








                     CHAPTER 6 
 

CDA   MORTGAGES (rev. 03/09) 
 

  CDA  or  the More  House  4  Less  is  a Maryland  State  government mortgage 
program geared  toward helping  the  first‐time homebuyer  to purchase a home.    In 
this sense, a first‐time homebuyer is defined as someone who has not owned a home 
in three years. 
 
  In  the  past,  there  were  several  different  loan  programs  being  offered.  
However,  CDA  is  only  offering  the  government  mortgages;  a  30  year  fixed  rate 
mortgage, FHA and VA.   The borrower(s) may  receive up  to 96.5%  financing along 
with down  payment  and  closing  cost  assistance.  The most  recognizable  change  to 
CDA financing by realtors and loan officers alike is the funding is no longer at 100%. 
 
  The  interest rate  is set by the State and changes are made periodically.   They 
are not  set by  the  fed  rate which can change daily.   The  rates offered by  the CDA 
program are quite competitive and are posted on the More Homes 4 less website @ 
morehouse4less.com. or www.mmprogram.org.  Workshops are held throughout the 
year and are posted for your convenience.  Currently, a 30 year fixed‐rate mortgage 
is at 6.0% with zero points. 
 
  CDA mortgages are available through approved local lenders and are offered by 
the Maryland Department of Housing and Community Development.   This program 
offers up to 96.5% financing and has an added feature of down payment assistance 
toward  closing  costs.    The  purchase  price  of  a  home  is  limited  i.e.  the  limit  for  a 
conventional  and  FHA mortgages  through  the  CDA  in  Carroll  County  is  $429,620.  
There  are  also  income  restrictions.    For  example:    Carroll  county  has  a  limit  of 
$93,840  for  a  1  or  2  person  household  and  a  limit  of  $108,698  for  a  3  person 
household.    Interestingly  enough,  if  a  borrower  is  pregnant  and  can  verify  her 
pregnancy with a doctor’s note,  the 2 person household will qualify as a 3 person 
household.    Note:    Maximum  purchase  price  and  income  limits  vary  by 
county/Baltimore City. 
 
  One of the questions often asked by borrowers and realtors  is  ‘…why would  I 
choose an FHA CDA mortgage over a conventional CDA mortgage?..’   The reason for  
a  preference  is  typically  due  to  credit  scores  as  well  as  availability  of mortgage 
insurance for conventional mortgages.  CDA requires good credit, but is a little more 
flexible/lenient  using  the  FHA  guidelines.    Current  acceptable  credit  scores  using 
conventional financing  is 620 and FHA  is 580.   CDA still follows HUD   guidelines of a 
5% down payment or 3.5% for FHA.  Gift money, seller help, grants and DSELP (Down 
Payment & Settlement Expense Loan Program‐a Maryland State program) funds can 
be used  in  the purchase  transaction.   Seller help can be as much as 6% of  the sale 



price with a CDA FHA mortgage.  Theoretically speaking, there is no minimum out‐of‐
pocket  expense  for  a  CDA mortgage.    Borrowers  can  purchase  a  home with  ‘zero 
money’  invested  in their new home.   Note:   CDA conventional financing may not be 
available due to stringent mortgage insurance criteria. 
 
  There are three types of closing cost assistance programs available:   DSELP, a 
2%  grant  program,  and  a  3%  grant  program.    DSELP money  used  toward  closing 
costs/down payment can actually become a no‐interest, deferred loan to assist first‐
time homebuyers!    The DSELP  assistance  is  currently  $2,500.    The purchase price, 
however,  is  limited  to $200,000 or  less.   The  loan  is paid back when  the borrower 
refinances or sells the property. 
 
  The State of Maryland offers a 2 or 3% (of the  loan amount) grant program‐a 
closing cost assistance feature.  The 2% grant program offers a higher interest rate of 
6.5%  and  is  repayable  in  full within  the  first  four  years when  a  sale,  transfer  or 
refinance occurs from the purchase date; however, it is forgivable after four years of 
ownership/the purchase date.   The rate of 6.75% applies to the 3% grant program; 
repayment is the same as the 2% grant.  This has no loan amount restriction (within 
the CDA  limits) and  is also  forgivable after  fifteen years.   Note:   The CDA 2 and 3% 
grant programs have  slightly higher  interest  rates  and  these  funds  are used  solely 
toward closing costs for FHA mortgages. 
 
  Mandatory Homebuyer education is available for all borrowers and is required, 
but  is  specific  to  each  county/Baltimore City.   Property home  inspections  are  also 
required. 
 
  Lastly,  there  are  a  few  employer  sponsored  programs  such  as House  Keys  4 
Employees and Smart Keys 4 Employees  (consult your human resource department 
with your employer) whereby a participating employer will contribute $5,000 to the 
employee and CDA will match   the contribution for a total amount up to $10,000. 

 
 
Example:  
 

CDA Mortgage Story 
A State Sponsored Mortgage Program 

(Rev. 03/09) 
 

 
 
  Susie and Mary Buyers walked into their local mortgage loan officers’ office one 
day to talk about how they could buy their first home.  They were quite nervous and 
knew a real estate agent that had referred Susie and Mary to the loan officer for a 
pre‐approval to purchase a $180,000 home.  Susie and Mary were very smart.  They 



had first called the mortgage loan officer to ask what they needed to bring on that 
first visit.  Susie and Mary brought the following items:  the last three years federal 
tax forms (their 1040’s), their W‐2’s for the last three year, their most recent 
paycheck stubs showing 30 days of income, two months of asset information – their 
checking/savings account, and their home counseling certificate.  In addition, they 
brought in their landlord’s contact information for the mortgage person to contact.   
 
  The mortgage loan officer typed up their mortgage application upon their very 
first visit since Susie and Mary had been so efficient in getting all of these items 
together.  Gathering all this information ahead of time makes purchasing a new 
home a much more pleasurable experience; especially, for Susie and Mary Buyers!   
The mortgage loan officer also known as the MLO, told Susie and Mary about the 
details of the CDA Mortgage she had available for them. 

 
 The CDA mortgage currently had a fixed interest rate of 6.0%, 
  It was for a period of 30 years,  
  The mortgage loan amount would be 96.5% of the purchase price 
  The monthly mortgage payment would include:  principal, interest, real estate 
taxes, homeowners insurance, and mortgage insurance 

 
Example:  Principal & Interest       $1,059.64 
        Real Estate Taxes               150.00 
        Home Owners Insurance                                              50.00 
                  Mortgage Insurance (PMI)              79.17 
                _________ 
 

         Total Monthly  mortgage payment                   $1,338.81 
 

“Do Better Business…. The Carroll Way!”    

The information provided in this manual reflects current mortgage information which may be subject to change  
without  notice/or which may have already been eliminated. Your transaction may involve updates periodically.   

Consult with your mortgage loan officer for updated information.  

March 16, 2009 



 

 
       December 9, 2008 
 

      Directive 2008-28 
 
MEMORANDUM: ALL PARTICIPATING LENDERS  
 
SUBJECT:  INTEREST RATES REDUCED 
 
 The purpose of this Directive is to inform you that Secretary Skinner at the Governor’s 
Annual Housing Conference today announced that the interest rates for all Maryland Mortgage 
Program products will be reduced by 3/4%.  This interest rate reduction is effective for all loans 
reserved on or after 5:00 p.m. on December 8, 2008.  Please note that this interest rate 
reduction does not apply to the Lifeline Refinance Mortgage Program or the Homesaver 
Refinance Mortgage Program.  The interest rates will be updated on our website and Lender 
On-Line.  This Directive will be uploaded to our website (under Lenders Only/Single Family 
Housing Directives) and also to Lender On-Line (under Program Documents/Single Family 
Housing Directives). 
 

3 points 2 points 1 point 0 points 2% grant (0 
points) 

3% grant (0 
points) 

Maryland Mortgage Program 
30-year amortizing 

5.625% 5.750% 5.875% 6.000% 6.500% 6.750% 

40-year amortizing  
5.875% 6.000% 6.125% 6.250% 6.750% 7.000% 
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           ADMINISTRATION 
           DIVISION OF DEVELOPMENT  FINANCE   
           100 Community Place 
           Crownsville, MD 21032 
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           WEB www.mdhousing.org 
            
   

 

Martin O’Malley
GOVERNOR 
 
Anthony G. Brown 
LT. GOVERNOR 
 

Raymond A. Skinner 
SECRETARY 
 
Clarence J. Snuggs 
DEPUTY SECRETARY

 



 

 

          

 

 Please note: 1) if for some reason the update to the Lender-on-Line reservation system 
is unable to be implemented by the planned time, any reservations that come in after that time 
will be adjusted (assigned the correct/new interest rate) by Single Family; and  2) as always, 
loans are not to be reserved without a fully ratified contract of sale.  

 As always, we appreciate your continued participation in MMP.  If you have any 
questions concerning this Directive or suggestions for improving our Program, please contact 
me directly at (410) 514-7508 or 1-800-638-7781 or by e-mail at manahan@mdhousing.org. 

 
       Sincerely, 

       William J. Manahan 
       William J. Manahan 
       Assistant Director 
       Single Family Housing 
 
 
 
 
 
   

 
 



Downpayment and Closing 
Cost Assistance

mmprogram.com 1-800-638-7781

We have several options for downpayment and closing cost  
assistance when purchasing a home through the 

Maryland Mortgage Program

For even MORE assistance, get information on CDA’s Partner Match Programs
House Keys 4 Employees

Builder/Developer Incentive Program
Community Partners Incentive Program

Find details on our website 

•	 Check website for current rates
•	 No repayment of grant is required
•	 Can be used with any purchase price within MMP program limits

MMP+2%
grant equal to 2% of 

mortgage amount

MMP+3%
grant equal to 3% of 

mortgage amount

$2,500 no interest  
deferred loan*

(repayable upon payoff or refinance or  
upon sale or transfer of the home)

*Limited to a home purchase price of $200,000 or below

Premium Grants for Downpayment &  
Closing Cost Assistance

Interest rates slightly 
higher

Interest rates slightly 
higher

Downpayment & Settlement Expense Loan Program (DSELP)

MARYLAND MORTGAGE PROGRAM
More House 4 Less



Information subject to change. Revised 4/14/08. 

