow service charges.  
For complete details on the escrow process and their fees, try this link:  Chicago Title: 
- http://www.chicagotitle.com/DesktopDefault.aspx, 
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Line 1105 – Document Preparation Fee 
 
This is a fee charged by some title companies to cover their costs for the preparation 
of certain legal documents, such as a mortgage, deed of trust, note, etc.  These 
documents may have been required, but were not prepared by the lender.  Consult 
your escrow officer for any costs that may be associated with their document 
preparation services.  
 

Line 1106 – Notary Fees 
 
Notary fees are customarily provided free of charge by the escrow company.  
 

Line 1107 – Attorney=s Fees 
 
You may be required to pay for legal services provided to the lender such as an 
examination of the title binder.  Occasionally, the Seller will agree in the sales 
contract to pay part of this fee.  The cost of your attorney and/or the seller=s attorney 

may also appear here.  If the lender requires an attorney=s involvement, the fee will 

appear on this part of the form, or on lines 1111, 1112, or 1113.  Consult your 
attorney for a cost estimate.  
 

Line 1108 – Title Insurance 
 
The total of "Lender=s Title Insurance" and "Owner’s Title Insurance" is shown here.  

The lender requires a loan policy to insure that their interest in your property is 
protected from title defects and other risks.  Although the premium for this lender’s 
policy is usually included in your closing costs, this policy does not protect you, only 
the lender.  Your best protection against the potential title defects that could deprive 
you of your ownership rights is an owner's title insurance policy, or an owner’s 
policy.  
 
For a one-time premium, an owner's policy remains in effect for as long as you or 
your heirs own the property.  When you want to sell or refinance your property, the 
policy insures against any loss or damage that you might suffer if the new buyer or 
lender challenges your title as unmarketable.  In the event of a claim, the title 
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insurance company will either correct covered title problems, or reimburse you for 
insured losses, and will defend against any lawsuits attacking the quality of your title.  
 
An owner's policy may save you thousands of dollars in legal costs.  Owner's title 
coverage takes the risk out of acquiring property and gives you the ultimate in peace 
of mind.  Generally, an owner’s title insurance policy is less expensive when 
purchased at the same time, and from the same company, as the lenders title policy.  
 

Section 1200 – Government Recording & Transfer Charges 
 
 
 
 
 
 

 

Lines 1201-1204 – Recording Fees and Tax Stamps 
 
These fees may be paid by you, by the Seller, or split, depending upon the terms of 
your sales contract.  The Buyer usually pays the fees for recording the new deed and 
other mortgage documents (line 1201).  Transfer taxes, which in some localities are 
collected whenever property changes hands, or a mortgage loan is made, can be quite 
large and are set by State and/or local governments.  City, county and/or State tax 
stamps may have to be purchased as well (lines 1202 and 1203.)  Usually these costs 
are shared equally between the Buyer and the Seller, but can be negotiated. 
 

Section 1300 – Additional Settlement Charges 
 

 
 
 

 
 There are a variety of settlement charges that might be specific to a lender or their 

loan programs.  If so, they will itemize the charges in this 1300 section.  The 
following charges are examples of the ones you can expect to find here. 
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Line 1301 – Survey 
 
Your lender may require that a surveyor conduct a property survey if there are any 
questions raised by the title report.  The title report might indicate, for example, 
multiple easements and rights-of-way surrounding the property.  Although very rare, 
an underwriter may require a survey if they feel their lien priority could be challenged 
at some time in the future because of a property line dispute.  
 
This is a protection for the Buyer as well as the lender.  Usually the Buyer pays the 
surveyor=s fee, but sometimes the Seller may pay it.  The price of a survey depends 

on the location of the property and the number of corners to be located.  It is very 
common for a survey to cost at least $2,500.00. 
 

Line 1302 – Pest and Other Inspections 
 
Generally, an underwriter relies on information contained in the appraisal to indicate 
the possible need for a pest inspection, if not automatically required by the loan 
guideline.  If your home were a 30-year old wood structure in a wooded area, for 
example, the underwriter would have reason to believe that termites might be present.  
If required by the lender, this fee would cover inspections for termites and other pest 
infestations of the home.  Depending on the type of inspection ordered, the cost can 
run between $100 and $300.  
 

Section 900 – Items Required By Lender To Be Paid In Advance 
 
 
 
 
 

 
Your lender will require the advance payment of certain fees, such as interest, 
homeowner’s insurance premiums, etc., in order to make sure that the property 
financed is protected.  It would be atypical for any mortgage broker to list a charge in 
this section.  If your Good Faith Estimate has a charge here that you do not fully 
understand, or think it may not be appropriate, you should question it immediately.  
The following pages itemize the section 900 items. 
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Line 901 – Interest for          days  
 
Because a borrower’s first loan payment is not due on the same day that their loan 
closes, even though the interest starts accruing, there is an interval between the time 
that interest is owed, and the time the lender starts receiving loan payments.  If, for 
example, the borrower’s loan closes on June 3rd and their first regular payment is due 
July 1st, there are 28 days of unpaid interest that will not be included in the first 
payment.  Since the borrower’s regular monthly payment won’t include the initial 
outstanding interest accrued during the interval period, they collect it up-front at 
closing and hold onto it until the first payment is due.  Then they snag it. 
 
To calculate the amount of this interest “impound,” subtract the proposed settlement 
date from the end of the month, times your proposed interest rate divided by 365.  Or, 
you can just ask your escrow officer for the number of days that will elapse between 
the closing date and the date of your first payment, and multiply it by the “per diem 
interest” amount.  Remember that you owe interest on your loan from the day it 
closes, not from the day you make your first regular payment.  
 

Line 902 – Mortgage Insurance Premium 
 
If your loan exceeds 80% of the purchase price or value (whichever is lower), the 
lender may require you to pay for mortgage insurance.  You will need to pay your 
first year=s mortgage insurance premium, or a lump sum premium that covers the life 

of the loan, in advance at settlement.  To learn more about Private Mortgage 
Insurance, go online and google it. 
 

Line 903 – Hazard Insurance Premium 
 
Hazard insurance (homeowner’s insurance) protects you and the lender against loss 
due to fire, windstorm, and other natural hazards.  Lenders often require the borrower 
to bring to settlement, a "paid-up" first year=s policy, or to pay for the first year=s 

insurance premium at settlement.   
 
When your lender makes their underwriting requirement for hazard insurance, which 
is based on the loan amount, it will not include any coverage amounts for the value of 
the land.  As an example: if your loan was for $500,000, and the appraisal valued it at  
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$500,000 with a land value of $100,000, the lender can only require coverage in an 
amount of $400,000.00.  This is because land, presumably, cannot be destroyed by 
natural hazards.  The lender determines the amount of insurance coverage required, 
and the selection of the insurance company belongs to the borrower.  
 

Line 904 – Flood Insurance 
 
If the lender requires flood insurance, it will be listed on this line.  You can double-
check any requirement for flood insurance by examining your property appraisal.  On 
page one of your appraisal under ASITE,@ there are two boxes next to FEMA Special 

Flood Hazard Area.  If your appraisal has a “check” in the AYES@ box, you will be 

required to purchase flood insurance. 
 
Even if the lender does not require flood insurance, you should consider having it 
anyway if your property is close to a flood prone area.  Remember the lessons learned 
from Hurricane Katrina, and the resulting legal fiasco that occurred when the cheap 
insurance companies refused to pay thousands of legitimate claims because they 
decided much of the damage was caused by flooding, and not wind.  There were 
many homeowners who could not understand their rationale, particularly since their 
homes had been blown completely away and their lots were now vacant.   
 

Line 905 – VA Funding Fee 
 
If you are a Veteran, or on active duty, the lender requires this fee to offset the cost of 
the extra paperwork required for VA loans.  This cost ranges from 3% to 5% of the 
new loan amount.  

 
Section 1000 – Reserves Deposited With Lender 
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Lines 1001-1004 – Reserves Deposited with Lender  
 
If you are required to "impound,” you will need to give 1 to 6 months of your hazard 
insurance, property taxes and, if required, Mortgage Insurance monthly premiums to 
the lender at time of settlement.  Your Title Company will give you this number, 
along with all other costs, before you go to settlement. 
 

Total Estimated Settlement Charges 
 
 
 
 
 

 
 
 

 
 
 

 
The above GFE section gives you the bottom line on your settlement charges.  In this 
case, as specified on the “Total Est. Funds needed to close” line, Richard and Helga 
needed to come up with $81,130.14 to close their loan.  That number is an important 
one, to be sure, but do not let it minimize the importance of the Section 800 charges.  
The Section 800 itemized charges will show you which lender offers you the best 
deal.  Compare all of those charges side-by-side with each of the other GFEs in order 
to verify which lender will really give you the best deal.  Take your time – it’s all 
about your money. 
 
When you see how much cash you need to close your deal, do not immediately 
presume that the numbers on your GFE will be the final numbers at closing.  Things 
always change that can affect the cash you will need to get your loan done.  If the 
number presented seems too high, ask your loan officer to go over every single 
charge, in detail.  If they go through the numbers too fast, tell them to slow down.  
They work for you, and you call-the-shots when it comes to accepting, or rejecting, 
the totality of the charges. 
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When you see the total charges on your GFE – it’s game time.  That will be the time 
when you must decide if you and your family can afford them.  Maybe it’s time for a 
family meeting to evaluate every penny that you will need to spend to do the deal.  
Don’t be shy about telling the loan officer that you do not want to spend that much 
loot.  Tell them what your financial comfort zone is, and let them know that they need 
to come up with a plan that will fit your needs.  If you do not ask them for it, they will 
not spend a second of their time working on it. 
 
Do not let them push you into something that you’re not 100% comfortable with 
because: interest rates are going up, this is the best we can do for your credit grade, 
or, I’m afraid the underwriter might not like it, if we make any changes at this time.  
Do not be fooled by these bogus sales tricks.  Take your time and make absolutely 
certain of what you need, and what you can afford. 
 
You can accept a Good Faith Estimate, with a grain of salt, as long as you do not 
immediately lock in your interest rate.  The loan program you have initially agreed to, 
the terms, and the length of the loan can change whenever you choose.  You can take 
any Good Faith Estimate and fax it to any other lender that may be able to improve on 
it.  They are not secret, copyrighted, or restricted in any way.  When you get a Good 
Faith Estimate, you own it. 
 
If you receive a Good Faith Estimate that is clearly less competitive than others that 
you may have received, you can simply toss it in the trash, feed it to your dog, or just 
for fun call the lender and demand terms that are better than any other you have 
received.  It is perfectly acceptable to play one lender against another.  You do not 
need to make any apologies for trying to obtain the best deal on your mortgage.  If the 
loan officer gets angry and feels hurt – tough luck, sucker. 
 

A New Version of the Good Faith Estimate 

 
During 2008, HUD released the following new version of the GFE.  They believe that 
this modified disclosure will add clarity to a borrower’s understanding of their 
settlement charges, and reduce predatory lending practices. 
 
On the following three pages, you will find the new Good Faith Estimate.  
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The Truth in Lending Disclosure (TIL) 
 

 
 
 
 
 

 
Obtaining a mortgage loan can be a complicated process.  It is very important to 
understand all of the costs and information offered when you are shopping for your 
new loan.  Among the various loan documents you will receive during the mortgage 
process, will be two financial disclosures required by law – the Truth in Lending 
Disclosure and the Good Faith Estimate.  These loan disclosures are two of the 
most important pieces of information that you will receive when you shop, or apply, 
for your new mortgage.  
 
The Truth in Lending Disclosure is designed to give you information about the 
costs of your loan, so that you can compare them to those of other loan programs or 
lenders.  The basic Truth in Lending Disclosure (TIL) form has four boxes that are of 
primary concern: 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

Understanding Your 
 

Truth in Lending Disclosure 

 

Box A 
 

ANNUAL PERCENT RATE 
 

The cost of your credit 
as a yearly % rate 

 

Box B 
 

FINANCE CHARGE 
 

The dollar amount that your 
credit will cost you 

 

Box C 
 

AMOUNT FINANCED 
 

The amount of credit provided 
to you or on your behalf 

 

Box D 
 

TOTAL PAYMENTS 
 

The total amount of all of your 
scheduled monthly payments 
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Box A:  Annual Percentage Rate (APR) 
 
The concept of the Annual Percentage Rate (APR) is based on a very complex 
mathematical formula.  That formula, which is used as the basis for the APR 
calculation, is detailed in the Federal Deposit Insurance Corporation Regulation Z.  
The APR is a measure of the cost of credit and expressed as a yearly interest rate.  
The APR allows the borrower to compare the loan programs and costs offered by a 
variety of home mortgage lenders.  
 
As an example, suppose your “note rate” (the interest rate you negotiated and 
Alocked-in@ with your lender) is 7.00%.  Your monthly loan payment will be 

calculated using that exact rate.  However, you must take into consideration all of the 
charges you incurred to get your loan, such as the points, appraisal fee, credit report 
fee, private mortgage insurance, etc.   
 
The best way to understand these costs, so that you can use the information accurately 
to compare loans from different lenders, is to express them as a unique percentage 
rate.  So, if your combined loan charges were factored into the APR formula as a 
separate interest rate over the term of the loan at 0.234%, for example, then your APR 
would be:  7.00% + 0.234%  =  7.234%.  
 
The actual formula used for the calculation of the APR includes the amount being 
financed, the interest rate, the timing of the payments, and any other prepaid charges 
that were required as a condition of the mortgage loan.  It also includes certain other 
costs payable by the borrower such as points, loan fees, origination fees, application 
fees, and insurance, to name a few.  
 
After the appropriate components are combined and factored into the formula, the 
APR can be determined using one of many online calculators.  Because the APR 
takes into consideration the various fees that are required as part of the loan, the APR 
is always higher than the actual “effective” rate of interest for the loan.   
 
Keep in mind that the APR is a somewhat presumptuous measurement of the relative 
cost of the loan transaction because it assumes that an unpaid principal balance will 
remain outstanding for the entire term of the loan.  Most mortgages rarely stay in 
effect for the full term; they are generally paid-off early.  
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The APR does not have a bearing on the monthly rate of interest negotiated on any 
particular loan, but it does take that rate of interest into account.  Your loan officer 
can calculate the APR of various loan programs for you, and can also explain the 
difference between your interest rate and the APR.  If your loan is an FHA ARM, the 
APR is calculated based on the life cap, not the note rate.  If your loan is based on the 
COSI (or COFI or CODI), the APR is calculated at the current note rate.  Please note 
that your monthly principal and interest payments are calculated at the note rate, and 
not the APR.  
 

APR versus Note Rate 
 

The APR reported is not the same as the Note Rate.  The APR is calculated by adding 
all of the buyer=s costs (even if the seller is paying them, but excluding seller=s 

points) to the original loan amount, and dividing that sum by the term of the loan.  
The Note Rate is the rate which the regular monthly payments are based on, exclusive 
of any costs which are paid to obtain the mortgage.  
 
Because the APR expresses the overall costs of the loan as a percentage rate, 
comparing the APR of a particular mortgage loan with a similar loan is one way to 
measure the relative costs of the loans.  While this is not the only factor to consider 
when evaluating a mortgage loan, it can be very useful in helping you decide which 
loan is best, based on the known factors.  
 
Be sure to take into account all of the other information that is provided to you, by 
your loan officer, including the interest rate and any fees or charges that you may 
have to pay.  Do not forget to ask about their use of Yield Spread Premiums.  Just 
because an APR is lower on one loan, than on another, it does not necessarily mean 
that the particular mortgage is the best one for you. 
 

Box B:  Finance Charge 
 
The Finance Charge is the dollar amount that the credit will cost you, or the amount 
of interest that a borrower would pay if they made the required minimum payments 
over the entire term of the loan.  That figure is calculated by adding the prepaid 
finance charge total to the total interest to be collected over the term of the loan 
(including interim interest), along with the total of any PMI (Private Mortgage 
Insurance) due for the term of loan.  
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The charges totaled here include any charge payable directly or indirectly by the 
consumer, and imposed directly or indirectly by the lender, as an incident to, or as a 
condition of the extension of the credit.  It does not include charges that would occur 
in a comparable cash transaction.  
 
Because the loan Finance Charge represents a critical element in the calculation of the 
APR, we are including below the Federal Deposit Insurance Corporation (FDIC) 
Regulation Z statutory language on the issue.  It’s dry as dust, but it is the final word 
if you need it. 
 

   Section 226.4 Finance Charge 
 

(A)  Definition. The finance charge is the cost of consumer credit as a dollar amount.  
It includes any charge payable directly or indirectly by the consumer and imposed 
directly or indirectly by the creditor as an incident to, or as a condition of the 
extension of credit.  It does not include any charge of a type payable in a comparable 
cash transaction.  
 
   (1) Charges by third parties. The finance charge includes fees and amounts charged 
by someone other than the creditor, unless otherwise excluded under this section, if 
the creditor: (i) requires the use of a third party as a condition of or an incident to the 
extension of credit, even if the consumer can choose the third party; or (ii) retains a 
portion of the third-party charge, to the extent of the portion retained.  
 
   (2) Special rule; closing agent charges.  Fees charged by a third party that 
conducts the loan closing (such as a settlement agent, attorney, or escrow or title 
company) are finance charges only if the creditor: 
(i) Requires the particular services for which the consumer is charged; (ii) Requires 
the imposition of the charge; or (iii) Retains a portion of the third-party charge, to the 
extent of the portion retained.  
 
   (3) Special rule; mortgage broker fees.  Fees charged by a mortgage broker 
(including fees paid by the consumer directly to the broker or to the creditor for 
delivery to the broker) are finance charges even if the creditor does not require the 
consumer to use a mortgage broker and even if the creditor does not retain any 
portion of the charge.  
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(B)  Example of Finance Charge:  The finance charge includes the following types 
of charges, except for charges specifically excluded by paragraphs through (e) of this 
section: {10-31-96 p.6647}  
   (1) Interest, time price differential, and any amount payable under an add-on or 
discount system of additional charges.  
   (2) Service, transaction, activity, and carrying charges, including any charge 
imposed on a checking or other transaction account to the extent that the charge 
exceeds the charge for a similar account without a credit feature.  
   (3) Points, loan fees, assumption fees, finder's fees, and similar charges.  
   (4) Appraisal, investigation, and credit report fees.  
   (5) Premiums or other charges for any guarantee or insurance protecting the creditor 
against the consumer's default or other credit loss.  
   (6) Charges imposed on a creditor by another person for purchasing or accepting a 
consumer's obligation, if the consumer is required to pay the charges in cash, as an 
addition to the obligation, or as a deduction from the proceeds of the obligation.  
   (7) Premiums or other charges for credit life, accident, health, or loss-of-income 
insurance, written in connection with a credit transaction.  
   (8) Premiums or other charges for insurance against loss of or damage to property, 
or against liability arising out of the ownership or use of property, written in 
connection with a credit transaction.  
   (9) Discounts for the purpose of inducing payment by a means other than the use of 
credit. 
   (10) Debt cancellation fees.  Charges or premiums paid for debt cancellation 
coverage written in connection with a credit transaction, whether or not the debt 
cancellation coverage is insurance under applicable law.  
 
(C)  Charges Excluded From The Finance Charge: The following charges are not 
finance charges:  
   (1) Application fees charged to all applicants for credit, whether or not credit is 
actually extended.  
   (2) Charges for actual unanticipated late payment, for exceeding a credit limit or for 
delinquency, default, or a similar occurrence.  
   (3) Charges imposed by a financial institution for paying items that overdraw an 
account, unless the payment of such items and the imposition of the charge were 
previously agreed upon in writing.  
   (4) Fees charged for participation in a credit plan, whether assessed on an annual or 
other periodic basis.  
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   (5) Seller's points.  
   (6) Interest forfeited as a result of an interest reduction required by law on a time 
deposit used as security for an extension of credit.  
   (7) Real-estate related fees.  The following fees in a transaction secured by real 
property or in a residential mortgage transaction, if the fees are bona fide and 
reasonable in amount: (i) Fees for title examination, abstract of title, title insurance, 
property survey, and similar purposes.  (ii) Fees for preparing loan-related documents, 
such as deeds, mortgages, and reconveyance or settlement documents.  (iii) Notary, 
and credit report fees.  (iv) Property appraisal fees or fees for inspections to assess the 
value or condition of the property if the service is performed prior to closing, 
including fees related to pest infestation or flood hazard determinations.  (v) Amounts 
required to be paid into escrow or trustee accounts if the amounts would not 
otherwise be included in the finance charge.         
   (8) Discounts offered to induce payment for a purchase by cash, check, or other 
means, as provided in ' 167(b) of the act.  

