
The Loan Officer’s Practical Guide to Residential Finance – SAFE Act Version © 2009 

Table of Contents - Page i 

Table of Contents 
 

TABLE OF CONTENTS..................................................................................................................................................I 
INTRODUCTION ........................................................................................................................................................ XI 

CHAPTER 1 – MORTGAGE MATH .......................................................................................................................1 
Decimals and Fractions .......................................................................................................................................1 
Understanding The Mortgage Business ...............................................................................................................2 

Types of Lenders/Primary Originators.............................................................................................................................. 2 
Retail Lending .................................................................................................................................................................. 3 

Reading the Rate Sheet.........................................................................................................................................3 
Points ................................................................................................................................................................................ 4 
The Origination Fee/Discount Points................................................................................................................................ 5 

The Mortgage Broker Business ............................................................................................................................5 
Understanding Interest Rate Lock-in Terms ..................................................................................................................... 7 
Reading the Pricing Sheet ................................................................................................................................................. 8 
Principal and Interest or Interest Only - Amortization...................................................................................................... 8 

Solving for X - Mortgage Math and the Financial Calculator .............................................................................8 
Choosing a Financial Calculator.........................................................................................................................9 

“What is the Payment?” .................................................................................................................................................... 9 
What is the Balance over Time? ..................................................................................................................................... 11 
What is the Maximum Loan Amount I Qualify For? ...................................................................................................... 12 
“I Know How Much I Need to Borrow. What is the Maximum Rate?”.......................................................................... 12 
How Much Income is Required for a Certain House? .................................................................................................... 12 
What is the Maximum Loan Term  with a Specific Payment?........................................................................................ 13 

Understanding Ratios – Loan to Value - LTV ....................................................................................................13 
Understanding Ratios – Qualifying Ratios.........................................................................................................13 

The Effect of Computer Automation on Qualifying Practices ........................................................................................ 14 
"Pre" and "Re" Qualifying - Doing the Math.....................................................................................................14 
Using a Pre-Qualification Worksheet ................................................................................................................15 

Qualifying and Pre-Qualification – Two Different Things ............................................................................................. 16 
Advanced Concepts - The Concept of Leverage.................................................................................................16 

Advanced Concepts - The Concept of Taxable Equivalency.......................................................................................... 17 
Tax Deduction – The Mortgage Payment and Rental Equivalent ................................................................................... 17 

CHAPTER 2 - MAJOR LOAN TYPES...................................................................................................................21 
Choosing a Fixed Rate Mortgage ......................................................................................................................21 

Interest-Only (Non-Traditional Loan Type) ................................................................................................................... 22 
Prepayment as an Interest Savings Tool ......................................................................................................................... 22 
Other Prepayment Strategies - The Bi-Weekly Mortgage .............................................................................................. 23 

Other "Fixed Rate" Mortgages...........................................................................................................................23 
Balloon Mortgages (Non-Traditional Loan Type) .......................................................................................................... 24 
The Two-Step ARM ....................................................................................................................................................... 24 
Growing Equity Mortgages (Non-Traditional Loan Type) ............................................................................................. 24 
Graduated Payment Mortgage (Non-Traditional Loan Type)......................................................................................... 25 
Buydowns - The Low Down on Interest Rate Reduction................................................................................................ 25 
Primary Reason for Buydowns – Qualify for More ........................................................................................................ 27 

Using Discount Points to Create Beneficial Programs......................................................................................28 
ADJUSTABLE RATE MORTGAGES (Non-Traditional Loan Types).................................................................29 

ARM Components - The Basic Four............................................................................................................................... 30 
The Role of the Index in the Interest Rate Change ......................................................................................................... 31 
The Margin – The Spread Over Market .......................................................................................................................... 32 
Interest Rate Caps & Payment Caps – Limiting the Change........................................................................................... 32 
Initial Adjustment Cap.................................................................................................................................................... 33 

The “Option” ARM – The Ultimate Non-Traditional Loan ...............................................................................34 
Comparing ARMS .......................................................................................................................................................... 36 

Conversion Options............................................................................................................................................37 
Second Mortgages..............................................................................................................................................38 



The Loan Officer’s Practical Guide to Residential Finance- SAFE Act Version © 2009 

Table of Contents - Page ii 

Piggybacks or Blends (Non-Traditional Loan Type) ...................................................................................................... 39 
Computing the Blended Rate .......................................................................................................................................... 39 
Bridge Loans and Reverse Bridge Loans - 2 Strategies .................................................................................................. 39 
Seller held Mortgages, Assumptions and Wraps............................................................................................................. 40 

Reverse Mortgages for Seniors ..........................................................................................................................40 
CHAPTER 3 - LOAN PLAN SPECIFICATIONS..................................................................................................43 

Program Specifications - Understanding Guidelines.........................................................................................43 
Conventional Loans - What is Conforming? ......................................................................................................45 

“Generic Jumbo” Non-Conforming ................................................................................................................................ 49 
Automated Underwriting – Electronic Decision Engines ..................................................................................49 