Maximum Purchase Prices

	  NON-TARGETED	 TARGETED
		

Income Limits^
 	 # OF PERSONS IN
	 HOUSEHOLD	 NON-TARGETED	 TARGETED

Counties & City

Allegany County*	 1 or 2	           -	 $   98,040	            -	 $    289,705	
	 3 or more 		  114,380		

Anne Arundel County+	 1 or 2	 $  93,840 	 98,040 	 $  429,620	 525,091 
	 3 or more 	 108,698 	 114,380	

Baltimore City*	 1 or 2	 -	 98,040	 -	 525,091  	 3 or more 	 -	 114,380 		

Baltimore County+	 1 or 2	 93,840 	 98,040 	 429,620	 525,091  
	 3 or more 	 108,698	 114,380		

Calvert County	 1 or 2	 99,000	 -	 429,620	  
	 3 or more 	 113,850 	 -		

Caroline County*	 1 or 2	 -	 98,040	 -	 289,705 
	 3 or more 	 -	 114,380 		

Carroll County	 1 or 2	 93,840 	 -	 429,620	 - 	 3 or more 	 108,698 	 -		

Cecil County	 1 or 2	 81,700	 -	 346,601	 - 	 3 or more 	 93,955 	 -		

Charles County	 1 or 2	 99,000	 -	 429,620	 - 	 3 or more 	 113,850	 -		

Dorchester County*	 1 or 2	 -	 98,040	 -	 289,705 
	 3 or more 	 -	 114,380		

Frederick County+	 1 or 2	 99,000	 118,800	 429,620	 525,091 
	 3 or more 	 113,850	 138,600		

Garrett County*	 1 or 2	 -	 98,040	 -	 481,250 
	 3 or more 	 -	 114,380		

Harford County+	 1 or 2	 93,840	 98,040	 429,620 	 525,091  
	 3 or more 	 108,698	 114,380		

Howard County	 1 or 2	 93,840	 -	 429,620	 -  	 3 or more 	 108,698	 -		

Kent County*	 1 or 2	 -	 98,040	 -	 359,798 
	 3 or more 	 -	 114,380		

Montgomery County	 1 or 2	 99,000	 -	 429,620	 - 	 3 or more 	 113,850	 -		

Prince George’s County+	 1 or 2	 99,000	 118,800	 429,620	 525,091 
	 3 or more 	 113,850	 138,600		

Queen Anne’s County	 1 or 2	 93,840	 -	 429,620	 -  	 3 or more 	 108,698	 -		

St. Mary’s County	 1 or 2	 82,100	 -	 343,125	 - 	 3 or more 	 94,415	 -		

Somerset County*	 1 or 2	 -	 98,040	 -	 361,611	
	 3 or more 	 -	 114,380		

Talbot County	 1 or 2	 81,700	 -	 334,125	 - 	 3 or more 	 93,955	 -		

Washington County+	 1 or 2	 81,700	 98,040	 339,750	 415,250   	 3 or more 	 93,955	 114,380		

Wicomico County+	 1 or 2	 81,700	 98,040 	 295,863	 361,611 
	 3 or more 	 93,955 	 114,380		

Worcester County+	 1 or 2	 81,700	 98,040	 393,749	 481,249 
	 3 or more 	 93,955	 114,380

Income and Purchase Price 
Limits

Community Development Administration
 Maryland Department of Housing and Community Development

100 Community Place    Crownsville, MD 21032-2023
Email: SingleFamilyHousing@mdhousing.org    410-514-7530    Toll-free (Maryland Only): 800-638-7781    Fax: 410-987-4136

MARYLAND MORTGAGE PROGRAM
More House 4 Less

^Income limits for an RHS-guaranteed loan are the LESSER of the Maryland Mortgage Program Income Limits referenced 
above or the RHS Guaranteed Housing Program Income Limits
*The entire jurisdiction is targeted. Buyers do not have to be first-time homebuyers.
+Contains certain targeted  census tracts (refer to Targeted Area) in which buyers do not have to be first-time homebuyers
Please note: Newly constructed homes must be in a Priority Funding Area



Information subject to change. Revised 4/14/08. 

FHA Maximum
Mortgage Amounts*Counties & City

Allegany County	 $271,050 

Anne Arundel County	 $525,091** 

Baltimore City 	 $525,091 

Baltimore County	 $525,091**  

Calvert County	 $429,620 

Caroline County	 $271,050 

Carroll County	 $429,620 

Cecil County	 $346,601	  

Charles County	 $429,620 

Dorchester County	 $271,050 

Frederick County	 $525,091** 	

Garrett County	 $437,500 	

Harford County	 $525,091** 

Howard County	 $429,620 

Kent County	 $343,750 

Montgomery County	 $429,620 

Prince George’s County	 $525,091** 

Queen Anne’s County	 $429,620 

St. Mary’s County	 $343,125 

Somerset County	 $328,750 

Talbot County	 $334,125 

Washington County	 $377,500** 

Wicomico County	 $328,750** 

Worcester County	 $437,500** 

Income and Purchase Price 
Limits

Community Development Administration
 Maryland Department of Housing and Community Development

100 Community Place    Crownsville, MD 21032-2023
Email: SingleFamilyHousing@mdhousing.org    410-514-7530    Toll-free (Maryland Only): 800-638-7781    Fax: 410-987-4136

FHA Maximum Mortgage Amounts

MARYLAND MORTGAGE PROGRAM
More House 4 Less

*These are temporary limits as a result of the Economic Stimulus Act of 2008, capped at the Maximum Acquisition Cost for the 
applicable jurisdiction. They are effective for mortgages endorsed for insurance on or after March 6, 2008 and remain in effect 
for those mortgages for which the mortgagee has issued credit approval for the borrower on or before December 31, 2008.
**Please note:  These are the Targeted Area limits. The Non-Targeted Area limits are capped at the Maximum Acquisition Costs for a 
Non-Targeted Area for the applicable jurisdiction.



         

                      CHAPTER 7 
 

CONSTRUCTION AND LOT LOANS 
 

CONSTRUCTION LOANS: 
 
For many, the American dream begins with the land and the blueprints – the drive 
to build their own home, not just buy it.  Building new allows you to create a home 
truly suited to your client’s needs, especially if resale homes cannot be found to 
satisfy the needs of their family.    To help them realize this dream, you may need 
two (2) loans: an interim construction loan and a permanent loan.  Check  with 
your lender for help as various Lenders service different products. 
 
The Power of One Closing 
 
Buy the land. Close your construction loan. Secure permanent financing.  Lock in 
an Interest Rate.  Interest Rates may rise, but you can protect the client with long 
term locks, plus a wide selection of permanent financing options. You can either 
increase or decrease the loan amount once construction is finished on the new 
home (or even extensive remodeling of an existing house) or switch to a different 
loan product. 
 
Advantages  of the Double Close Construction Loan Transaction 
 

•  Flexible end loan financing options - find a permanent loan product that fits 
the situation. 

• Extended interest rate locks available - lock in your loan at a lower rate, if  
rates begin to rise, the client  is protected. 

• Do a Cross Collateralization with the equity that they have in their current 
home and make only one move.  A Cross Collateralization may eliminate a  
Bridge Loan.  A lien is placed on the current home for the equity needed    
for the down payment and closing costs. 

 
How does the Construction/Permanent Loan work? 
 

•  Apply with any approved lender. 
•  The construction and /or permanent loan will be reviewed at the same  
       time. 
•  The construction loan closing will take place soon after the approval.  The  
       client will then own the land. 
•  As each stage of the construction ends, the lender will approve a release  
       of the funds (a draw) to pay the builder. 
•  Once the home has passed its final inspection by the appraiser and the 
        local building authorities, the client may need to sign an agreement     
        converting the construction loan into a permanent mortgage, if any of the  
        original loan terms have changed. 
 

 



 
 

IMPORTANT THINGS TO KNOW ABOUT A CONSTRUCTION LOAN: 
 

• A  Draw Schedule will be provided prior to loan closing.  The Draw Schedule 
details the amount available to be disbursed and the requirements that need 
to be met throughout the construction process. All draw schedules need to 
be accepted by borrower and builder. 
 

• A Construction Loan Administrator (CLA) will be assigned to aid the 
borrower and builder during the construction process.  The CLA is available 
for any questions regarding the construction process and also schedules 
Bank inspection and manages the disbursement of loan funds. 

 
• Prior to the first disbursement, the Bank will need a copy of the building 

permit, wall check survey, well log (if applicable) and evidence of builder’s 
risk insurance. 

 
• All subsequent draws require a Bank inspection.  They will send out an 

inspector upon request.  Upon verification of work completed, they disburse 
funds.  If more than six inspections are needed, fees will be collected prior to 
disbursement of the proceeds. 

 
• Funds are disbursed for completed work only based on the Bank inspector’s 

report. 
 

• The Bank generally holds 10% of the construction cost until the house is 
complete and all the requirements detailed in the Loan Commitment Letter, 
Residential Construction Agreement and the Draw Schedule have been met.   
Please note that Lender requirements are often more specific 
than the local governing authority. 
 

• If construction of the house will not be complete within the initial 
construction period, an extension may be granted by the Bank.  A fee will be 
imposed to extend the loan.  This fee may be paid at the time of extension or 
added to the loan payoff.  Extending the term of the loan may 
compromise the ability to modify to permanent financing if the 
construction period exceeds twelve (12) months. 
 

• Construction Loan payments are interest only based on the outstanding 
principal balance.  The borrower will receive a bill approximately fifteen (15) 
days before payment is due. 
 

• Principal reductions may be made at any time without incurring a penalty.  
However, those funds will not be available to redraw at a future date. 
 

• It is important to lock in the rate on the permanent loan near the end of 
construction to avoid additional fees that may be incurred if the lock 
expires before conversion to permanent financing.  It is wise to coordinate 
this date with the aid of the builder, Bank’s CLA and client borrower. 
 



• Modification is the process of converting construction financing into 
permanent financing.  All the requirements of the Loan Commitment Letter, 
Residential Loan Agreement and Draw Schedule must be met.  At 
modification the borrower will be required to pay into a tax and insurance 
escrow, as well as interest due on both loans and other costs. 
 

 COMMONLY ASKED QUESTIONS: 
  
The following information is intended to assist you or your client with the 
construction loan process.  It is not intended to be all-inclusive.  If you or your 
client have additional questions or need clarification, please consult with your 
mortgage banker. 

 
•  What do I need to apply for a construction loan? 

In addition to the standard net-worth assessment, liability and employment 
documentation, you will need to provide plans, specifications and a builder 
contract.  If your client will be the General Contractor the Bank will need a 
cost breakdown plus the subcontractor’s bids/fixed price contracts. 

 
• What is required before funds can be advanced? 

Prior to disbursement of funds, you will need to provide a copy of the 
building permit, well check survey (well log, if applicable) and 
hazard/builder’s risk insurance.  Prior to your loan’s conversion to 
permanent financing the Bank requires updated hazard insurance, well 
certification, a final survey and the use and occupancy certificate.  Other 
items may be required depending on the type of construction and 
permanent loan selection. 

 
•  What fees are associated with the construction process?   

The Bank collects a fee at settlement which allows for up to 6 inspections 
and modifications to a permanent loan.  There may be additional fees if you 
exceed the standard number of inspections and draws. 
 

•  Can funds be re-advanced? 
             You may make principal reductions at anytime, but those funds will not be 
             available to be re-advanced later. 

 
• When is private mortgage insurance required? 

Typically, private mortgage insurance (PMI) is required on the permanent 
loan when the down payment is less than 20%.  Typically it is not required 
during the construction loan process. 
 

• Can I be my own builder? 
The goal is that the house is completed on time and on budget.  If your client 
possesses the necessary skills to do so, subject to the Bank’s  approval, they 
may act as their own General Contractor. 

 
•  Who is the primary contact during the construction process? 