 

Box C:  Amount Financed 
 
The Amount Financed is defined under the Federal Deposit Insurance Corporation 
Regulation Z as the loan amount minus any Prepaid Finance Charges.  Your principal 
and interest payments will be calculated on the loan amount, not the amount financed.  
 
Essentially, to calculate the Amount Financed for the purposes of a mortgage secured 
by real property, you first subtract all finance charges included in the Note amount, as 
well as any other charges exempted.  As an example, if your loan had a Note amount 
of $103,500, which includes finance charges of  $2,500.00 and a credit report fee of 
$50.00, your amount financed would be $103,500 – $2,500 – $50.00 = $100,950.00.  
The credit report fee is exempt from the calculation because the transaction is secured 
by real property.  
 

Box D:  Total Payments 
 
The amount of Total Payments listed in this box are equal to the amount that will 
have been paid after all of your monthly payments are made.  This amount includes 
the original loan amount, interest (regular and interim), and private mortgage 
insurance, if applicable.  
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Additional Disclosures: 
 
In addition to the above four major figures, an amortization schedule is usually 
provided for your future reference.  It is a payment schedule that includes the monthly 
payments you will make on the loan, including principal and interest, and mortgage 
insurance, if applicable.  The amounts for taxes and insurance are not included in 
these figures.  
 
Below is a list of questions that will help clarify any confusing issues that are 
associated with this subject: 
 
Why is my Annual Percentage Rate different than the Interest Rate I was 
initially quoted?  

 
 
 
 
 
 
 
 
 
 
 
The APR is computed using the amount financed, and is based on what your 
proposed payments will be on the actual loan amount credited to you at settlement.  
As an example, on a $150,000 loan with $3,000 in Prepaid Finance Charges, a 30-
year term and a fixed interest rate of 12%, the payments would be $1,542.92 
(principal and interest), since the APR is based on the amount financed of $147,000 
while the payments are based on the actual loan amount given as $150,000.00. 
 
Using the regulation's formula, the 12.278% APR is higher than the note rate, which 
will generally be the case.  However, under certain circumstances, your APR can 
actually be lower that the note rate.  For more information on this, refer to the chapter 
on Yield Spread Premiums and learn how your loan is affected when the YSP is paid 
to the lender, instead of being credited, in whole or in part, to the borrower, as it 
would be in a perfect world.  

 

Example Loan 

Initial Interest Rate  12.00% 

Loan Term    30 Years 

Loan Amount   $ 150,000.00 

Total Prepaid Charges  $     3,000.00 
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Does this mean I will get a smaller loan than the one I applied for? 
 
Nope.  If your loan was approved in the amount that you requested, you will receive 
credit toward your home purchase or refinance for the full amount for which you 
applied.  In the example on the previous page, you would therefore receive a 
$150,000 loan – not a $147,000 loan.  
 
My Disclosure statement says that if I pay the loan off early, I will not be entitled 
to a refund of part of the finance charge. What does that mean to me?  
 
It means that you will be charged “per diem” interest for the number of days that you 
used the loan funds provided by your lender.  Your prepaid finance charges are 
generally not refundable unless you were refinancing, and you decided to exercise 
your right of rescission.  This includes any interest which has already been paid.  If 
you pay the loan off early, you will not be obligated to pay the full amount of the 
"finance charges" shown on the loan disclosure. 
 
What is the Filing Fee?  
 
The Filing Fee is an estimate of the cost of recording the lender’s documents 
(mortgage, deed of trust, deed, etc.) that make your new mortgage legal and binding.  
The fee will be collected at the settlement of your loan and reflected on your HUD-1 
Settlement Statement.  
 

Estimates 
 
All of the figures used are estimates and subject to change at the time of your loan 
settlement.  Their accuracy depends on several factors, including the type of lender 
imposing the charges, a change in loan amount that results in a requirement for 
private mortgage insurance, as well as the final settlement date of your loan closing, 
which may result in a change to the amount required for impounded interest.  
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      hen you apply for your mortgage, you will either “float” or “lock”  
      your interest rate.  Once you lock in your interest rate, as described in 
      this chapter, your interest rate will not change.  For your own benefit, 
it is important to accept the reality that, in most cases, your loan officer will not give 
you adequate advice on when to lock in your interest rate, or for how long.  You will 
need to take full responsibility for those decisions yourself, or suffer the potential 
consequences.  
 
At the time of your application, you will be busy collecting and filling out paperwork, 
and working on numerous other details.  The decision to lock your loan can be easily 
overlooked amid all of the confusion and turmoil.  If you do not lock an interest rate 
on the day you apply, your rate will float until you decide to lock it in.  That means it 
will increase or decrease every day, or even more than once every day, depending on 
the volatility in the capital markets at that time.  
 

Preparation is the Key to a Successful Rate-Lock 
 
Before you apply for your mortgage, get all of your ducks in a row.  Start by finding a 
good online source of competitive mortgage rate information.  Bankrate.com will 
give you what you need, as will msn.com (MSN Money).  For Bankrate.com, open 
their website, click on the Mortgage tab, follow the links for either a purchase or 
refinance loan, select your state, choose the city nearest to you, and you will finally 
wind up on the page that displays a list of the mortgage lenders for your location.   
 

W

 

Chapter Fourteen 

 

Locking Your Loan 
 

How, What, and When to Lock Your Interest Rate 
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Each time you use the online information in an evaluation, print the web page and 
keep it for reference.  Save their web page on your home computer or laptop as a 
favorite.  You’ll need to refer to it often – even after you lock your rate – particularly 
when you inspect your settlement statement at closing.  
 
You can also refer to the National Average Mortgage Rates section, but those rates 
are not always compiled daily, and often include their points, which will skew the 
data.  You will discover that it’s best to evaluate only the competitive interest rate 
information that is fresh daily, just like your gramma’s homemade bread.  
 

The E-Valuation Method 
 
With your new website saved as a favorite, you can use a simple method, which we 
call our E-Valuation Method (EVM), to evaluate a quote for your rate-lock, or any 
other interest rate quote for that matter.  This method allows you to compare your 
quote to the average online rate/point combinations from a reasonable sampling of 
mortgage lenders.  You can make your comparisons side-by-side to the lenders as a 
group, one-on-one individually, or in just about any combination you may choose. 
 

Select Your Lender Sample Group 
 
First…  Select six or eight of the lowest rates on the list – all with the same date and, 
preferably, a 30-day rate-lock period.  The larger the number selected, the more 
reliable your results will be.  As a statistical consideration, try to avoid including any 
lenders that are significantly higher or lower than your average results, as they may 
skew the accuracy of your E-Valuation.  Keep them for later, as you may want to give 
them a look after you have completed your initial evaluation.  
 
As an example, if Bankrate.com posted a dozen rates on some given day in the range 
of 5.500% to 6.00%, and one straggler at 5.125% from a lender you never heard of, 
you should probably omit it, unless you can verify its factual authenticity.  If you can 
verify that it is a real deal, grab it.  However, if you observe only one or two rates that 
are significantly better than anything else posted on that day, you should be skeptical.  
Before accepting any “too good to be true” offers, review the chapters on Wholesale 
Loan Pricing, Yield Spread Premiums, and Predatory Mortgage Lending. 
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On the day this page was written, we observed the following rate and point 
combinations posted online: 
 

E-Valuation Worksheet 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Next…  Once you have established the average E-Valuation Total Points %, you are 
ready to start requesting your Good Faith Estimates.  To simplify your E-Valuation, 
ask each lender to give you a GFE for that precise point total, or as close as you can 
get it.  If the average was 1.512%, as in the above table, request GFEs reflecting an 
interest rate that corresponds to a total of 1.500 points.   
 

 

Internet Rates and Points Posted on:  __________________ 
 
        1 Total  Interest         2 Lock 
 Lender  APR %  Points %  Rate %  Days 
 
  Quicken Loans   5.871     2.000    5.625    30 

  Bank of America   6.778     1.000    6.625    30 

  Express Loan    5.594     2.000    5.375    30 

  Aasent Mortgage   5.617     1.000    5.500    30 

  AimLoan    5.500     1.945    5.250    30 

  Wash. Mutual    6.000     1.125    5.875    30 

  Averages:    5.893%     1.512%    5.708% 

 

Now, get your lender rate quote numbers ready… 

Lender Rates and Points Quoted On: __________________ 
 

  Lender One     _________      _________      _________  ____ 

  Lender Two     _________      _________      _________  ____ 

  Lender Three     _________      _________      _________  ____ 

 

1 Total Points % = Loan origination fee + discount points 
 

2 The number of lock days MUST be the same in all cases 



 

226 
 

Chapter Fourteen – Locking Your Loan 
 
Don’t worry about the 0.012% difference between the 1.512% average and the 
1.500% points that you will request for your GFEs – it’s not significant.  All lenders 
can quote an interest rate based on any given point structure.  It is all academic, and 
any loan officer that tells you that they cannot do it, should be summarily eliminated 
from your E-Valuation. 
 
Finally…  Compare the APR, points, and interest rate quoted by the lender you wish 
to evaluate, to your E-Valuation sample group averages, as in the previous table.  If 
their rate/point combination quote was reasonably close to the 5.893% APR, 1.512% 
points, and a 5.708% interest rate, for example, it is probably a “market” rate/point 
combination.  However, if their total points were 1.750% or more, compared to the 
sample group average of 1.512%, you should take your E-Valuation Method numbers 
to you loan officer and ask why their quote is so much higher.  
 
If, in this case, your points were about the same as the sample group average of 
1.512%, but your APR was 6.125% or higher, then it may include a Yield Spread 
Premium or some other possibly undisclosed charge.  They can hide undisclosed loan 
costs in a mountain of confusing mortgage documents, but you cannot hide them from 
the APR calculation.  Federal law considers the APR to be the most important factor 
in any evaluation of competitive mortgage interest rates, so you should rely on it with 
a high degree of confidence.   
 
The E-Valuation Method is more of a down-and-dirty evaluation tool, than a precise 
statistical model.  The purpose of using it, is to determine if the rates and points you 
were quoted appear reasonable, or at least in the ballpark of current market rates.  If 
they are, you are not only doing pretty good, you may not need to worry about being 
ripped off – and that’s the name of the game. 
 
The E-Valuation Method cannot tell you, with 100% accuracy, if you are getting the 
best deal on your loan or not, because there are too many variables to be considered.  
However, presuming you have qualified for the best conventional financing terms 
offered by your lender, you can make a reasonable assessment by considering the 
following questions: 
 
A. Is the rate/point combination and APR offered by this lender for your rate-lock 
 generally competitive with similar loans offered by other local and/or national 
 lenders,  including those online?  
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B. Is the rate/point combination and APR offered by this lender for your rate-lock 
 comparable to the one quoted on your original, or updated, Good Faith  Estimate 
 and Truth in Lending Disclosure?  
 
C. Is the rate/point combination offered by this lender reasonable for your income 
 level and credit score? 
 

When You “Lock” Your Loan 
 
   This is it – you’re on the two-yard line and it’s fourth-down.  All you  
   need to do is mount your strongest defense for one more play, and you  
   can win the game.  Your loan officer is standing in your end zone with a 
   smirk on his face.  He’s thinking: can I spring the old YSP trap-play on  
   this sucker, or will they be too smart for me, and check my final interest 
rate quote on the internet?  Should I go for it, or not? 
 
When you believe that it is time to lock in your rate, you need to double-check your 
loan pricing.  Before you authorize the rate-lock, you should get the wholesale rate 
sheet and examine it carefully.  If you cannot obtain the wholesale rates, you should 
talk them into letting you peek at it in their office.  Once your rate is locked-in, there 
is no turning back, no mulligans, and no do-overs.  You got what you got! 
 
Although some lenders will allow a one-time renegotiation of a rate-lock, most will 
not, so confirm in advance of registering your rate-lock that your lender does, or does 
not offer one – or don’t count on it.  If they do offer it, you may be able to be a little 
more aggressive in your negotiations, just be smart and careful. 
 

Watch Out For “Low-Ball” Tactics 
 
In this section, we are going to show you a little known method that can be used to 
avoid “low-ball” tactics.  Low-ball and bait and switch tactics involve a specific 
chronology.  When they are employed in mortgage lending, the chronology begins 
with the Good Faith Estimate.  A loan officer is free to give you a low-ball interest 
rate quote because there is no legally required audit procedure that would verify that 
the terms offered are actually available at the time of the quote.  Although they are 
completely ILLEGAL, low-balls are still pitched every day. 
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When a loan officer prepares a GFE, they do not have to send a copy of it to the 
Department of Housing and Urban Development (HUD) and include a copy of their 
wholesale rate sheet to prove that it is an honest quote.  In most cases, even the 
lenders themselves do not monitor the GFEs that their loan officers are handing out.   
 
Basically, loan officers are on their own when it comes to the interest rates and points 
quoted in a GFE, even though they are governed by state and federal laws.  They can 
easily justify the use of erroneous numbers by using time-tested forms of lip service 
such as: I prepared your GFE before I knew your credit was so bad; your GFE was 
based on a loan program that has changed; I thought you would qualify for our best 
rate, but now you won’t, bla…, bla…, bla.  Who is to say that it was accidental or 
intentional?  If you do not recognize it and take steps do something about it, nobody 
else will.  The only thing you can do, is stop it before it happens. 
 
Although lenders will never acknowledge that they would use low-ball or bait and 
switch sales tactics, the “shoot from the hip” way in which loan officers routinely 
quote rates keeps that door wide open.  It doesn’t matter if a low-ball or bait and 
switch tactic is used intentionally, by accident, or by a loan officer that recently had a 
lobotomy, it’s still fraud.  
 
Few lenders take the time to fully educate their loan officers on the laws that affect 
the way they prepare their Good Faith Estimates.  Most lenders take a “see no evil, 
hear no evil, speak no evil” attitude, and ignore the “do no evil.”  
 

Loan Pricing “Bait and Switch” Tactics 
 
   Beware of loan officer “bait and switch” tactics.  When a lender throws 
   you a low-ball quote, it is the first step in a “bait and switch” scheme.   
   According to most state laws, a low-ball rate is an interest rate that a  
   lender cannot deliver to a borrower, at the promised discount fee, on the 
   day the interest rate was quoted. 
 
Example:  If a lender is competing for your loan, they might quote you the same rate 
quoted by a competitor, but at a lower discount fee.  You tell them that Intergalactic 
Financial has offered you a 30-year fixed rate at 5.750% for a 1.00% discount fee and 
that is the best deal you have seen, so far.   
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Next, you call AmeriCrook Mortgage and their loan officer quotes you the same 
5.750%, but tells you that their discount fee will be only 0.500%.  That is a big 
savings for any borrower, and one that would probably convince them to apply for a 
loan with them.  The loan officer might even sweeten the deal by making offers of a 
free appraisal or “we can close in only ten days.” 
 
Unscrupulous lenders believe they can get your loan with a low-ball quote, as long as 
they do not have to lock in your rate for a while, because they know four things that 
are common to most loan shoppers: 
 
1. After a borrower applies for a loan with a particular lender, they usually stop 
 shopping around for the best rate or terms. 
 
2. After loan processing begins, most loan shoppers stop paying attention to 
 changes in the mortgage markets and interest rate patterns. 
 
3. Borrowers have short memories.  Differences between the discount fees offered 
 for particular rates, by specific lenders, are very soon forgotten.   
 
4. Borrowers do not know how to catch a lender in the act of using an illegal low-
 ball interest rate quote to attract their loan business.  
 
The 0.500% discount fee offered by AmeriCrook can easily turn into a 1.500% 
discount fee later by blowing smoke about interest rate volatility, your credit score, a 
recent change in a loan guideline, or a “take it – or leave it” attitude, now that they 
have your loan.  So – BEWARE! 
 

Lock Your Rate Conservatively 
 
Do not let your loan officer make you “penny-wise and pound-foolish.”  If your loan 
is not 100% approved with all of your “prior-to-docs” underwriting conditions 
satisfied and “signed-off,” you should never lock your rate for less than 30 days.  Too 
many loan officers will lock a borrower’s interest rate with multiple conditions still 
outstanding.  Then, if it takes longer than anticipated to get their underwriter to sign-
off on the conditions – and the rate-lock expires, who pays the price?  Certainly not 
the loan officer – all they’ll give you is lip service. 
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A close examination of any rate sheet will reveal that a 30-day rate-lock for a given 
interest rate costs only a little more than a 15-day rate-lock.  You should consider the 
payment of such a small difference an insurance policy that will protect you from a 
sudden spike in interest rates. 
 
For the 5.875% interest rate below, the difference, as a cost, between a 15-day rate-
lock and the 30-day lock is only 0.876% – 0.813%  =  0.063%.  On a $350,000 loan, 
that added cost would be only $350,000 × 0.063%  =  $220.50.  Compare that small 
one-time cost to the possible increase in your monthly payment caused by the higher 
rate you could get stuck with, if your 15-day rate-lock expired, and the 220 bucks 
becomes insignificant. 
 

Example Rate-locks and Fees 
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When you research interest rates, you might also consider how the price of a rate-lock 
compares between the lenders you are considering.  Ask them right up front, before 
you even pick your rate, what the costs are for a 30-day, 45-day, and 60-day lock. 

 

The Rate-Lock Registration Form 
 

With the current wholesale rate sheet, or other proof-positive documentation in hand, 
you can request a copy of your rate-lock confirmation form from the loan officer.  If 
you were unable to verify the wholesale rate/point facts, you won’t be able to easily 
detect, or challenge, any pricing abuses that would otherwise jump out at you on the 
lock form.  The rate-lock confirmation form lists all pertinent rate and discount fee 
information, including the dreaded Yield Spread Premium.   
 
A sample of a rate-lock confirmation form appears on the following page. 
 

 

   Rate    15 Days  30 Days   45 Days    60 Days 

   5.875   0.813     0.876     1.001      1.126 

   6.000   0.285     0.347     0.472      0.597 

   6.125   (0.205)      (0.142)     (0.017)      0.108 

   6.250   (0.726)      (0.664)     (0.539)     (0.414) 
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With the actual rate-lock confirmation form, completed by the wholesale lender or 
secondary mortgage marketing department, and the wholesale rate sheet used by the 
loan officer to lock your rate, you’re ready to compare the numbers and the details. 
 
A. Confirm that the interest rate agreed to verbally with your loan officer is the 
 exact rate that was locked-in. 
 
B. Confirm that the discount cost or rebate locked-in is the same as the one quoted 
 on your original or updated Good Faith Estimate.  Although your final interest 
 rate may have increased or decreased, your loan officer should honor the point 

 

Jesse James Mortgage Company 

Loan Registration and Rate Lock Confirmation 

Regional Office: Aurora, IL    Fax Number: (312)896-1189 

Account Executive:  Tom McCabe   Fax Number: (312)896-8194 

Borrower’s Name(s):  Richard Ritenour  Loan Number: R8921496 

Property Address:  123 Downer Place   City:  Aurora, IL 60506 

Loan Amount:  $400,000.00     Purchase Price:  $500,000.00 

Loan Program:  30-year Fixed    LTV:  80% 

Interest Rate:  6.000%      Total Price:  1.250% 

Lock Option:  30 Days      YSP: 0.000 

ARM Start Rate:       ARM Note Rate: 

ARM Margin:       Total YSP: 

Date Locked:  07/12/2008     Expiration Date:  08/11/2008 

Time Locked:  11:54 AM CST    Locked By:  Jesse James 

 

If the information provided to Jesse James to price this loan is incorrect or 
changes for any reason, Jesse James reserves the right to reprice this loan. 
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 structure as originally offered and accepted.  As an example of how rates may 
 change, for the better or the worse based on market changes, here’s the scoop: 
 
 Market Status GFE Rate GFE Points   Final Rate    Final Points 
 
     No change     6.000%     1.250%      6.000%  1.250% 
     Better      6.000%     1.250%      5.750%  1.250% 
     Worse     6.000%     1.250%      6.250%  1.250% 
 
 In other words:  If interest rates got Better (lower) after you received your 
 initial Good Faith Estimate, you should have been offered a better market rate for 
 the exact same points (or as close as possible according to the rate sheet).  Just 
 because interest rates may have increased, it does not mean that a loan officer’s 
 commission should also increase, although that is what many loan officers would 
 like to believe. 
 