Simple Troubleshooting Strategies ................................................................................................................................. 49 
Variance Tolerance ......................................................................................................................................................... 50 
Common Problems with AU (Automated Underwriting) ............................................................................................... 50 
DU or LP?....................................................................................................................................................................... 50 

First Time Homebuyer Programs.......................................................................................................................51 
Private Mortgage Insurance (PMI)....................................................................................................................52 

Mortgage Insurance Coverage Requirements ................................................................................................................. 53 
Mortgage Insurance Premium Plans ............................................................................................................................... 53 
Choosing the Right Plan - Premium Plan Options .......................................................................................................... 54 
PMI Underwriting Guidelines......................................................................................................................................... 55 
HPA and PMI Cancellation............................................................................................................................................. 55 

The Federal Housing Administration (FHA)......................................................................................................56 
The Direct Endorsement Program (DE).......................................................................................................................... 58 
2007 – 2009 Transitional Issues with FHA..................................................................................................................... 59 
Risk-Based Insurance Premiums..................................................................................................................................... 59 
Financing Mortgage Insurance........................................................................................................................................ 60 
The Refinance Conundrum ............................................................................................................................................. 60 
FHA Secure Refinance Program – Cancelled 12/31/08 .................................................................................................. 60 
Documented Underwriting “Compensating Factors”...................................................................................................... 61 

The Department of Veteran's Affairs (VA) .........................................................................................................61 
Expanded Criteria and “Price Bumps”............................................................................................................................ 65 

CHAPTER 4 - QUALIFYING -RATIOS AND CREDIT HISTORY...................................................................67 
Owner Occupancy and Qualifying.................................................................................................................................. 68 

THE MATHEMATICS OF QUALIFYING RATIOS ..........................................................................................................70 
The Housing Expense Ratio............................................................................................................................................ 70 
The Total Debt Ratio ...................................................................................................................................................... 72 
Regular Business Expenses/Self Employed Borrowers .................................................................................................. 76 

CREDIT HISTORY .....................................................................................................................................................77 
Credit Bureaus vs. Credit Repositories ........................................................................................................................... 77 
Obtaining a Credit Report ............................................................................................................................................... 80 
Understanding the Ratings - What is "Bad".................................................................................................................... 80 

SUB-PRIME LENDING...............................................................................................................................................83 
High-Rate, High-Fee Loans (HOEPA/Section 32 Mortgages)........................................................................................ 84 
Credit Counselors/Agencies............................................................................................................................................ 85 

UNDERSTANDING CREDIT SCORING.........................................................................................................................86 
Risk Grading ......................................................................................................................................................87 

CONSIDER THE IMPACT............................................................................................................................................88 
Income Fraud Alerts/Red Flags ...................................................................................................................................... 88 

CHAPTER 5 – QUALIFYING: INCOME & OTHER RESTRICTIONS ...........................................................91 
UNDERSTANDING INCOME .......................................................................................................................................91 

"Stable" Income .............................................................................................................................................................. 91 
Base Income with Enhancements.................................................................................................................................... 92 

GETTING THE MOST OF OVERTIME, BONUS, & COMMISSIONS..................................................................................92 
Bonus, Tips and Commission ......................................................................................................................................... 93 
Future Raises................................................................................................................................................................... 95 
Dividends & Interest ....................................................................................................................................................... 95 



The Loan Officer’s Practical Guide to Residential Finance – SAFE Act Version © 2009 

Table of Contents - Page iii 

SELF-EMPLOYMENT.................................................................................................................................................96 
Who is Self-Employed? .................................................................................................................................................. 96 

Analyzing Self-Employment Income and Required Documentation ...................................................................97 
Income Analysis - Start With the Personal Returns ........................................................................................................ 98 
Income Sources &  "Add-backs" .................................................................................................................................... 99 
Partnership and S Corporation Tax Returns and Income Analysis ................................................................................. 99 
Analyzing the US Corporation Income Tax Return...................................................................................................... 100 
The Profit and Loss Statement ...................................................................................................................................... 101 
No Income Verification Loans...................................................................................................................................... 102 

Documentation Types and Their Meanings......................................................................................................103 
WHAT IS A COMPENSATING FACTOR?....................................................................................................................103 

Co-borrowers ................................................................................................................................................................ 104 
Income “Red Flags” ........................................................................................................................................104 

ELIGIBLE BORROWERS ..........................................................................................................................................106 
Resident Aliens ............................................................................................................................................................. 106 
Non-Immigrant Visas.................................................................................................................................................... 106 

CHAPTER 6 – QUALIFYING: ASSETS, DOWN-PAYMENT AND CLOSING COSTS ...............................109 
UNDERSTANDING CLOSING COSTS ........................................................................................................................109 

The Components of a Buyer's Closing Costs....................................................................................................109 
1.) Loan Fees and “Points” ........................................................................................................................................... 110 
2.) "Hard" Closing Costs............................................................................................................................................... 110 
Title Insurance .............................................................................................................................................................. 111 
3.)  Government/Municipal Title Related Charges ....................................................................................................... 111 
4.) Prepaid Items ........................................................................................................................................................... 112 
Interim Interest.............................................................................................................................................................. 112 
Insurance Escrow.......................................................................................................................................................... 113 
Real Estate Tax Escrows............................................................................................................................................... 114 

