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REAL ESTATE HAS NEW RULES 

 

Much has changed since the glory days of real estate not too long ago. Remember 

when prices were skyrocketing on almost monthly basis. Real estate was treated 

almost like a commodity. You would buy today and can sell at an unreal profit 

tomorrow. How about the manic days of the mortgage business when "NINJA" 

loans allowed everyone, and I mean everyone, to buy a house with a No Income, 

No Job, No Assets (NINJA).   

 

Banks were throwing money at you in the forms of credit cards and lines of credit 

for your home and business. One simple signature on an application form would 

give you a $100k business line of credit in 10 minutes! Homeowners could get 

loans of up to 125% of their home value in just a few days. Home values were 

escalating so fast you could refi time and again and live off your cash out refis. In 

most cases, these lifestyles were quite excessive and beyond one's ordinary means. 

The funny thing is that most people thought the party would never end! How 

naive? How totally foolish? This is a case of euphoria over reality.  

 

When I last updated my third edition in the middle of 2006, the real estate market 

was at the pinnacle of its power and prestige. Mortgage money was abundant and 

Americans were becoming homeowners by record numbers. One little problem 

though, many could not afford their mortgage payments nor could they understand 

the implications of homeownership. At any rate, I decided to write a new chapter 

to my book and dedicating it to the new rules of the real estate game. The old 

game is dead and will stay dead until the last of the toxic assets are gone, which 

could take another five to seven years. Now it's time to know how to play the new 

game if we want to succeed.  

 

What‟s the new reality of the credit market now? Qualified borrowers with a ton of 

tax documents and excellent credit cannot get a home loan without losing their 

sanity. Most credit card limits have been curtailed or entirely cancelled. Many 

home equity lines of credit have been withdrawn leaving homeowners in a bind.  

In a system where income alone does not determine lifestyle, this credit crunch 

would prolong our recovery because consumers have no money to spend. 

Unemployment is high and will likely stay that way for some time. Millions of 

Americans have lost or losing their homes. Millions are unemployed and millions 

more have nothing to show for their years of hard work. But it‟s not all that bad 

really. The banks made out like bandits and heads of the same companies who 
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caused this mess are now using their billions to draw up more sophisticated 

schemes to rip off those who still have money in their bank accounts!  

 

In the next several pages I will attempt to educate you about the opportunity that 

lies within the current crisis. The playing field has been leveled where everyone 

has the chance to recoup their losses or succeed despite all the adversity.  

 

How do you make money in this market? What options are most viable? These and 

many other questions will be discussed here. But before I get to the meat of the 

matter, let‟s look at the repercussions of the current crisis and what‟s at stake for 

most Americans. 

 

At stake are your financial freedom and the great American dream of home 

ownership. Rest assured that there is no way you can expect any help from the 

system (state or federal.) By help I don‟t mean a handout but merely getting the 

necessary resources so you can get the job done yourself. So, it is totally up to you 

to make the dream of financial independence a reality.   

 

In order to move forward, we must set aside our past disappointments, suck up the 

financial losses, roll up our sleeves, get in the trenches and build a more secure 

future for us and our family. I believe every crisis brings about opportunity. Put 

another, every adversity gives us a chance to grow and produce a greater seed of 

opportunity. The current real estate market is one such opportunity likes of which 

we have not seen in 75 years! But before we get into why I think real estate is the 

best vehicle to invest in now, let me briefly examine the alternatives. 

 

Here are your other options: savings accounts, stocks, bonds, mutual funds, 

gold/silver, IP (intellectual property) and starting a small business. Where would 

you put your money in this market?  

 

I am a real estate expert and not a financial advisor. However, I know enough to 

share with you some very important information about each of these categories. 

The easiest and clearly the worst of the bunch is the savings accounts. At a 

whopping 1% return per annum you‟re simply allowing your money to slip 

through your fingers every day. Your bank is getting richer by using your money 

to generate much higher returns for themselves. Your money in the savings 

accounts has probably lost 25% of its value over the last 3 years.  
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The stock market is highly inflated and volatile. It‟s susceptible to global events 

and easily abused. Bonds are generally safe but have a low rate of return. Mutual 

funds also have a low rate of return and small upside. Gold is out of control and 

extremely speculative. IP is very specialized and hard to understand. Opening a 

small business is very risky, as most go out of business within the first few years.  

 

Before I present my reasons why you ought to consider real estate as the most 

effective tool in wealth building, allow me to share with you a little known fact.  

It‟s called the Rule of 72. It‟s about the length of time it takes to double your 

money. Let‟s say you would like to double your $100,000 in 10 years. What rate 

of return would allow you to achieve that? At the rate of 7.2% per annum you will 

double your money in 10 years: 72/7.2 = 10. On the other hand, the same money in 

the bank at 1% will take 72 years to double! How many of us would even be 

around to see that? That‟s how banks make money, by taking the profit margin 

between what they pay out on one end and what they receive on the other. Paying 

you 1% for your deposit while they charge the borrower 6% or more, on billions of 

dollars adds up to a whole heck of a lot of money.  

 

If there ever was a great time to invest in real estate, it is now. In hindsight, we 

should have all waited for just a few more years to get into the game but as the 

saying goes, hindsight is 20/20. What‟s important is gaining the necessary skill 

sets as quickly as possible so they can be effectively implemented. Only the 

application of your knowledge by investing in real estate can set you financially 

free.  

 

Picture this. The entire California high desert which lies on the outskirts of the 

Inland Empire is in foreclosure now! Overall, one out of three homes in CA is 

underwater and it‟s worse in AZ and NV. One out two is upside down in Arizona 

and two out of three in Nevada (mostly Vegas.) By underwater and upside down I 

mean negative equity. What incentive will most future homeowners have by 

staying when prices are still on the decline? They know values won‟t be 

recovering anytime soon, which is a good reason to rent the same house down the 

street for less. At the time of this writing, there are more than two million houses 

in the so called “Shadow Inventory”, which is consisted of the delayed or litigated 

non performing mortgages. Sooner or later we must face the sad fact that one out 

of three homes will be lost to foreclosure. On the other hand, there will be a 

fantastic opportunity for so many folks, even those who just lost their homes, to 

greatly profit or in the least recoup their losses. As a final thought, we‟ve been 
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enjoying historically low rates during this fiasco. I wonder what would happen 

after rates begin to creep up and millions of adjustable mortgages get to reset at 

higher rates?   

 

Now, let‟s look at what kind of safe investments are now available. Here‟s a 

snapshot. You can buy a triplex in Riverside, San Bernardino, Palmdale and 

Lancaster for around $100K. This same property sold for over $300K at the peak. 