 If interest rates got Worse (higher) after you received your original Good Faith 
 Estimate, your loan officer should inform you of that fact right away to curtail 
 any further damage caused by an interest rate market “goin-south.” 
 
C. Confirm any Yield Spread Premiums that were applied to your loan.  If you 
 requested a zero-point, or reduced-point loan, make sure that the YSP applied is 
 the exact percentage that you requested.  If it is not, request an explanation from 
 your loan officer.   
 
 If you did not request any specific YSP discount percentage, but agreed to  
 accept one sufficient to cover certain loan costs specified to the loan officer, do 
 the math to make sure there was nothing left over after your loan costs were paid.  
 If the YSP number reflects a cash equivalence amount in excess of your loan 
 costs, ask for an explanation.  Even an extra (0.125%) YSP can jack- up your 
 interest rate and cost you a bundle down the road. 
 
D. Confirm that the number of days your rate was locked-in for is the same as that 
 which you agreed to, and that it is long enough to get your closing documents 
 drawn, signed, and your loan funded before the lock expires.  Be skeptical of any 
 suggestion that you lock your rate for anything less than thirty days. 
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 There are two types of underwriting conditions that will affect the length of any 
 rate-lock.  Make sure you understand which type pertains to your loan, and what 
 the likelihood is for any possible rate-lock expiration. 
 
 (1) “Prior to Docs” conditions must be satisfied before the lender will prepare 
 your closing documents, and (2) “Prior to Funding” conditions will allow your 
 documents to be prepared and you can sign them, but the lender will not send 
 your loan funds until they have been satisfied.  Your loan officer should explain 
 these conditions to you in detail, and determine which rate-lock period will be 
 needed to ensure that there will be no lock expiration problems. 
 
 Remember:  There is no logical reason to accept a 12-day or 15-day lock when
 you consider how inexpensive a 30-day lock is, as well as the fact that a slightly 
 longer rate-lock period can act as a cost-efficient hedge against higher interest 
 rates.  If your lock expires, the new rate locked will be the lower of the current 
 market rate, or the rate that just expired. 
 
E. Confirm that your rate was locked on the exact date that it was supposed to be 
 locked.  Also, make sure that it was locked within a reasonable length of time 
 after you directed the loan officer to lock it.  Most lenders include the time of a 
 rate-lock on their confirmation form.   
 
 Beware of “the lock desk was closed” game.  This is a very dangerous game, 
 also known as “playing the market,” and one that a predatory loan officer will 
 play in order to increase their loan commission. 
 
 Example:  Let’s say that it is Tuesday afternoon at 4:00 and you want your rate 
 locked-in.  You tell your loan officer to “git ‘er locked” and he agrees.  Your rate 
 will be 6.00% and your discount fee will be 0.00% (you chose their par rate).  In 
 this scenario, the loan officer knows something that you don’t – interest rates are 
 falling, and falling fast.  
   
 At 4:15, as the borrower’s par discount fee for their 6.00% rate has already 
 turned into a (0.375%) rebate, the loan officer is faced with an  ethical dilemma.  
 Should he immediately lock-in the borrower’s rate, as promised, and pass on the 
 newly rebated pricing, should he lock-in now and keep the (0.375%) rebate for   
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 himself and let the borrower have the previously quoted par price, or should he 
 “let it ride” until the following morning when interest rates might be even lower?  
 Let’s see: eeny, meeny, miny, moolah …? 

 
 The loan officer’s thoughts of getting a bonus on this loan, equal to the down 
 payment needed to buy his new “Beemer” gets the better of him.  The following 
 morning when the new rates come out, the borrower’s 6.00% loan now offers a 
 (2.625%) YSP rebate.   
 
 BINGO!  It looks like somebody hit the jackpot.  The question is: who gets the 
 benefit of the lower pricing – you or the loan officer.  If you never catch on to the 
 game he played, all is great for the lender, but not for you.  If you discover what 
 the loan officer did, and challenge it, they could say: well, the lender’s phone was 
 busy, and when I finally got through, the operator told me that the lock desk was 

 closed.  This lame and overused excuse works even better when rates go the 
 wrong way and the loan officer has to explain why the borrower’s loan costs had 
 suddenly skyrocketed because he was, in fact, playing the market. 
   
 Remember:  If the loan officer decided to keep it all, as long as the proper 
 disclosures were provided at the time of your application, the (2.625%) gain 
 would be considered a perfectly legal “secondary marketing gain.”  Legal – yes, 
 but only you can decide if it is fair and ethical, and an acceptable way to treat a 
 trusting customer. 
 

Before You Lock an ARM Rate 
 
Adjustable rate mortgages are more susceptible to predatory lending abuses than 
fixed rate mortgages because there are more variables that can confuse a borrower, 
and more that can be manipulated.  It is within a framework of increased variables 
that a crooked loan officer can take advantage of a borrower’s lack of mortgage 
knowledge.  As a result, you need to take more time evaluating the terms of an ARM 
loan in order to ensure that you are getting a fair deal. 
 
If you have applied for an Adjustable Rate Mortgage (ARM), confirm the Start Rate, 
Index, and Margin.  Each of these variables can be manipulated, as shown in the 
tables below, in order to create a Yield Spread Premium for the lender.  It is critical  
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that you evaluate the Adjustable Rate Mortgage Disclosure that was provided for you 
when you applied for your loan, and you need to scrutinize its content.  It will be a 
little complicated, for sure, but you need to understand it thoroughly so that you do 
not wind up with a payment, in a few years, that will break your piggy bank. 
 
The following tables show the type of ARM pricing options available to loan officers 
that can drive up your loan costs and monthly payments. 
 

     Start Rate Pricing Options      Margin Rebate Options 
 

 
 
 
 
 
 
 
 
 
 
   
As both tables above illustrate, when the ARM start rates and margins are increased, a 
Yield Spread Premium can be generated.  It is for that reason that you need to verify 
that neither has changed for the worse since your original loan quote.  If either, or 
both, have decreased, that’s just great, as long as you reap the rewards and not the 
loan officer. 
 

Adjustable Rates are Complicated and Sometimes Dangerous 
 
After you confirm that your Start Rate, Index, and Margin are exactly the same as 
those originally quoted or agreed to, pay particular attention to the following example 
sections, and use them as a reference to compare your own ARM terms to the terms 
you were promised.  We suggest that you evaluate your ARM terms using the 
Adjustable Rate Mortgage Payment Planner that we have provided for your 
convenience on Page 236.   
 

 

   Rate %  Price % 

    3.500     1.750 

    3.750     1.000 

    4.000     0.000 

    4.250   (1.000) 

    4.500   (1.750) 

  Margin %  Add-On % 

      2.250      0.000 

      2.500     (1.000) 

      4.000     (1.500) 

      4.250     (1.750) 

      4.500     (2.000) 
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The Fine Print “Payment” Section in an ARM Disclosure 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Simplified Fine Print “Payment” Section 
 

The above example terms are from a $700,000 Three-Year Adjustable Rate Mortgage 
with a 4.750% Start Rate, a 2.500% Margin, and based on the Three Year Treasury 
Bill index.  It has three payment legs: The first leg has 12 monthly payments, the 
second leg has 36 monthly payments, and the third leg has 312 monthly payments, 
adjusted every 36 months, as described below.   
 
From the above ARM Disclosure: 
 
PAYMENT (A), The First Leg:  Subject to any payment changes resulting from the 
Index, I will pay this loan in accordance with the following payment schedule:  12 
consecutive principal and interest payments in the initial amount of $3,659.08 
each, beginning May 2, 2004, with interest calculated on the unpaid principal 
balances at an initial discounted interest rate of 4.750% per annum… (continued 
on next page)… 

 

PAYMENT.  Subject to any payment changes resulting from changes in 
the Index, I will pay this loan in accordance with the following payment 
schedule:  (A) 12 monthly consecutive principal and interest 
payments in the initial amount of $3,659.08 each, beginning May 2, 
2004, with interest calculated on the unpaid principal balances at an 
initial discounted interest rate of 4.750% per annum; (B) 36 monthly 
consecutive principal and interest payments in the initial amount of 
$4,192.28 each, beginning May 2, 2005, with interest calculated on the 
unpaid principal balances at an interest rate of 6.000% per annum;and 
(C) 312 monthly consecutive principal and interest payments in the 
initial amount of $4,192.28 each, beginning May 2, 2008, with interest 
calculated on the unpaid principal balances at an interest rate based on 
the weekly average yield on United States Treasury Securities, adjusted 
to a constant maturity of three years as published each week by the 
Federal Reserve Board, plus a margin of 2.500%, adjusted if necessary 
for the minimum and maximum rate limitations for this loan, resulting in 
an initial interest rate of 6.000%. 
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Explanation:  This loan has a 4.750 start rate (a.k.a. “teaser rate”) for the first 12 
months of the loan. 
 
Confirmation Needed:  Make sure your start rate is exactly the same as the one that 
you agreed to accept. 
 
PAYMENT (B), The Second Leg:  36 monthly consecutive principal and interest 
payments in the initial amount of $4,192.28 each, beginning May 2, 2005, with 
interest calculated on the unpaid principal balances at an interest rate of 6.00% per 
annum… 
 
Explanation:  The monthly payment adjusts in the 13th month of the loan and is then 
fixed for the next 36 months at a payment based on a 6.00% interest rate. 
 
Confirmation Needed:  Make sure that they method used to adjust your payments is 
the same as the one quoted, and the one you agreed to accept. 
 
PAYMENT (C), The Third Leg:  312 monthly consecutive principal and interest 
payments in the initial amount of $4,192.28 each, and beginning May 2, 2008, with 
interest calculated on the unpaid principal balances at an interest rate based on the 
weekly average yield on United States Treasury Securities, adjusted to a constant 
maturity of three years as published each week by the Federal Reserve Board… 
 
Explanation:  Now, in the 49th month of the loan (the beginning of the third and final 
leg), the monthly payment changes again for another three years.  This leg, instead of 
being fixed at the 6.00% “the minimum Note rate,” the interest rate is calculated by:  
INDEX + MARGIN = INTEREST RATE. 
 
Confirmation Needed:  Make sure that the frequency of payment adjustments 
matches the frequencies quoted originally, and contained in your Adjustable Rate 
Mortgage Disclosure.  If you find any discrepancies, call your loan officer 
immediately for an explanation. 
 

Double-Check Everything!  Your pocketbook depends on it… 
 
 
 



 

238 
 

Chapter Fourteen – Locking Your Loan 
 

It’s Just Too Darn Complicated 
 

If the above description is too difficult to understand, or if you think you may have 
any amount of difficulty controlling your personal income because of the uncertainty 
associated with the way your future payments will change, get a fixed rate. 
 

Adjustable Rate Mortgage Planner 
 
Ask your loan officer to provide you with a Loan Amortization Schedule specific to 
the terms of your loan.  You should also go online and print the historical index data 
for whichever index is used for your loan.  Since the amortization schedule for an 
ARM will only be able to estimate your future monthly payments, you will need to 
adjust your planner when your payment is within 60 days of an adjustment. 
 
Plan Ahead:  Use the Adjustable Rate Mortgage Disclosure provided by your loan 
officer to complete this planner before you accept any ARM loan.   

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

ADJUSTABLE RATE MORTGAGE PAYMENT PLANNER 

     Scheduled First Payment: ____________   Scheduled Last Payment: ____________ 

     Index Name: _________________________________   Margin: _____________ % 

INDEX + MARGIN  =  INTEREST RATE % 

Total Monthly Payment $  =  Principal + Interest + Taxes + Insurance 

☺= Actual Payment  Est. = Estimated Payment 

      Mo.   % Index        %       Monthly   Monthly    Monthly   Total Monthly 
   Pmt. #        Used       Margin    Prin & Int $      Taxes $        Ins. $        Payment $ 
 
   1 – 12                                                 

 13 – 24 

 25 – 36 

  Etc… 
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As this form is a little “busy,” you may find it easier to let your loan officer do all of 
the calculations and enter all of the results.  That’s what they are getting paid for.  
Remember that your payments require an amortization calculator. 
 
Budget Your Income:  With the future estimated payments knowledge you will have 
gained from your planner, compare your anticipated “worst-case” monthly payment 
scenarios to the amount of future disposable income available for your mortgage 
payments.  Will you have enough income to cover the payments without making 
sacrifices?  Homeownership should not be about sacrifices – it should be about fun, 
kids, picnics, and gardens. 
 
If your evaluation of the loan proposed by the lender has the “potential” of disrupting 
your future financial stability, find a different loan – or maybe a different lender.  
You do not have to accept the “expert” opinion of any loan officer at face value.  Get 
angry, make some noise, and challenge their opinions.  If your gut tells you that there 
is any reasonable chance that you might get into trouble with the loan they have 
suggested, tell them to “try again” until they can suggest one that you won’t have to 
worry about – ever. 
 

Rate-Lock Expirations Cost Money 
 
If your rate-lock expires, you will probably need to take a higher rate, which will 
increase your monthly loan payment as well as the total amount of interest that you 
will pay.  If you do everything that a competent loan officer tells you to do, from the 
time your interest rate is locked, there should be no problems.  If you are not able to 
comply with the timing issues that are critical to closing your loan before your rate-
lock expires, however, things may get really ugly – really fast.  One example of the 
type of SNAFU that can make everyone crazy, trying to close your loan, is: 
 

Show Me The Money… 
 
The borrower has a sales job that requires him to travel extensively around the world, 
and he is always difficult to contact.  After finally getting his loan approved, and the 
docs ready to draw, on his mortgage, the loan officer locked in his rate on a 30-day 
rate-lock term.  Considering the fact that all of his approval conditions had been 
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signed-off on, and all he had to do was cough up the loot he needed for his down 
payment and closing costs, a 30-day lock “should” have been plenty long enough. 
 
The day that the escrow officer received his docs, he came in and signed everything 
as requested.  During the signing, both the loan officer and the escrow officer stressed 
how important it was that he get all of his closing funds in, no later than the next day.  
He said that since he was leaving the country the following day on a sales trip abroad, 
his wife would bring in the money – no problem!  Yup, famous last words! 
 
The following day, the wife called the loan officer to let him know that their funds to 
close had been requested from their stockbroker, and should be available right away.  
The loan officer reminded her that the funds needed to be in their escrow account by 
4:00 that day to avoid any problems, even though their rate-lock still had a full week 
before it expired.  Once again, the loan officer hears “no problem!” 
 
Well, their closing funds then went into the “twilight zone” because the escrow 
officer never got them in time to preserve their rate-lock, and they had to accept a 
higher interest rate.  Plus, they even had to take a different loan program because the 
new higher interest rate caused their debt ratios to shoot past the maximum allowed 
under the original loan guidelines.  Now it’s really ugly, and even though the sharp 
loan officer was able to get it closed, there were lots of hard feelings. 
 
The moral of the story is this: when your loan officer and/or escrow officer tells you 
when to do something – just do it!  If you care about the success of your loan closing 
and don’t want to take a chance on screwing up your deal, you should not presume 
that you can ignore their advise, and do things according to your own schedule. 
 
 
 
 
 
 
 
 
 
 
 



 

241 
 

 
 
 
 
 
 
 
 

 
 

 

 
 

 
        et ready to close!  You are almost done, but there is one more important 
        step in the loan process – the Close of Escrow.  Once you have signed all 
        of your closing documents, you fly past any rescission period, and then 
everything gets recorded, you are done.  You can’t go back to renegotiate anything.  
This is your absolute last chance to fix anything, and to protect yourself from any 
predatory lending surprises, or human errors, that may have slipped through the 
cracks and are waiting to bite you. 
 
You need to take your time examining every little detail, and refuse to be rushed by 
anyone.  You will soon discover that your escrow officer will try to slam-dunk your 
closing because they have no liability in the content of the lender’s documents.  Too 
many borrowers believe that the escrow officer has a special responsibility to verify 
all of the mortgage elements that you are about to accept.  They are wrong – it’s all 
up to you. 
 
In preparation for the signing of your loan closing documents, you should consider 
the following: 
 
A. Make a final check of competitive interest rates using Bankrate, MSN Money,
 or any other, and compare them to the ones that will appear in your loan closing 
 documents.  Don’t be too concerned if the current market rates are a little better 
 than the ones you have locked-in.  If your rate is 6.00%, and your loan discount 
 was 0.500%, it may not be worth the trouble and risk to switch lenders to get a
 6.125% rate with a 0.750% discount. 
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The Final Step on Your Path to Homeownership 
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 On the other hand, if you could get a 5.750% rate at a 0.125% discount locked-in 
 immediately with another lender on a large loan amount, you might want to make 
 some noise with your current lender about possibly renegotiating your rate, or 
 talk about transferring your loan package.  It all depends how much you’ll save. 
 
B. Get your reference tools together.  These tools include your original Good Faith 
 Estimate, Truth in Lending Disclosure, Lock Registration Form, and anything 
 else that will help with the evaluation of your final loan terms. 
 
C. As soon as your escrow officer receives your document package from the lender,
 tell them you want to inspect the following ones before you make your signing 
 appointment: 
 
 1. The HUD-1 Settlement Statement 
 2. The Final Lender Truth in Lending Disclosure (TIL) 
 3. The Mortgage Note or Adjustable Rate Note 
 4. The Deed of Trust 
 5. Your First Payment Letter 
 6. Any other lender specific documents that your escrow officer believes will  
  be of benefit to your pre-signing document inspection 
 
 Make sure that they provide you only with copies of the documents, so that the 
 original set will not become disorganized, and because you will probably be 
 making a lot of notations on them. 
 
D. Evaluate your documents using the following tips: 
 

Examining Your Closing Documents 
 
Clear off the kitchen table, turn down the TV, and give yourself plenty of time for the 
final examination of your loan documents – because it is really important.  Pile up the 
document copies provided by your trusty escrow officer in the order of those shown 
on the previous page, and put on your Sherlock Holmes hat.  Start with your HUD-1 
Settlement Statement and you might as well do what everyone else does, drop down 
to Line 303 and see how much cash you need to come up with to close your deal.  
Now, if you’re still conscious, proceed to the next page. 
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We do not recommend that you review these documents in the escrow office “only” 
during your signing appointment.  If you do so, your time will be rushed, and you will 
not be able to fully scrutinize each of the closing documents.  We recommend that 
you review them in the comfort of your own home “first,” and then in the presence of 
your escrow officer.  Doing it this way will better prepare you for the final signing, 
and equip you with a number of questions that you probably would not have been 
otherwise able to think of. 
 
Although there are many elements that need to be confirmed during your closing, 
these tips involve only those that involve your mortgage terms. 
 

Your Settlement Statement – The “HUD” 
 
Regardless of the lender or the escrow company chosen to handle your loan 
transaction, they are required by federal law to provide you with the following 
standardized settlement statement, commonly referred to as the “HUD” (for the 
Department of Housing and Urban Development).  RESPA (Real Estate Settlement 
Procedures Act), which is administered and enforced by HUD, requires the use of this 
form with any federally related mortgage loan. 
 
The form used by escrow companies is the HUD-1 Settlement Statement.  Although 
most escrow officers will give you as much time as you need to review your HUD 
before your transaction must close, RESPA’s Section 3500.10 requires that they give 
you one full day before settlement.  Try to get plenty of time. 
 

Examine Page One of the HUD 
 
The HUD represents the final accounting of the funds involved in your real estate 
transaction.  It includes all of the funds required in connection with the terms of your 
purchase contract, the funds provided by your lender, the prorated property taxes, 
insurance, special assessments, homeowner’s association dues, and all others. 
 