Once the loan is approved, a Construction Loan Administrator (CLA) will 
be assigned to aid during the construction process.  The CLA is available for 



any questions you may have and will aid your client and their builder in the 
scheduling of inspections and the disbursement of funds. 

 
•  What is the draw schedule? 

The draw schedule details the amount available to be disbursed and the 
necessary requirements to be met throughout the construction process.  
Generally, there are 7 draws for a stick-built house and 4 draws for a 
modular house. You will receive a draw schedule prior to closing the 
Construction Loan. 
 

•  What is the standard method for disbursing funds? 
Usually reference is made to comply with the contract between the Builder 
and the Borrower. 

 
•   How does the draw process work? 

The Bank sends out an inspector upon your builder’s request for the 
advance of funds.  Upon verification of work completed, funds will be 
disbursed. 
 

•  How are payments calculated? 
Payments are interest-only based on the outstanding balance.  Payments 
begin one month following loan closing and continue monthly thereafter.  A 
bill is mailed to your client fifteen (15) days before the payment is due. 
 

•  When should the client lock in the permanent rate? 
It is important to lock in close to the end of construction to avoid fees that 
may be incurred if the lock expires before converting to the permanent 
loan.  It is wise to coordinate this date with the aid of the client, builder, 
CLA, and Mortgage Banker. 
 

•   What is modification? 
 Modification is the process of converting the construction loan into a 
 permanent loan. 
 

•   What do I need to do to modify? 
Before modification the client must meet all the requirements detailed in 
the Commitment Letter and Draw Schedule provided by the Bank. 

 
•   When are escrows collected? 

Escrows for property taxes and insurance are generally required when the 
client converts to a permanent loan.  You must anticipate the escrows 
associated with the permanent financing. 
 

•   May the borrower pay down on the loan at any time without 
        penalty? 
        Yes.  The borrower may make principal reductions anytime without       
        incurring a penalty. 
 
•  When can the client move into their new home? 

Generally this takes place after a Use and Occupancy Permit (U&O) has 
been issued by the county officials where the home is located and loan 
requirements are met.  



 
• What if the home is not complete and the loan has matured? 
        As soon as you think this situation may be a possibility discuss it with your 

client and the Bank since they may be able to extend the maturity date with 
the completion of a Note Modification Agreement and payment of an 
additional fee. 

 
  

LOT LOANS: 
 
Lot Loans are available which allows you to purchase a lot for the eventual 
construction of a residence.  This product is intended for buildable lots, so be 
certain that all utilities (gas, telephone and electric) are available and that Well and 
Septic approvals are already in place. 
 
It is Lender specific as to the loan requirements to purchase a lot, so please check 
with your preferred Lender.  Typically rates for these loans are higher than market 
rates for regular permanent mortgages because Lenders view an unimproved 
building lot as a greater risk. 
 
Down payment requirements vary greatly from Lender to Lender, but are often in 
the range of 20 – 30 % of the purchase price.  Check with various lending sources 
for specific requirements of their Lot Loan programs. 
 
 

 
 
 
 
 
 
 

“Do Better Business…. The Carroll Way!” 
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CHAPTER 8 
 

SUBPRIME LOANS 
 
Subprime lending, also called B-paper, near-prime, or second chance lending, is the 
practice of making loans to borrowers who do not qualify for the best market interest 
rates because of their deficient credit history. The phrase also refers to paper taken on 
property that cannot be sold on the primary market, including loans on certain types of 
investment properties and certain types of self-employed individuals. Subprime lending 
is risky for both lenders and borrowers due to the combination of high interest rates, 
poor credit history, and adverse financial situations usually associated with subprime 
applicants. A subprime loan is offered at a rate higher than A-paper loans due to the 
increased risk.  They can be used for borrowers with good or excellent credit when their 
particular circumstances do not fit within normal underwriting guidelines.  However, 
over the past year underwriting guidelines for these products have tightened 
dramatically and Subprime Loans have become very difficult to find.  They were also 
considered to be a major contributor to the “Credit Crisis” and “Mortgage Meltdown” 
that have negatively affected our industry. 
 
Subprime lending encompasses a variety of credit instruments, including subprime 
mortgages, subprime car loans, and subprime credit cards, among others. The term 
"subprime" refers to the status of the borrower (being less than ideal), not the interest 
rate on the loan itself. 
 
Subprime lending is highly controversial. Opponents have alleged that the subprime 
lending companies engage in predatory lending practices such as deliberately lending to 
borrowers who could never meet the terms of their loans, thus leading to default, seizure 
of collateral, and foreclosure. In the USA, there have also been charges of mortgage 
discrimination on the basis of race.  Proponents of the subprime lending maintain that 
the practice extends credit to people who would otherwise not have access to the credit 
market, or in other words to qualify individuals for home ownership loans they would 
otherwise be unable to obtain for purchasing. 
 
The controversy surrounding subprime lending has expanded as the result of an 
ongoing lending and credit crisis both in the subprime industry, and in the greater 
financial markets which began in the United States. This phenomenon has been 
described as a financial contagion which has led to a restriction on the availability of 
credit in world financial markets. Hundreds of thousands of borrowers have been forced 
to default and several major American subprime lenders have filed for bankruptcy. 
 
Subprime lending evolved with the realization of a demand in the marketplace and 
businesses providing a supply to meet it.  With bankruptcies and consumer proposals 
being widely accessible, a constantly fluctuating economic environment, and consumer 
debt load on the rise, traditional lenders are more cautious and have been turning away 
a record number of potential customers.  While there is no official credit profile that 
describes a subprime borrower, most in the United States are supposed to have a 
credit score below 620. Statistically, approximately 25% of the population of the 
United States falls into this category  
 
Capital markets operate on the basic premise of risk versus reward. Investors taking a 
risk on stocks expect a higher rate of return than do investors in risk-free Treasury bills, 



which are backed by the full faith and credit of the United States. The same goes for 
loans. Less creditworthy subprime borrowers represent a riskier investment, so lenders 
will charge them a higher interest rate than they would charge a prime borrower for the 
same loan. 
 
 
To access this increasing market, lenders often take on risks associated with lending to 
people with poor credit ratings. Subprime loans are considered to carry a far greater risk 
for the lender due to the aforementioned credit risk characteristics of the typical 
subprime borrower. Lenders use a variety of methods to offset these risks: 

 
• Higher interest rates 
• Additional fees and points vs. A-paper loans. 

 
These increased fees compound the difficulty of the mortgage for the subprime 
borrower, who is defined as such by their unsuitability for credit.  Due to the risk 
profile of the subprime borrower, this access to credit comes at the price of higher 
interest rates. On a more positive note, subprime lending (and mortgages in particular), 
provide a method of "credit repair"; if borrowers maintain a good payment record, they 
should be able to refinance back onto their mortgages before the tie-in has expired. A 
professional Loan Officer should be able to provide information about the costs of 
switching mortgages and should always explain to the borrower in great detail the “fine 
print” of the loan product they are receiving.   
 
Generally, subprime borrowers will display a range of credit risk 
characteristics that may include the following: 1) Late payments paid sixty (60) 
or ninety (90) days past their due date during the last thirty-six (36) months.  Excessive 
thirty (30) day late payments within the last twelve (12) months will significantly reduce 
ones credit score and must be carefully considered;   
2)  Judgments, foreclosure, repossession, tax liens, or non-payment of a loan in the last 
forty-eight (48) months; 3) Bankruptcy in the last seven (7) years; 4)  Relatively high 
default probability as evidenced by, for example, a credit bureau risk score (FICO) of 
620 or below on a scale that ranges from 300 to 850. Subprime mortgage loans have a 
much higher rate of default than prime mortgage loans and are priced based on the 
risk assumed by the lender. Unfortunately, many subprime mortgages have also been 
borrowers who lack legal immigration status in the United States.    
 
There are many different kinds of subprime mortgages, including: 
 

1. Interest-only mortgages, which allow borrowers to pay only interest for a 
period of time (typically five (5) -  ten (10) years). 

2. "Pick a Payment" loans (or option ARMs, where borrowers choose their 
monthly payment (full payment, interest only, or a minimum payment which 
may be lower than the payment required to reducing the balance of the loan).  

3. Initial fixed rate mortgages that quickly convert to variable rates.  
 

This last class of mortgages has grown particularly popular among subprime lenders 
since the 1990s. Common lending vehicles within this group include the "2-28 loan", 
which offers a low initial interest rate that stays fixed for two (2) years after which the 
loan resets to an adjustable rate, changing every six (6) months or once a year, for the 
remaining life of the loan, and in this case twenty-eight (28) years. The new interest rate 
is typically set at some margin over an index, for example, 5% over a six (6) month or 



twelve (12)-month LIBOR (London Interbank Offered Rate, which is the index).  
Variations on the "2-28" include the "3-27" and the "5-25". 
 
To avoid the initial hit of higher mortgage payments, most subprime borrowers take out 
adjustable-rate mortgages (or ARMs) that give them a lower initial interest rate. But 
with potential annual adjustments of 2% or more per year, these loans can end up 
charging much more. For example, a $500,000 loan at a 4% interest rate for 
thirty (30) years equates to a payment of about $2,400 a month. But the 
same loan at 10% for twenty-seven (27) years (after the adjustable period 
ends) equates to a payment of $4,470.  A 6-percentage-point increase in the 
rate caused slightly more than an 85% increase in the payment and an 
actual increase of $2,070/mo! 
Here are some characteristics which have been applied to subprime loans. 
 
 Every buyer should consult with a lender to examine their individual circumstances and 
make sure they understand all the parameters of any particular loan especially 
subprime lending! The guidelines in the current market are ever changing and subprime 
program availability may even be outdated at the time of this Mortgage Financing Guide 
publication: 
  

• Debt to Income ratios of 50%. 
• Six percent (6%) Seller contributions regardless of Loan to Value (LTV) on owner 

occupied properties. 
• Forty (40) – fifty (50) year interest only terms available on some loans.   
• Middle Credit scores of 520 with Combined Loan to Value (CLTV, a first and 

second mortgage) of 90%. 
• 580 credit scores for first time buyers with five percent (5)% down. 
• Private Verification of Rents (VORs) accepted 
• No Mortgage Insurance 
• No Escrows required 
• Six (6) months of Bank statements accepted as “Limited Documentation Loans” 
• Twelve (12) Months Personal (100% of Deposits) or Business (75% of Deposits) 

Bank Statements accepted as full Documentation (Doc) 
• Seventy-five percent (75%) of Income as Shown on last two (2) years’ 1099 

Accepted as Full Doc 
• Prepayment penalties. 