PREPARING A GOOD FAITH ESTIMATE ...................................................................................................................115 
SELLER CONTRIBUTIONS .......................................................................................................................................119 

Avoiding Problems with Seller Contributions .............................................................................................................. 119 
Structuring Seller Paid Closing Costs ........................................................................................................................... 120 

SOURCES OF ASSETS FOR DOWN PAYMENT, CLOSING COSTS AND RESERVES .......................................................120 
Borrower’s Own Funds................................................................................................................................................. 121 
Reserves........................................................................................................................................................................ 122 
Lender Credits for "Above Par" Pricing Towards Closing Costs.................................................................................. 122 
Tips for Using Gifts ...................................................................................................................................................... 122 
Shared Equity................................................................................................................................................................ 123 

“Red Flags” for Assets and Deposits...............................................................................................................123 
CHAPTER 7 - THE HOME FINANCING PROCESS ........................................................................................125 

THE LOAN APPLICATION .......................................................................................................................................125 
UNDERSTANDING THE HOME BUYING PROCESS ....................................................................................................125 

The Loan Application Process .........................................................................................................................126 
Why You Should Use a Pre-Application Kit ................................................................................................................ 126 

THE APPLICATION INTERVIEW- COMPLETING THE APPLICATION FORM.................................................................127 
LOAN FILE SET UP.................................................................................................................................................132 

Red Flags in the Application Process............................................................................................................................ 132 
UNDERSTANDING TRUTH-IN-LENDING ..................................................................................................................133 

Determining the Amount Financed - What are Finance Charges? ................................................................................ 134 
HOW TO PROCESS A LOAN .....................................................................................................................................136 

The Approval Process - Who is the Underwriter? ...........................................................................................137 
DESKTOP UNDERWRITER AND LOAN PROSPECTOR ................................................................................................139 
CONDUCTING WEEKLY STATUS REVIEWS .............................................................................................................140 
THE CLOSING AND REQUIREMENTS .......................................................................................................................141 

Settlement Agent........................................................................................................................................................... 141 
Lender Sends Loan Instructions to Settlement Agent ................................................................................................... 144 
Closing “Red Flags” ..................................................................................................................................................... 144 



The Loan Officer’s Practical Guide to Residential Finance- SAFE Act Version © 2009 

Table of Contents - Page iv 

The HUD-1 – Settlement Statement..................................................................................................................146 
CLOSING DOCUMENTS...........................................................................................................................................146 

Promissory Note ........................................................................................................................................................... 146 
The Mortgage or Deed of Trust .................................................................................................................................... 146 
The Right of Rescission - Refinances ........................................................................................................................... 147 
Other Disclosures.......................................................................................................................................................... 147 

LOAN OFFICER AND PROCESSOR TIME MANAGEMENT TECHNIQUES .....................................................................148 
System 1 - The Complete Application System for Loan Officers ......................................................................148 
Pipeline Review................................................................................................................................................148 

CHAPTER 8 - PROPERTY TYPES......................................................................................................................151 
UNDERSTANDING PROPERTY TYPES ......................................................................................................................151 

Why Condos are Hard to Finance ................................................................................................................................. 152 
Conforming Guidelines................................................................................................................................................. 152 
Private Mortgage Insurance and Projects...................................................................................................................... 154 

Documentation Required for Project Approval................................................................................................155 
PUD/Classifications & Requirements ..............................................................................................................157 

NEW CONSTRUCTION PROJECTS - CONSTRUCTION PERMANENT FINANCING .........................................................157 
FINANCING INVESTMENT PROPERTY......................................................................................................................159 

Cash Flow ..................................................................................................................................................................... 159 
What Must the Rent Be? ............................................................................................................................................... 160 
Investment Property ...................................................................................................................................................... 160 
Pre-Qualification........................................................................................................................................................... 160 
Property Documentation Requirements for Investment Property Financing................................................................. 161 

2 TO 4 UNIT PROPERTIES........................................................................................................................................162 
COOPERATIVES......................................................................................................................................................162 
MANUFACTURED /MOBILE, MODULAR AND “KIT” HOMES....................................................................................163 

Commercial Loan Guidelines...........................................................................................................................163 
Commercial Property Types and Basic Guidelines....................................................................................................... 164 

APPRAISALS...........................................................................................................................................................164 
Appraisal Basics ........................................................................................................................................................... 164 
Simple Approaches to Resolving Valuation Problems ................................................................................................. 165 
Fraud Alert.................................................................................................................................................................... 166 

CHAPTER 9 - REFINANCING.............................................................................................................................167 
WHERE TO START - DETERMINING “VALUE” .........................................................................................................167 

“Seasoning” .................................................................................................................................................................. 167 
Rate Reduction .................................................................................................................................................168 
Term Reduction Refinances..............................................................................................................................169 
Refinancing to “Cash Out” - Recapture Equity in Your Property ...................................................................170 
Reasons to Take "Cash Out" ............................................................................................................................171 