Because it is the final settlement statement and reflects all of your costs and credits, 
you need to take a sufficient amount of time to examine every line on each page.  If 
you have any questions whatsoever, do not let them slide – drag your escrow officer 
in by her hair, if need be, and get an explanation. 
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Part J. - Summary of Borrower’s Transaction 
 
This section pertains only to the borrower’s loan costs and credits, such as their down 
payment, new loan amount, and taxes. 
 

Line 101 – Contract Sales Price 
 
Verify that the sales price listed on this line is identical to the one that you agreed to 
on your real estate purchase contract.   
 

Line 102 – Personal Property 
 
If your HUD has a number listed on this line, you had better think twice about leaving 
it there.  The value of personal property, over a certain amount, cannot be included in 
the appraised value of a home.  As a result, most underwriters will reduce the amount 
of the appraisal by the value of any “listed” personal property, and recalculate your 
loan amount based on the revised appraised value.  The recalculated loan amount will 
be lower than the one you thought you would get. 
 

Line 103 – Settlement Charges to Borrower (Line 1400) 
 
After you have confirmed the correctness of the information listed on page two of 
your HUD, check this Line 103 to make sure that it has the same amount that is listed 
on Line 1400, on page two.  This line is the total of all the charges that you have 
incurred in connection with your loan.  Before you sign-off on the accuracy of your 
HUD, you will need to scrutinize each of the “Paid From Borrower’s Funds At 
Settlement” lines.  Do not be afraid to question each, and every, line. 
 
   Recheck your original or revised Good Faith Estimate to confirm that  
   the amounts provided at that time, in Section 1000 – Total Estimated  
   Settlement Charges – are very close to those listed on Line103.  If there 
   is a large significant difference, you need to investigate the reason.   
   Federal law requires any mortgage lender to redisclose loan costs if 
there is an increase of more than $100.00 from any previous Good Faith Estimate.  If 
there is a decrease in the costs, no additional loan disclosure is required. 
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Lines 106 - 112 – Adjustments For Items Paid By Seller in Advance 
 
Ask your escrow officer to explain all of the items listed in this section, and confirm 
that your agreement to the adjustments is verified by your purchase contract. 
 

Line 120 – Gross Amount Due From Borrower 
 
Verify individually, and add together lines 101 through 112.  That exact total should 
be listed on this line. 
 

Line 201 – Deposit or Earnest Money 
 
Verify that every penny you deposited toward your purchase has been accounted for.  
It is very common for buyers to make more than one deposit, so make certain that 
your escrow officer has not missed any. 
 

Line 202 – Principal Amount of New Loan(s) 
 
Verify that the loan amount you requested in listed correctly on this line. 
 

Line 203 – Existing Loan(s) Taken Subject To 
 
If you are purchasing your home and are taking the property “subject to” an existing 
mortgage, it means that you will get the deed, but you will not assume the current 
owner’s loan and, for whatever reason, it will not be paid off.  That loan will stay in 
the name of the original owner, but you will take control of the property and make the 
payments on their loan.  This practice is called “wrapping” the existing mortgage, and 
if your mortgage is a conventional type, your lender will be unhappy about it. 
 
This issue creates potential problems because of the “due-on-sale” clause, which is a 
part of every conventional loan agreement.  If you intend to buy a home and take the 
property “subject to,” you should understand all of the problems before you allow it 
to close.  If you have applied for a new “first” mortgage to buy the home, the prior 
owner’s loan will remain in “first” position on title, unless they complete a 
subordination agreement.  That agreement, which would certainly be sent to your 
lender by the escrow officer, will torpedo your new loan in a heartbeat.  
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Line 220 – Total Paid By/For Borrower 
 
This line includes your down payment, the principal amount of your new loan, and 
any credits received from the Seller or other parties, including any seller carry-back 
amounts. 
 

Line 301 – Gross Amount Due From Borrower (Line 120) 
 
This line needs to agree with Line 120 above.  If it does not, your settlement 
statement will not balance. 
 

Line 302 – Less Amount Paid By/For Borrower (Line 220) 
 
This Line 302 must be the same as Line 220. 
 

Line 303 – Cash (        From) or (        To) Borrower 
 
  This line specifies the amount of additional cash the borrower needs to   
  come up with in order to close the transaction, or the amount of their refund.  
  It is calculated by subtracting Line 220 from Line 120.  It should coincide 
with the Total Estimated Funds Needed To Close line on the bottom of your original 
or updated Good Faith Estimate.  If there is a significant difference, you should verify 
it.  If you cannot determine the difference yourself, call your loan officer and have 
them explain it to you. 
 

Part K. - Summary of Seller’s Transaction 
 

You will probably find it helpful to contact your escrow officer, while you are at 
home examining your documents, to confirm the amounts listed in this section.  It 
includes all of the amounts that will be paid by, or to the Seller.  Are the charges 
listed on page two of the HUD, under the column “Paid From Seller’s Funds At 
Settlement,” accurate?  Are they the amounts you agreed to?  If any do not look 
correct, review your purchase contract.  In the case of a refinance, this column would 
be blank. 
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Line 401 – Contract Sales Price 
 
This line should be the same as the amount listed on Line 101, and agree with the 
final terms of your real estate purchase contract. 
 

Line 420 – Gross Amount Due To Seller 
 
This amount is the base amount due to them, and will be reduced by the amounts 
listed below in Section 500. 
 

Line 502 – Settlement Charges To Seller (Line 1400) 
 
The amount shown on this line should be the same as the amount listed on the “Paid 
From Seller’s Funds At Settlement” column of Line 1400. 
 

Line 504 – Payoff First Mortgage 
 
This line does not affect the borrower’s proceeds.  It is only for the Seller’s 
information.  If the number on this line is incorrect, it will be corrected. 
 

Lines 510 - 519 – Adjustments For Items Unpaid By Seller 
 
This section itemizes additional costs, some prorated, which are the responsibility of 
the Seller.  You should ask your escrow officer to verify that they are correct, and 
they agree with the terms of your purchase contract. 
 

Line 520 – Total Reduction Amount Due Seller 
 
The amount listed on this line is calculated by adding together all of the line-items in 
Section 500. 
 

Line 603 – Cash (        To) or (        From) Seller 
 
This line-item lists the net amount payable to the Seller, or that which will be 
collected from the Seller in connection with the closing of the transaction.  It is 
calculated by subtracting Line 520 from Line 601. 
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Examine Page Two of the HUD 

 

Line 703 – Commission Paid at Settlement 
 
If you purchased a home and you are responsible for the payment of a real estate 
commission, verify the amount on this line.  Were you responsible for the entire 
amount?  Does the dollar amount listed correspond to the correct sales commission 
percentage?  Paying a real estate commission that is higher than the one you agreed to 
can negatively affect your mortgage amount.  Paying an extra $10,000 to a realtor in 
error could reduce your effective loan amount. 
 

Line 801 – Loan Origination Fee 
 
This line is critical.  Check your original and/or revised Good Faith Estimates, and 
your Registration and Rate-lock form to verify the accuracy of this amount.  If your 
loan was originated by a mortgage broker, they should not include any amounts on 
this line that would be payable to them directly.  
 
Under most State laws, mortgage brokers must list their loan origination fee as a 
“mortgage broker fee” on Line 811, as was done in this case.  Line 801 is to be used 
only for amounts payable to the lender advancing the funds to close your loan.  In this 
case, even though the escrow officer listed it on the wrong line, the lender charged a 
0.400% discount fee for the rate selected.  The 0.400% should have been listed on 
Line 802.  You always gotta keep your eyes on ‘em. 
 

Line 802 – Loan Discount 
 
This line reflects the unique amount that you pay to obtain a specific interest rate for 
your mortgage.  If you agreed to a 6.00% rate, for example, your discount fee might 
be 1.00%.  If, on the same day, you could get a 6.125% loan, perhaps your discount 
would be 0.750%.  In either case, the discount fee percentage, and its corresponding 
dollar amount, will appear on this line.  The lender should not combine any other fees 
here, nor should any mortgage broker claim a discount for this line, unless they will 
advance the funds to close the loan using their own resources.  Make sure you don’t 
overlook this line – it is one of the most commonly abused by mortgage brokers. 
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   Recheck your original and/or revised GFE to confirm that this fee was your 
  agreed upon loan discount fee.  If the discount fee listed on this line differs  
  with the one you agreed to, you should challenge it.  You need to be certain 
that the loan officer has not changed any of the loan terms without your knowledge or 
permission.  If they did – shame on them.  If they did, and you let them get away with 
it – shame on you. 
 

Line 803 – Appraisal Fee 
 
Although your lender has the responsibility for ordering your appraisal, you have to 
pay for it.  You also have the right to receive a copy of it, so tell your loan officer you 
want your copy as soon as it is complete.  When you receive it, confirm how much 
the appraiser charged, and compare it to the amount listed on this line.  Your lender is 
obligated to charge you only the amount they paid for it – and nothing extra. 
 

Line 804 – Lender’s Inspection Fee 
 
In this escrow, the lender’s underwriter required a review of the original appraisal.  
The appraiser performing this particular review charged $467.00.  Appraisal reviews 
are common, particularly in uncertain economic times, and you can neither 
effectively fight the requirement or the amount charged.  If you object to the charge 
for any reason, you should request a copy of the invoice in order to verify that all you 
are paying is the actual amount charged by the appraiser.  
 

Lines 805 - 808 – Lender’s Fees 
 
These fees are charged by the lender and are common to most mortgage loans.  Most 
of the charges are comparable in cost and are seldom the source of predatory lending.  
 

Line 809 – Doc Re-Draw 
 
This fee is charged if your rate-lock expires before your loan funds.  When you sign 
your docs, you need to be aware of their individual expiration dates, and have all of 
your money in your escrow account before then.  In this particular case, the borrower 
was unable to secure the funds needed to close before her lock expired, resulting in a 
new interest rate, lock period, and of course a new set of closing documents.  This 
New Yorker was not happy. 
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Line 810 – Yield Spread Premium 
 
   If your loan was originated by a mortgage broker, they are required by  
   law to list any Yield Spread Premium that was paid to them by the   
   lender making your loan.  If your HUD reflects a YSP in this section,  
   and you are also being charged a loan origination fee, you may be   
   getting ripped off.   
 
Recheck your GFE and the Registration and Rate-lock form that you obtained, and 
confirm the information.  If you are paying both, you need to find out why, because 
there is probably not any good reason for it.  Do not sign anything until you have an 
acceptable explanation from your loan officer. 
 
For more information on this critical subject, refer to the chapters on Retail Loan 
Pricing and Yield Spread Premiums. 
 

Line 811 – Broker Fee 
 
   If your loan was originated by a mortgage broker, as this one was, their fee  
  should be listed here.  A traditional and reasonable fee is 1.00%, presuming  
  they are not also taking a YSP.  If they are taking a YSP, their 1.00% 
mortgage broker fee should be reduced by that amount.  Don’t let them gouge you.  
Stand your ground and think of your family. 
 
You will notice by an inspection of page two of this HUD, that this mortgage broker 
did not impose any other charges or fees for their loan origination activities.  That is 
the way a WLO should conduct their business – a flat rate fee.  It is certainly fair to 
the lender, and even more importantly, it is fair to the borrower.  Hurray!  Let’s hear 
it for San Juan Mortgage… 
 

Line 901 – Interest From … 
 
Line 901, in this loan, required that 13 days of property taxes were impounded to 
cover the period from the close of escrow until the date of the first payment on the 
loan – in this case May 1st.  The $118.4200 per diem (per day) amount was calculated 
by dividing their annual property tax amount by 365.  Nothing on this line represents 
a fee to the lender. 
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The amount you will pay here depends on how many days elapse between the close 
of your escrow and your first payment.  If needed, you can request a “short” first 
payment date (a “short-pay”), which can help minimize your cash requirements at 
closing.  Most lenders will allow no less than a two-week window for this optional 
first payment date.   
 
If you elect this option, make sure you know the exact amount of the first payment, 
your precise loan number, and the address where the payment is to be mailed.  
Hopefully, your loan servicer will have had enough time to set up your account and 
get into their system before your first payments arrives.  
 

Line 902 – Mortgage Insurance Premium For … 
 
   If your loan exceeded 80.00% loan-to-value, you will probably be paying a  
  mortgage insurance premium.  If so, the monthly amount of the premium,  
  and the number of required months to be impounded, will appear on this 
line.  Mortgage insurance premiums can be pricy, and loan officers rarely quote them 
correctly or have the ability to explain them.  If you were not adequately informed 
about this payment, contact your loan officer right away.  
 

Line 903 – Hazard Insurance Premium For … 
 
This line reflects the impound amount for your homeowner’s insurance payment.  
Most lenders will require that your policy is paid in full for the entire first year 
following the inception of your mortgage.  Double-check the amount.  If there is a 
discrepancy between the amount listed here and the actual amount, fax a copy of the 
annual payment statement to your loan officer.  They should be able to correct the 
mistake without affecting your closing documents. 
 

Section 1000 – Reserves Deposited with Lender 
 
If you have elected to have the payments for your property taxes and homeowner’s 
insurance included in your mortgage payment (a PITI payment), your lender will 
impound a certain number of monthly payments according to their own guidelines.  
You are not required to use an impound account, although you may be charged a fee  
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in the event that you decline it.  The fee is typically 0.250% of your loan balance, and 
it will be listed on a section 800 line as an “Impound Waiver Fee,” when applicable. 
 
The funds will be placed in your impound account to assure the lender that there will 
be adequate funds available to make the payments as they become due.  This section 
will itemize the amounts that will be required at closing. 
 
If the amount of your taxes and/or insurance changes, you will need to increase or 
decrease the amount held in your escrow account to compensate for the difference.  It 
should be noted that lenders are prevented by federal law from earning any interest on 
the funds that you have deposited with them for this purpose.  They are also required 
to mail you an annual accounting of your impound account. 
 

Line 1001 – Hazard Insurance 
 
In this particular case, the lender required that four months of homeowner’s insurance 
was to be impounded.  The amount required will vary from lender to lender, but it is 
usually three or four months worth.  Although many people will object to the making 
advance payments for their homeowner’s insurance into an impound account, they 
should understand that mortgage lenders are very experienced in handling this aspect 
of a mortgage.  As a borrower, if you keep a large enough buffer in the account, and 
carefully examine your annual account statement when you receive it, you will 
probably appreciate having it. 
 

Lines 1002-1005 – Mortgage Insurance and Miscellaneous Fees 
 
These lines will be used to itemize any reserve funds that may be required by your 
lender.  Although they do not represent a loan cost, you should confirm the accuracy 
of any that are listed here. 
 

Line 1008 – Aggregate Adjustment 
 
The “aggregate escrow adjustment” (or aggregate accounting adjustment), is a change 
or a credit to the borrower’s mortgage impound account, and increases or decreases 
the total amount of money for all escrow amounts (e.g., taxes, hazard insurance or 
private mortgage insurance) that must impounded at your loan settlement.   
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The adjustment ensures that the impound account, when reaching its lowest level 
during the year, will not contain more or less than the allowable “cushion” selected 
by the lender (usually two months).  On this line of our sample HUD, the adjustment 
amount is minus $69.96, which indicates that the borrower had a surplus of funds, 
which necessitated a small refund.   
 

Section 1100 – Title Charges 
 
These fees will be collected by your escrow company and paid to the appropriate 
parties at the close of escrow. 
 

Line 1101 – Escrow Fees 
 
The fees that you will be charged, by the escrow company in connection with their 
services for your transaction will be listed on this line. 
 

Line 1102 – Sales Tax on Escrow Fees 
 
Depending on the state you live in, you may need to pay a tax on the total cost of your 
escrow services.  If there is no tax, what country do you live in? 
 

Line 1103 – Title Examination 
 
If you use a lawyer instead of an escrow company, you may be charged for this.  
Most escrow companies include this fee in their escrow service charge. 
 

Line 1104 – Title Insurance Binder 
 
This term is the same as a title insurance commitment, which means that the escrow 
company has examined the public records for encumbrances and are prepared to issue 
a title insurance policy on your property.  The fee, if required, will be listed here. 

 

Line 1105 – Document Preparation 
 
This fee would be charged for a special service involving the preparation of a legal 
document.  A normal escrow service does not charge extra for this service. 



 

256 
 

Chapter Fifteen – Closing Your Loan and the HUD 
 

Line 1106 – Notary Fees 
 
Most escrow services include notarizing documents at no extra charge.  If a charge is 
listed on this line, you should investigate it. 

 
Line 1107 – Attorney’s Fees 
 
If you are unlucky enough to require an attorney’s help, their fee goes here.  Most 
states that use the services of an escrow company do not require a lawyer. 
 

Line 1108 - 1111 – Title Insurance 
 
Have your escrow officer explain these charges to you in vivid detail.  The Owner’s 
Coverage protects you from any hidden liens against the property for as long as you 
own the policy.  The Lender’s Coverage protects the lender in case you default.  The 
payment for these policies is based on local custom.  Consult your escrow officer, as 
well as the terms of your real estate purchase contract, if applicable, for the payment 
responsibilities. 

 

Sections 1200 and 1300 
 
The section 1200 Government Recording and Transfer Charges, and the section 1300 
Additional Settlement Charges are seldom the source of predatory lending.  However, 
if there are any charges listed here, you should request an explanation from your 
escrow officer and confirm who is responsible for the payments.  Some of the charges 
may be split between the buyer and seller. 

 

Examine Page Three of the HUD 
 
During 2008, The HUD was rewritten in order to provide extra information to 
consumers about their settlement costs.  Although the HUD used above was an actual 
settlement statement in a pre-2008 format, which did not include a page three, pages 
one and two are the same.  The new page 3 of the HUD appears on the next page. 
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The preceding page three of the new HUD will help you evaluate the terms of your 
mortgage.  It can be used in connection with the other evaluation tools presented in 
this book, and will add clarity to your loan selection. 
 
For more information on your HUD, try these links: 
 
http://realestate.about.com/od/thetransactionprocess/a/hud_1_instruct.htm 
 
http://www.rld.state.nm.us/FID/PDFs/HUD-
1%20Settlement%20Statement%20Guide.pdf 
 

Your Final Truth in Lending Disclosure – The “TIL” 
 
When you applied for your loan, you should have received a Truth in Lending 
Disclosure (TIL) from your lender.  It is the form that discloses your APR, finance 
charge, amount financed, and the total of your payments, should you keep the loan for 
the entire term, which of course you will never do. 
 
At the settlement of your transaction, RESPA requires all lenders to disclose that 
information one final time, so that you can make certain that you are still getting the 
loan you agreed to.  Here’s what the important part looks like:  
 

Initial Truth in Lending Disclosure – Fixed Rate 
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The exhibit on the previous page is a segment from a preliminary TIL – the one you 
receive when you apply for your loan.  If the terms of your loan have not changed 
since you received this original disclosure, your final TIL will reflect the exact same 
information.  If your loan terms, such as the interest rate, points, or other fees, have 
increased by more than $100.00 since you applied, you should have received a 
revised TIL.  In either case, you will want to compare it to the final TIL you will 
receive with your loan closing documents. 
 

Final Truth in Lending Disclosure – Fixed Rate 
 

 
 
 
 
 
 
 
 
 
 
 
When you compare your final TIL to your preliminary or revised TIL, are the APRs 
the same?  If they are different, what has changed?  Is the amount of your monthly 
payment the same?  If the APR listed on your final TIL is higher than the preliminary 
version, all of the information on the final TIL will increase.  If so, do the higher 
numbers meet with your approval, or are you surprised – or even shocked, at the 
increase?   
 
If the numbers presented on your final TIL have you confused, do not sign your loan 
document package until you get a satisfactory explanation.  A discrepancy on your 
final TIL may have a reasonable explanation, or it might be a red flag waving over a 
predatory lending rip-off.  Do not automatically presume the former – it is better to be 
safe than sorry. 
 