It generates $2,000 monthly rental income which would mean a hefty cash flow 

(12%+ cash on cash return) even if you finance with hard money at 10-12%.  It‟s 

easy to see why it was foreclosed. Previous owner paid $300K while collecting the 

same rent. Could anyone lose this property now with such an attractive cash flow?  

 

Another example would be buying houses in these areas for $50-100K when they 

sold for minimum triple that amount at the top of the market. They would still 

generate a stable monthly income that beats the heck out of any other investment 

vehicle hands down. Same thing is happening in Las Vegas and Phoenix where 

you can buy and hold with positive cash flow! 10% to 15% rate of return is not 

uncommon in these cases.  

 

There are a few feasible scenarios to consider. It‟s possible one or more of these 

strategies would fit your needs and wants.  

 

1. Fix and flip single family homes in the middle income areas of Los Angeles. 

2. Buy and hold in the low income areas near LA such as Riverside. 

3. Buy and hold homes in Phoenix and Las Vegas. 

4. Partner up with other investors in real estate syndications on LA apartment 

buildings. 

5. Become a private lender. Loan money to investors who fix and flip.  

6. Buy non performing notes on income producing properties. 

7. Buy at trustees‟ sale. 

The above strategies are effective in this market but not all would be suitable for 

every person and budget. You require skill to make prudent investments. So, 

before you do anything wild, it may be best to have it looked over carefully by the 

experts. Each one of these will be discussed in more detail so that you could make 

a sensible decision on what‟s the best one for you. 
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1. Fix and flip – You can buy a 3+2 house in a typical middle class area of LA 

for around $200-250K. You invest another $30-40K fixing it up and then 

flipping it for around $310-360K. Your net profit in about four months will 

be around $40K if you do it right. This is more appropriate for hands on 

investors with the basic knowledge of real estate. A good coach or mentor 

could help you with all facets of this process. Most investors need a little 

hand holding until the fear is overcome. My students have made great 

progress in this area and proving once again that anyone can do this. One 

last word is that this strategy is getting tougher all the time. Banks want 

flippers out of the market. Therefore, they make sure your purchase price is 

high enough to virtually make the investment nonviable due to a thin profit 

margin.  

 

2. Buy and hold outside the city – You can buy and hold small units in the 

outskirts of the city (Los Angeles). Buy a triplex for $100K, make it rent 

ready by rehabbing it with another $10K. Your investment will produce 

$2K monthly gross rent, which will be more than enough to cover all your 

expenses and then some. Your positive cash flow is around $800 a month or 

15-20%+ return on your investment! This is for investors who want to be 

semi active with their investments. You can self manage or have it managed 

professionally. Either way, your cash flow is so high enough you can easily 

afford a management company. This strategy is long term and has great 

upside. For one, your capital gain tax is a lot less. Secondly, since you are 

buying so low (way below replacement cost), you‟ll have a hidden upside 

within the next three to five years when I believe values would rather 

quickly catch up to replacement costs. What happens later is a slow growth 

for another 7-10 years but you‟ll be sitting very pretty by then. Ultimately, 

the values could reach the peak again in 15 years. By then you‟ll have little 

or no mortgages and ton of cash flow. A possible goal for your retirement 

could be 20 checks in two years, 30 checks in 3 years or 50 checks in 5 

years. By checks I mean units/tenants paying you rent every month. 
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3. Buy and hold in Phoenix and Vegas. This is the same strategy as discussed 

in #2 above but instead you‟re buying out of state. I recommend Arizona 

(Phoenix) and Nevada (Las Vegas) as your best options. They are close to 

LA and will have to be ideal retirement destination for 30 million Baby 

Boomers in the next 10 years. Besides, Phoenix and Vegas homes have lost 

60-75% of their values and are currently selling way below the replacement 

costs. The only downside is the logistics. But given a good management 

company, you can keep these properties long term and enjoy the same 

appreciation benefits we discussed above. And who knows may be one day 

you want to move into one of your own rentals for retirement.  

 

4. Multi units LA syndications -This strategy is for professionals such as 

doctors, lawyers, etc. who are so busy with their occupations they have no 

time to get involved with fix and flip or even buy and hold of small 

residential properties. In this strategy, you partner up with a few other 

professionals in an LLC which acquires ownership in medium to large size 

apartment buildings in the city, mostly Los Angeles. A highly experienced 

real estate investment firm locates these bargain properties. The acquisition 

cost is way below the market value and much lower than what any 

individual investor is able to get it on his own. Every project is managed 

professionally as a part of the service. Your capital is secured by a deed of 

trust indicating your percentage of ownership. The duration of this 

investment strategy is 3-7 years+, long enough to stabilize rent and increase 

cap rate (rate of return.) You can get 8-15%+ return on your investment 

utilizing this strategy.     

 

5. Becoming a private lender is a very popular strategy in this market. It does 

not require active participation. You have control over the property but not 

the management headaches. In other words, you are the bank! You secure 

your loan by a first deed of trust while making sure borrower has substantial 

skin in the game. In other words, you want a minimum of 30-40% down 

payment. You can get 10-12% interest per annum in a single family home 

which is used as an investment and never a primary residence. Terms of 
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such loans are usually 12 months. Once your loan is paid off you can repeat 

the process. I personally have financed a number of these loans with the 

investors always getting paid off. This strategy is also good for 

professionals who have no time for toilet headaches but like regular 

monthly payments with strong collaterals to secure their investments.   

6. Non-performing notes is a very specialized segment of the real estate 

market. In this strategy you are buying the defaulted note from the bank at a 

substantial discount. The bank is giving you the discount because the 

borrower is no longer making payments, hence a non-performing. So, you 

are essentially investing in the paper that controls the property while the 

deed is still in the owner‟s name. In effect, you‟re stepping into the bank‟s 

shoes. After you acquire the note, you have multiple options at your 

disposal. You can restructure the note, get the deed in lieu of foreclosure or 

simply foreclose. Remember in this strategy, the owner of the property owes 

you the face amount of the note and not what you paid for it. In other words, 

the face value of the note maybe $950K while you managed to buy it from 

the bank for a mere $500K. These notes are usually on small commercial or 

apartment buildings. Many have rental income which you will be entitled to 

once you acquire the note.  

 

7. Buying at the Trustee‟s sale – this method is very powerful and could be 

very profitable if you know what you are doing. At these auctions you see 

the same people and most are very competent. So if you are amateur you 

may lose your shirt. A complete due diligence is a must. This includes a 

close inspection of the property. Sometime what you thought was a house 

turns out to be just a “Hollywood front!” Trust your own eyes and make 

sure the structure and what‟s supposed to be in it actually does exist. 

Another possible issue with buying these properties is title may not be 

totally clean. But generally, they are easy to handle if you had done a good 

job of due diligence. You can actually buy at 30-40% off the fair market 

value or BPO (Broker‟s Price Opinion.)  