Low Cost of Cash ......................................................................................................................................................... 171 
Cash Out for Debt Consolidation.................................................................................................................................. 171 
Cash out for Investment ................................................................................................................................................ 173 
Cash Out to Purchase Investment Property................................................................................................................... 173 
Cash Out for Retirement ............................................................................................................................................... 174 

Refinance to eliminate Private Mortgage Insurance........................................................................................175 
Using a 1st and 2nd Mortgage to Solve Equity Problems................................................................................176 

Refinancing a 1st and 2nd Mortgage ............................................................................................................................ 177 
Refinancing an FHA Loan ............................................................................................................................................ 177 
Refinancing a VA Loan ................................................................................................................................................ 178 
Important Facts With Regard to Refinancing ............................................................................................................... 179 

Escrow Accounts and Prepaid  - Understanding Costs of Refinancing ...........................................................179 
Problems with Existing Financing ................................................................................................................................ 180 

CHAPTER 10 - THE SECONDARY MARKET ..................................................................................................181 
LOCK OR FLOAT ....................................................................................................................................................181 

Seasonality Patterns ...................................................................................................................................................... 182 



The Loan Officer’s Practical Guide to Residential Finance – SAFE Act Version © 2009 

Table of Contents - Page v 

Immediate Delivery ...................................................................................................................................................... 182 
THE SECONDARY MARKET ....................................................................................................................................183 

Who’s Who in the Secondary Market ........................................................................................................................... 183 
Par is not a Golf Score .................................................................................................................................................. 185 
How Lenders Make Money........................................................................................................................................... 185 

Interest Rate Drivers ........................................................................................................................................187 
Playing the Market........................................................................................................................................................ 188 
Epilogue........................................................................................................................................................................ 189 

CHAPTER 11 – UNDERSTANDING FEDERAL LAWS ...................................................................................191 
The Agencies ....................................................................................................................................................191 

The Department Of Housing And Urban Development (HUD).................................................................................... 192 
The Federal Reserve ..................................................................................................................................................... 192 
The Federal Trade Commission .................................................................................................................................... 193 
The United States Treasury........................................................................................................................................... 193 
Treasury - Federal Deposit Insurance Corporation (FDIC) .......................................................................................... 194 
Treasury - Office of The Comptroller Of The Currency (OCC) ................................................................................... 194 
Treasury - The Federal Home Loan Bank System (FHLB) .......................................................................................... 194 
Treasury - Office Of Thrift Supervision (OTS) ............................................................................................................ 195 
National Credit Union Administration (NCUA) ........................................................................................................... 195 
Financial Institutions Reform, Recovery, and Enforcement Act Of 1989 (FIRREA)................................................... 195 

THE REGULATIONS ................................................................................................................................................196 
RESPA – The Real Estate Settlement Procedures Act......................................................................................196 

Purpose of the Law ....................................................................................................................................................... 196 
Exempt Transactions..................................................................................................................................................... 197 
Kickbacks and Referral Fees and Fee Splitting ............................................................................................................ 197 
Fee Splitting.................................................................................................................................................................. 197 
Affiliated and Controlled Business Arrangements........................................................................................................ 198 

Application Disclosures - The Good Faith Estimate of Closing Costs.............................................................198 
RESPA Reform – 2008/2009 – The 2010 GFE.................................................................................................198 

Application Disclosures - The Special Information Booklet......................................................................................... 201 
Application Disclosures - Notice of Transfer of Servicing ........................................................................................... 202 
Disclosures - at Closing - HUD-1 Settlement Statement .............................................................................................. 202 
Disclosures – at Closing – Aggregate Escrow Disclosure ............................................................................................ 202 

THE TRUTH-IN-LENDING ACT (TILA) - REGULATION Z ........................................................................................203 
Purposes of Truth-in-Lending Act ................................................................................................................................ 203 
At Application - The APR (Annual Percentage Rate) Disclosure................................................................................. 203 
APR Tolerance.............................................................................................................................................................. 204 
Determining the Amount Financed - What are Prepaid Finance Charges?................................................................... 204 
Disclosures at Application – ARM Disclosure ............................................................................................................. 205 
Home Equity Lines and Open-Ended Credit................................................................................................................. 205 
Notice of Right to Cancel (Right to Rescind) ............................................................................................................... 205 
Waiver of Right to Rescind........................................................................................................................................... 206 
Right to Rescind in Open-end Transactions.................................................................................................................. 206 
Three Day Right to Cancel ........................................................................................................................................... 206 
Regulations - Advertising ............................................................................................................................................. 206 

Section 32 of Truth-in-Lending Act ..................................................................................................................206 
Loans Subject to Section 32.......................................................................................................................................... 207 
Points and Fees Trigger ................................................................................................................................................ 207 
“Higher Cost” Loans- Section 35.................................................................................................................................. 207 
Section 32 Disclosures.................................................................................................................................................. 208 
Section 32 Prohibitions ................................................................................................................................................. 208 
Penalties for HOEPA Violations................................................................................................................................... 208 

THE EQUAL CREDIT OPPORTUNITY ACT (“ECOA”) ..............................................................................................208 
Unlawful Inquiries ........................................................................................................................................................ 209 
Prohibitions................................................................................................................................................................... 209 
Notification Requirements ............................................................................................................................................ 209 
Penalties........................................................................................................................................................................ 209 