Loan officers rarely attend their loan closings, but they are still responsible to you for 
the accuracy and honesty of everything in your closing documents. 
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Truth in Lending Disclosure – Adjustable Rate 
Top of the Page 

 
 
 
 
 
 
 
 
 
 
 
The information contained in an adjustable rate mortgage TIL will be different from 
one for a fixed rate.  As you will notice above, the payment schedule begins with 36 
monthly payments of $4,108.25, followed by 12 payments of $3,362.97.  These 
payments indicate that the borrower’s payment was fixed for the first 36 months, and 
then converted to a 12-month adjustable rate.  This loan is a Three-Year ARM. 
 

Truth in Lending Disclosure – Adjustable Rate 
Bottom of the Page 
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The bottom half of your TIL, shown on the previous page, includes important 
information that should not be overlooked.  Review this section carefully because it 
identifies certain mortgage features that may affect your loan. 
 
A. Demand Feature.  The demand feature gives your lender the right to “demand”  
    a full repayment of your loan “for any reason.”  If your mortgage  
    includes a demand feature, you need to contact your loan officer  
    immediately and find out why.  In some cases, the lender may   
    promise not to exercise it – just to keep it in place.  Don’t believe it!  
    If they promise not to  exercise it, tell them to get rid of it or you 
 won’t close.  Only written binding agreements can be enforced. 
 
 A demand feature is more restrictive than a due on sale clause, or acceleration 
 clause, because it also allows the lender to increase your interest rate without 
 notice.  If you refuse to accept a higher interest rate, they may tell you that they 
 will “call” the loan, even if you are not in the process of selling the property.  
 Some lenders employ the demand feature when a borrower has a loan with an 
 interest rate much lower than that which is currently available, and they want to 
 get a higher return on their money.  
 
B. Variable Rate Feature.  Did you think you were getting a fixed rate and that 
 your monthly payment would never change?  If this box has an “X” in it, it may 
 just be an error, or the terms of your loan may have been misrepresented.  In 
 either case, if you did not agree to an adjustable rate mortgage, call your loan 
 officer. 
 
C. Assumption.  Lenders do not generally allow fixed rate loans to be assumed.  
 Only adjustable rate mortgages can be assumed – with qualifying.  If you applied 
 for a mortgage in anticipation of allowing someone to assume it, pay attention to 
 this section of your TIL. 
 
D. Late Charges.  All mortgage companies charge penalties for a late payment.  
 Conventional loans, such as those sold to Fannie Mae and Freddie Mac, charge 
 5.00% of the payment amount as the penalty for any payment made 15 days late.  
 If your TIL reflects a late charge that is higher than 5.00%, you may have a sub-
 prime mortgage. 
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E. Prepayment.  Most lenders will allow you to make extra unscheduled payments 
 on your loan to reduce the unpaid principal balance.  Most will also let you pay 
 off the entire amount early in case you sell or refinance.  Some will not.  This 
 section provides fair notice of your rights to do so.   
 
 If your TIL has the [  X  ] “may” box checked, you need to investigate it further.  
 Some loans offer special low interest rates for the first few years if you accept a 
 prepayment penalty.  The amount and duration of these penalties vary greatly, so 
 check with your loan officer to confirm what you have. 
 

The Mortgage Note 
 
The Mortgage Note is the document that creates the legal obligation to repay the loan 
under the stated terms.  There are two general types of Mortgage Notes: one for a 
fixed rate and another for an adjustable rate.  The Adjustable Rate Note provides for 
the inclusion of an Adjustable Rate Rider, which stipulates how the interest rate and 
payments can change. 
 
The Mortgage Note is a promissory note (an I.O.U.), as well as the written promise, 
committed to all borrowers of mortgage money, to repay a designated amount at a 
certain interest rate within a certain period of time.  As a “secured” financing 
instrument, the borrower must pledge the collateral property that secures the 
mortgage loan. 
 
Used in conjunction with the Mortgage Note, the Trust Deed, Deed of Trust, or just 
plain old Mortgage in some states, it is the legal document that actually pledges the 
property.  You will see both documents in your closing package; they will require 
close examination to ensure that your title passes without problem. 
 
For your reference, we have included sections excerpted from both a Fixed Rate 
Mortgage Note and an Adjustable Rate Mortgage Note.  The type of information 
contained in the example notes should mirror the types that you will find in yours, 
regardless of the lender.  If you have accepted a subprime or privately funded 
mortgage loan, the format may be different.  However, most escrow companies will 
utilize a format acceptable to local custom. 
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Fixed Rate Mortgage Note 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Examine Your Fixed Rate Note Carefully 
 
Your Note is a contract that binds the lender to the terms specified.  For that reason, 
you should use as much time as needed to scrutinize every detail.  Confirm that the 
loan amount under the Borrower’s Promise To Pay section is correct.  Verify that 
the stated interest rate, in the Interest section, is the precise interest rate you agreed 
to accept.  Finally, confirm that the monthly payment shown in part (B) of the 
Payments section is also correct. 
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Confirming these details is a critical aspect during the settlement of your mortgage.  
Even if you only “think” that your interest rate was supposed to be lower, you owe it 
to yourself and your family to verify that it is 100% correct in the Note.   
 

The Adjustable Rate Note 
Page One 
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Examine Your Adjustable Rate Note Carefully 
 
If you accepted an adjustable rate mortgage, you will have several additional 
components, not present with a fixed rate, which need to be examined.  The concepts 
are easy to understand, but only if you take the time to study them.  The following 
steps will help you figure it all out. 
 
A. Confirm your loan amount specified under Borrower’s Promise To Pay.   
 
B. The interest rate listed in the Interest section is your Start Rate.  If your loan is 
 a One-Year ARM, that rate will only last for the first year.  If your loan was a 
 Three-Year ARM, as exhibited in the above Note, that rate would remain in 
 effect for the first 36 months of your loan.  On the first day of the 37th month, the 
 payment would adjust, and you would receive a new payment amount, which 
 would be stipulated by the terms of the Adjustable Rate Rider. 
 

 Were You Expecting A Fixed Rate? 

 
    Did you think that your interest rate was supposed to stay the same 
    for as long as you had the mortgage?  Did your shyster loan   
    officer lead you to believe that your payment would never change?  
    Have you been “set up,” just like millions of other unsuspecting  
    borrowers?  If so, it may be time to start screaming bloody murder.  
 Check everything out and, if necessary, sit down with your loan officer and go 
 through every document line-by-line. 
 
 Although this type or mortgage fraud is most common among senior citizens and 
 many undereducated borrowers, it can happen to almost anyone.  Just turn on 
 your TV and you will see programs that detail how Americans are losing their 
 homes through foreclosure because their mortgage payments had recently 
 skyrocketed. 
 
C. Under part (B) of the Amount of My Initial Monthly Payments section, 
 verify that the payment amount listed is the one you agreed to.  Pay particular 
 attention to the “This amount may change” text.  If you have a fixed-rate loan, 
 your payment amount cannot change under any circumstance. 
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The Adjustable Rate Note 
Page Two 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
D. Review the Interest Rate And Monthly Payment Changes section on page two 
 carefully.  Do not forget to check the date listed under part (A) because it is very 
 important.  It confirms the date that your interest rate and monthly payment will 
 be adjusted for the first time.  You certainly won’t want to miss that fun event. 
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 If you don’t like surprises, particularly the ones that cost you money, monitor 
 The Index listed in part (B) occasionally.  Get familiar with it and understand 
 how and when it changes, because it will affect your pocketbook when it adjusts. 
 
E. (C) Calculation of Changes.  This section explains the variables that will come 
 into play each time your payment adjusts.  As previously discussed in this book, 
 the formula used for the payment change calculation is: 

 
 

  
  
 
 In the Note excerpt on the previous page, the LIBOR index was used, and the 
 (profit) Margin was 2.250%.  If this were your loan, 45 days before the payment 
 was scheduled to adjust, the lender would determine what your current index is.  
 You can find the same number by checking online exactly 45 days before your 
 scheduled loan payment Change Date. 
 
 To make the index readily available, you can save the following link: 
 

http://www.bankrate.com/brm/ratewatch/1yr-libor.asp 

 The day we checked the LIBOR index, it was 3.17%.  The calculation to 
 determine the new interest rate, according to the above formula for the above 
 Note example, would be:  

 
 
 
 

 
 With the knowledge that your loan payment would be based on a 5.42% 
 interest rate when it adjusts, you use your HP 12C calculator, or find an online 
 calculator, to figure your new payment.  If your new payment will create a 
 financial hardship, dump the loan.  If you can still qualify for a mortgage, get on 
 the phone and get it refinanced, and this time think: Fixed Rate! 

 

 

 

INDEX  +  MARGIN  =  INTEREST RATE % 

 

3.17%  +  2.25%  =  5.42% 
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F. (D) Limits on Interest Rate Changes.  This section of the Note gives you the 
 bad news regarding your payment adjustments.  It is also the section that your 
 loan officer may pretend doesn’t exist, and your escrow officer will completely 
 ignore.  You will not, however, have that luxury.  
 
 In the previous Adjustable Rate Note excerpt, the borrower’s interest rate can 
 shoot up to 9.00% at their very first adjustment, presuming that the LIBOR index 
 skyrockets.  However, since George Bush is no longer in office, that possibility is 
 now fairly remote. 
 
 The other key element in this section pertains to the Lifetime Rate Cap, which 
 tells you what your maximum interest rate can be.  In this excerpt, that rate can 
 ultimately climb to 13.00%.  When you examine your own Adjustable Rate Note, 
 make sure that your Lifetime Cap is acceptable.  
 
 In this case, while the borrower’s initial (teaser) rate was 7.00%, which produced 
 a $4,108.25 monthly payment, it could eventually climb to $6,830.78, subject to 
 the, then current, unpaid principal balance. 
 
G. Borrower’s Right To Prepay.  Make sure your Note contains this clause.  It 
 gives you the right to make early loan payments (prepayments) without being 
 penalized.  If you do not find it, call your loan officer immediately and ask them 
 where the #?*! it is, or where they would like to be buried.  
 

The Deed of Trust 
 
The Deed of Trust is the document wherein a Trustee, who holds the Trust Deed as 
security for the loan, controls a specific financial interest in the title to the real 
property.  When the loan is paid in full, the Trust Deed requires that the monetary 
claim on the title be returned to the borrower by means of a Deed of Reconveyance.  
If the borrower defaults on the loan, the Trustee has the right to foreclose on the Trust 
Deed, and transfer title to the lender, or sell the property to pay the lender from the 
proceeds.  In that event, a borrower will retain an equitable right of redemption, 
which will allow them to redeem their property if they can pay off the mortgage 
before the foreclosure sale. 
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Not all states use Trust Deeds – some use “Mortgages.”  It depends on whether your 
state is a “lien theory” state or a “title theory” state.  Regardless of the type of legal 
document used, you need to confirm that it includes the correct vesting language.  To 
that extent, consider the following questions: 
 
A. Is the spelling of each vested party on title correct? 
 
B. Is the manner in which you are taking title correct?  Are you taking title jointly, 
 as tenants in common, community property, or as your sole property?  These are 
 all elements that need to be verified as correct with your escrow officer. 
 
C. Does the Deed of Trust reflect the correct legal description and county assessor’s 
 tax parcel or account number?  And does it have the correct loan amount that 
 agrees with the amount reflected on the Note? 
 

Additional Closing Issues 
 
In addition to signing all the documents provided by your lender, you should discuss 
the following issues with your escrow and loan officers: 
 
A. Ask that the documents listed on page 242, part C, are sent to you as soon as your 
 escrow officer receives them.  Closing documents have an expiration date and 
 therefore require prompt attention. 
 
B. Have your escrow officer confirm, in writing, the expiration date of your 
 closing documents.  Beyond that date, the docs will have to be redrawn  and a 
 charge will be imposed by the lender. 
 
C. Ask you escrow officer to confirm, in writing, the latest date possible for them to 
 receive all of your personal funds to close, without going past the expiration date 
 of the documents.  Whatever the date, you should plan to have all of your closing
 funds in at least one day earlier.  The best idea is to have all of your funds 
 available on the day that you sign your documents. 
 
D. Ask your loan officer to confirm, in writing, when your rate-lock will expire. 
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 You can put the expiration date confirmation on your refrigerator door, or glue 
 it to your nose, but in either case, do not forget it.  It’s absolutely imperative that 
 your closing documents are recorded at least a day, or two, before your rate-lock 
 is scheduled to expire.  You don’t want to play out the “Show Me The Money” 
 scenario that was spelled out back on page 239. 
 
E. When your loan is neatly closed, and you still have most of your sanity, send 
 your loan officer an email to let them know that you will expect a gift certificate 
 for two, for dinner at the restaurant of your choice. 
 

The Loan Officer Performance Evaluation 
 
Did your loan officer do an outstanding job for you, or would you consider their job 
performance only mediocre, at best?  Did they give you all the information that you 
requested, such as the details on their wholesale pricing?  Well, now it’s your time to 
show them what you think of them – either good or bad. 
 
First… Call the company that originated your loan and ask for the name and address 
of the Regional Manager who runs the mortgage show in your territory.  Don’t call 
your loan officer, or even their branch – and don’t call your loan officer’s sales 
manager, either – they’re probably good buddies and the letter that you’re going to 
write will undoubtedly fall on deaf ears.  Call the company’s corporate headquarters, 
wherever they are, for the information. 
 
Second… Once you have the Regional Manager’s address, write them a letter and 
evaluate your loan officer’s performance.  If their performance was superlative, the 
Regional should know about it for possible advancement.  If the loan officer was a 
jerk, and screwed up your loan at every corner, give them the complete details and 
advise them that you’ll never let their company do another loan for you. 
 
Last… Spread the word!  If that company did a good job for you, let you friends 
know about it.  If they did a lousy job, tell your enemies they were wonderful, and 
then submit a story about them to Ripoff Report.  
 
You know what they say: payback’s a bitch! 
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   redatory mortgage lending has many faces, but there is no single generally  
   accepted definition, used by the various state and federal statutes, to define  
   the practice.  It might be that predatory lending practices are so varied and 
elusive, that it’s difficult to quantify and label them.  This chapter will provide you 
with a working knowledge of the subject. 
 
Everyone agrees on one fact: predatory lending involves engaging in little white lies, 
convenient memories, intentional deception, taking advantage of certain ethnic and 
age groups, manipulating borrowers using aggressive sales tactics, initiating illegal 
conspiracies, and committing outright fraud and criminal abuse.  
 
The most egregious examples of predatory lending have occurred involving many 
borrowers in the subprime mortgage market because they have limited access to the 
banks and other mortgage companies offering the best interest rates and terms.  
However, if you are not aware of the subtle nature of predatory lending practices, any 
mortgage lender, regardless of the type of loan obtained, can turn you into a victim. 
 
We believe that there are three basic types of predatory mortgage lending practices:  
minor, significant, and egregious abuses.  We have provided realistic examples below 
of each, so that you might better recognize the symptoms if they occur when you 
apply for a loan.  They will also familiarize you with the more common types of 
deceptions that are prevalent in mortgage lending, so that you can do whatever you 
can to avoid them. 
 

P 
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Remember that it is not just the law that decides what constitutes a lending abuse – it 
is your common sense.  It is your right to decide what you consider a lending abuse, 
even if the law doesn’t define it as such.  If you believe that you have been the victim 
of some type of lending abuse during your loan application process, no matter how 
severe, you have the absolute right to challenge it using every legal means available. 
 

Predatory Loan Officers 
 
An incompetent, lazy, or uncaring loan officer can cause just as much havoc with 
your loan as a crooked one.  Predatory loan officers are just as capable of causing a 
minor, substantial, or egregious lending abuse out of stupidity, as there are out of 
contempt for the law.  Do not presume that they will do an honest job for you just 
because they work for a bank or big-name mortgage company.  Ask tough questions, 
stay in the loop, and demand excellence.  It is your right!  Remember: you are paying 
them a commission to work on your loan – and that makes you their boss. 
 

Minor Predatory Lending Abuses 
 
Minor lending abuses, such as the following three examples, may not qualify as a 
violation of the law, but when they create a negative effect on your financial security, 
you have the right to feel abused. 
 
A. When the par interest rate on your loan is “jacked-up” by the lender, by a small 
 amount – perhaps just 0.125%, in order to generate a Yield Spread Premium, 
 which increases their commission on your loan, as well as your monthly 
 payment, you were financially abused by their actions. 
 
B. The loan officer omits a small debt, which does not show up on the borrower’s 
 credit report, from the liability section of their loan application.  Though subtle, 
 this action constitutes a minor form of fraud on the part of the borrower, who is 
 solely responsible for it under the law. 
 
C. The borrower requests a zero-point loan, so instead of collecting a 1.00% loan 
 origination fee from them at closing, the lender receives a 1.250% YSP rebate 
 from the wholesale lender after closing, thus increasing their commission, and 
 the borrower’s costs, by 0.250%. 
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Significant Predatory Lending Abuses 
 
These types of abuses have the potential for being classified as an outright predatory 
lending practice.  Only a lawyer would be able to determine if any of them constitute 
fraud.  Absent any definitive legal status, if you are subjected to one of these abuses, 
the first thing you should do is “scream bloody murder.”  That should get the lender’s 
attention and possibly lead to an immediate correction of the problem, to your benefit. 
 
A. The lender tells the borrower they charge only a 1.00% loan origination fee for 
 their loan services, no matter which loan program or interest rate is selected.  
 However, when all is said and done, the lender receives a 1.00% loan origination 
 fee from the borrower, plus a 2.00% YSP rebate from the wholesale lender.  
 Because of the 2.00% “back-side” rebate that was paid to the lender, the 
 borrower’s interest rate was artificially increased from 5.50% to 6.00%, causing 
 their monthly loan payment to increase significantly. 
 
B. Borrower’s FICO credit score is 619, but the minimum credit score for the loan 
 requested is 620.  Without requesting an underwriting exception of any kind, the 
 loan officer convinces the borrower that the only loan they can qualify for is a 
 “subprime” loan.  Because of the insignificant difference in the borrower’s 
 qualifying credit score, and the loan officer’s incompetence, their loan’s interest 
 rate increases from 5.50% on a 30-year fixed rate, which they would have 
 received with a 620 FICO score, to a 7.50% start rate on a 2/28 adjustable rate 
 mortgage – the poster child loan of the worst subprime loans.  They were clearly 
 ripped-off. 
 
C. During a refi-boom, a loan officer has 50 loans on his desk averaging $375,000.  
 A borrower, who lives in an impoverished inner-city neighborhood, wants to 
 refinance her $35,000 home loan.  The loan officer accepts her loan package, 
 pulls her credit report, does a five-minute prequalification on her income, but 
 determines that his commission would be only 250 bucks.  So he throws her loan 
 package into the ugly pile, and goes back to work on his really big ones. 
 
 With that action, he has deprived her of the ethical business practices that she 
 expected, and deserved, when she applied for a mortgage. 
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 Two weeks later, as interest rates have risen, he discovers her loan buried in his 
 Cadillac sales brochures.  Since he does not work for peanuts, he charges her five 
 points on the back-side of the loan to give him the commission he believes he 
 deserves.  She has no idea what happened, and winds up taking a rate 1.25% 
 higher than the one she would have had, if the loan officer had just thrown her 
 loan into the pretty pile. 
 

Egregious Predatory Lending Abuses 
 
For this example of egregious, in-your-face type of predatory mortgage lending 
abuse, we present an actual loan settlement statement.  As Joe Friday of Dragnet 
fame would say, “Ladies and gentlemen: the story you are about to hear is true.  Only 
the names have been changed to protect the innocent.”   
 
We do not know the specific underwriting details or the terms of the loan accepted, 
but we do know what reasonable and customary loan charges look like, regardless of 
the loan type.  Although we have deleted the names of all of the lender and borrower 
parties involved in this transaction, the original HUD Settlement Statement, which 
was found on the Internet after googling “mortgage horror stories,” provides an 
adequate amount of detail for an evaluation – and condemnation – of the loan. 
 