 



 

ix          

No matter which of these options are your fit, you probably want a good mentor by 

your side. For my part, I can help you with acquiring the knowledge and business 

contacts to help you succeed. So, call me with all your questions and comments. 

Sam@samsadat.com or 310-909-9188. Check out our website: samsREclub.com. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

mailto:Sam@samsadat.com


 

x          

Table of Contents 
 

Introduction............................................................................. Page 1 

 

Chapter 1 .............................................................................. Page 9 

 

  Understanding Your Mortgage    Page 11 

  What Is Money?      Page 12 

  What Is An Asset?      Page 12 

  What Is A Liability?     Page 12 

  What Is Positive Cash Flow (PCF)?   Page 13 

  What Is A Mortgage?     Page 13 

  What Is An Interest Rate?    Page 14 

  What Are APoints@?     Page 14 

   Origination Points     Page 14 

   Back End Points     Page 14 

   Buy Down Points     Page 15 

  What Is Annual Percentage Rate (APR)  Page 15 

  What Is An Appraisal?     Page 16 

  What Is Equity?      Page 17 

  What Is LTV?      Page 17 

  What Is Private Mortgage Insurance (PMI)?  Page 18 

  What Is An Escrow Account?    Page 18 

  What Is The Good Faith Estimate (GFE)?  Page 18 

  What Is The Right Of Rescission?   Page 19 

  What Is The FICO Score?    Page 20 

 

 

Chapter 2 .............................................................................. Page 21 

 

  The Sources And Types Of Mortgages  Page 21 

  Conventional Loans     Page 21 

  Non-Conventional Loans     Page 22 

  Specific Types Of Mortgages    Page 22 

  Fixed-Rate Mortgages     Page 23 

  Adjustable Rate Mortgages (Arms)   Page 23 

  Balloon Mortgages      Page 25 

  Reverse Mortgages      Page 25 

 



 

xi          

Chapter 2 (Continued)............................................................ 

 

  Seller Financing Or Owner-Carry Mortgages Page 26 

  Bi-Weekly Mortgages     Page 26 

  Fixed /ARM Combination Mortgages   Page 27 
 

 

Chapter 3 .............................................................................. Page 29 

 

  The Lender=S View Of Your Situation  Page 29 

  Home Value And Condition    Page 29 

  Credit Score       Page 30 

  The Relationship Between Your Income  

   And Debt      Page 32 

  Compensating Factors     Page 33 

   1. Stable Job History    Page 34 

   2. Long Time Residence    Page 34 

   3. Cash Reserves And Savings   Page 34 

   4. Low Loan-To-Value Ratio (LTV)  Page 34 

    Or Large Equity    Page 34 

   5. Low Debt-To-Income Ratio   Page 34 

 

 

Chapter 4 .............................................................................. Page 36 

 

  Retail Versus Wholesale (PAR)    Page 36 

  Origination Points      Page 38 

  Back End Points      Page 39 

  Garbage Fees      Page 40 

 

Chapter 5 .............................................................................. Page 41 

 

  How To Find The Right Mortgage Broker  Page 41 

  How To Get Your Mortgage At Wholesale  Page 43 

  Gain Control Of The Interview    Page 46 

  Play a Give & Take With The Mortgage Broker   Page 46 

  When To Lock In Your Interest Rate   Page 46 

  Negotiate The Origination Fee    Page 48 

  Negotiate For Discounts On Garbage Fees  Page 48 



 

xii          

      

 

Chapter 6 .............................................................................. Page 50 

 

  Loan Origination      Page 50 

  The Closing       Page 53 

  Walking Away      Page 54 

  Moving your loan package    Page 55 

 

 

Chapter 7 .............................................................................. Page 57 

 

  Avoiding Mortgage Traps    Page 57 

  Bait And Switch      Page 57 

  The Good Faith Estimate And/Or   Page 57 

                     Truth In Lending Is Not Provided 

  Non Disclosure Of Back End Points   Page 58 

  Avoid The Monthly Payment Distraction  Page 58 

  How To Cancel Your PMI    Page 59 

 

Chapter 8 .............................................................................. Page 61 

 

  The Home Buyer’s Bible    Page 61 

 

 

Chapter 9 .............................................................................. Page 65 

 

  The American Dream     Page 65 

 

    Example #1     Page 65 

    Example #2     Page 65 

    Example #3     Page 66 

 

Epilogue .............................................................................. Page 71 

 

  Sam’s Simple Philosophy and Guarantee  Page 71 

 

 



 

xiii          

 

 

Index   ................................................................... Page 77 

 

Testimonials ................................................................... Page 80 

 

Appendix One ................................................................... Page 82 

 

Appendix Two ................................................................... Page 83 

 

Appendix Three ................................................................... Page 84 

  

Appendix Four ................................................................... Page 85 

 

Appendix Five ................................................................... Page 86 

 

Short Loan Application ........................................................ Page 87



 

1       

Introduction 

 

 

 

“In America there are two mortgage rate systems. One for the people who are 

informed, and one for the people who are not so informed. Both systems are 

legal.” 

        Sam Sadat 

 

 

Two types of mortgage systems? Amazing but true. Ironically in America few 

people know that home mortgages can be bought wholesale, without back end 

points, and with a little extra effort their mortgage can be paid off in half the time.  

 

Every day thousands of seemingly savvy American consumers drive across town 

to redeem a supermarket coupon for one dollar off on a pound of butter or a half 

gallon of milk yet these same consumers, when seeking a home mortgage, pay 

thousands of unnecessary dollars in excess front end and back end points plus 

bloated interest rates.  

  

One is forced to ask the question, “why?” Perhaps the answer is because American 

consumers do not have a clue about how the mortgage industry and mortgage 

brokers truly work. Fortunately for most Americans many mortgage brokers and 

lenders are straightforward and honest, unfortunately for many other Americans, a 

lot of mortgage brokers and lenders are less than honest. Some mortgage brokers 

are outright predatory. 

 

If you, like most Americans, are totally uninformed about how mortgage brokers 

earn money on your loan, you are as naive and vulnerable as an American traveler 

who does not know the native language or exchange rate of the country he is 

visiting. Like the ignorant traveler who meekly hands over a wad of foreign 

currency to a shop owner or waiter at a restaurant and says, “Please, take what is 

fair,” you too place absolute trust in someone whose primary interest is making as 

much money as legally and sometimes illegally possible from your loan. 