ECOA RELATED CONSUMER PROTECTION LAWS..................................................................................................210 



The Loan Officer’s Practical Guide to Residential Finance- SAFE Act Version © 2009 

Table of Contents - Page vi 

Fair Housing Act..............................................................................................................................................210 
Fair Credit Reporting Act  (“FCRA”) ........................................................................................................................... 210 
The Fair and Accurate Credit Transactions Act (“FACTA”)........................................................................................ 210 

HOME MORTGAGE DISCLOSURE ACT (“HMDA”) .................................................................................................211 
Depository Institutions Subject to the Act .................................................................................................................... 211 

Community Reinvestment Act (CRA)................................................................................................................212 
COMMON CONSUMER PROTECTION LAWS RELATING TO MORTGAGES..................................................................212 

Home Owner’s Protection Act ...................................................................................................................................... 212 
PMI Cancellation .......................................................................................................................................................... 212 
Gramm-Leach-Bliley Act ............................................................................................................................................. 212 
The Fair and Accurate Credit Transactions Act (FACTA) ........................................................................................... 213 
USA Patriot Act ............................................................................................................................................................ 213 

THE HOUSING AND ECONOMIC RECOVERY ACT OF 2008 (HERA) ........................................................................213 
Hope for Homeowners .................................................................................................................................................. 214 
New Regulator – Federal Housing Finance Agency ..................................................................................................... 215 
Secure and Fair Enforcement for Mortgage Licensing (SAFE Act) ............................................................................. 215 

THE HOME VALUATION CODE OF CONDUCT (HVCC) ...........................................................................................216 
CHAPTER 12 – THE REAL ESTATE SETTLEMENT PROCEDURES ACT (RESPA) ...............................217 

Key Concepts................................................................................................................................................................ 217 
INTRODUCTION TO RESPA....................................................................................................................................217 

Transactions Subject to the Law ................................................................................................................................... 218 
The Regulator - The U.S. Department of Housing and Urban Development (HUD).................................................... 218 

ISSUES RELATING TO BUSINESS PRACTICES – KICKBACKS ....................................................................................218 
Prohibition on Kickbacks, Fee-Splitting and Unearned Fees........................................................................................ 219 
Compensable Settlement Services – What the Borrower can Pay For.......................................................................... 219 

Controlled and Affiliated Business Arrangements (ABA).................................................................................220 
Why an ABA is not a RESPA Violation....................................................................................................................... 220 
Mortgage Brokers are Controlled Business Arrangements ........................................................................................... 221 
Other Controlled Business Arrangements..................................................................................................................... 221 
Sample Cases – Is it a Controlled Business Arrangement?........................................................................................... 224 
Sample Cases – Is it a Controlled Business Arrangement?........................................................................................... 224 
Enforcement of Section 8.............................................................................................................................................. 227 

APPLICATION DISCLOSURE – GOOD FAITH ESTIMATE OF CLOSING COSTS ............................................................228 
The Good Faith Estimate of Settlement Costs (GFE) ................................................................................................... 228 
Timing and Delivery of the GFE .................................................................................................................................. 228 
RESPA Reform and the Good Faith Estimate............................................................................................................... 228 
Preparing the Good Faith Estimate ............................................................................................................................... 229 
Preparing the 2010 GFE................................................................................................................................................ 230 

CALCULATING THE COMPONENTS OF A BUYER'S CLOSING COSTS.........................................................................230 
Loan Fees...................................................................................................................................................................... 230 
Interim Interest.............................................................................................................................................................. 233 
The Special Information Booklet – HUD Guide to Settlement Costs ........................................................................... 234 
What These Costs Represent......................................................................................................................................... 234 

THE DISCLOSURE OF YIELD SPREAD PREMIUMS....................................................................................................237 
The Debate over Yield Spread Premiums ..................................................................................................................... 237 
The Mortgage Broker Business..................................................................................................................................... 238 
Retail Lending .............................................................................................................................................................. 239 
Business Strategies........................................................................................................................................................ 239 

Preparing the “Adjusted Origination Charge” Section of the 2010 GFE .......................................................240 
RESPA REFORM AND THE IMPACT ON ORIGINATOR COMPENSATION ...................................................................242 

The NEW Good Faith Estimate (GFE) and Settlement StatementHUD-1/HUD-1A.........................................242 
The Good Faith Estimate, Itemization, and Broker Compensation............................................................................... 243 
Tolerance for Variances................................................................................................................................................ 244 
Circumstances in Which the GFE Can Be Revised ...................................................................................................... 245 

Single Application Process – Timing and Requirements for Delivery of GFE.................................................245 
Lender v. Broker Fees................................................................................................................................................... 248 

HUD – 1 REVISION - COMPARABILITY...................................................................................................................249 
Average Cost Pricing and Negotiated Discounts – Kickback Violations...................................................................... 250 



The Loan Officer’s Practical Guide to Residential Finance – SAFE Act Version © 2009 