The Case Scenario 
 
A. This loan was a $480,000 “cash-out” refinance; it was originated by a mortgage 
 broker, and the funding was provided by a wholesale mortgage lender.  It was 
 considered a cash-out transaction because some of the loan proceeds were used 
 to directly pay off bills that were not secured by the collateral property.  In most 
 states, the broker charges and the lender charges are itemized separately on the 
 HUD Settlement Statement, just as they were in this case.  That fact allowed us 
 to separate the loan costs and determine “who got what.” 
 
B. The mortgage broker originating the home loan was a branch office and their 
 company’s main office was located in a different state.  Online State Banking 
 Department records indicate that this mortgage brokerage, and all of their branch 
 offices, are now closed.  Their mortgage license was revoked in every state they 
 did business.  What a surprise! 
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C. The wholesale lender making this loan was a large national mortgage banking 
 company offering both prime and subprime mortgages.  They were one of the 
 largest providers of subprime mortgages, and operated extensively through 
 mortgage brokers across the country. 
 
 The company spent millions of dollars over the years employing an army of 
 account executives, whose job it was to “cold-call” mortgage brokers and other
 lenders to offer their products, and to convince them that their Yield Spread 
 Premiums were, by far, the highest in the industry.  Operating exclusively as an 
 “A-Paper” mortgage broker, the author of this book never used any of the 
 products offered by this company, but received their daily shot-gunned rate 
 sheets, regular sales calls, and observed their presence at every trade-show that 
 he ever attended. 
 
 The fact that this company was one of the most popular subprime lenders in the 
 country, and utilized every imaginable sales tactic to beat their drum from coast-
 to-coast, serves as proof that even the largest mortgage lenders can use unethical 
 business practices, while painting a picture of themselves as one of the most 
 honest lenders anywhere, with the highest ethical standards. 
 
 Since subprime loans do not need to conform to the more stringent Fannie Mae 
 or Freddie Mac underwriting standards, their underwriters are generally free to 
 rubber stamp just about any loan approval.  That ability provides these loan 
 officers with an unrivaled ability to claim that they can guarantee just about any 
 customer’s approval.  One such lender’s motto was “If you can fog a mirror, you 
 are approved for a loan with us.”  They also used to say that they’d finance an 
 axe murderer if the loan-to-value was right. 
 

The Outrageous Evidence 
 
The two-page HUD Settlement Statement on the next page is authentic.  It has not in 
any way been fabricated or modified, with the exception that all of the names and 
identifying references were removed for privacy reasons.  It bears all the actual and 
unbelievable loan charges used during their borrower assault.  It represents a very 
extreme, but typical example of predatory lending abuse. 
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The Settlement Statement – Page One 
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The Settlement Statement – Page Two 
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The Loan Charges – Fair or Fraud? 
 
   Because the charges imposed by this mortgage broker, with the full  
   cooperation of the lender, are so flagrant, we have done a line-by-line  
   evaluation and have added our comments.  Although we do not have  
   first-hand information regarding all of the material facts involved, the  
   conclusions would be obvious to anyone, with or without experience in 
the mortgage banking industry. 
 
Line 801 – Loan Origination Fee:  This $26,400.00 fee, charged by the mortgage 
broker, is an extreme example of how lenders can get away with charging egregious 
fees for their services.  In this case, they didn’t even try to hide the abuses by taking a 
YSP on the back-side of the loan.  No part of this fee could have represented a 
discount fee required to purchase any specific interest rate.  If it had, there would 
have been an entry made on line #802, and whatever the discount fee amount was, it 
would have shown it as “To:” the lender.  Line #802 on the original Settlement 
Statement was blank. 
 
That means that the mortgage broker had the audacity to charge this unsuspecting 
borrower a 5.50% loan origination fee – OUCH!  In all fairness to the mortgage 
broker, perhaps there was a good reason for the charge, like: 
 
A. The borrower stole the loan officer’s wife and three kids the week before. 
 
B. The real loan officer was gagged and tied-up in a closet and the ghost of Jesse 
 James was calling the shots. 
 
C. The borrower was deaf, dumb, and blind and was just begging to be ripped-off. 
 
There is absolutely no justification to charge a borrower five-and-a-half points for a 
loan origination fee.  The typical mortgage requires about ten hours, in total, to 
process and close.  In this case, that would translate into $2,640.00 per hour for the 
lender.  How many occupations pay $2,640.00 per hour?  What story could the loan 
officer have told the borrower to convince them that a $26,400.00 fee for processing 
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their loan was reasonable?  If this loan officer closed 50 loans per year at that rate, his 
annual income would be $1,320,000 – and that would make him the 460th highest 
paid “executive” (ha) in the U.S. 
 
Line 809 – Underwriter’s Fee:  This $500 charge, which was paid to the mortgage 
broker, is probably fraud and reasonable grounds for a license revocation in many 
states (I forgot…they already lost theirs).  Mortgage brokers have no authority for 
underwriting responsibilities, and to collect a fee for a service that was never 
provided, is a clear example of a predatory lending practice. 
 
Line 811 – Processing Fee:  This $350.00 fee was paid to the lender, but it was not 
for processing the borrower’s loan.  Wholesale lenders do not process mortgage 
applications.  That’s the job of the mortgage broker.  This junk fee was included 
simply to jack-up the borrower’s costs. 
 
Line 812 – Processing Fee/Broker:  This $400.00 charge would make it appear that 
the mortgage broker’s $26,400.00 loan origination fee was not adequate to cover the 
costs associated with their loan processing activities.  In reality, this is another junk 
fee included to jack-up the borrower’s costs and tell them: we’ll charge you as much 
as we like, and you’re not smart enough to do anything to stop us. 
 
Line 813 – Admin Fee:  Paid to the mortgage broker, this bogus $275.00 
administration fee was another pure junk fee and had no relationship to any “good or 
service” that was provided.  “Lenders” charge loan administration fees to prepare a 
mortgage for sale to a secondary mortgage market investor, not “mortgage brokers.” 
 
Line 814 – Application Fee:  This final loan related settlement charge of $325.00 
was paid to – guess who?  Correct – the mortgage broker and, of course, it has 
nothing to do with any reasonable service performed for the borrower.  It was just 
another demonstration of their arrogant disregard for the law, and the rights of their 
customer. 
 
Line 815 – Notary:  Escrow companies do not generally charge their customers a 
separate notary fee, and certainly not $125.00.  Notary charges are almost universally 
included in their “escrow service fee.”  This charge was an insult! 
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Since the original Settlement Statement did not list the escrow company as the 
recipient of this notary fee, as it did for every other escrow charge, it is reasonable to 
assume that the “individual” listed as the recipient probably works for the mortgage 
broker.  A reasonable notary fee, by the way, is five bucks. 
 

Summary of the Outrageous Loan Charges 

 
The following list summarizes “who got what” in this particularly ugly home loan.  
Although the “lender” charged only $350.00, that does not exonerate them from their 
complicity.  They allowed the mortgage broker to gouge this poor borrower, and 
although there is no way to know what terms were included in the loan, they were 
probably just as terrible as the closing costs. 

 
       Wholesale Lender     Mortgage Broker 
            $ 350.00      $ 26,400.00 
                 500.00 
               400.00 
               275.00 
               325.00 
       ________          125.00 

  Totals:     $ 350.00        $ 28,025.00 
 
The wholesale lender charged 0.0729% points ($350.00) on this loan, which was 
reasonable, but those charged by the mortgage broker for their services equaled:  

 
 

 
 
Now – you have seen an extreme example of the predatory lending abuses that occur 
during the loan origination process, and one that is not just an isolated example.  
These abuses occur every day and it is widely reported that the numbers are growing.  
That is why it is so important to gain an understanding of the mortgage process: what 
lenders do to interest rates to generate excess loan commissions, what are reasonable 
and unreasonable loan costs, what loan programs are the most hazardous to your 
financial health, and what you can do to avoid these predatory lending abuses. 

 

5.84% 
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Predatory Mortgage Lending Examples 
 
To provide consistency in the examples used in this book, while at the same time 
creating the heightened sense of consumer awareness that we believe serves as a 
borrower’s “call-to-arms,” we do not recognize, as being legitimate, “secondary 
mortgage market gains” unless the borrower has been adequately informed.  The 
concept of secondary mortgage market gains can legitimize Yield Spread Premium 
abuses and create licenses to steal.  
 
To err on the side of financial safety for the borrower, for the purposes of this book, 
we consider these secondary mortgage market “gains” as smoke screens that can 
drive up a borrower’s interest rate and costs when used without their full knowledge 
and understanding.  Their utilization is not standardized from lender-to-lender, from 
loan officer-to-loan officer, and certainly not from borrower-to-borrower. 
 
We have cut through all of the mortgage lending rhetoric, and the day-to-day lender 
“best business practices” fantasies, to provide the following examples of our “duck-
walk” definition of predatory lending practices.  They are presented only to make 
borrowers aware of some of the types of lending practices that, while possibly legal, 
can still cause severe financial damage.  And even though these practices may be 
“possibly” legal and used by every lender, it does not mean that you have to accept 
them – because you don’t.  Remember: if it walks like a duck and quacks like a duck, 
it’s probably a duck.  If your instincts tell you that your loan is unfair, it probably is. 
 
The examples used below are informational “red flags” for a borrower, and should 
not be used to determine the legal or illegal status of any particular mortgage lending 
practice.  We do not offer legal advice, only educated opinions.  If you believe that 
you have been subjected to any of these practices, consult your attorney or State 
regulatory agency immediately.  If you let them get away with it, they’ll just keep 
doing it. 
 
Jacking Up Interest Rates:  When a lender quotes an interest rate and tells the 
borrower that their only charge for doing the loan will be a 1.00% loan origination 
fee, then that is all they should charge.  It should be safe for the borrower to presume 
that the interest rate quoted is, therefore, a par (zero discount fee %) interest rate. 
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   Loan officers routinely quote interest rates that are artificially increased 
   in order to generate a free Yield Spread Premium, which you now know 
   is a cash bonus paid by the wholesale lender.  As a result, the borrower  
   receives an interest rate that is higher than the minimum rate required to 
   obtain the mortgage, and their monthly payment is increased.  Their 
higher monthly payment adds thousands of dollars in unnecessary interest charges to 
the loan. 
 
Regardless of the rate that a lender quotes, you should go online and compare it to 
other lenders’ rates.  Bankrate.com and MSN Money online are two very good 
sources for daily interest rate information.  If, after comparing apples-to-apples 
interest rates, your lender is prohibitively high, challenge it.  Unless there are credible 
and verifiable reasons why you should take a higher rate, you should not accept it. 
 
Yield Spread Premiums: If a lender gives a verbal quote over the telephone to a 
borrower, and that quote includes an interest rate with a Yield Spread Premium 
rebate, the cash equivalent of the rebate should be used exclusively to benefit the 
customer, unless the lender discloses that the YSP will cause their interest rate to be 
increased.  Further, they should explain what the impact of the rate increase has on 
their monthly payment.  If we only lived in a perfect world… 
 
   A bad loan officer may quote an interest rate with a (0.125%) rebate.  A 
   small YSP rebate like that will not break the bank, but the abuse occurs 
   when the loan officer gets greedy, and on the day the borrower’s rate is  
   locked-in, the (0.125%) rebate becomes a (1.125%) rebate for the same  
   interest rate, but no decrease in their other loan costs.  This is a prime 
example of legal lending abuse of the worst kind.  Borrowers falling into this trap, 
although it may be legal, are being 100% ripped-off. 
 
By following the advice offered in previous chapters of this book, you will learn to 
ask certain questions and request the specific information from lenders that will 
virtually eliminate their ability to take anything extra out of your loan.  They will not 
have the right to take it, unless you give it to them through your inaction. 
 
Bait & Switch:  When a lender quotes an interest rate to a borrower that includes a 
specified loan discount fee, but that rate will not be locked-in immediately, the lender 
should protect the borrower’s downside discount fee (the cost for the rate) risk  
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exposure by preserving the discount fee, although their rate may increase due to 
market volatility.  It’s so nice to dream… 
 
   Loan officers routinely demonstrate poor memories, and even worse,  
   they often put their ethical behavior on hold.  They might quote, for  
   example, a 6.00% interest rate with a 0.500% discount fee on Monday,  
   but when they lock in the rate on Tuesday, even if rates have not   
   changed, the discount fee may suddenly become 0.750% – or whatever 
they can get away with.  To cover up their scheme, they tell the borrower that their 
rates have increased a little.  And, of course, why would the borrower doubt them? 
 
In most states, this bait and switch practice is illegal.  If you believe that you have 
been subjected to it, call your State’s department that regulates mortgage lenders and 
request a complaint form.  Fill it out and send it in.  Lenders using bait & switch 
tactics should not be allowed to conduct business.  It is a very difficult thing to prove, 
and that is why every borrower should keep detailed records of everything that occurs 
during the processing of their loan. 
 
Rate-Lock Manipulation: When a borrower’s loan is sufficiently processed to 
warrant an approval, and they feel that interest rates might soon increase, it is time to 
lock in the best rate available, or the one that best satisfies their mortgage financing 
needs.  They instruct the loan officer to lock the rate chosen, immediately, and they 
presume that it will happen.  Once their rate is locked-in, their interest rate stress is 
lifted and they can get their loan funds together in anticipation of a smooth closing. 
 
   The loan officer, being the shrewd market master that he or she is, sees  
   an opportunity to make a few extra bucks.  Instead of locking-in the  
   borrower’s rate immediately, as promised, they wait for a while to see if 
   the rates improve.  If they improve, it means a nice bonus for the loan  
   officer, but nothing for the borrower.  If rates increase, it means nothing 
changes for the loan officer, but a higher interest rate, loan costs, and monthly loan 
payment for the borrower. 
 
Credit Scores:  Credit scores are a mystery, particularly to borrowers.  Since the 
methodology behind credit score calculations is a closely guarded secret, even the 
loan officers that tout their credit scoring expertise do not know how the numbers are  
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actually generated.  To add to this complexity, lenders use credit scores as they 
choose, and in different ways.  While one lender might accept a 640 score for a full 
documentation fixed rate loan, another might require a 660 score, or even higher.  
The number of credit score variables utilized in loan qualifying opens the door for 
abusive lending practices. 
 
   Loan officers are in the mortgage business to make money.  If one loan  
   pays the loan officer twice what another one does, it becomes a very  
   strong inducement to steer the loan in a different direction.  This was  
   one of the problems associated with the mortgage meltdown of 2008.   
   Since loan officers have access to so many similar loans from different 
lenders, they will usually pick the loan offering the best commission structure. 
 
As an example, a borrower applies for a 30-year fixed rate loan and has a 635 credit 
score.  Although the loan officer has a program offering a market rate that will accept 
a 635 score, he convinces the borrower that their low score will not qualify them for 
their best rate.  Since the borrower does not know the difference, the loan officer 
“steers” them into a loan with a higher interest rate, and one that produces a higher 
commission for the lender. 
 
You should check your credit scores at least annually.  Lenders rely mainly on three 
credit score repositories: Experian, Trans Union, and Equifax.  In most cases, lenders 
use the middle credit score for underwriting purposes.  If you obtain a tri-merge credit 
report, you will see all three of your scores. 
 
Mail Solicitations:  Mass-mailing is a legitimate method used by lenders across the 
country to generate quality mortgage leads.  Large and small banks and mortgage 
lenders use their own mortgage databases, in a perfectly legal manner, to tout their 
loans, and in most cases, they provide great benefits to consumers by reducing their 
interest rates and/or improving their loan terms. 
 
   Predatory lenders target specific neighborhoods exhibiting certain racial 
   and educational demographics, which the lenders believe can be used to 
   exploit unsuspecting borrowers.  They use deceptive marketing   
   materials, such as those that resemble a social security, IRS, or other  
   U.S. Government issued check, in order to coerce the occupant into 
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opening their envelopes.  After opening the envelope, many consumers will fall for 
the “deal too good to be true” scheme and wind up in a financial disaster. 
 
Radio Solicitations:  Radio advertising has become fertile territory for mortgage 
lenders in recent years.  While you are driving your car, it is difficult to avoid them, 
so you become a captive audience – and that’s what they are counting on.  Usually, 
mortgage advertising on the radio is no more problematic for a consumer than a spot 
produced by your local hardware store.  The problem with mortgage advertisements 
lies in their content. 
 
   We recently heard one mortgage company advertising their fixed   
   rate  loan with “unbeatable low rates.”  They also claim to be “one of the 
   only lenders that can truly deliver rates this low,” which of course is  
   absurd.  The speaker goes on, and on, with the fixed rate concept, but  
   when he finishes, another voice, speaking much softer and at the speed 
of sound, comes on for about three seconds with their qualifier statement: “stated 
interest rates subject to credit approval and are based on a loan with a 30-year 
amortization and a seven year term.”   
 
Bingo!  Now they admit that the loan is not a true fixed rate.  It is either a 7/1 ARM 
(one that is fixed for seven years and subsequently has annual payment adjustments), 
or a Seven Year Balloon loan (one that is fixed for seven years and then terminates).  
This, in our opinion, is predatory lending being blasted across the airwaves. 
 
When a consumer hears the concept of a fixed rate repeatedly in a radio commercial, 
it is logical for them to assume that the loan payments will always be fixed.  Wrong!  
Although the commercial itself gives the listener the clear impression that their 
interest rate will always be fixed, the qualifier statement tries to slide the truth of the 
matter by in a way that probably satisfies FTC rules, but cannot be understood by the 
listener.  So, the next time you hear one of these “fantastic” mortgage offers on the 
radio, listen for the qualifier at the end, and then you can have a good laugh. 
 
Home Improvement Scams:  At some time, most homeowners will consider adding 
a bathroom, family room, or maybe remodeling their kitchen.  Young families that 
can only afford to buy a small home, or condo, may need to expand later in order to 
accommodate the addition of children.  Many young families do not understand how 
to do a home remodel, or how to finance it. 
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   Predatory lenders conspire with local builders to solicit business.  The  
   builder proposes a construction plan to the homeowner, promises fast  
   and high quality work, and will even introduce them to a great lender  
   who will finance 100% of the construction costs.  They tell the borrower 
   that they will not have to spend a penny out of their own pocket to get 
the job done.  When the loan closes, the builder will receive a finder’s fee from the 
lender.  All too often, the actual construction costs will be grossly over-priced, the 
quality poor, and the loan financing terms excessive.  These predators often target 
poor, uneducated, and older homeowners for their dastardly deeds. 
 
There are a few ways to distinguish the good deals from the bad ones, and protect 
yourself from being ripped off.  Ask the Builder for the following: (1) a copy of their 
general contractor’s license, (2) a copy of their accident/injury business insurance 
policy (so they will not sue you for an on-the-job injury), and (3) three references, 
with phone numbers, from the people they have performed work for within the 
previous twelve months.   
 
In addition, you should always obtain at least three quotes comparing the exact work 
to be completed, and be skeptical of any quote that does not itemize their labor and 
material costs separately, or any “lump sum” or “cost-plus” bids.  You need to see a 
detailed break down of all charges to make a safe choice. 
 
For any Lender that the builder might refer you to, you should check them out in the 
same way that you would for any other lender.  If the lender pays the builder a 
“finder’s fee” (subject to applicable laws), it may not necessarily be a problem.  
However, you need to confirm with the lender that the finder’s fee amount does not 
represent an additional cost to be included, hidden or not, as an additional loan cost.  
 
The other issue that pertains to the lender involves the quality of the mortgage you are 
offered.  You should thoroughly evaluate each disclosure to ensure that the loan you 
get matches your income and credit profile. 
 
Adjustable “Start” Rates:  Adjustable rate mortgages typically offer “teaser” rates – 
interest rates at a reduced level for an initial period of time – in order to generate loan 
production.  These “start” rates can be of great benefit to a consumer in a number of 
ways, such as: they can create ample cash-flow efficiencies during the early years of 
homeownership, and sometime allow the borrowers to obtain a higher loan amount, 
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since some loan programs will allow them to qualify based on the start rate, which 
can be a full percentage point lower than the note rate. 
 