 

Bluntly put, this lack of mortgage knowledge costs Americans a bundle of cash 

each and every day because they did not know how to negotiate the best interest 

rate, a low origination fee for procuring the loan, and no added back end points. 
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Buying a home and getting a mortgage to help pay for it is the largest single 

investment most Americans make during a lifetime yet very few Americans 

conduct any mortgage research. Research in this context does not mean a person 

checked the newspaper ads and picked the lowest advertised mortgage rate. Here 

are a few ad examples: 

 

 
 

 

 

 

Another ad reads: 

 

 

 
 

 

 

Another ad reads: 

 

 

 

 

Another ad reads: 

 

 
 

 

 

Another ad reads: 

 

 

 
 

 

A mortgage rate at 1.95%? Sounds quite attractive, doesn‟t it? Why not take that 

above ad to the “Lowest Mortgage Rates Guaranteed” folks and make them beat 

“1.95 ARM. 7.65% APR. 

Pay only $856 a month 

on a $200,000 loan.” 

“5.5% ARM/No Prepay Penalty.  

      8.448% APR/Fixed 5 yrs.” 

“1st Mortgage. 8.88%. 9.631 APR” 

“First Mtg 6.50%. Margin 2.75, 

Index 12MTA, Rate Cap 11.95%” 

“Lowest Mortgage Rates Guaranteed.  

            Rates updated daily.” 
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1.95%? The problem is the advertised 1.95% ARM loan has a negative 

amortization feature which means unless you pay more interest than the 1.95% 

loan calls for your mortgage balance will go up every month. Pretty neat trick. In 

the mortgage industry this type of mortgage is called a “Teaser Rate”. It works 

because people really want to believe they can get a legitimate 1.95% loan when at 

the same time T-Bills are paying 5.5%.  

 

Mortgage brokers are well aware of the unique American apathy not to conduct 

research. They know Americans long ago opted to place their trust in others rather 

than do their homework. After all, aren‟t there laws that protect Americans from 

mortgages heavy in points and interest?  No, not in the mortgage industry. 

 

Mortgage brokers have used this consumer indolence and naiveté to their 

advantage for decades, and they are not alone. 

 

For most Americans buying an automobile is the second largest investment they 

will make during their lifetimes and until several years ago there were as many 

mines, pitfalls and booby traps in buying a car as getting a mortgage. Take for 

example these recent automobile ads. 

 

 

 

 

Another ad reads: 

 

 

 

 

Another ad reads: 

 

 

 

 

 

While another ad reads: 

 

 

 

“2006 Explorer 4 Door. $6,000 off MSRP ” 

“2004 Explorer 4x4. Save Up To $7,000.” 

“2006 Silverado 4x4 Ext Cab. $25,999 MSRP.” 

“2006 Silverado Ext Cab. MSRP $22,988.” 
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And yet another ad reads: 

 

 
 

 

 

If one were to read ads from different cities across the country who knows what 

prices he would find on the same Silverado. The point to remember is that without 

the proper knowledge of what a dealer actually pays for an automobile, it is 

difficult, if not impossible, to structure an offer that is advantageous to you, the 

consumer. 

 

To the chagrin of automobile dealerships across America the automobile 

purchasing playing field was leveled when Federal legislation forced automobile 

manufacturers to post uniform stickers on each new car that rolled off the 

production line setting forth in plain English just what the manufacturer‟s 

suggested retail selling price was.  
           

Automobile dealers could no longer manipulate the manufacturer‟s suggested 

selling price thereby confusing the consumer into an overpriced deal.  

 

Informational books about car buying soon followed and finally came the Internet. 

The Internet now offers explicit information not only on the automobile 

manufacturer‟s suggested retail selling price but the automobile dealer‟s actual 

cost as well. This public information forever changed the way Americans purchase 

automobiles but, needless to say, if you fail to conduct the proper research 

regarding the purchase of an automobile you are as vulnerable as before and you 

will likely pay much more than necessary. 

 

Today, all a person has to do is buy a five dollar consumer‟s guide book or go on 

the Internet to learn what an automobile dealer‟s cost is on any given car.  

 

Armed with this knowledge you can buy a car on the Net or by visiting a 

dealership, but be prepared to hang tough because most car dealerships will stare 

you right in the eye and tell you that your information is incorrect. Believe it or not 

this ploy works and transforms the playing field back to the old days and old ways; 

the uninformed buyer is at the mercy of the car dealership. 

 

“2006 Silverado Extended Cab 4x4.  

                  Sale $23,995.” 
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Unfortunately, there are no true “Mortgage Cost” guide books because mortgage 

rates are so volatile and often change once a day or more.  

 

A caveat, newspaper ads offering incredibly attractive mortgage rates are typically 

nothing more than spider webs designed to draw you in to sell you expensive 

mortgages. 

 

Remember the ad: 
 

 

 

 

 

Lowest mortgage rates compared to what and when? Even if this company did 

give you the lowest rate possible (Par, or wholesale, which will be discussed later) 

it would still attempt to load you down with both front end points plus excessive 

junk fees (also discussed later).  

 

Mortgage companies, lenders, and mortgage brokers are no different than car 

dealers except there has yet to be passed consumer protection Federal legislation 

regarding the publication of the actual cost of a loan. When dealing with 

mathematical numbers mortgage brokers are the masters of prestidigitation, or 

slight of hand. “Now you see it. Now you don‟t.” 

 

There is RESPA, of course, The Real Estate Settlement Procedure Act. It‟s there   

to protect you, the home buyer, by providing you with early disclosure of closing 

costs information and mortgage settlement procedures. To achieve this, RESPA 

requires that a Good Faith Estimate (GFE), which discloses all costs, be given to 

the home buyer within three business days after the loan application is submitted.  

 

It also requires that the closing statement be complete and made available to the 

home buyer at least one business day before the actual closing. In many instances, 

however, home buyers are not provided with a copy of the GFE as they should be.  

Be sure you get a copy and review it carefully before committing yourself to a 

mortgage broker.  

 

Even with RESPA in place, most home buyers have no idea how badly they can be 

abused. The Good Faith Estimate is meant to give home buyers advanced 

“Lowest Mortgage Rates Guaranteed.  

               Rates updated daily.” 
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disclosure of settlement costs, but it does not ensure the ethical handling of their 

loan. In many cases mortgage brokers assess extra costs such as cleverly disguised 

commissions earned as back end points. 

 

Most individuals in the mortgage industry are honest and hard working. Some 

however, will do or say anything to generate more income at the home buyer's 

expense. Like mortgage brokers, Bank and Savings and Loan officers are also 

driven to make as much profit as possible for their company. More profits for the 

company equals bigger bonus checks for the loan officers and a more rapid 

advancement. 

 

Some mortgage companies specialize in marketing to individuals with high credit 

card debt. You've probably seen their ads on the Internet and television. They all 

promise the world, but end up charging exorbitant interest rates and fees. If they 

seem to be your only choice, proceed with extreme caution and apply the 

techniques you learn in this book to avert a higher-rate mortgage than justified 

under the circumstances. 