 



CHAPTER 9 
 

SECOND MORTGAGES 
 
 
 Second mortgages are frequently misunderstood.  Quite often they follow  a first 
or primary mortgage.  Second mortgages can also be referred to as a ‘junior lien’ or a  
‘piggyback second’ when used for the purpose of purchasing real property securing the 
loan.  Several types of second mortgages are:  fixed rate/term, interest only, home 
equity lines, and bridge loans.  Their purposes vary as well as their rates, terms, and 
functionality. Mortgage fact:   these loans are in second lien position secured by real 
estate which creates  a greater risk factor  to the lender.  Acceptable collateral for second 
mortgages may be:   owner-occupied residential property (primary or secondary-second 
homes), single family homes, condominium, townhouses or duplexes.  These loans may 
also be secured by mobile homes which are fixed to  a permanent foundation and also 
used for one to four unit family, residential ownership properties.    Typically, the 
second mortgages have a higher interest rate as compared to first mortgages.   The 
current market trend amongst lenders is to eliminate second mortgage availability due 
to their high risk and recent mortgage foreclosures/bankruptcy as well as anticipated 
future similar financial credit issues.  Heavy losses of second mortgages by some major 
national lenders have mortgage lenders taking another look at alternatives such as first 
mortgages with private mortgage insurance.  Second mortgages when used in 
conjunction with first mortgages may provide a lower, combined monthly payment as 
opposed for first mortgages with private mortgage insurance aka PMI.  From an 
investors’ standpoint, first mortgages with PMI are becoming a more desirable form of 
financing.   The following is a list of second mortgages along with some basic functions: 
 

 The fixed rate/term is the most commonly used second mortgage.  This fixed 
option is not intended to meet revolving credit needs.  The rate is fixed 
throughout the term of the loan.  The term is generally fifteen (15) years, but 
thirty (30) year terms may also be available.     

 
 Interest only second mortgages are also available.  The advantage of this type of 

loan provides for a  lower monthly payment which is a minimum monthly 
payment of the interest due on the principle balance of the loan.  The 
disadvantage to this type of financing is clean:  the average consumer does not  
necessarily understand this type of financing and fails to pay any additional 
payment toward principal.   

 
 Home equity lines are used for a variety of consumer needs such as:  student 

education, home improvements, debt consolidation etc.   Credit lines generally 
have a minimum loan amount i.e. $5,000 and the maximum limit will vary by 
lender.  The line functions similar to that of a credit card which most consumers 
can relate – payment and interest is due when a balance exists.  Most credit lines 
are available for ten (10) years at which time they are re-evaluated for credit 
worthiness and acceptability.   

 



 Bridge Loans are ideally a financial link to purchase a new residence while 
awaiting the sale of an existing residence.  It allows a borrower the opportunity 
to make a purchase for their new home so as not to miss a financial opportunity 
for a new residence.  Bridge loans are seldom used as they are usually an 
expensive solution to purchasing real estate. Mortgage loan officers should 
review this type of solution carefully as the borrower(s) must quality for existing, 
future, and the bridge loan itself; a financial luxury that is neither affordable nor 
desirable for the average consumer.  The bridge loan may be secured by the 
current or future residence.  The ideal outcome is to pay off the bridge loan and 
current mortgage on the current residence when settlement occurs. 

 
Due to both risks and complexities of second mortgages (liens), lender criteria, fees,  
and availability will vary from lender-to-lender.  The repayment period/term for a 
second mortgage may be a little as six (6) months.  Some second mortgages may be 
‘modified’ to a lesser or greater loan amount.  Processing of second mortgages may 
take as little as a day or as much as several weeks depending on the lenders 
procedures.  Interest paid on second mortgages may be tax deductible.  Ultimately, 
the decision by a mortgage loan officer to approve the use of a second mortgage 
should include the needs of the borrower in conjunction with both ethical and best 
lending practices.  Funding of second mortgages may be delayed for three (3) days 
when used after ownership has occurred.   

 
 

“Do Better Business…. The Carroll Way!”    

The information provided in this manual reflects current mortgage information which may be subject to change  
without  notice/or which may have already been eliminated. Your transaction may involve updates periodically.   

Consult with your mortgage loan officer for updated information.  

March 16, 2009 



     CHAPTER 10 
 

SHORT SALE 
 

 Short sales in real estate occur when the outstanding obligations (liens and 
mortgages) against the property are greater than what the property can be sold for 
or more than the value of the property.  The borrower, normally the seller, proposes 
that the lending institution accept a compromised or reduced payoff amount on the 
property.  
 
For this to occur, the seller must usually be in arrears on the loan.  However, it is 
possible that a lender may consider a short sale based on the financial hardship of 
the borrower/seller without the loan being in arrears.  This should be confirmed 
with each individual lending institution.  To begin the process, contact should be 
made with the lender’s Loss Mitigation Department.  Get in touch with a decision 
maker in that department, and make sure they will consider a short sale and 
confirm the requirements.  Be sure to take accurate and complete notes including 
the names of the people you have talked with, their position, their phone number, 
what was discussed, the date, and the time.  Finally, end by requesting a “ short sale 
package” from the lender.   
 
REALTORS® should be prepared to provide the lender with a release of 
information “Authorization Letter” signed by the borrower/seller authorizing 
third parties such as the listing agent and/or seller’s attorney to negotiate directly 
with the lender.   
 
A Comparative Market Analysis (CMA) should be completed and the property 
value determined.  Prepare a closing cost estimate and get a payoff of the lien 
(mortgage) held against the property.   Keep in mind that in this type of 
transaction, that all parties are subject to the timetable of the lender and it can 
take forty-five (45) to ninety (90) days or more to get lender approval.  Once 
that occurs, the process can move quickly to settlement if the parties on the 
purchasing side of the transaction have done due diligence.   
 
The borrower/seller should prepare a “Hardship Letter” explaining why they 
cannot fulfill their obligations and why the short sale is necessary.  Also consult 
with a title company to insure that any title insurance requirements are met while 
the process is ongoing.  Then obtain a ratified Contract of Sale contingent upon 
the lending institution approving the short sale and provide a copy to the lending 
institution.  Included with this package should be a Listing Agreement and a 
preliminary HUD-1 with all costs of the transaction noted, including real estate 
marketing/sales fees as per the Listing Agreement. 
 
If the property is in poor condition or in need of repairs, the lender should be 
notified and provided photographs of the necessary repairs along with written 
estimates.  A second opinion on the value (CMA) may be requested by the lender 
and they must give approval for the transaction in order for the short sale to 
close.   
 
 
 



The lenders decision to proceed with a short payoff  becomes essentially a dollars 
and sense matter, starting with the question as to whether the seller is deserving 
or not.  They will also evaluate whether this method will  generate greater revenue 
than a foreclosure.  Secondly, the lender will consider the total number of 
properties that are currently in arrears and how many are in their Real Estate 
Owned inventory.  It is likely that if there were any other co-signers on the loan, 
the lender would pursue legal action to recoup their losses from the co-signers. 
 
Until December of 2007, the difference of the payoff and the short sale would 
have been counted as income and reported to the IRS.  At that time, the Mortgage 
Forgiveness Debt Relief Act of 2007 was passed into law, but that law is 
scheduled to expire in January 2010.  At the time of this writing, the State of 
Maryland had not stated their position on this tax matter.  Be sure that an 
accountant or tax attorney is consulted.  Until the expiration of the Statue 
of Limitation for recording liens, the sellers could still be held liable for the debt, 
depending on the language in the contract or conditions of approval.  
Generally, liens in 2nd or 3rd positions are defaulted entirely during 
the short sale.   
 
 
 
 
 
 
 

 
 
 
 
 
 

“Do Better Business…. the Carroll Way” 
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CHAPTER 11 

CREDIT EDUCATION AND SCORES 

THE 5 BIGGEST CREDIT MISTAKES & HOW YOU CAN AVOID THEM: 
Imagine spending a third of a million dollars more than someone else just because your 
credit score wasn’t as high as theirs. Unfortunately, it happens all the time. Consumers 
feel like they get backed into a corner to pay more because their credit score falls within 
a range that is not high enough to qualify for the best loans. Here are some examples of 
what you would pay for a $300,000 loan if you had the following scores: 

 

The table shows that if your credit scores are below 720, you could pay as much as $988 
more per month in your mortgage payment. That pencils out to an extra $11,856 a year 
and a whopping $355,779 over the life of the loan. Wouldn't you rather have that money 
available for retirement, or improving your overall situation in the way of lifestyle, 
education or investing? It's a lot of money. It's enough money to really change your life 
for the better, and it's worth fighting for. Even if your scores are low right now, you don't 
have to give up on your dream of homeownership. There are many options that will 
allow you to get into a loan now, spend the next 6-12 months working to improve your 
scores, and refinance for a better rate. Your mortgage professional can assist you in this 
important process. Then, you can take proactive steps to improve your credit scores to 
get the best loan possible. As you can see above, there are 355,779 good reasons to start 
right now!  

Some background facts you should know: 

Here are some quick facts to get you started on your credit awareness and improvement 
campaign: 

A "Good" Credit Score: Scores generally range between 350 and 850. A score of 720 
or better is considered "Very Good" credit. 

Scores from the three credit bureaus are all a little different: The three major 
credit bureaus, Experian, Equifax and TransUnion are businesses that make money by 
collecting data about YOU from creditors and then reselling the data to lenders, 
employers, insurance companies, and utility companies. It is very common that the data 
they house in your file will differ because not all creditors report to all three bureaus. 
That explains the variance in the scores as each line item affects the score either up or 
down.  



Many Different Scores: Because different lenders analyze the data with an eye 
toward their own unique interest, emphasizing different aspects of the score and the 
history, your credit score can be very different to different lenders. For example, if you 
are applying for a car loan, the lender will analyze the data with an eye toward car 
payment history. A mortgage lender would heavily weight your history of mortgage 
payment, or even rent payment. Lenders DO NOT buy their scores directly from the 
bureaus, but instead take the DATA ONLY from each bureau, enter it into their own 
scoring software and calculate their own scores based on the criteria they feel better 
evaluates whether or not you will be a good credit risk for their program. So all lenders 
calculate your scores using the same data from the three bureaus, but all lenders DO 
NOT use the same software to evaluate that data.  

The potential for varying scores is great. You want to properly manage your credit to 
ensure that your scores are favorable under all scoring software models. 

Credit Scoring Factors: There are five factors that make up your credit score, and 
each factor weighs differently on your score. Here's the breakdown: 

• 35% of your score is based on Payment History: The biggest chunk of your credit 
score, payment history, tells lenders how you have been paying your bills. Late 
payments, collections, past due accounts, and public records such as 
bankruptcies can seriously hurt your score. 

• 30% of the score is based on Amounts Owed: The second biggest factor affecting 
your credit score, this factor takes into account how much is owed on all your 
accounts, how many accounts you have that carry a balance, and what percentage 
of your available credit are you using.  

• 10% of the score is based on New Credit: This factor includes the number of 
recently opened accounts, the number of credit inquiries, and the time since each 
account was opened. This portion of the score also looks at how often you apply 
for credit. 

• 15% of the score is based on Length of Credit History: This factor scores you on 
how long you have had credit, the time since you opened an account and the time 
since recent account activity. 

• 10% of the score is based on Types of Credit Used: A mix of credit is the best way 
to develop a good score. The most important consideration is to be picky about 
the type of credit you apply for because that will really help your score. For 
instance, to the scoring system, third party financed credit cards (i.e. department 
store credit cards) are considered to be particularly low quality credit as the 
holder of such cards can appear desperate for credit.  