   A predatory lender may provide all of the disclosures required, to a  
   borrower, but they will not explain them correctly, if at all.  The   
   consumers they target tend to be unknowledgeable in financial matters,  
   and cannot decipher most mortgage disclosures, which can probably be 
   said for many loan officers as well.  Instead of explaining how their start 
rate adjusts periodically, they will tell them: your interest rate is fixed and it will 
never go up.  Later, when their monthly loan payment skyrockets, the lender can 
simply produce their signed ARM disclosures and deny any misrepresentations by the 
loan officer. 
 
Avoiding this deception is simple, yet not widely used.  When a predatory loan 
officer quotes your rate, ask them to show you the Truth in Lending Disclosure 
Statement (TIL), if they have not already done so.  You will notice in the sample 
Adjustable Rate Mortgage TIL below, that there are 12 payments listed at $1,330.60, 
beginning on 04/01/2008, and then 347 payments at $1,403.82, beginning on 
04/01/2009.  This shows that your initial interest rate applies only to the first twelve 
payments, and is therefore a “teaser” or “start rate” for an adjustable rate mortgage. 
 

Adjustable Rate Mortgage TIL 
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If your loan had a fixed rate, the TIL would display 359 payments of the same 
amount, and one final payment to correct for any odd-penny amounts as follows: 
 

Fixed Rate Mortgage TIL 
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If your loan officer had professed your loan to be a fixed rate mortgage, but you 
discovered otherwise after reviewing your TIL, either they owe you a very good 
explanation for the misrepresentation, or you should contact his or her sales manager.  
In either case, someone owes you an apology, and probably better loan terms. 
 
ARM Margins Manipulation:  Every adjustable rate mortgage bears a certain profit 
“margin” which is used to calculate successive monthly payments according to the 
terms of your Adjustable Rate Rider.  The formula used for this calculation is: 

 
 
 
 
Depending on the type of ARM you have accepted, your margin will be in the range 
of 2.00% to 4.50%, or even higher in the case of a subprime mortgage.  The index can 
be one of many, such as a One-Year Treasury index, which as of the writing, was 
2.42%.  An example calculation based on this index, plus a 2.50% margin, would be: 

 
 
 
 

 

2.42%  +  2.50%  =  4.92%  Interest Rate 

 

 

INDEX  +  MARGIN  =  INTEREST RATE % 
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If your loan had a current unpaid principal balance of, say, $497,381.26 at the time of 
your adjustment, your new payment would be based on that amount, and calculated 
using the 4.92% interest rate, or $2,645.78 per month. 

 
   If your credit and income were excellent, and you were applying   
   for a conforming adjustable rate mortgage (one to be sold to Fannie Mae 
   or Freddie Mac) your margin would be, as of this writing, 2.25%.    
   While both Fannie Mae and Freddie Mac may impose certain    
   limitations on the maximum margins that a lender can utilize, they do 
allow for a little bit of “wiggle-room.”  Most lenders do, however, go strictly 
according to the Fannie/Freddie guidelines. 
 
A predatory loan officer can “buy-up” the margin from 2.25% and earn a YSP 
commission bonus.  The amount of the YSP would be based on the final margin sold 
to the borrower.  If it was increased from 2.25% to 2.75%, the loan officer might get 
an additional 1.00% rebate.  Regardless of the exact amount of the YSP collected, the 
fundamental consideration is that they would have increased your effective interest 
rate at every change date – an expense that was not actually required in order to 
secure your mortgage. 
 
Balloon Payments:  Some mortgages required a limited term in exchange for a 
reduced interest rate.  Balloon mortgages can be obtained with a five, seven, or ten-
year term and must then be paid-off.  Sophisticated consumers, who can accurately 
predict their future financing needs, can take advantage of the lower interest rates that 
are associated with balloon mortgages, but need to be mindful of their consequences, 
should they be unable to obtain financing when their current loan balloons. 
 
   If a borrower cannot qualify for a 30-year fixed rate loan, a predatory  
   lender may covertly slip them into a balloon mortgage because they  
   may be able to qualify more easily for the loan amount needed.  As is  
   the case of adjustable “start” rates that are misrepresented as permanent 
   fixed rates, some lenders may neglect to tell the borrower that their loan 
will need to be paid in full in a relatively short period of time.  Then, when their loan 
payment balloons, most borrower will still owe 85%, or more, of the original loan 
amount, which can result in the loss of their home through a foreclosure, or being 
forced to refinance using a new loan with undesirable terms. 
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Negative Amortizations:  If a consumer needs home financing for only a short time, 
they may find a benefit in accepting a loan with a negative amortization feature.  
Negative amortization occurs when the monthly payment made is not adequate to 
cover the interest portion charged.  When that occurs, the accrued interest is deferred, 
which causes the principal balance to increase, instead of decrease.  As long as the 
borrower understands their loan, having payments based on a rate as low as 2.00% 
can create beneficial cash-flows, which can be utilized for other purposes. 
 
   Because most borrowers tend not to read their loan disclosures very  
   carefully, if at all, they can be coerced into accepting a “neg-am” loan  
   by a predatory lender who promises them that their 2.00% interest rate,  
   as part of a special program, will not increase over the life of the loan.   
   They will not mention the fact that, at the end of the loan term, the 
borrower will owe more than the amount originally borrowed, or the fact that the loan 
may require a balloon payment. 
 
Refinancing Low-Interest Mortgages:  When a predatory lender convinces an   
   unsuspecting consumer that refinancing their current mortgage will put  
   thousands of dollars in their pocket, they will usually insist that their  
   current loan is included in the new financing.  It makes no difference to 
   the lender that the borrower’s existing loan has a lower interest rate than 
   the one they are proposing – all they care about is the fact that it will 
increase the size of the new loan, and therefore increase their loan commission. 
 
It is crucial to evaluate any new loan, and particularly the TIL, in order to verify that 
the new loan will not increase your monthly payment above the current one, unless 
you want it, and you can afford it.  Do not rely on verbal representations made by any 
loan officer.  The only representation that can be relied upon is one that is in writing. 
 
Originating Unaffordable Loans:  A common scheme used by predatory lenders  
   involves the anticipation of future refinance loans.  In this case, a lender 
   will convince a homeowner to accept a loan that they know they cannot 
   afford, so that in six months or a year they can refinance the loan and  
   earn another commission.  They will use inflated home values, false  
   advertising, and even bogus mortgage disclosures, to confuse the 
borrower into believing things about the new loan that do not exist – particularly the 
promise of smaller monthly payments and higher equity proceeds. 
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Some lenders will tell borrowers that they guarantee a free refinance without having 
to qualify, but will have a convenient memory when the borrower’s home is placed 
into foreclosure and they call to refinance.  In other cases, loan officers representing 
private “hard money” lenders will coerce a borrower, who owns a home with 
substantial equity, into accepting a negative amortization loan, as previously 
discussed, in order to intentionally force them into foreclosure and steal all of their 
equity, which is blatant fraud. 
 
Falsified Loan Applications:  In order to obtain a commission, unscrupulous loan  
   officers will include whatever false information is required on the   
   borrower’s loan application to get their loan approved.  Moreover, they  
   will even have the borrowers sign one or more blank loan applications,  
   and fill in the details later as they develop their lies.  Without knowing  
   that signing a blank loan application is like signing a blank check, most 
borrowers will do what their loan officer tells them to do, without being aware of the 
potentially criminal consequences. 
 
Since most borrowers rarely read their loan application in detail, they are not aware of 
the serious consequences they face in doing so.  All HUD approved residential loan 
applications include the following acknowledgement.  The microscopic print is the 
primary reason people will not, or cannot, read it to save their sole.  At any rate, part 
(1) states: 
 

IX. Acknowledgement And Agreement 
 

“the information provided in this application is true and correct as of the date 
set forth opposite my signature and that any intentional or negligent  
misrepresentation of this information contained in this application may result 
in civil liability, including monetary damages, to any person who may suffer 
any loss due to reliance upon any misrepresentation that I have made on this 
application, and/or in criminal penalties including, but not limited to, fine 
or imprisonment or both under the provisions of Title 18, United States Code… 
 
We have provided the above verbiage to highlight the pertinent language contained in 
the acknowledgement, which you will agree to when you sign your loan application.  
Now you will understand that, when you sign your loan application, you’d better be  
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absolutely certain that there are no errors or false statements included.  Following is 
the actual acknowledgement: 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
This section of the loan application, when signed, places the borrower in a legal box, 
which only the lender can open and use.  If any false information is included in the 
application, the lender can, and probably will, use it against the borrower.  You will 
also notice that the loan officer does not sign, nor acknowledge, any truthfulness 
statement whatsoever.  Only the borrower is on a legal hook for their honesty.   
 
When a loan officer enters incorrect or false information on a loan application or, 
either intentionally or through neglect, omits any pertinent information, mortgage 
FRAUD has been committed.  It does not matter who typed in the fraudulent loan 
information – unless the borrower can prove otherwise, it will be assumed that they 
provided the bogus details.   
 
If their loan goes into default, and the lender discovers fraud, they will be knocking 
on the borrower’s door, not the loan officer’s.  So, are you still willing to sign a blank 
loan application and let a perfect stranger fill in the details later? 
 
Unbundling Loan Charges:  Consumers will often feel more comfortable with the 
legitimacy of a list of small individually detailed loan charges, rather than a lump sum 
charge, even if the combined total is larger.  They are less likely to challenge a group 
of smaller individual charges than a big flat amount. 
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   Predatory loan officers regularly “pad” their loan charges by    
   duplicating costs under different names.  If you were presented with 
   the following list of charges on a professionally prepared Good Faith  
   Estimate or settlement statement, how would you know which was   
   authentic, and which were contrived?  Unless you had prior knowledge 
of loan origination fees, you would probably not. 

 
 

      
 
 
 
 
 
 
 
 
 
 
Each of the above charges represents the same thing – a generic “junk” fee.  There is 
no law that mandates the types of charges that a lender can impose.  They could list, 
legally, a “market spread differential coefficient factor analysis adjustment” if they 
chose to do so.  It is up to the borrower to challenge the credibility of their loan costs, 
to avoid being ripped-off.  There are no dumb questions! 
 
As a safety and authentication procedure, you should request the loan officer to 
provide you with a written explanation of each charge.  Have them type it, or put it in 
an email, but make sure you get it.  If they have to put their integrity on the line by 
providing a written explanation, they may be less likely to pad their loan origination 
charges.  If they won’t provide it, maybe they don’t care if they lose your business. 
 
Prepayment Penalties:  Many lenders offer home financing programs with below 
market interest rates that can be of benefit to many consumers.  The statistical model 
used by these lenders, which allows them to receive a slightly smaller interest rate 
yield in the early years of the loan, also requires that they receive a slightly higher 
yield in later years.  To ensure that these profitability standards are assured, they need  
 

    

    Charge       $ Amount 

   Loan Processing  450.00 

   Application Fee   465.00 

   Administration   490.00 

   Loan Submission  425.00 

   Doc Preparation  475.00 
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to guarantee that the loan payments are paid for a specific minimum length of time.  
In order to guarantee that this will happen, lenders impose prepayment penalties.   
 
   While some prime loans will include optional prepayment penalties in  
   exchange for a slightly lower interest rate, “subprime” lenders often  
   include them only to force the borrower to keep their loan for as long as 
   possible.  They may impose a prepayment penalty equal to six months  
   of payments, for five years or more, in order to make it as difficult as 
possible to refinance, or even sell the home.  This practice is not illegal, but it 
certainly sucks, particularly if they don’t tell you about it. 
 
Silent Seconds:  Most prime mortgages allow for “piggy-back” secondary financing 
alternatives, subject to loan-to-value and debt-to-income ratio guidelines.  When used 
according to the rules established in underwriting guidelines, these 80/20 and 
80/10/10 financing methods can help a family buy a home with little, or no money 
down, and give them the financial flexibility they may need.   
 
With an 80/20 loan, the borrower piggy-backs (combines) an 80% first mortgage with 
a 20% second mortgage.  The second mortgage can be provided by the lender making 
the first mortgage, or by a lender of the borrower’s choosing.  With the 80/10/10 loan 
option, the borrower obtains an 80% first mortgage, a 10% second mortgage, and 
makes a 10% down payment. 
 
   Predatory lenders are willing to violate established lending rules in   
   order to get a commission.  They will show a borrower how to obtain  
   and conceal a second mortgage so that they might buy a home with no  
   money down, and not have to include the second  loan as a debt, which  
   could affect their ability to obtain a loan approval.  When secondary 
financing is not disclosed to the lender, its existence is rendered “silent.”  This act 
constitutes mortgage fraud and, at the very least if discovered, can motivate the lender 
to reject an in-process loan, or demand that a closed loan be repaid in full. 
 
As a borrower, you should never allow yourself to become involved in this practice.  
Lenders know how the scheme works and have a variety of methods to detect it.  If a 
loan officer suggests it to you, it is time to find a different lender or suffer the 
possible consequences. 
 

 

 



 

295 
 

Chapter Sixteen – Predatory Mortgage Lending Examples 
 
Occupancy Fraud:  This is one of the most common types of predatory lending 
abuse and mortgage fraud, and one of the easiest for a lender to detect.  There are 
three types of occupancy statuses used by mortgage lenders: (1) owner-occupied 
means the owner will occupy the property exclusively as their principal residence, 
and will not rent it out; (2) a second home is one that will be used exclusively, but 
only occasionally, by the owner, and it will not be rented out; or (3) a non-owner 

occupied property is one that will be used as a rental property. 
 
When you apply for a mortgage, you must certify to the lender the manner in which 
you intend to use the property.  Because the manner of use is directly associated with 
the number of incidents of default, it defines the level of risk that the lender must 
accept.  Higher levels of risk require lenders to charge higher interest rates and 
discount fees.  Non-owner occupied property loans carry the highest level of default 
risk and are the most expensive residential mortgages to obtain.  As a result, they are 
often the source of abuse by the borrower, the lender, or both together. 
 
   Because there can be as much as a 1.00% rate increase, as well as, at  
   least, a 1.50% increase to the discount fee, for a non-owner occupied  
   loan, a bad loan officer will often look the other way when a borrower  
   applies for an owner-occupied loan, and tells them it will actually be  
   used as a rental property.  Although many first-time rental property 
buyers do not know the difference, every loan officer knows that this practice 
constitutes fraud, and many will still allow the borrower to be exposed to civil and/or 
criminal penalties by lying about it. 
 
Fictitious “Occupying” Co-Borrowers:  There are many situations when an 
applicant applying for a home loan cannot qualify for the payments under standard 
debt-to-income ratio underwriting guidelines.  These guidelines establish a criterion 
which states that co-borrowers will either occupy, or will not occupy the property 
being financed.  Loan-to-value and other approval conditions will vary according to 
that criterion. 
 
   If a borrower does not have sufficient income to qualify for the loan of  
   their choice, they may be told, by a predatory loan officer, that they  
   need to come up with some more income – by whatever means are   
   necessary.  One way that this can be done, is to claim that a relative or  
   close friend will be taking title with the borrower to the property, and 
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that they will reside there as a co-occupant.  If they do not physically reside in the 
property within 30 days of the close of escrow, it may constitute mortgage fraud. 
 
This practice, although not one commonly known to homebuyers, is the type that 
might be suggested to a borrower by a predatory loan officer, and therefore a form of 
predatory lending.  In this case, it can create serious legal problems for both the 
borrower and an unsuspecting co-borrower. 
 
The other side of this coin involves your equity as a borrower.  When you take title to 
the property with someone who will not actually live there, and may not contribute to 
the down payment or monthly mortgage payments, they will acquire a half-interest, if 
not otherwise specified, in your new home.   
 
If it turns out that you cannot afford the payments, the lender may require that you 
transfer full ownership to the co-borrower if they can demonstrate an ability to make 
the payments, or face foreclosure.  The net result of playing this game is that you can 
lose everything you invested in the house – and the co-borrower may get it all.  Are 
you willing to take that gamble? 
 
Racial and Age Related Predatory Lending:  This is one of the most egregious of 
all forms of predatory lending abuses.  When a lender targets a minority, or senior 
citizen, because of their perceived lack of judgment in financial matters, that lender 
deserves a derogatory appearance on NBC’s Dateline, or a visit by the FBI.   
 
   Predatory lenders take advantage of the fact that certain people will not  
   understand the elements contained in a mortgage transaction, or the  
   legally binding loan documents that they will sign.  As a result, the  
   lender is able to coerce them into accepting a loan with potentially   
   devastating terms, and even the loss of their equity through foreclosure.   
 
These lenders will examine County records, looking for properties located in targeted 
areas, with substantial equity.  Then they will cold-call the owners and offer them a 
pocketful of cash, and even smaller monthly payments, to put a choke hold on their 
equity.  When the borrower realizes they cannot afford the actual payments, the 
lender will offer to refinance them again, or take the property and their equity. 
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What Happens to Poorly Managed Mortgage Companies? 
 
They go belly-up, of course!  Here is a list of some that have been blown away: 
 

Belly-Up Mortgage Lenders 
 

 
 
 
              
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

2007-12-18 : 1st Choice Mortgage 
2007-06-27 : ACT Mortgage 
2007-11-05 : AMC Lending 
2007-09-27 : Aapex Mortgage (Apex Financial Group) 
2008-06-04 : Accredited Home Lenders, Home Funds Direct 
2008-08-22 : Accredited Home Lenders, Wholesale 
2008-10-24 : Ace Mortgage Funding, LLC 
2006-04-14 : Acoustic Home Loans 
2008-05-22 : Advantage - Morgan Stanley 
2007-08-06 : Aegis 
2007-07-23 : Alera Financial (Wholesale) 
2007-09-07 : All Fund Mortgage 
2007-07-13 : Alliance Bancorp 
2007-06-26 : Alliance Mortgage Banking Corp (AMBC) 
2008-01-25 : Allied Lending Corp. (Wholesale) 
2008-01-29 : Allpointe Mortgage (Broker Program) 
2007-08-28 : Allstate Home Loans / Allstate Funding 
2007-04-10 : Alterna Mortgage 
2007-08-06 : Alternative Financing Corp (AFC) Wholesale 
2007-06-27 : Altivus Financial 
2008-04-10 : AmeriBanc Corp. 
2008-04-11 : American Bank Mortgage Group - Wholesale 
2007-1-30 :   American Freedom Mortgage, Inc. 
2007-08-02 : American Home Mortgage / Brokers Conduit 
2008-11-02 : American Sterling Bank - Wholesale 
2007-03-16 : Ameriquest, ACC Wholesale 
2007-03-05 : Ameritrust Mortgage Company (Wholesale) 
2008-11-26 : Amlak Finance PJSC 
2007-08-22 : Amstar Mortgage Corp 
2008-05-28 : Assured Lending Corp. - Wholesale 
2006-11-21 : Axis Mortgage & Investments 
2008-01-25 : BF Saul Wholesale Lending 
2007-08-22 : BNC Mortgage (Lehman) 
2007-12-19 : BSM Financial 
2008-10-28 : Banco Popular North America - Wholesale 
2007-10-25 : Bank of America (Wholesale) 
2008-12-11 : BankUnited - Wholesale 
2007-12-4 :   BayRock Mortgage 
2008-03-16 : Bear Stearns Residential Mortgage 
2008-02-01 : Beazer Mortgage Corp. 
2008-10-15 : Bradford and Bingley plc 
2007-06-27 : Bridge Capital Corporation 
2007-10-18 : BrooksAmerica Mortgage Corp. 
2007-06-01 : Bryco (Wholesale) 
2007-09-11 : C & G Financial 
2008-11-10 : CBRE Realty Finance 
2007-09-10 : CFIC Home Mortgage 
2007-08-28 : CIT Home Lending 
2008-08-29 : CSB Mortgage 
2008-10-31 : CTX Mortgage Co. - Retail 
2007-08-16 : Calusa Investments 
2007-08-23 : Capital Six Funding 
2008-08-26 : Carteret Mortgage Corporation 
2008-05-07 : Casa Blanca Mortgage/Shearson - Wholesale 