 

The mortgage industry is full of specialized jargon. For the sake of clarity we use 

three terms consistently throughout this guidebook. They are home buyer, 

mortgage broker and mortgage lender. A home buyer can also be a homeowner or 

even an investor who buys houses for rental purposes. In this book home buyer 

and homeowner will be interchangeable. The information in this book is 

applicable only to the residential 1 to 4 unit properties. 

 

A mortgage broker (broker) can also be a mortgage company, a bank or any other 

lending institution that makes home loans. The reason we use the term mortgage 

broker is not to single him out, rather because mortgage broker is the most 

common term. Even large banks now have mortgage divisions whose employees 

are hard driven to produce profits in the form of bloated interest rates and 

excessive points. 

  

The other reason for choosing the term mortgage broker is that over two thirds of 

all home loans are now being generated by mortgage brokers and they‟re 

everywhere!  

 

The term mortgage lender (lender) refers to any entity that provides mortgage 

brokers with wholesale funds. The cost of funds is reflected on “Daily Rate 
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Sheets” that are faxed to brokers (see Appendix One). These rate sheets enable 

mortgage brokers to quickly calculate their commission in a quote they give you. 

 

This book will bring you up to speed on the basics of home loans including 

negotiations. Your power as a negotiator should not be influenced by the size of 

the lending institution you intend to work with. When you properly apply what 

you learn, you will save thousands of dollars on your next home loan. I encourage 

you to share what you learn with your family and friends, so they too can have this 

opportunity to save.  

 

If you, like so many Americans today, spend time surfing the Net you will notice a 

growing presence of Internet mortgage sites. They all claim to be on the Net to 

help consumers obtain the lowest mortgage rates available, but in reality these web 

sites, like newspaper ads, represent the same old tried and true game. They lure 

uninformed buyers into thinking they are getting special treatment. While home 

buyers with good credit, “A” rated, may find it easier to do business on the Net, 

they are just as susceptible to paying excessive points and jacked up interest rates. 

Internet mortgage brokers can be rapacious too and one huge drawback is that they 

are rarely local, making it a logistical nightmare in case things go wrong. Local 

neighborhood mortgage brokers are your best bet. Home buyers with sub prime 

credit, B, C, and D ratings, will definitely find it easier and more effective dealing 

with local mortgage brokers. 

 

Remember this fact, most mortgage brokers will not admit mortgages can be 

purchased at wholesale, or Par, and that any points on your loan can be negotiated 

down. I am telling you that they can be and this book will show you, step by step, 

how to negotiate a wholesale (Par) loan that‟s accompanied by a reasonable 

origination fee.  

 

The goal of this book is to inform you of the real inner workings of the mortgage 

industry by providing you with its nomenclature, a vocabulary specific to an 

industry. 

 

Knowing how mortgage brokers talk, think and act will level the playing field for 

you. With your new found knowledge you will immediately gain confidence and 

avoid succumbing to the unnecessary frustration and feeling of helplessness when 

seeking a new mortgage, refinance or equity loan. For your efforts you will be 

handsomely rewarded.  
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I am also going to show you how to pay off your mortgage faster, years, perhaps 

decades ahead of your scheduled payments. This will allow you to own your home 

outright which will in turn engender an incredible confidence, personal security 

and a stress free life.  

 

The goal of every American ought to be a “Free and Clear” home. Every American 

is also entitled to get his mortgage at wholesale or Par. Let‟s explore how you may 

accomplish this objective. 
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Chapter 1 

 

 

 

Before we begin, let‟s look at an example of a typical couple, John and Judy 

Homebuyer, who seek a new mortgage for a home they have under contract to buy. 

John and Judy Homebuyer did not do any real homework regarding mortgage 

rates; rather they opted to respond to a tantalizing ad in their local newspaper that 

offered a dynamite mortgage rate. John and Judy Homebuyer called the broker 

who suggested they come to his office as soon as possible. 

 

Mortgage Broker: “Well, John and Judy, your credit report looks pretty good. I 

don‟t see any reason why you shouldn‟t get a loan for your new 

home.” 

 

Judy Homebuyer: “Good, I‟m so nervous. This is our first house.” 

 

John Homebuyer: “I‟ve heard so many stories about how tough it is to get a loan, 

even when you have excellent credit and a good paying job.”  

 

Mortgage Broker: “Mortgage companies are pretty particular nowadays but you 

should qualify without too much trouble.” 

 

John Homebuyer: “Then we‟ll get the 7.75% rate you advertised?” 

 

Mortgage Broker: “Gee, I‟m sorry, but your credit doesn‟t quite qualify for that 

rate. You have a few „thirty day lates‟ on your credit report. 

You have what we call „border line‟ credit.” 

 

Judy Homebuyer: “I thought our credit was excellent!?” 

 

John Homebuyer: “I‟ll bet it‟s that newspaper we subscribed to. When it wasn‟t 

delivered we didn‟t pay. The paper has been hounding us ever 

since.” 

 

Mortgage Broker: “Okay, here‟s what we have. I can get you a $425,000, thirty 

year loan at 8.50% plus 1.5 points in origination fees. 

 

Judy Homebuyer: “One and a half points! That sounds like a lot?” 
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Mortgage Broker: “Not really, you see you‟re applying for what the mortgage 

industry calls a jumbo loan. Jumbo loans command higher interest rates and more 

points. Sorry, but it‟s a fact of life.” 

 

John Homebuyer: (using a calculator) “That‟s $6,375.00 in origination points!?”  

 

Mortgage Broker: “I know it sounds like a lot but it‟s the industry standard. Face 

it folks you‟re moving up in life. Nice things cost more.” 

 

Judy Homebuyer: “That‟s a lot of money.” 

 

John Homebuyer: (frustrated) “Maybe we should look around.” 

 

Mortgage Broker: “Well, John and Judy, that‟s up to you, but your credit report 

will look the same to every lender and the more you shop for a 

loan the worst it looks on your credit report. Trust me, you 

won‟t do any better. Now let‟s get started with the application.” 
         

John and Judy sit paralyzed from sticker shock, $6,375.00 in origination points 

and being bumped from the advertised 7.75% mortgage rate to 8.50%.  If John and 

Judy Homebuyer knew the mortgage broker was going to make 2 points more in 

commission ($12,750.00) on back end points because of the bloated 8.50% 

mortgage rate they would probably go into catatonic seizures. It‟s important to 

note that the advertised 7.75% was an example of a “bait and switch” tactic. See 

Chapter Seven. 
 

Before we analyze what just happened to John and Judy, and this does happen to 

Johns and Judys all across America each and every day, we should first  discuss 

the jargon (lingo) mortgage brokers use and live by. You should be aware of how 

mortgage companies typically advertise in the newspaper classified ads for      

“Mortgage Brokers” or “”Loan Officers” so that we may determine what qualities 

these companies are looking for. 