The 5 Biggest Credit Mistakes and How You Can Avoid Them 

Now that you have a working knowledge of how the credit system works, let’s look at the 
most common mistakes consumers make regarding their credit scores and how you can 
avoid them: 

 

 



Mistake Number 1: Neglecting Your Credit Scores  

You know what they say, “Life happens.” We all get very busy with our daily routines. 
Work, managing a household, family, recreation, etc., they all seem to take up more time 
than we think they will, and none of us seems to have enough time in the day to get 
everything done. As a result, most consumers do not actively monitor their credit, so 
when it comes time to apply for a loan, they are not credit ready, and that's a shame 
because as you can see above, a low credit score can be financially devastating, not to 
mention, may cause denial altogether.  

Here are some facts that will help you understand why it is so important to monitor your 
credit.  

In the last 90 days: 

• 80% of all consumer credit reports contain errors that could be affecting your 
credit scores from 5-100 points. 

• 25% of all credit reports contain errors serious enough to cause consumers to be 
denied for credit completely. 

• 10 million Americans were victims of Identity Theft in the past year. 25% were 
children. 

• The average amount of time that it takes the credit bureaus to fix their own 
mistakes in response to consumer   complaints is 23 weeks, nearly six months! 
This means that in order to be “credit ready” for a loan, you must check your 
credit at least 6-months before you apply. 

Making sure that your credit reports are accurate and reflective of your activity will help 
you maintain a good credit score and will help you avoid attempts of identity theft. And 
the first step is to have a complete picture of your current credit situation by ordering 
your credit report and score for all three national credit bureaus, TransUnion, Equifax 
and Experian. You should get your score from all three bureaus for two reasons. First, 
each bureau may have slightly different information about you depending on which 
companies have reported to them on your accounts. Second, many lenders, especially 
mortgage lenders, look at all three of your FICO scores to determine whether to grant 
credit – for everything from a car loan to a home loan to a credit card to a cell phone. Do 
not have a creditor pull your reports because you will lose points for a hard inquiry. 
However, you can receive one free copy of your report each year from every bureau by 
requesting it at www.annualcreditreport.com. This request gives you access to your 
report, but not your score. You will have to pay a fee for each score, or you can give me a 
call.  

Mistake Number 2: Late Payments 

Making a payment late is a big “no-no” if you want to achieve and maintain the best 
credit score.  

Most consumers have no idea of how much a 30 day late payment can affect their credit 
score. According to Fair Isaac & Co., the creator of the credit scoring system, one 30-day 
late can cost you 50-75 points immediately, even if you have a 720 score, and it takes 



months, sometimes years, to gain back those 75 points. The credit scoring system 
doesn’t care why you are late with your payments. It could be due to a job loss, a medical 
crisis, you were out of town; it doesn't matter. It will be assumed that you are a high risk 
borrower and your credit score will reflect the penalty immediately. 

Regardless of whether or not you have lots of money in the bank and plenty of unused 
credit, your payment history indicates how much control you seize to properly manage 
your situation and the level of care and responsibility you exercise to maintain your 
existing accounts. And since your payment history is the largest consideration in your 
credit report and score, you want to make sure that you pay your bills on time.  

Mistake Number 3: Going Over 50% of Your Credit Limit 

Consumers tend to use credit cards for all of their needs, running up big balances. It is 
crucial to keep credit card balances below 50% of the available limit at all times to 
maintain your score. And the rules are even tighter if you are looking to get a loan. For 
the 3-6 months prior to applying for a loan, keep those balances below 30% or less of 
your limit so you can increase the score as much as possible--the lower the balance, the 
better. 

Never max out or go over the limit! Fair Isaac & Co. says that you can lose up to 80 
points by maxing out on a credit card, even when you pay the balance down, you only 
get 40 of those points back immediately. It will be months before you get the other 40 
points back. If you have to max out a credit card to make a purchase, make sure to pay 
the balance down BEFORE the statement date so that the maxed out balance does not 
get reported to the bureaus. 

If you cannot pay down your credit card balances to 30% of the available limit prior to 
applying for a loan, try calling your credit card companies to ask for a temporary limit 
increase without pulling your credit. Tell them you are in the process of wanting to 
purchase a home and that your balances are affecting your score. Some creditors will 
oblige if you have maintained a good payment history on the account. 

This aspect of your credit score is part of the Amounts Owed factor which accounts for 
30% of your credit scores.  

Mistake Number 4: Shop ‘til Your Score Drops 

Shopping for loans can be a fast way to bring down your credit score. Why? Because 
when you apply for a loan, they pull your credit. This is a hard inquiry that automatically 
whacks anywhere from 2-30 points off your score. The good news is that Fair Isaac 
realized that consumer's shouldn't be penalized for something as logical as shopping 
around for the best interest rates before making buying a car or home, so they came up 
with something called De-Duplication. What it means is this.... Consumers can have 
their credit pulled by as many mortgage or auto lenders as they want within a 14 day 
period, and it will only be counted as one hard inquiry against their score. And even 
better news is that the new scoring model released by FICO has expanded the 14-day 
period to 45 days. Note: Not all lenders are using the new model yet, so it is best to be 
safe and do your shopping in a 14-day period. 

 



Mistake Number 5: Opening Accounts You Don’t Need 

Just say “Thanks, but no thanks” when it comes to new offers for credit, don’t open 
accounts you don't need. Just because credit is offered to you, does not mean that you 
should accept it. When you receive one of those pre-approved credit card letters in the 
mail, your credit report has not been pulled yet, so you are NOT approved for the 
account. Once you pick up the phone to call the creditor, they will pull your report and 
you will be penalized immediately for the hard inquiry. Remember, one hard inquiry can 
cost you anywhere from 2-30+ points from your score, depending on other elements in 
your report. And, the lower your score, the more points you will be penalized. So, it is 
best to avoid these types of special offer credit cards (including Department Store offers 
of "Open an account today to save 15% off of your purchase.") The scoring system 
frowns upon 3rd party finance cards. 

4 Steps to Start Improving Your Score 

You don’t have to just take bad credit lying down. Here are four steps to help you get 
started today: 

1. Get Educated and Stay Informed: There is an abundance of information out 
there on credit education. By learning what to do to proactively monitor and 
protect your credit, you can get a good score and keep it that way. There are no 
quick credit fixes, but you can make dramatic improvements over time. 

2. Monitor your credit quarterly: This way, you will be able to see what’s on the 
report to determine what you can clean up, what doesn’t belong there, what isn’t 
there that should be, and make any adjustments to realign your credit reports so 
that you are credit ready at all times. 

3. Verify that the data affecting your payment history is being reported 
accurately. Check all accounts for late pays. Were you late? If yes, is the late 
being reported in the correct month? If not, by law it should be removed. Check 
for collections. There are so many nationwide collection scams going on that it is 
now necessary to check our reports quarterly (at a minimum) to make sure that 
we are not victims. Per Sec. 1692g. of the Fair Debt Collections Act, the burden of 
proof is on the collector not you, and if you ask them for it, they have to provide 
you with the following information:  

 Date they purchased the debt  
 Amount they paid for said debt  
 Date of last payment/activity, if any  
 Original creditors full name and address  
 All records pertaining to actual debt to prove validity 

If they cannot provide you with this information, then the account must be 
deleted from your credit report. 

4. Hire a professional service to help. If you feel that the credit challenges you 
are facing are too much, or you don’t have enough time to do the work necessary 
to remediate your own credit, don’t lose hope and give up. Consider using a 
professional service to help you reach your credit scoring goals. If you are 
interested in receiving a free credit consultation, please contact me via email or 
telephone.  



Your good credit is well worth the effort it takes to both achieve it and preserve it. 
If you have good credit, keep it that way. In doing so, you will continue to enable 
yourself to enjoy the best loans for the lowest possible rate of interest. If you are 
seeking to improve your credit, understand that your efforts will be paid off in 
spades.  

Remember, with your good credit, the brightest financial future awaits you! 

 

 

 

 

 

“Do Better Business…. The Carroll Way!” 
 

 

 

 

 

 

 

 

 

 

 

 

 

August 29, 2008 



   
CORRECTING CREDIT REPORT ERRORS 

 
 
 
The following information relating to 
credit report errors was provided by the Federal 
Trade Commission (FTC). Additional 
information may be obtained by visiting their 
web site at:  

 
Under the Fair Credit Reporting Act, both the credit reporting agency (CRA) and the 
organization that provided the information to the CRA, such as a bank or credit card 
company, have responsibilities for correcting inaccurate or incomplete information in 
your report. To protect all your rights under the law, contact both the CRA and the 
information provider. 
 
First, tell the CRA in writing what information you believe is inaccurate. Include copies 
(NOT originals) of documents that support your position. In addition to providing your 
complete name and address, your letter should clearly identify each item in your report 
you dispute, state the facts and explain why you dispute the information, and request 
deletion or correction. You may want to enclose a copy of your report with the items in 
question circled. Your letter may look something like the Sample Dispute Letter, which 
may be found at the end of this Chapter. Send your letter by certified mail, return receipt 
requested, so you can document what the CRA received. Keep copies of your dispute letter 
and enclosures. CRAs must reinvestigate the items in question-usually within 30 days--
unless they consider your dispute frivolous. They also must forward all relevant data you 
provide about the dispute to the information provider. After the information provider 
receives notice of a dispute from the CRA, it must investigate, review all relevant 
information provided by the CRA, and report the results to the CRA. If the information 
provider finds the disputed information to be inaccurate, it must notify all nationwide 
CRA’s so they can correct this information in your file. Disputed information that cannot 
be verified must be deleted from your file.  
 

•   If your report contains erroneous information, the CRA must correct it.  

•  If an item is incomplete, the CRA must complete it. For example, if your file     
showed that you were late making payments, but failed to show that you were no 
longer delinquent, the CRA must show that you are current.   

• If your file shows an account that belongs only to another person, the CRA must 
delete it.  

 
• When the reinvestigation is complete, the CRA must give you the written result 
and a free copy of your report if the dispute results in a change. If an item is changed 
or removed, the CRA cannot put the disputed information back in your file unless the 
information provider verifies its accuracy and completeness, and the CRA gives you a 
written notice that includes the name, address and phone number of the provider. 

 
Also, if you request, the CRA must send notices of corrections to anyone who received your 
report in the past six months. Job applicants can have a corrected copy of their report sent to 
anyone who received a copy during the past two years for employment purposes. If a 



reinvestigation does not resolve your dispute, ask the CRA to include your statement of the 
dispute in your file and in future reports.  

Second, in addition to writing to the CRA, tell the creditor or other information provider in 
writing that you dispute an item. Again, include copies (NOT originals) of documents that 
support your position. Many providers specify an address for disputes. If the provider then 
reports the item to any CRA, it must include a notice of your dispute. In addition, if you are 
correct-that is, if the disputed information is not accurate-the information provider may not 
use it again. '  

Accurate Negative Information  
When negative information in your report is accurate, only the passage of time can assure its 
removal. Accurate negative information can generally stay on your report for seven years. 
There are certain exceptions:  

• Information about criminal convictions may be reported without any time limitation.  

• Bankruptcy information may be reported for 10 years.  