Table of Contents - Page vii 

Methodology for Average Cost Pricing ........................................................................................................................ 251 
TRANSFER OF SERVICING AND SERVICING PRACTICES ACT...................................................................................251 

Transfer of Servicing .................................................................................................................................................... 252 
Aggregate Escrow Accounting ..................................................................................................................................... 254 
Prohibition against Excessive Escrow .......................................................................................................................... 254 
Aggregate Escrow Accounting Disclosure ................................................................................................................... 255 

CLOSING COSTS AND THE HUD-1 SETTLEMENT STATEMENT ................................................................................257 
CHAPTER 13 - TRUTH-IN-LENDING ACT – “REGULATION Z”................................................................259 

Introduction................................................................................................................................................................... 259 
Purposes of Truth-in-Lending Act ....................................................................................................................259 

The Federal Reserve ..................................................................................................................................................... 260 
Disclosures - At Application - The APR (Annual Percentage Rate) Disclosure...............................................261 
Calculating the APR Formula..........................................................................................................................263 

Third Party Fees Included in the  Finance Charge ........................................................................................................ 264 
APR Tolerance .................................................................................................................................................267 

Errors in Calculating the APR ...................................................................................................................................... 267 
Using APR to Compare Loan Fee Options ................................................................................................................... 267 

Disclosures at Application – Adjustable Rate Mortgage Terms.......................................................................268 
The Consumer Handbook on Adjustable Rate Mortgages ............................................................................................ 270 

Home Equity Lines and Open-Ended Credit ....................................................................................................270 
Specific Disclosures for Home Equity Lines of Credit ................................................................................................. 270 
When Your Home is on the Line .................................................................................................................................. 271 

Notice of Right to Cancel (Right to Rescind) ...................................................................................................271 
Effects of Rescission.........................................................................................................................................273 

ADVERTISING AND TRUTH-IN-LENDING ................................................................................................................275 
Trigger Terms ..................................................................................................................................................275 

Rules of Advertising for Open-End Credit and Closed-End Credit .............................................................................. 276 
Rules of Advertising for Home Equity Loans............................................................................................................... 277 
The Challenge of Compliance....................................................................................................................................... 277 
FTC Actions for Advertising Violations....................................................................................................................... 277 
Penalties........................................................................................................................................................................ 278 

SECTION 32 OF THE TRUTH-IN-LENDING ACT........................................................................................................278 
Loans Subject to Section 32 .............................................................................................................................279 

Section 32 Disclosures.................................................................................................................................................. 279 
Section 32 Prohibitions – “Flipping” ............................................................................................................................ 280 
Section 32 Prohibitions - Lending Without Regard to Repayment Abili ...................................................................... 280 
Section 32 Prohibitions - Direct Payments to Contractors............................................................................................ 280 
Section 32 Prohibitions - Documenting Closed-end Loans as Open-End Credit .......................................................... 280 
Other Section 32 Prohibitions ....................................................................................................................................... 281 
Penalties for HOEPA Violations................................................................................................................................... 281 

CHAPTER 14 - UNDERSTANDING FEDERAL CREDIT-RELATED LAWS...............................................283 
The Regulators.............................................................................................................................................................. 284 

Equal Credit Opportunity Act – Federal Reserve Regulation B - 12 CFR Part 202........................................285 
General Rules for Compliance §202.4 .......................................................................................................................... 285 
Definitions - §202.2 ...................................................................................................................................................... 285 
What information can be Requested – Section 202.5 ................................................................................................... 286 
How Applications are Evaluated – Section 202.6/202.7............................................................................................... 287 
What is a “Statistically Sound Credit Scoring System?” .............................................................................................. 288 
Adverse Action ............................................................................................................................................................. 288 
Other General Requirements......................................................................................................................................... 290 
Right to Receive a Copy of the Appraisal..................................................................................................................... 290 
Lenders May Not Discourage the Filing of an Application .......................................................................................... 291 
The ECOA Code – Who Is Responsible For the Account?........................................................................................... 291 
Lender Do’s and Don’ts................................................................................................................................................ 292 
Borrower’s Recourse for Inaccurate Credit Information............................................................................................... 292 
If the Loan is “Counter-Offered” .................................................................................................................................. 293 
What Recourse Does the Borrower Have ..................................................................................................................... 294 



The Loan Officer’s Practical Guide to Residential Finance- SAFE Act Version © 2009 

Table of Contents - Page viii 

THE FAIR CREDIT REPORTING ACT........................................................................................................................294 
FCRA Features ............................................................................................................................................................. 294 
Penalties........................................................................................................................................................................ 295 
Procedure for Correcting Errors.................................................................................................................................... 295 
Borrowers Copy of Report............................................................................................................................................ 295 
"Imposter" Free Credit Report Sites.............................................................................................................................. 296 
Seven-Year Reporting Period ....................................................................................................................................... 296 
Permissible Purpose for Ordering a Credit Report........................................................................................................ 297 
Lender’s Reporting Duties (Section 623)...................................................................................................................... 297 