 

 

 

 

 

 

 

Loan Officer ... This position is ideal  

for aggressive, dynamic sales people  

who want to make lots of money. 
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Another Classified ad reads: 

 

 

 
 

 

Here‟s another regarding the internet. 

 

 

 

 

 

Then we find a host of classified ads offering split commissions to the mortgage 

broker. 

 

 

 

 

 

 

 

 

 

 

How can a 100% commission to the mortgage broker be a split?  Because these 

mortgage companies work like a 100% real estate office where the broker gets 

100% of the commissions but pays a predetermined rent for his little cubical.   

 

Understanding Money and Your Mortgage 

 

Language helps shape our spending behavior.  For example, the American phrase 

"disposable income" conditions us to think we have the right to dispose of every 

spare penny we have. The Japanese use the phrase "discretionary income." So how 

do the Japanese fare when it comes to saving their money?  They save twice as 

much as Americans do! How Americans save money is extremely important and 

will be discussed later. 

 

Our top Loan Officer made $350,000 in 2005  

dealing with sub prime paper.  So can you. 

Internet based Financial Company has immediate opening  

for aggressive, motivated sales oriented individual. 

85% Commission Split. 

80/20 Commission Split. 

100% Commission Split. 
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You should get a handle on some basic money, real estate, and mortgage terms. In 

this way you will be on your way to owning your home free and clear, which will 

allow you to save and invest even more than ever before. As a home buyer, 

language will also be the most effective tool you have in your negotiating arsenal. 

Be careful, as it can also be used to confuse, frustrate, and to wear you down. 

Whenever you encounter a word you do not fully understand consult your 

dictionary. 

 

The following section offers definitions of key terms that you, as a home buyer, 

ought to know. 

 

What is Money?  

 

It sounds simple enough, yet many of us can not give a good answer. Money is a 

commodity that allows us to convert our physical and mental efforts into a 

convenient method of exchange. Our monetary system rests on our confidence not 

upon our federal gold reserve stored in Fort Knox, or the silver that used to exist 

in our coins. Thankfully Americans believe in our political system and have 

confidence in its economy, thus we trust our country‟s currency. Americans 

believe that our money is the safest there is and can be freely exchanged for goods 

and services at any time. 

 

Needlessly overspending money on your home mortgage saps your financial 

strength and greatly diminishes your investment possibilities. This book will teach 

you how to lower your interest rate and closing costs thus allowing your money to 

work for you and not needlessly end up in a mortgage broker‟s pocket. 

 

What is an Asset?  

 

An asset is something that is capable of putting money in your pocket. If you want 

to be rich simply accumulate assets that appreciate in value. Some examples are 

stocks, bonds, notes (IOUs), income-generating real estate, mutual funds, royalties 

from intellectual property, and anything else that can appreciate in value.   

 

What is a Liability?  

     

A liability is something that can take money out of your pocket. If you want a sure 

way to the poorhouse spend your money buying liabilities. Some examples of 
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liabilities are mortgages, consumer loans, credit card debt and installment loans.  

Remember, your home mortgage is a liability until it is paid off. 

What is Positive Cash Flow (PCF)?  

 

Having positive cash flow means you make more money than you spend. This is a 

simple concept yet most of us have difficulty understanding it. Let's do a little 

financial planning, shall we? Take a blank piece of paper and divide it into two 

sides. Let's call the left side "Income" and the right side "Expenses."   

 

 

  Income                                                  Expenses 

 

  Paychecks     Rent 

  Dividends     Car Payment 

  Interest on CDs    Insurance 

  Bonuses     Utilities 

  Child Support    Credit Cards       

  Alimony     Mortgage Payments 

 

 

List all sources of monthly income on the left side and all monthly expenses on the 

right side. If the left side (income) adds up to more than the right side you are in 

good shape. If the right side (expenses) adds up to more than the left side, well, 

you need to cut back on your expenses, increase your income, or both. 

Understanding and following this simple formula is an important first step in 

improving your financial and mental well being. It may be noteworthy to mention 

that you really need to work with 90% of your income when doing your cash flow 

planning. The other 10% should be set aside into a savings account and/or be used 

to pay off your mortgage early. 

 

What is a Mortgage?   

 

Again it seems like a simple question but few people can define a mortgage. A 

mortgage (also called a deed of trust) is a security agreement under which the 

borrower pledges his property as collateral for payment. The word mortgage 

derives from Latin‟s mortuus which means "to pledge until death!" Wow! Pretty 

strong language. Unfortunately, today too many Americans have been convinced 
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this is the way to go, to keep refinancing a home even into the retirement years and 

beyond. 

 

These Americans have been, via slick advertising, duped into paying until they die 

rather than pay off their mortgages as quickly as possible. This is a growing 

negative phenomenon in America and a major motivation for this book. 

 

To keep refinancing forever has become the bane of American society. What 

should be emphasized is the importance of paying off your mortgage as quickly as 

possible. It is an achievable goal for all of us and its importance cannot be over-

emphasized.  

 

What is an Interest Rate?  

 

It is the percentage of an amount of money which is paid for its use for a specified 

time. It‟s usually expressed as an annual percentage. Clearly, the lower your 

interest rate, the less it costs to own your home and the more money you‟ll have to 

enjoy life. 

 

What is a "Point?"  

 

One point equals one percent (1%) of the loan amount. The number of points 

attached to a loan directly affects your pocket book. On a loan of $400,000, one 

point equals $4,000, 2 points equals $8,000, etc.  

 

Points have a significant impact on the true cost of your loan so, clearly, you want 

to pay the least number of points for a mortgage that meets your needs. There are 

three types of points:  

 

Origination Points (Fee) are paid to a mortgage broker for making a real estate 

loan. Origination points come directly out of your pocket and must be disclosed on 

the Good Faith Estimate. Make sure your closing statement accurately reflects the 

same number of origination points as your Good Faith Estimate. Otherwise, you 

may have a case against your mortgage broker.  

 

Back End Points occur when the mortgage broker charges you an interest rate 

that‟s higher than what he pays to get the wholesale funds, also called, Par (See 

Appendix One). Back end points, as well as origination points, go directly to your 
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mortgage broker. Although HUD requires the disclosure of these additional back 

end points at closing, they are often paid without the home buyer's knowledge 

because they are not disclosed originally on the Good Faith Estimate and are 

cleverly disguised on the closing statement. So much for RESPA. 

 

Back end points are also known as Yield Spread Premiums (YSP), Paid outside of 

Closing (POC), Service Provider Fees, Rebates, or Back-Funded Points. 