• Credit information reported in response to an application for a job with a salary of more 
than $75,000 has no time limit.  

• Credit information reported because of an application for more than, $150,000 worth of 
credit or life insurance has no time limit.  

• Information about a lawsuit or an unpaid judgment against you can be reported for seven 
years or until the statute of limitations runs out, whichever is longer.  

Adding Accounts to Your Credit Report File  
Your credit file may not reflect all your credit accounts. Although most national 
department store and all-purpose bank credit card accounts will be included in your file, 
not all creditors supply information to CRAs. Some travel, entertainment, gasoline card 
companies, local retailers and credit unions are among those creditors that don't. If 
you've been told you were 'denied credit because of an "insufficient credit file" or "no 
credit file" and you have accounts with creditors that don't appear in your credit file, ask 
the CRA to add this information to future reports. Although they are not required to do 
so, many CRAs will add verifiable accounts for a fee. You should, however, understand 
that if these creditors do not report to the CRA on a regular basis, these added items will 
not be updated in your file. 

 

  



SAMPLE DISPUTE LETTER 
 

Date 
 
 
Your name 
Your address 
Your City, State, Zip Code 
 
 
 
Complaint Department 
Name of Credit Reporting Agency 
Address 
City, State, Zip Code 
 
 
Dear Sir or Madam: 
 
I am writing to dispute the following information in my file.  The items I dispute are also 
encircled on the attached copy of the report I received. (Identify item (s) disputed by name of 
source such as creditors or tax court, and identify type of item, such as credit account, 
judgment, etc.)  This item is (inaccurate or incomplete) because (describe what is inaccurate 
or incomplete and why).  I am requesting that the item be deleted (or request another specific 
change) to correct the information.  Enclosed are copies of (use this sentence if applicable and 
describe any enclosed documentation, such as payment records, court documents) supporting 
my position.  Please investigate this (these) matter (s) and (delete or correct) the disputed item 
(s) by thirty (30) days. 
 
Sincerely, 
 
 
 
 
Your Name 
 
Enclosures: (List what you are enclosing) 
 
*Remember to make copies of what you send.  It is also a good item to send your 
letter certified so you know when it was received and when to expect a response. 
 
 
 



CHAPTER 12 
 

GLOSSARY OF MORTGAGE TERMS 
-A- 

Accrued Interest: Interest earned for the period of time elapsed since interest was 
last paid. 

Acquisition Cost: In a HUD/FHA transaction, the price the borrower paid for the 
property plus any of the following costs: closing, repairs, or financing (except discounts 
in other than a refinance transaction). Does not include prepaid discounts in a purchase 
transaction, mortgage insurance premiums, or similar add-ons. 

Aggregate Analysis: An accounting method a servicer uses in conducting an escrow 
account analysis by computing the sufficiency of escrow account funds by analyzing the 
account as a whole. 

ALTA : American Land Title Association. A national association of title insurance 
companies, abstractors, and attorneys specializing in real property laws. The association 
speaks for the title insurance and abstracting industry and establishes standard 
procedures and title policy forms. 

Amortization: Repayment of a mortgage debt with periodic payments of both 
principal and interest, calculated to retire the obligation at the end of a fixed period of 
time. 

Applicant: A prospective borrower who has completed an application.  

Application: An application is series of steps, usually including the completion of 
documents, a lender requires of those seeking a loan. 

Appraisal: An opinion or estimate of value. Also refers to the process by which a value 
estimate is obtained. 

Appraised Value: An opinion of value reached by an appraiser based upon knowledge 
of a market area and analysis of market sales data. 

Appraiser: One qualified by education, training, and experience to estimate the value 
of real and personal property. 

APR: Annual Percentage Rate. A term defined in section 106 of the federal Truth in 
Lending Act (PL 90-321; 15 USC 1606), which expresses on an annualized basis the 
charges imposed on the borrower to obtain a loan (defined in the Act as "finance 
charges"), including interest, discount and other costs. 

Arm's Length Transaction A transaction in which the parties involved are entirely 
independent of each other, deal with each other as strangers, and have no reason for 
collusion. 

ARM Loan: An adjustable rate mortgage loan, the note rate of which is subject to 
periodic adjustment in accordance with the terms of the Note. 

Arrears: The situation in which mortgage interest and real estate taxes are paid at or 
after the end of the period for which they are levied. Late payment is also described as 
being in arrears. 

 



-B- 

Balance Sheet: A report of the financial position of a business at a specific point in 
time, showing its assets, liabilities, and owner's equity. 

Balloon Mortgage: A mortgage with periodic installments of principal and interest 
that do not fully amortize the loan. The balance of the mortgage is due in a lump sum at 
a specified date, usually the unamortized final payment. 

Bankruptcy: Court proceedings to relieve the debts of an individual or business unable 
to pay its creditors. 

Basis Point: One one-hundredth of one percent. Used primarily to describe changes in 
yield or price on debt instruments, including mortgages and mortgage-backed 
securities. 

Binder: Temporary hazard or title insurance granted prior to the issuance of a 
permanent policy. In real estate, a preliminary agreement between a buyer and seller 
which includes the price and terms of the contract. 

Bond Loan: A state-sponsored method of assisting low income borrowers and first 
time homeowners in the purchase of a home at a reduced interest rate. 

Broker: An individual employed on a fee or commission basis to bring buyers and 
sellers together and assist in negotiating contracts between them. A mortgage broker 
does not retain servicing typically. 

Business Day: Days on which a bank or market is open for business or trading; usually 
excludes Saturdays, Sundays, and legal public holidays. 

-C- 

Cap: Payment: Consumer safeguards on an adjustable-rate mortgage which limit the 
amount monthly payments may change. Interest: Consumer safeguards on an 
adjustable-rate mortgage which limit the amount the interest rate may change per year 
and over the life of the loan. 

Cash Out Refinance: When the principal amount of a new mortgage involved in 
refinancing is greater than the principal amount outstanding of the existing mortgage 
being refinanced, and all or a portion of the equity is converted to cash. 

CBA: Controlled Business Arrangement. Business relationship in which a provider of 
settlement services receives a referral from an affiliated company in another settlement 
service business. Real estate brokerage and mortgage lenders that are commonly owned, 
controlled or franchised and refer settlement service business to each other are typical 
examples of such CBA's. 

CHUMS: Computerized Home Underwriting Management System. HUD's automated 
system that tracks the application for mortgage insurance from the initial appraiser 
request through to loan closing and MIC issuance. 

CLAS: CHUMS Lender Access System 

Closed-End Mortgage: A mortgage under which the mortgagor is prohibited from 
borrowing additional funds under the same mortgage. 

Closing: In real estate, the delivery of a deed, financial adjustments, the signing of note 
and the disbursement of funds necessary to consummate a sale or loan transaction. 

Closing Costs: Fees paid to affect the closing of a mortgage, such as an origination fee, 
discount points, title insurance fees, survey fees, and attorney's fees. 



Co-Borrower: Second or additional person equally responsible for payments on a 
mortgage.  

Co-op (Cooperative): In real estate, a form of multiple ownership in which a 
corporation or business trust entity holds title to a property, (usually an apartment 
complex) and grants occupancy rights to shareholder tenants through proprietary 
leases. 

Collateral: Property pledged as security for a debt, for example, mortgaged real estate. 

Commitment: An agreement, generally in writing, between a lender and a borrower, 
to loan money at a future date, subject to specified conditions. In secondary marketing, 
an agreement, in writing, between a lender and an investor to buy and sell mortgages 
under specific terms. 

Commitment Fee: Any fee paid by a potential borrower to a potential lender for the 
lender's promise to loan money at a specified date in the future. The lender may or may 
not expect to fund the commitment. In secondary marketing, a fee paid by the loan 
seller to the investor in return for the investor's promise to purchase a loan or package 
of loans at a future date. 

Community Property: In some states, a form of ownership under which property 
acquired during a marriage is presumed to be owned jointly unless acquired as separate 
property of either spouse. 

Comparables: Properties used for comparative purposes in the appraisal process that 
have similar characteristics to the subject property. Also called comps. 

Conditional Commitment: An agreement to lend money to a borrower that has yet 
to be identified, but is still subject to the approval of the lender. During HUD/FHA 
mortgage insurance processing, it indicates the satisfactory completion of technical 
processing involving the estimated cost of the project, the "as-is" value of the site, a 
detailed estimate of operating expenses and taxes, supportable costs, the financial and 
credit capacity of sponsors, financial requirements, and mortgage amounts. 

Condominium: A form of property ownership whereby the purchaser receives title to 
a unit in a multiunit structure and a proportionate interest in common areas. 

Contractor: A person or company who agrees to do work and/or furnish materials for 
a contracted price. Subcontractors are often hired by the contractor to perform 
specialized or technical labor. 

Conventional Financing: Mortgage financing which is not insured or guaranteed by 
a government agency such as HUD/FHA, VA or the Farmers Home Administration. 

Counteroffer: An offer made in response to an offer. 

Convertible Mortgage: A type of adjustable rate mortgage that may be converted to a 
fixed-rate mortgage at specified intervals during a pre-determined time period. 

Credit Report: A report to a prospective lender on the credit standing of a prospective 
borrower, used to aid in the determination of creditworthiness. 

Credit Score: A score that by statistical means assess' how likely a borrower is to repay 
a loan. The credit score is based on the data available in the borrower's credit report and 
measures the relative degree of risk a potential borrower represents to the lender or 
investor. The score may be from FICO, Beacon, or Empirica, depending on the credit 
bureau that provides the score. 



CRV: Certificate of Reasonable Value. A document issued by the Veteran's 
Administration which establishes a maximum value and loan amount for a VA 
guaranteed mortgage. 
 

-D- 

DPAP: Down payment Assistance Program. Monetary assistance with down payment 
and/or closing costs provided by a local or federal agency to a low or moderate income 
borrower. 

Debt-to-Equity Ratio: The proportion of capital borrowed to the amount of capital 
invested out-of-pocket or obtained through the sale of common stock; also called 
leverage ratio. 

Deed of Trust: A type of security instrument in which the borrower conveys title to 
real property to a third party (trustee) to be held in trust as security for the lender, with 
the provision that the trustee shall reconvey the title upon the payment of the debt, and 
conversely, will sell the land and pay the debt in the event of a default by the borrower. 

Default: Failure of a borrower to comply with the terms and conditions of either the 
loan agreement or the mortgage. 

Delinquency: Failure of a borrower to make timely payments under a loan agreement. 

Delivery: In mortgage banking the physical transfer of loan documents to an investor 
or agent in conformance with the commitment. 

Direct Endorsement: A HUD program that enables an eligible single-family lender to 
conduct the processing, underwriting and closing of FHA single-family loan applications 
without HUDs prior review. 

Discount: In loan originations, a discount refers to an amount withheld from loan 
proceeds by a lender. In secondary market sales, a discount is the amount by which the 
sale price or a note is less than its face value. In both instances, the purpose of a 
discount is to adjust the yield upward, either in lieu of interest or in addition to interest. 
The rate or amount of discount depends on money market conditions, the credit of the 
borrower, and the rate or terms of the note. 