2007-08-31 : Castle Point Mortgage 
2008-03-31 : Centennial Mortgage and Funding, Inc.  
2008-04-02 : Century Bank, F.S.B. - Wholesale 
2007-11-27 : Charter One (Wholesale) 
2008-05-15 : Chase Home Equity - Wholesale 
2008-05-15 : Chase Subprime - Wholesale 
2008-10-03 : Chevy Chase Bank - Wholesale 
2007-08-20 : Chevy Chase Bank Correspondent 
2007-07-12 : Choice Capital Funding 
2008-04-25 : Citi Residential Lending 
2008-03-17 : CitiMortgage - Home Equity Wholesale 
2007-12-03 : Citigroup - FCS Warehouse 
2007-11-05 : Citimortgage Correspondent (2nds) 
2007-01-08 : Clear Choice Financial/Bay Capital 
2007-12-12 : Coast Financial Holdings/Coast Bank 
2007-02-16 : Coastal Capital 
10-20-2008 : Coldstream Financial Svcs. 
2007-05-17 : Columbia Home Loans, LLC 
2008-10-03 : ComCor Mortgage - Wholesale 
2007-12-6 :   ComUnity Lending 
2008-01-18 : Community Resource Mortgage 
2007-06-26 : Concord Mortgage Wholesale 
2007-01-31 : Concorde Acceptance 
2007-03-17 : CoreStar Financial Group 
2008-01-11 : Countrywide Financial Corp. 
2007-11-14 : Countrywide Specialty Lending 
2007-04-30 : Dana Capital Group 
2007-09-21 : Decision One (HSBC) 
2007-01-31 : DeepGreen Financial 
2007-12-6 :   Delta Financial Corp 
2007-08-09 : Deutsche Bank Correspondent Lending Group 
2007-10-24 : Diablo Funding Group Inc. 
2008-04-03 : Diversified Mortgage, Inc. 
2007-7-13 :   Dollar Mortgage Corporation 
2007-03-02 : DomesticBank (Wholesale Lending Division) 
2008-10-16 : Downey Savings and Loan - Wholesale 
2008-04-22 : E*Trade Wholesale Lending 
2008-10-22 : E-Loan 
2007-02-12 : ECC Capital/Encore Credit 
2007-02-25 : Eagle First Mortgage 
2008-03-14 : East West Mortgage Co. of VA 
2007-11-07 : Edgewater Lending Group 
2007-12-4 :   Empire Bancorp 
2007-07-25 : Entrust Mortgage 
2007-01-19 : EquiBanc 
2007-04-02 : EquiFirst 
2008-08-05 : Equipoint Financial Network, Inc. 
2007-07-31 : Equity Funding Group 
2008-10-29 : Equity One Commercial 
2008-05-09 : Evergreen Investment & Carnation Banc 
2007-10-31 : Exchange Financial (Wholesale) 
2007-09-12 : Expanded Mortgage Credit Wholesale 
2007-08-13 : Express Capital Lending 
2007-03-09 : FMF Capital LLC 
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2007-12-20 : Family First Mortgage Corp. 
2008-09-08 : Fannie Mae 
2008-03-28 : Fidelity Home Mortgage Corp. 
2007-11-19 : Fieldstone Mortgage Company 
2008-01-04 : First American Bank (Wholesale) 
2008-10-16 : First Call Mortgage Co. 
2007-04-02 : First Consolidated (Subprime Wholesale) 
2007-12-19 : First Fidelity Financial 
2008-02-28 : First Franklin - Merrill Lynch 
2007-04-11 : First Horizon Subprime, Equity Lending 
2007-08-15 : First Indiana Wholesale 
2007-12-11 : First Madison Mortgage 
2007-08-16 : First Magnus 
2007-10-12 : First Mariner Wholesale 
2008-01-11 : First NLC Financial Services 
2007-08-21 : First National Bank of Arizona 
2008-02-25 : First National Mortgage Sources 
2007-04-09 : First Source Funding Group (FSFG) 
2007-06-18 : First Street Financial 
2007-10-26 : FirstBank Mortgage 
2007-07-07 : FlexPoint Funding (Wholesale & Retail) 
2007-07-20 : Flick Mortgage/Mortgage Simple 
2008-11-24 : Fortes Financial - Wholesale 
2007-10-02 : Foxtons, Inc. 
2008-11-07 : Franklin Bank, SSB 
2008-07-11 : Freddie Mac 
2007-07-02 : Freestand Financial 
2007-03-02 : Fremont General Corporation 
2008-12-23 : Frontier Investment Co. 
2007-01-19 : FundingAmerica 
2008-05-22 : Future Mortgages - Citigroup 
2008-10-28 : GE Money, Wizard Home Loans 
2007-08-15 : GEM Loans / Pacific American Mortgage 
2008-10-17 : Gateway Bank, F.S.B. - Wholesale 
2008-03-06 : Global Mortgage, Inc. 
2007-08-20 : GreenPoint Mortgage - Capital One Wholesale 
2007-08-30 : Group One Lending 
2008-05-01 : Guaranty Bank - Correspondent 
2007-03-29 : H&R Block Mortgage 
2008-09-17 : HBOS 
2008-12-08 : HCL Finance Inc. - Wholesale 
2008-11-05 : HMS Capital, Inc. 
2008-11-18 : HSBC Mortgage Corp. - Wholesale 
2007-03-22 : HSBC Mortgage Services (correspondent div.) 
2006-12-20 : Harbourton Mortgage Investment Corporation 
2007-12-26 : Heartland Wholesale Funding 
2007-06-26 : Heartwell Mortgage 
2007-06-04 : Heritage Plaza Mortgage 
2007-04-13 : Home 123 Mortgage 
2007-04-16 : Home Capital, Inc. 
2007-04-20 : Home Equity of America 
2007-08-28 : Home Loan Specialists (HLS) 
2007-08-07 : HomeBanc Mortgage Corporation 
2008-09-03 : Homecomings Financial, LLC 

2007-04-12 : Homefield Financial 
2007-12-21 : Homefront Mortgage Inc. 
2007-05-03 : Homeland Capital Group 
2008-09-21 : Hometown Commercial Capital 
2008-03-11 : Homewide Lending Corporation 
2007-10-23 : Honor State Bank 
2007-06-04 : Horizon Bank Wholesale Lending Group 
2008-10-04 : Hypo Real Estate Bank 
2008-07-29 : Ideal Mortgage Bankers, Ltd. - Wholesale 
2007-09-20 : Impac Lending Group 
2008-07-07 : IndyMac Bancorp 
2007-04-19 : Innovative Mortgage Capital 
2007-03-15 : Investaid Corp. 
2008-07-25 : Irwin Union Bank & Trust Co. - Wholesale 
2007-02-26 : Ivanhoe Mortgage/Central Pacific Mortgage 
2008-02-21 : KH Financial 
2007-03-22 : Kellner Mortgage Investments 
2008-09-17 : Kemper Mortgage, Inc. 
2007-08-13 : Kirkwood Financial Corporation 
2008-12-05 : LIME Financial Svcs. - Wholesale 
2008-03-27 : LMI Funding, Inc. 
2007-06-04 : Lancaster Mortgage Bank (LMB) 
2008-07-07 : Lehman Brothers SBF 
2008-01-17 : Lehman/Aurora Loan Services 
2007-02-08 : Lender's Direct Capital Corp  (wholesale) 
2007-08-13 : Lexington Lending 
2007-11-1 :   Liberty American Mortgage 
2008-08-06 : Liberty Home Lending 
2008-09-12 : Liberty Mortgage Funding Co. 
2007-03-20 : LoanCity 
2007-09-14 : Long Beach (WaMu Warehouse) 
2007-04-04 : LowerMyPayment.com 
2007-09-05 : LownHome Financial 
2008-02-21 : Lydian Mortgage 
2007-04-20 : MILA 
2006-12-29 : MLN 
2007-08-08 : MLSG 
2008-03-10 : Macquarie Mortgages USA Inc. 
2007-03-31 : Madison Equity Loans 
2007-01-24 : Mandalay Mortgage 
2007-03-10 : Maribella Mortgage 
2007-11-15 : Marlin Mortgage Company 
2007-03-14 : Master Financial 
2008-01-15 : Maverick Residential Mortgage 
2007-08-16 : Mercantile Mortgage 
2006-05-06 : Merit Financial 
2006-11-08:  Meritage Mortgage 
2008-09-18 : Mid Atlantic Capital LLC 
2007-01-25 : Millenium Bankshares (Mortgage Subsids) 
2007-04-27 : Millenium Funding Group 
2008-03-25 : Millennium Mortgage - Wholesale 
2008-04-24 : Montgomery Mortgage Capital Company 
2007-08-23 : Mortgage Investors Group (MIG) - Wholesale 
2008-11-07 : Mortgage Lion, Inc. - Wholesale 
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2008-12-01 : Mortgage Network Inc. - Wholesale 
2007-05-16 : Mortgage Tree Lending 
2008-12-11 : MortgageIT 
2007-11-12 : MortgageIT-DB (Retail) 
2008-06-25 : Mortgages Ltd. 
2007-08-07 : Mylor Financial 
2007-05-02 : Nation One Mortgage 
2007-12-31 : National City Corp. (Wholesale) 
2008-03-31 : National Wholesale Funding 
2007-07-28 : Nations Home Lending 
2007-09-24 : Nationstar Mortgage 
2007-05-21 : NetBank Funding, Market Street Mortgage 
2007-03-08 : New Century Financial Corp. 
2007-10-12 : New State Mortgage Company 
2008-03-12 : New Vision Residential Lending 
2007-06-01 : No Red Tape Mortgage 
2007-08-17 : NovaStar, Homeview Lending 
2008-02-20 : OMG Wholesale Lending 
2007-06-08 : Oak Street Mortgage 
2007-04-19 : Opteum (Wholesale, Conduit) 
2007-08-01 : Optima Funding 
2007-12-04 : Option One - H&R Block 
2008-03-13 : Origen Financial, Inc. (Correspondent)  
2007-01-08 : Origen Wholesale Lending 
2006-12-07 : OwnIt Mortgage 
2007-12-21 : PNC Bank H.E. 
2008-09-04 : Pacific Community Mortgage, Inc. 
2007-10-12 : Paragon Home Lending 
2007-11-26 : Paul Financial, LLC 
2007-03-14 : People's Choice Financial Corp. 
2007-04-05 : People's Mortgage 
2007-04-11 : Platinum Capital Group (Wholesale) 
2007-01-09 : Popular Financial Holdings 
2008-01-28 : Popular Warehouse Lending 
2007-01-03 : Preferred Advantage 
2007-07-11 : Premier Mortgage Funding 
2007-08-30 : Premium Funding Corp 
2007-10-22 : Priority Funding Mortgage Bankers 
2007-05-25 : Pro 30 Funding 
2008-10-15 : Prospect's Metrocities Mortgage - Wholesale 
2007-08-22 : Quality Home Loans 
2007-08-16 : Quick Loan Funding 
2007-11-05 : ResMAE Mortgage Corp. 
2008-01-16 : Residential Mortgage Capital  
2008-02-22 : Resource Mortgage (Wholesale) 
2007-06-07 : Right-Away Mortgage 
2007-01-23 : Rose Mortgage 
2007-09-28 : SCME Mortage Bankers 
2008-02-13 : Saxon Mortgage (Wholesale) 
2007-08-31 : Sea Breeze Financial Services 
2006-12-06 : Sebring Capital Partners 
2007-12-7 :   Secured Bankers Mortgage Company (SBMC) 
2007-01-05 : SecuredFunding 
2008-04-21 : Shearson Financial Network, Inc. 

2008-07-01 : Silver State Bank - Wholesale 
2007-02-14 : Silver State Mortgage 
2008-12-11 : Solstice Capital Group - HSBC 
2007-04-09 : Solutions Funding 
2008-01-03 : Soma Financial 
2007-04-02 : SouthStar Funding 
2007-12-10 : Southern Star Mortgage 
2006-12-15 : Sovereign Bancorp (Wholesale Ops) 
2007-08-15 : Spectrum Financial Group 
2007-07-06 : Starpointe Mortgage 
2007-06-29 : Steward Financial 
2007-07-07 : Stone Creek Funding 
2007-01-25 : Summit Mortgage 
2007-10-12 : Summit Mortgage Company 
2008-07-24 : SunTrust Bank Equity Wholesale 
2007-03-22 : Sunset Direct Lending 
2007-07-31 : Sunset Mortgage 
2008-11-26 : Tamweel PJSC 
2007-10-12 : The Lending Connection 
2007-05-25 : The Lending Group (TLG) 
2008-08-14 : The Mortgage Business plc 
2007-09-12 : The Mortgage Store Financial 
2007-06-18 : The Mortgage Warehouse 
2008-09-03 : Thornburg Mortgage 
2007-12-07 : TransLand Financial 
2007-08-28 : Transnational Finance Wholesale 
2007-11-16 : Tribeca Lending Corp. (Wholesale) 
2007-03-05 : Trojan Lending (Wholesale) 
2007-08-08 : Trump Mortgage 
2007-11-14 : UBS Home Finance 
2008-02-29 : Unique Mortgage Solutions (UMS, LLC) 
2007-07-02 : Unlimited Loan Resources (ULR) 
2007-10-18 : Valley Vista Mortgage 
2008-05-22 : Vanguard Mortgage & Title, Inc. 
2007-11-16 : WAMU Comm. Correspondent 
2007-10-12 : WMC 
2007-12-12 : WaMu (Subprime) 
2007-03-06 : Wachovia Mortgage (Correspondent div.) 
2008-07-21 : Wachovia Mortgage, FSB - Wholesale 
2007-03-30 : Warehouse USA 
2008-10-01 : Washington Mutual - Retail and Warehouse 
2008-04-07 : Washington Mutual - Wholesale 
2008-03-10 : Washington Savings Bank, F.S.B. - Wholesale 
2007-11-20 : Webster Bank (Wholesale) 
2007-09-27 : Wells Fargo (various Correspondent divisions) 
2007-11-26 : Wells Fargo - Home Equity 
2007-12-12 : Wescom Credit Union 
2008-08-13 : Western Residential Mortgage 
2008-06-17 : Wilmington Finance - Wholesale 
2007-08-02 : Winstar Mortgage 
2007-04-04 : Zone Funding 
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 Add-ons, 40, 44-47, 59, 218, 235   Closing documents, 19, 49, 82, 

 Adjustable rate mortgage, 119,       114, 147, 151, 152, 200, 202, 

    124, 148, 151, 162, 235-239, 266,      233, 241, 242, 252, 254, 258, 

    267, 271, 285-287, 259-264       268 

 Adjustable rate note, 148, 242,    CMOs, 179, 180, 181 

    261, 263-265, 267      Complaint resolution, 35-37, 163 

 Aggregate adjustment, 255    Confidentiality, 72 

 Amount financed, 214, 219-221,   Conforming loans, 82, 83, 172, 

    257            173, 174 

 APR, 193, 215-217, 221, 225, 226,    Conventional loans, 165, 260 

    257, 258        Cost-effectiveness, 32, 122-124, 

 Automated Combo Fast-Pay Loan,      136, 139 

    131-133        Culpepper, 101-104 

 Back-side loan pricing, 46     Debt ratios, 17-19, 190 

 Bait and switch, 90, 228, 281    Deed of trust, 22, 26, 204, 222,  

 Balloon loans, 135, 283        242, 261, 267, 268 

 Bi-weekly loans, 128-135     Defeasance, 26 

 Break-even analysis, 61-65    Demand feature, 260 

 Buydowns, 24, 61-65, 85     Desktop Underwriter, 18, 170, 

 Calculators, 19, 42, 49        171 
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 Dirty little secret, 92-93, 95-96    Freddie Mac, 4, 18, 29, 31, 32, 

 Disclosures, 11, 15, 18, 111, 116,      48, 69, 71, 73, 81-82, 124, 154, 

    191, 202, 214, 220, 234, 285,       155, 162, 163, Chapter Ten 

    289         Front-side loan pricing, 46 

 Discount, 43, 45, 46, 48, 49, 53,   Ginnie Mae, 154, 155, 162, 

    58, 62, 64, 71, 79, 84, more…      Chapter Ten 

 Doc-draw, 21       Good Faith Estimate, 15, 46, 66, 

 Due-on-sale, 26, 246, 260        76, 77, 86-88, 96, 111, 114, 

 Economic stimulus, 174        152, 184-186, 191-211, 226, 

 Employment, 15, 17, 118, 119       228, 232, 245, 247, 250, 292 

 Equifax, 197, 282       GSE, 69, 70, 172-175, 181 

 E-Valuation Method, 224-226    Guarantees, 27, 115, 179 

 Experian, 197, 282      HUD, 21, 22, 56, 57, 77, 85, 97, 

 Fannie Mae, 4, 18, 24, 29, 31, 32      103, 172, 175, 178, 191, 200, 

    48, 69, 71, 73, 81, 82, 124, 154,      210, 211, 222, 228, 242-255, 

    155, 156, 161, 162, Chapter Ten      257, 272, 273, 290 

 Fee splitting, 194       Hypothecation, 26 

 FHA, 20, 24, 82-86, 155, 165, 166,   Interest-only loans, 136-142 

    172, 174, 176, 193, 216     Impounds, 199, 202, 207, 209,  

 Finance charge, 193, 214, 216-221,      222, 253-255 

    257         Jumbo loans, 84, 86, 173, 174 

 Flood certification, 82, 203    Lender lists, 86, 184 

 Flood insurance, 82, 203, 208    Let’s make a deal, 105-107 
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 Leverage, 25        Mortgage brokers, 252, 273, 276, 

 LIBOR, 83, 84, 86, 266, 267       277, 278 

 Lifetime rate cap, 267      Mortgage insurance, 84, 207, 

 Loan officer questionnaire, 77, 96      209, 215, 217, 220, 222, 253, 

 Loan origination, 12, 14, 15, 47, 48      255 

    50-56, 58-60, 67-69, 73, 76, 79,   Mortgage note, 114, 124, 135, 
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    199, 200, 250, 252, 271, 276, 277,  Mortgage planner, 239 

    278, 280, 292       Negative amortization, 127, 

 Loan pricing adjustments, 44       143-146, 288, 290 

 Loan pricing worksheet, 66    Non-bank lenders, 31 

 Loan Prospector, 18, 175, 197    Note rate, 85, 143-146, 157, 158, 

 Loan rebates, 41          215, 216, 221, 231, 238, 285 

 Loan-to-value, 43-45      Overages (commission), 67 

 Loan transfers, 37      Par price, 156-160, 234 

 Lock registrations, 113, 114, 231, 242  Pass-throughs, 178-180 

 Low-ball tactics, 186, 228, 229    Payment shock, 119 

 Margins, 24, 83, 84, 86, 130, 151,   Per se illegal, 95, 103, 104 

    162, 231, 235-239, 266, 287, 288   Pledge, 25 

 Mortgage brokers, 14, 22, 28-34, 37,   Predatory mortgage lending, 

    46-48, 56, 69-73, 76, 77, 82, 86,      269-299 

    101-104, 107, 109, 110, 113, 183,   Prepayments, 124-128, 130, 

    184, 194, 195, 198-201, 218, 250,      132-134, 267 

 



 

303 
 

Index 

 Rate-locks, 38, 45, 49, 50, 58, 81   Surety bond, 31 

    85, 89, 106, 107, 114, 141, 156,   Title insurance, 192, 203-205, 

    159, 160, 201, 223, 224, 227,       219 

    230-233, 250-252, 281     Total payments, 123, 134, 214, 

 Rescission period, 147, 151, 202,      220 

    221, 241        Trans Union, 197, 282 

 Regulatory controls, 31     Truth in lending, 152, 201 

 Required net yield, 24, 156-158      214-222, 242, 257-259, 285 

 REMIC, 154, 178       Underages (commission), 67 

 Reserves, 32, 209, 231, 254    Underwriting, automated, 18, 

 RESPA, 56, 89, 95, 101-104, 191,      170, 175, 197 

    243, 257        VA funding fee, 208 

 Ripoff Report, 34       Warehouse line of credit, 31, 170 

 RLO, 111, 112, 116      Wholesale rate sheets, 39, 48, 

 Settlement statements, 21, 29, 51,      73-76, 78, 90-92 

    56, 57, 200, 222, 224, 242, 244,   WLO, 111-113, 115, 116, 252 
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 Standby commitment, 167        271 
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