Remember our example with John and Judy Homebuyer who agreed to pay 8.50% 

interest on their mortgage because the mortgage broker labeled it a “jumbo, 

borderline” loan? By studying Appendix One, you can see how the mortgage 

broker earned himself another two points on the back end of their loan. An 

important note here, the two back end points earned do not equate to a 2% higher 

interest rate on the loan. Still, in this example the broker earned a total of three and 

a half points or a staggering nineteen thousand one hundred and twenty-five 

dollars ($19,125.00) in commissions! And he stuck John and Judy Homebuyer 

with an interest rate that was 3/4 % higher than the Par rate or wholesale. This 

resulted in a two hundred twenty three ($223.00) dollars higher monthly mortgage 

payment. If John and Judy Homebuyer kept their mortgage for just 10 years they 

will have paid an additional $26,760.00 in interest on higher mortgage payments!  

 

Buy Down Points are also known as Discount points.  If you wish to get a rate 

below Par or wholesale rate, you are required to pay these points.  Discount points 

are used to "buy down" your rate below Par.  Discount points are optional, and are 

useful to those who will be keeping their property long enough to recoup the cost 

of these extra points. You pay these buy down points to the lender at closing in 

addition to the origination fee.  

  

In order to apply our wholesale concept effectively your best bet is to take the 

mortgage broker's wholesale, Par rate, and forget about buy down points. 

Typically, home buyers rarely recoup the additional cost of buy down points 

because they do not keep their home long enough. Once you become proficient 

with the system you can get more creative and produce fantastic results on just 

about any scenario. 

 

See Appendix One for examples of Par Rate, Discount Points and Back End 

Points. 
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What is Annual Percentage Rate (APR)?  

 

Simply put, APR reflects the figure after your closing costs are rolled into your 

actual interest rate. Technically speaking, APR is the yearly interest percentage of 

a loan, as expressed by the actual rate of interest paid. For example: 6% add-on 

interest would be much more than 6% simple interest, even though both would say 

6%. The APR is disclosed as a requirement of federal truth in lending statutes. 

 

The APR should give you a better understanding of how much you will really pay 

for a loan over its term.  The higher the difference between the APR and your 

actual interest rate, the more you are paying for closing costs. Do not forget this 

seemingly harmless statement. 

 

 
 

 

 

 

There is nearly a four point spread between 3.95% and the APR of 7.65%, but in 

this case not all of the difference will represent closing costs. The advertised 

3.95% mortgage interest rate could be a negative amortization loan with a low 

teaser rate.  

 

What is an Appraisal? 

 

An appraisal is an opinion of value based upon a factual analysis. The best way to 

determine the value of your home is to find out the selling price of at least three 

comparables (similar homes in your neighborhood) that have sold within the last 

six months.   

 

The average selling price of these homes will approximate your home value. You 

can also seek the advice of a Realtor who is familiar with recent comps in your 

area. Before approving a loan, a mortgage lender typically requires a formal 

appraisal from a licensed appraiser. For the average home, the cost of this 

appraisal is approximately three hundred fifty dollars. 

 

“3.95 ARM. 7.65%  APR.  

Pay only $829 a month  

  on a $200,000 loan.”  
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What is Equity?  

 

Equity is the value of your home minus all existing mortgages and or liens. Equity 

represents your true ownership interest in the property. For example, if your home 

is valued at $480,000 and you have a single loan of $280,000 against it and no 

other liens, your equity would be $200,000. This is calculated by taking the 

$480,000 home value less the existing mortgage of $280,000 which equals 

$200,000.  

 

In a home purchase transaction your down payment is also considered your equity.  

As your property appreciates and your loan amount decreases, unless it‟s a 

negative 3.95% amortization loan, your equity will increase. Your ultimate goal 

should be to own a home without a mortgage, to have a 100% equity or ownership. 

That is when you own your home "free and clear" and this is the true American 

Dream. 

 

Whether you get a new mortgage or refinance your current mortgage, you begin to 

make monthly payments that reduce your loan amount. The amount of principal 

reduction with each payment and the appreciation of the property build home 

equity that can be borrowed against. You can tap into your equity by refinancing 

your existing mortgage or obtaining a home equity line of credit. If you have an 

existing low interest first mortgage, leave that mortgage in place. It would be 

better if you get a second mortgage, or a home equity line of credit (HELOC). A 

second mortgage is also less expensive than refinancing your entire first mortgage.   

 

What is LTV?  

 

LTV is a ratio of Loan-to-Value of your property. The lower your loan amount, 

and the higher your home value, the higher your equity. The higher the equity in 

your home, the lower your LTV and the more you are considered a good risk by 

the mortgage lender. As an example, if the value of your home is $100,000 and 

your loan is $65,000, your LTV is 65% ($65,000/$100,000).  This means you have 

equity of $35,000.   

 

At a LTV of 65% or lower, you are virtually assured of getting a loan regardless of 

your credit history or income. The interest rate may not be to your liking, but the 

money will be there for you. A very low loan-to-value ratio is more important to a 

mortgage lender than almost any other factor. 
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What is Private Mortgage Insurance (PMI)? 

 

PMI protects mortgage lenders against a financial loss when home buyers default. 

The home buyer pays the premium which is included in the mortgage payment. 

Typically, PMI is required when your down payment or home equity is less than 

20%.  

  

There has been much uproar over PMI premiums in recent years. Many home 

buyers feel this insurance is a burden that adds unnecessary financial pressure.  

Now, under certain circumstances, you may either have the right to cancel your 

PMI or to have the PMI terminate automatically. Homeowners who currently have 

PMI should see Chapter Seven to learn how to cancel it. 

 

What is an Escrow Account? 

 

At closing, the mortgage lender will set up and manage an escrow account, also 

referred to as an Impound Account, for payment of property taxes, hazard 

insurance and PMI, when applicable. The home buyer makes a prorated payment 

to this account along with the regular monthly mortgage payment. The mortgage 

lender in turn pays the tax bills, insurance bills and PMI premiums out of this 

accumulated account.   

 

When you sell or refinance your home, the balance of this account should be 

credited to you. Make sure you keep track of how much you have in your escrow 

account. This way, you won't get short-changed when you sell or refinance your 

home.  

 

I recommend escrow accounts for employees and first-time home buyers. If you 

are self-employed, it might be better to pay the property taxes and hazard 

insurance on your own. If you are required to have PMI to purchase or refinance, 

you will also be required to have an escrow account, whether you like it or not.  

 

What is a Good Faith Estimate (GFE)? 

 

In 1974 the Department of Housing and Urban Development (HUD) enacted the 

Real Estate Settlement Act or RESPA. RESPA requires mortgage brokers and 

lenders to give home buyer a Good Faith Estimate of the closing costs. This 

estimate must be provided within three business days of when the loan application 
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is taken. See Appendix Four and note how there is no mention of back end points 

on the Good Faith Estimate. Also, examine the closing statement in Appendix Five 

for the same homeowner and notice the presence of an extra $2,957.20 in back end 

points. This higher interest rate and payment to homeowner resulted in a much 

higher commission to the mortgage broker, i.e. $2,957.50 back end + $3,380 

origination = $6,337.50!  