Down Payment: A portion of the sales price paid to a seller by a buyer to close a sales 
transaction with the understanding that the balance will be paid at settlement. Also, the 
difference between the sale price of real estate and the mortgage amount. 

Draw: Periodic advances of funds according to the schedule of payments in a 
construction loan agreement. Also called advance, disbursement, payout, progress 
payment, or takedown. 

 
E- 

Earnest Money: A deposit made to bind the conditions of sale of real estate. 

Easement: A right to the limited use or enjoyment of land held by another. Also, an 
interest in land to enable sewer or other utility lines to be laid, or to allow access to a 
property. 

ECOA: Equal Credit Opportunity Act. A federal law that requires lenders and other 
creditors to make credit equally available without discrimination based on race, color, 
religion, national origin, age, sex, marital status, or receipt of income from public 
assistance programs. Also called Regulation B. 



Encroachment: An improvement that illegally violates another's property or right to 
use that property. 

Engineer's Report: A report rendered by an engineer stating the physical condition of 
property that has been inspected, with a summation or recommendation thereof. 

Equity: Net ownership, the difference between fair market value and current 
indebtedness, sometimes called owner's interest. 

Escrow Analysis: The periodic examination of escrow accounts to determine if 
current monthly deposits will provide sufficient funds to pay taxes, insurance, and other 
bills when due. 

Escrow: An item of value, money or documents, deposited with a third party to be 
delivered upon the fulfillment of a condition. For example, the deposit by a borrower 
with the lender of funds to pay taxes and insurance premiums when they become due, or 
the deposit of funds or documents with an attorney or escrow agent to be disbursed 
upon the closing of a sale or real estate. In some parts of the country escrows of taxes 
and insurance premiums are called impounds or reserves. 

Extenuating Circumstances: Extenuating circumstances are nonrecurring events 
that are beyond the applicant’s control that result in a sudden, significant, and 
prolonged reduction in income or a catastrophic increase in financial obligations. 
Extenuating circumstances cannot be solely defined by the event itself; all circumstances 
must be taken into consideration. 
 

-F- 

Fee Simple: The greatest possible interest a person can have in real estate, including 
the right to dispose of the property or pass it on to one's heirs. 

FEMA: Federal Emergency Management Agency. Federal agency which directs the 
activities of the federal insurance administration and establishes flood insurances rates 
and terms of coverage, issues policies, processes claims, and identifies and maps flood-
prone areas. 

FHA: Federal Housing Administration. A federal agency within the department of 
Housing and Urban Development (HUD) that provides mortgage insurance for 
residential mortgages and sets standards for construction and underwriting. The FHA 
does not lend money, nor does it plan or construct housing. 

FHLMC: Federal Home Loan Mortgage Corporation. Created by Congress in Title III of 
the Emergency Home Finance Act of 1970 (912 USC 1451 et seq.). This stockholder 
owned corporation, a portion of whose board of directors is appointed by the President 
of the United States, supports the secondary market in mortgages on residential 
property with mortgage purchase and securitization programs. Also called Freddie Mac. 

Finance Charge: A term defined in section 105 of the federal Truth in Lending Act (PL 
90-321; 15 USC 1605), which generally includes all charges payable as an incident to the 
extension of a loan. 

Financial Mismanagement: Financial mismanagement may be the result of the use 
of too much credit or the inability to manage credit. Typically, the borrower(s) 
previously continued to increase credit usage to the point that they were no longer 
willing or able to support the debt service. Any reason that does not meet the definition 
of extenuating circumstances will be considered financial mismanagement. 



Firm Commitment: (1) For multifamily housing, the HUD/FHA agreement to insure 
construction advances for multifamily housing projects, subject to compliance with the 
terms of the commitment. HUD/FHA issues a firm commitment for mortgage insurance 
after accepting complete, final development drawings, including complete specifications 
and firm costs. (2)The HUD/FHA agreement to insure a loan taken out by a borrower 
on a specific previously approved single family property under specific terms. (3)For 
loans, a lender's agreement to make a loan to a specific borrower under specific terms 
and conditions within a given time. (4)In the secondary mortgage market, a buyer's 
agreement to purchase mortgage securities under specified terms. 

FIRREA: Financial Institutions Reform, Recovery and Enforcement Act. The law 
enacted to restructure the thrift industry. The Act created regulatory entities to oversee 
thrifts and established risk-based capital guidelines for Qualified Thrift Lenders (QTLs). 
The Act created the Office of Thrift Supervision (OTS), the Federal Housing Finance 
Board (FHFB), and the Resolution Trust Corporation (RTC); the Act dissolved the 
Federal Home Loan Bank Board (FHLBB) and the Federal Savings and Loan Insurance 
Corporation (FSLIC). 

Fixed Rate Mortgage: A mortgage in which the interest rate and payments remain 
the same for the life of the loan. 

Flood Insurance: An insurance policy insuring against flood damage to the 
mortgaged premises, as required for mortgaged property located in special flood hazard 
areas identified by the Director of the Federal Emergency Management Agency (FEMA) 

FmHA: Farmers Home Administration. A government agency within the Department 
of Agriculture that operates under the consolidated Farm and Rural Development Act of 
1921 and Title V of the Housing Act of 1949. This agency provides financing to farmers 
and other qualified borrowers who are unable to obtain loans elsewhere. 

FNMA: Federal National Mortgage Association. The nation's largest mortgage investor. 
Created in 1968 by an amendment to Title III of the National Housing Act (125 USC 
1716 et seq.), this stockholder-owned corporation, a portion of whose board of directors 
is appointed by the President of the United States, supports the secondary market in 
mortgages on residential property with mortgage purchase and securitization programs. 
Also called Fannie Mae. 

Foreclosure: A legal procedure in which a mortgaged property is sold to pay the 
outstanding debt in case of default. 

Fraud: An act intended to deceive for the purpose of inducing another to give up 
something of value. 
 

-G- 

GFE: Good Faith Estimate. A document which tells borrowers the approximate costs 
they will pay at or before settlement, based on common practice in the locality. Under 
requirements of the Real Estate Settlement Procedures Act (RESPA), the mortgage 
banker or mortgage broker, if any, must deliver or mail the GFE to the applicant within 
three business days after the application is received. 

GNMA: Government National Mortgage Association. Created in 1968 by an 
amendment to Title III of the National Housing Act (12 USC 1716 et seq.), this federal 
government corporation is part of the Department of Housing and Urban Development. 
Among other governmental functions, it guarantees securities backed by mortgages that 
are insured or guaranteed by other government agencies. Also called Ginnie Mae. 



 
-H- 

Hazard Insurance: Insurance coverage which provides compensation to the insured 
in case of property loss or damage. 

HMDA: Home Mortgage Disclosure Act. Federal legislation which requires certain 
types of lenders to compile and disclose data on where their mortgage and home 
improvement loans are being made. 

Homeowner's Association: A non-profit corporation or association that manages 
the common areas and services of a planned unit development or condominium project. 
In a condominium project, it has no ownership interest in the common areas; in a 
planned unit development, it holds title to common areas. 

Homestead Exemption: A statutory exemption which prohibits the attachment or 
sale of owner-occupied properties to pay the claims of creditors. 

HUD: Department of Housing and Urban Development. A governmental entity 
responsible for the implementation and administration of housing and urban 
development programs. HUD was established by the Housing and Urban Development 
Act of 1965 to supersede the Housing and Home Finance Agency. 

HUD-1: HUD-1 Uniform Settlement Statement. Standard form used to disclose costs at 
closing. All charges imposed in the transaction, including mortgage broker fees, must be 
disclosed separately. 
 

-I- 

In-file credit report: Unverified credit report which may contain unchecked, 
duplicated or overlapping data, Used for "quick look" at a prospective borrower's credit 
history. 

Income Limits: Income restrictions established for low- to moderate-income persons 
to qualify for admission into subsidized housing programs. The limits are established by 
law and are based on family size and geographic location. 

Index: A published interest rate, such as the prime rate, LIBOR, T-Bill rate, or the 11th 
District COFI. Lenders use indexes to establish interest rates charged on mortgages or to 
compare investment returns. On ARMs, a predetermined margin is added to the index 
to compute the interest rate adjustment. 

Ingress and Egress: The right to enter and exit land. 

Insured Closing Letter: A document issued by a title insurance company which 
protects a mortgagee against embezzlement or failure to follow specific closing 
instructions. 

Interest Rate Change Date: With respect to an ARM loan, the date on which the 
Note Rate may change in accordance with the terms of the Note. 

Interim Financing: Financing used from the beginning of a project to the closing of a 
permanent loan. Usually a construction or development loan. 

Installment: The periodic payment that a borrower agrees to pay a mortgage lender. 

Inter Vivos Trust: A trust that takes effect during the life of its creator.  

Interest: Consideration in the form of money paid for the use of money, usually 
expressed as an annual percentage. Also, a right, share, or title in property. 



-J- 

Judgment: Final determination by a court of the rights and claims of the parties to an 
action. 

Jumbo Loan: A loan that exceeds the statutory loan limit eligible for purchase or 
securitization by federal agencies. 

Junior Mortgage: A mortgage that is subordinate to the claims of a prior lien or 
mortgage. 

-K- 

Kickback: A payment to a third party in return for the referral of a client, customer or 
business. Kickbacks are a violation of RESPA. 

-L- 

LAPP: Lender Appraisal Processing Program. Program eliminates the VA's involvement 
in loan processing and allows the lender to oversee the appraisal and property 
underwriting process. Lender must be preapproved by the VA to participate in this 
program. 

Late Charge: An additional charge that a borrower is required to pay as a penalty for 
failure to pay a regular installment when due. 

Layered Risk: Occurs then multiple high-risk factors are present in a single loan file, 
i.e., a credit score below 620, doubling of the borrower's housing expense, etc. 

Leasehold: An estate or interest in real property held by virtue of a lease. 

LGC: Loan Guaranty Certificate. A VA document that states the portion of a loan that is 
guaranteed. 

Lien: A legal hold or claim of a creditor on the property of another as security for a 
debt. Liens are always against property, usually real property. 

LIBOR: London Interbank Offered Rate. The rate at which banks in the foreign market 
lend dollars to one another. A common interest rate index; one of the most valid 
barometers of the international cost of money. 

Litigation: A contest in a court for the purposes of enforcing a right also referred to as 
a judicial contest, a legal action, a suit, a law or civil action. 

Lock-in Period: The number of days during which a lender guarantees a borrower a 
specific interest rate and terms on a mortgage. 

Loss Draft: Insurance payments in settlement of a claim for damage to mortgaged 
property, Drafts are generally made out to both the mortgagee and mortgagor. 

Loss Payable Clause: An insurance policy provision for payment of a claim to 
someone other than the insured, who holds an insurable interest in the insured 
property. 

LSSR: Loan Sold Servicing Released 

LTV Ratio: The ratio of amount borrowed to appraised value or sales price of real 
property expressed as a percentage. 