FAIR AND ACCURATE CREDIT TRANSACTIONS ACT (FACTA) ..............................................................................298 
Disposing of Consumer Report Information ................................................................................................................. 298 
Identity Theft “Red Flag” Programs ............................................................................................................................. 298 

FACTA and Identity Theft ................................................................................................................................299 
THE GRAMM-LEACH BLILEY ACT .........................................................................................................................300 

Defining the Customer.................................................................................................................................................. 300 
The Privacy Notice ....................................................................................................................................................... 301 
Opting Out .................................................................................................................................................................... 301 
The Safeguards Rule ..................................................................................................................................................... 302 
Receiving Nonpublic Personal Information .................................................................................................................. 302 

FAIR CREDIT BILLING ACT (FCBA) ......................................................................................................................303 
While the Bill is in Dispute........................................................................................................................................... 304 

FAIR DEBT COLLECTION PRACTICES ACT..............................................................................................................304 
Rules Regarding Contact with Borrowers..................................................................................................................... 304 

ELECTRONIC FUNDS TRANSFER ACT (EFTA) ........................................................................................................306 
CREDIT REPAIR ORGANIZATIONS ACT (90-321, 82 STAT. 164)..............................................................................307 
THE FAIR HOUSING ACT........................................................................................................................................307 

Covered Transactions.................................................................................................................................................... 308 
Unlawful Lending Practices.......................................................................................................................................... 308 
Violations and Enforcement.......................................................................................................................................... 310 
Advertising ................................................................................................................................................................... 310 
Limitations Extended to 3rd Parties ............................................................................................................................... 311 
Allegations of Discrimination....................................................................................................................................... 311 
Filing Complaints ......................................................................................................................................................... 311 

The Credit Report.............................................................................................................................................311 
THE HOME MORTGAGE DISCLOSURE ACT (HMDA) – REGULATION C..................................................................312 

The Loan Application Register (LAR) ......................................................................................................................... 313 
Interest Rate Data.......................................................................................................................................................... 313 

COMMUNITY REINVESTMENT ACT (CRA) ..................................................................................................314 
Evaluation of CRA Performance .................................................................................................................................. 314 

Home Owners Protection Act (HOPA).............................................................................................................314 
FTC's Telemarketing Sales Rule (TSR) – DO NOT CALL ...............................................................................315 

Rules for Telemarketers ................................................................................................................................................ 315 
THE USA PATRIOT ACT.....................................................................................................................................316 

Bankruptcy Abuse Prevention and Consumer Protection Act ..........................................................................317 
CHAPTER 15 – FRAUD.........................................................................................................................................319 

TYPES OF FRAUD ...................................................................................................................................................320 
Fraud for Housing ......................................................................................................................................................... 320 
Exigent Fraud................................................................................................................................................................ 320 

Perpetrators .....................................................................................................................................................320 
Real Estate Brokers....................................................................................................................................................... 320 
Real Estate Attorney ..................................................................................................................................................... 321 
Appraisers ..................................................................................................................................................................... 321 
Borrowers ..................................................................................................................................................................... 321 
Loan Officer.................................................................................................................................................................. 321 

FRAUD SCHEMES ...................................................................................................................................................322 
Appraisal Fraud...............................................................................................................................................322 
Appraisal Review .............................................................................................................................................323 



The Loan Officer’s Practical Guide to Residential Finance – SAFE Act Version © 2009 

Table of Contents - Page ix 

Builder Bailout Scheme....................................................................................................................................324 
Occupancy Fraud .......................................................................................................................................................... 324 
Flips .............................................................................................................................................................................. 325 
Foreclosure or Deed-in-Lieu......................................................................................................................................... 326 
Fraudulent Legal Documentation.................................................................................................................................. 327 

Straw Buyers ....................................................................................................................................................328 
Straw Sellers ....................................................................................................................................................328 

MORTGAGE APPLICATION DOCUMENTATION FRAUD ............................................................................................328 
Falsified Applications and Documentation ................................................................................................................... 329 

BORROWER IDENTITY FRAUD ................................................................................................................................329 
Social Security Numbers............................................................................................................................................... 329 
Credit Score Improvement Scheme .............................................................................................................................. 330 
Identity Theft ................................................................................................................................................................ 330 
File Segregation ............................................................................................................................................................ 331 
Income Documentation Fraud....................................................................................................................................... 331 
Self-Employed Borrowers............................................................................................................................................. 332 
Tax Return Authenticity Verification ........................................................................................................................... 332 
Asset Documentation Fraud.......................................................................................................................................... 333 
Validating “Cash on Hand”........................................................................................................................................... 333 
Asset/Deposit Verification Scheme .............................................................................................................................. 334 
Pending Rental Scheme ................................................................................................................................................ 334 

PUNISHMENT .........................................................................................................................................................334 
Federal Laws that Address Mortgage Fraud ................................................................................................................. 334 
Mail Fraud (18 USC Section 1341) .............................................................................................................................. 335 
Frauds by Wire, Radio, and Television (18 USC Section 1343)................................................................................... 335 
Bank Fraud (18 USC Section 1344).............................................................................................................................. 335 
Attempt and Conspiracy (18 USC Section 1349) ......................................................................................................... 335 
Making False Statements to the Government (18 USC Section 1014).......................................................................... 336 
Conspiracy (18 USC Section 371) ................................................................................................................................ 336 
Laundering of Monetary Instruments............................................................................................................................ 336 
Federal Sentencing Guidelines...................................................................................................................................... 337 