 

 



-M- 

Margin: (1) In futures trading, an amount set by each exchange that buyers and sellers 
must deposit as a guarantee of performance. (2) In stock transactions, the down 
payment required when borrowing from a broker to finance stock purchases. In this 
case, margin requirements are set by the Federal Reserve Board and are expressed as a 
percentage of the purchase price or market value. (3) In an adjustable rate mortgage, the 
spread between the index and the mortgage interest rate. 

MCC: Mortgage Credit Certificate. An IRS tax credit that reduces the federal tax liability 
of qualified borrowers, thus having the effect of subsidizing the monthly mortgage 
payment. 

MIC: Mortgage Insurance Certificate. Certificate issued by HUD/FHA as evidence that 
a mortgage has been insured, and that a contract of mortgage insurance exists between 
HUD/FHA and the lender incorporating the HUD/FHA regulations identified in the 
certificate. 

Modification Agreement: An agreement that acts to change the terms of the note, 
i.e., from an Adjustable Rate Note to a Fixed Rate Note. 

Mortgage Insurance (MI): Insurance which protects mortgage lenders against loss 
in the event of default by the borrower. This allows lenders to make loans with lower 
down payments. The federal government offers MI through HUD/FHA; private 
mortgage insurers offer MI for conventional loans. 

Mortgage: A pledge of property, especially real property, as security for a debt. By 
extension, the document evidencing the pledge. In many states this document is a deed 
of trust. The document may contain the terms of repayment of the debt. By further 
extension, "mortgage" is used to describe both the mortgage property and the separate 
promissory note evidencing the debt and providing the terms of the debt's repayment. 

-N- 

Negative Amortization: The unpaid interest which is added to the mortgage 
principal in a loan where the principal balance increases rather than decreases because 
the mortgage payments do not cover the full amount of interest due.< 

Non-Conforming Mortgage: A mortgage loan in which the loan amount, the loan-
to-value ratio, the term, or some other aspect of the loan exceeds permissible limits as 
specified in agency regulations. 

Note: A general term for any kind of paper or document signed by a borrower that is an 
acknowledgment of the debt, and is by inference, a promise to pay. When the note is 
secured by a mortgage, it is called a mortgage note and the mortgagee is named as the 
payee. 

-O- 

Open-End Mortgage: A mortgage with a provision that the outstanding loan amount 
may be increased upon mutual agreement of the lender and the borrower. 

Origination Fee: The lender's fee charged a borrower to prepare documents, make 
credit checks, inspect and sometimes appraise a property. Usually stated as a percentage 
of the face value of the loan. 

Origination: Securing a completed mortgage application from a commercial or 
residential borrower. 



 

-P- 

Pair-off: A buy-back to offset, and effectively liquidate, a prior sale of securities or 
mortgages. 

Par Rate: The interest rate associated with zero discount. 

Payment Change Date: With respect to an ARM loan, the date on which the 
borrower's monthly payment changes in accordance with the terms of the Note. 

Payment Shock: A scenario in which monthly mortgage payments on an adjustable 
rate mortgage (ARM) rise so high that the borrower may not be able to afford the 
payments. Consumer protection guidelines regarding extremely low initial "teaser" 
rates, lifetime ceilings, and annual caps are designed to prevent payment shock. In 
underwriting, payment shock also refers to a housing expense increase so large that it 
may affect the borrower's ability to repay. 

Pipeline: Loan applications in process that have not yet closed. 

PITI: Acronym for the items included in a monthly mortgage payment: principal, 
interest, taxes, and insurance. 

Pool: A collection of mortgage loans grouped by one or more similar characteristics. 

Pool Insurance: A certificate issued to a lender by an insurance company which 
evidences such company's commitment to insure the mortgage loan(s) identified on 
such certificate against default. 

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

Premium: A security trading at a price in excess of par or 100 percent. In insurance, a 
payment for coverage. 

Premium Pricing: The price associated with an above par interest rate. This above 
par price can be used to pay borrower closing costs, buydown fees, etc. 

Prepaid Interest: Mortgage interest that is paid in advance of when it is due. 

Prepayment Penalty: A charge the mortgagor pays the mortgagee for the privilege to 
prepay the loan. 

Principal: The original balance of money lent, excluding interest. Also, the remaining 
balance of a loan, excluding interest. 

PUD: Planned Unit Development. A comprehensive development plan for a large land 
area. A PUD usually includes residences, roads, schools, recreational facilities, 
commercial, office and industrial areas. Also, a subdivision having lots in areas owned in 
common and reserved for the use of some or all of the owners of the separately owned 
lots. 

Purchase Money Mortgage: A mortgage a purchaser of real property gives a seller as 
all or part of the consideration in the sales transaction. 

 

 

 



-Q- 

 

Quit Claim Deed: A deed relinquishing all interest, title, or claim an owner has in a 
property. A quitclaim deed implies no warranty. 

 

-R- 

Real Estate Owned (REO): Property acquired through foreclosure or deed in lieu of 
foreclosure. 

Red Lining: Arbitrary denial of real estate loan applications in certain geographical 
areas, without considering individual applicant qualifications. 

Refinancing: The repayment of a debt from the proceeds of a new loan using the same 
property as security. 

Regulation B: Federal Reserve regulation prohibiting discrimination against 
consumer credit applicants, and establishing guidelines for collecting and evaluating 
credit information. 

Regulation Z: Regulation written by the Federal Reserve Board to implement the 
Truth-In-Lending Act, requiring full written disclosure of the credit portion of a 
purchase, including the annual percentage rate. 

Rehabilitation: Restoration of a property or neighborhood to bring it back to its full 
potential for use. 

Replacement Cost: The cost to replace a structure with one of equivalent value and 
function, but no necessarily identical in design or materials. 

Rescission: The cancellation of a transaction or contact by law or by mutual consent. 

Rescission Period: A three (3) day cancellation period beginning on the day the loan 
is closed and ending at midnight three business days later. These days exclude Sunday 
and federal holidays. 

RESPA: Real Estate Settlement Procedures Act. A federal statute and regulation 
promulgated by HUD governing real estate lending practices and disclosures. Its main 
features pertain to the provision of a good faith estimate of loan settlement costs and the 
provision of the HUD settlement booklet within three days of making a loan application. 

Revolving Debt: An arrangement for credit in which the customer receives purchases 
or services on an ongoing basis prior to payment. Repayment is usually at regular 
intervals but not for a specified amount or term. For example, charge cards. 

Right of First Refusal: A right given by an owner to another party stating that if the 
owner decides to sell the property, the other party has the first opportunity to purchase 
the subject property before it is offered to others. 

Rural Property: A property which is either in an area zoned for agricultural uses, 
listed as rural on the appraisal or located in an area that is less than 25% developed, as 
noted on the appraisal. 

-S- 

Seasoned Mortgage: A mortgage on which payments have been made regularly for a 
year or longer. 



Secondary Financing: A funding method using a loan secured by a second mortgage 
on a property. Sometimes used to refer to any financing technique other than equity and 
first mortgage debt. 

Security Instrument: Mortgage or deed of trust evidencing the pledge of real estate 
as collateral for the loan. 

Servicing: A mortgage banking function which includes the receipt of payments, 
customer service, escrow administration, investor accounting, collections, and 
foreclosures. 

Servicing Release Premium: Any compensation paid to a lender for the release of 
rights to service the loan. 

SMSA: Standard Metropolitan Statistical Area. A central city area and its surrounding 
suburbs and small jurisdictions. 

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

Straw buyer: One who purchases property for another to conceal the identity of the 
real purchaser. 

Sweat Equity: Equity created in a property by the performance of work or labor by the 
purchaser or borrower. 

Syndication: The sale of equity interest in real estate projects to investors other than 
the original developer. 

-T- 

Table Funding: Mortgage transaction where the broker or third-party originator 
(TPO) closes the mortgage in its own name for simultaneous assignment to an investor 
who advanced money for the funding. 

Temporary Buydown: A financing technique in which the builder or seller advances 
money to subsidize the monthly payment during the first few years of a loan. The 
monthly payments will normally increase annually until the subsidy expires. 

TILA: Truth-in-Lending Act. The Truth-in-Lending Act (PL 90-321; 15 USC 1601 et 
seq.). Part of the Consumer Credit Protection Act, a federal law that requires lenders to 
provide full written disclosure of credit terms and conditions, the finance charge, the 
annual percentage rate, and other charges incurred in a loan contract. 

Title Exception: An exclusion appearing in a title insurance policy against which the 
insurance company does not insure. 

Title Insurance Policy: A contract by which the insurer agrees to pay the insured a 
specific amount for any loss caused by defects of title to real estate, wherein the insured 
has an interest as purchaser, mortgagee, or otherwise. 

TPO: Third Party Originator. Entity or individual that completely or partially takes the 
mortgage loan application from a borrower. A TPO may process, underwrite, or fund the 
mortgage before transferring, assigning, or selling it to another mortgage lender. 

-U- 

Underwriting: In mortgage banking, the analysis of the risk involved in making a 
mortgage loan to determine whether the risk is acceptable to the lender. Underwriting 



involves the evaluation of the property as outlined in the appraisal report, and of the 
borrower's ability and willingness to repay the loan. 

URAR: Uniform Residential Appraisal Report (FNMA 1004/FHLMC 65). Standard 
form used by appraisers to detail facts supporting the value of single-family properties. 

URLA: Uniform Residential Loan Application (FNMA 1003/FHLMC 70). Standard 
form where mortgage applicants provide the lender with information essential to loan 
approval. 

-V- 

VA: Department of Veteran Affairs. A cabinet-level agency of the federal government. 
The Servicemen’s' Readjustment Act of 1944 authorized the agency to administer a 
variety of benefit programs designed to facilitate the adjustment of returning veterans to 
civilian life. Among the benefit programs is the VA Home Loan Guaranty program, 
which encourages mortgage lenders to offer long-term, low down payment financing to 
eligible veterans by partially guaranteeing the lender against loss upon foreclosure. 

VOD: Verification of Deposit. A form that requests and secures verifications of amounts 
on deposit at financial institutions. When a depository institution is also the applicant's 
creditor, the VOD verifies the obligation. 

VOE: Verification of Employment. A form that requests and secures documentation of a 
mortgage applicant's work history and/or occupation, to assist in the lender's credit 
investigation. 

VOM: Verification of Mortgage. Form that requests and secures verification of 
payments made on an applicant's current or past mortgage. 

-W- 

Warehouse Loan: Loans that are funded and awaiting sale or delivery to an investor. 

Wholesale Origination: A loan origination strategy by which loans are purchased 
from mortgage brokers, mortgage bankers, or other loan originators (banks, thrifts, etc. 
) The loans may be purchased prior to closing, at closing or after the loans are closed 
depending on the arrangement between the originator and the wholesale lender. 
Wholesale origination enables a lender to acquire mortgage servicing rights without 
incurring the fixed cost associated with a retail origination strategy. 

-Y- 

Yield Spread Premium: The dollar amount paid (generally to a broker) for a loan at 
an interest rate higher than the market or "par" rate. 

-Z- 

Zoning: The creation of districts by local governments in which specific types of 
property uses are authorized.   

“Do Better Business…. The Carroll Way!” 
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