Industry Actions to Combat Fraud...................................................................................................................337 
Prevention ..................................................................................................................................................................... 338 
Common Sense is the Loan Officer’s Best Defense ..................................................................................................... 338 

CHAPTER 16 – PREDATORY LENDING PRACTICES ..................................................................................341 
THE SUB-PRIME MARKET AS A CATALYST FOR PREDATORY LENDING..................................................................341 

Predatory Lending Practices ...........................................................................................................................342 
High Cost Loans ........................................................................................................................................................... 342 

“Higher Cost Loans” and Anti-Predatory Lending (APL) Policies.................................................................343 
Loan Flipping- No Financial Benefit – Equity Stripping .................................................................................344 

Excessive Fees – Fee Packing....................................................................................................................................... 345 
Lending Without Regard for the Borrower’s Ability to Pay......................................................................................... 346 
Fraud............................................................................................................................................................................. 346 
Negative Amortization.................................................................................................................................................. 347 
Payments in Advance.................................................................................................................................................... 347 
Prepayment Penalties .................................................................................................................................................... 347 
Payments to Contractors ............................................................................................................................................... 348 
Mandatory Arbitration Agreements .............................................................................................................................. 348 
Due on Demand Clauses - Acceleration ....................................................................................................................... 349 
Balloon Payments ......................................................................................................................................................... 349 
Predatory Servicing Practices ....................................................................................................................................... 349 
Deceptive Practices....................................................................................................................................................... 350 
Encouraging Default ..................................................................................................................................................... 350 

The Federal High Cost Loan Law....................................................................................................................350 
High Cost Loans ........................................................................................................................................................... 351 
Disclosures.................................................................................................................................................................... 351 
Prohibited Loan Features on Section 32 Loans............................................................................................................. 351 

Additional Legislative Solutions and Impacts ..................................................................................................352 



The Loan Officer’s Practical Guide to Residential Finance- SAFE Act Version © 2009 

Table of Contents - Page x 

Counseling .................................................................................................................................................................... 352 
Inclusion of Assignees in the Prohibition ..................................................................................................................... 352 
Effect on Neighborhoods .............................................................................................................................................. 353 
Best Practices – Internal Training Program .................................................................................................................. 353 
Potential Federal Regulatory Cures .............................................................................................................................. 353 

Penalties and Enforcement...............................................................................................................................354 
State Predatory Lending Laws .........................................................................................................................354 

National Bank Exemption............................................................................................................................................. 355 
Blaming Brokers ........................................................................................................................................................... 355 

CHAPTER 17 – ETHICS IN THE MORTGAGE INDUSTRY ..........................................................................357 
Pressure to Compromise ..................................................................................................................................357 

A Code of Ethics........................................................................................................................................................... 358 
Principle 1 – Put the Borrower’s Interests First ............................................................................................................ 358 

Ethical Quandaries ..........................................................................................................................................359 
Pricing Issues – Rate Lock-in ....................................................................................................................................... 359 
Pricing Issues – Opportunistic Pricing .......................................................................................................................... 359 
Approval Issues – Pre-Qualified vs. Pre-Approved ...................................................................................................... 360 
Approval Issues – Loan Denial ..................................................................................................................................... 361 
Approval Issues – The Counter-Offer........................................................................................................................... 362 
Processing Issues – Financial Privacy........................................................................................................................... 362 
Pricing Issues – Hide the Origination/Doc/Broker Fee................................................................................................. 362 
Processing Issues – Undisclosed Loan Terms............................................................................................................... 363 
Approval Issues – Insufficient Income.......................................................................................................................... 363 
Approval Issues – Low Appraisal ................................................................................................................................. 364 
Business Practices – Kickbacks and Referral Fees ....................................................................................................... 364 
Business Practices – Advertising .................................................................................................................................. 365 
Origination Issues – Buyer Over-Reaching .................................................................................................................. 365 
Origination Issues – Documents Signed in Blank......................................................................................................... 365 
Origination Issues - The Unsigned Document .............................................................................................................. 366 

Other Ethical Behaviors...................................................................................................................................366 
Harassment/Sexual Harassment .................................................................................................................................... 366 
Business Courtesies ...................................................................................................................................................... 366 

Compliance with the Letter, Not the Spirit .......................................................................................................367 
Truth-in-Lending .......................................................................................................................................................... 367 
Unethical Treatment of the APR Disclosure................................................................................................................. 367 
The Real Estate Settlement Procedures Act.................................................................................................................. 367 
Unethical Treatment of RESPA Rules .......................................................................................................................... 368 
The Equal Credit Opportunity Act and the Fair Housing Act....................................................................................... 368 
Unethical Treatment of the ECOA/FHA....................................................................................................................... 368 

Ethics - When in Doubt ....................................................................................................................................368 
MORTGAGE TERMINOLOGY ...................................................................................................................................369 

 
 