 

What is a Truth-in-Lending Act?  

 

The Truth-in-Lending Act, also called Regulation Z, requires mortgage companies 

(brokers and lenders) to disclose the true cost of providing money to homeowners. 

This applies to all consumer loans, including loans given for real estate. The 

Truth-In-Lending Form is designed to accompany the Good Faith Estimate. The 

intent is to provide the home buyer with a better understanding of the financial 

charges associated with getting a mortgage.  

 

These financial charges, when added to the interest rate, are reflected as the APR, 

which appears at the top left hand corner of the Truth-In-Lending Form.  

 

You are supposed to receive two Truth-In-Lending Forms, one from your 

mortgage broker at the time of application, and one from your mortgage lender 

after your loan has been submitted by the mortgage broker. Here is a quick tip: 

Make sure you compare the information on both forms. You would be amazed 

how many homeowners fail to compare the two versions that may at times look 

quite different. 

 

The Truth-In-Lending Act is there for your protection, but it is up to you to hold 

the mortgage broker and lender responsible for any discrepancies. 

 

What is the Right of Rescission? 

 

As a homeowner, you have the right to cancel your loan up to three (3) business 

days after you sign the final loan documents. This too, is put in place for your 

protection.  So do not be afraid to use it if you are not happy with your loan. In the 

event you decide to cancel your loan application, you may only be held 

responsible for out-of-pocket expenses such as appraisal and credit fees. You are 

NOT required to pay for any mortgage broker‟s commissions. The right of 

rescission only applies to equity loans and the refinancing of owner-occupied 
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dwellings. The right of recession does not apply to home buyers, or investors who 

are purchasing or refinancing non owner-occupied properties. 

      

What is the FICO score? 

 

FICO, or Fair Isaac Company, provides lenders with a credit score that reflects 

your credit worthiness. FICO is an algorithm or computer model based on a 

relationship between your income, debt, payment history, number of late 

payments, etc. This is a complex system that is not totally understood by brokers 

or lenders, let alone the homeowner. Algorithm is defined as a sequence of steps 

designed for programming a computer to solve a specific problem, i.e. your credit 

worthiness expressed by a score. The full spectrum of FICO scores vary for each 

credit bureau, but the most common range of scores for homeowners is between 

the low 500's to the high 700's.    

For qualifying purposes, mortgage lenders require scores from 3 different 

companies. These bureaus are Experian, Trans Union and Equifax. The score used 

by the mortgage lender is always your middle score. This means they ignore the 

highest and lowest and take the middle.  

 

The FICO scoring system gives lenders the ability to automate their underwriting 

and quickly approve or reject a loan. Knowing your credit scores can save you a 

lot of time and money. When applying for a loan, mention your middle score and 

see how your mortgage broker reacts to it. You don‟t want your credit to be pulled 

by every broker in town! Every credit inquiry could lower your score by a few 

points. See Chapter Three for a more detailed explanation of the significance of 

the credit scores. See the chart of Credit Scores and Corresponding Loan Programs 

on Appendix Two. 

 

Experian - (Fair Isaac Risk Model)  Equifax (Beacon Credit Score) 

P.O. Box 2103     P. O. Box 70241 

Allen, TX 75013     Atlanta, GA 30374   

(888) 397-3742     (800) 685-1111 

 

Trans Union (Empirica Credit Score) 

P.O. Box 4000 

Chester, PA 19016 

(866) 887-2673 
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Chapter 2 

 

 

The Sources and Types of Mortgages 

 

There are numerous sources of mortgage funds from conventional and non-

conventional lenders. Commercial banks, savings associations, savings banks, 

credit unions, mutual savings banks, and life insurance companies are among the 

conventional money sources. On the non-conventional side there are sub-prime, or 

B, C, and D lenders, finance companies, owner carry backs, and private lenders 

who look to make a high return on their investments in hard money loans. Each has 

its purpose and each serves a particular segment of the market.  

 

Conventional Loans 

 

If you are a typical home buyer with good credit, a good job, and few debts, you 

probably qualify for a conventional loan. There are three types of conventional 

loans: conforming, non-conforming, and government-insured.   

 

Conforming Loans require a minimum FICO credit score of 625. Although I have 

seen home buyers get approved with scores as low as 585, it usually does not 

happen without strong compensating factors such as low LTV, high cash  reserves, 

low debt ratio, etc. See Compensating Factors in Chapter Three. Conforming loans 

require full income documentation such as tax returns and/or W2s. As of December 

2006, conforming loans have a maximum limit of $417,000, which changes 

approximately once a year in January. Conforming loans generally offer the lowest 

rates on the market. 

 

Non-Conforming Loans exceed the $417,000 limit and give you a non-qualifying 

or No-Doc option. No-Doc loans do not require income documentation and are 

more suited for self-employed home buyers. Non-qualifying loans are also known 

as “Stated-Income” programs. These loans vary from lender to lender and carry a 

somewhat higher interest rate. The minimum credit score for non-qualifying loans 

is 640. To obtain a non-qualifying loan, you may be required to show cash reserves 

equaling six months or more of your monthly mortgage payments, including 

escrow.  

 

The 2-Unit loan limit is $533,850, 3-Unit is $645,300 and 4-Unit is $801,950. 
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Government-Insured Loans are made to eligible home buyers by FHA and VA-

approved brokers and lenders.  

 

The difference between these loans and conventional loans is that FHA and VA 

loans are insured by the government and have less stringent qualifying guidelines.  

The interest rates on FHA and VA loans are comparable to conforming loans.  

However, their loan limits are usually lower and better suited to first-time home 

buyers. The techniques you learn in this book are also applicable to FHA and VA 

loans. Although the guidelines for government loans may vary, the methods of 

negotiating a good loan will remain constant. 

 

Non-Conventional  Loans 

 

Some mortgage brokers refer to non-conventional loans as non-conforming loans.  

These types of loans should only be used when you cannot qualify for a 

conventional loan. When a non-conventional loan is your only option, you can 

expect higher interest rates and closing costs. These higher rates and costs are, 

however, negotiable and subject to the same savings techniques outlined in this 

book (see Chapter Five). 

 

Sub prime or "B, C, and D" loans are non-conventional/non-conforming loans for 

home buyers with fair to poor credit. B, C, and D loans are for home buyers whose 

credit scores fall way below 620. See Appendix Two for a complete list of all FICO 

scores and their corresponding loan programs. The lower your credit score, the 

higher the lender's risk, and the higher the closing costs. These loans are often sold 

at higher-than-necessary interest rates and closing costs. They also usually have a 

prepayment penalty which is imposed when the loans are paid down or paid off 

before they are due. Many homeowners complain of not being informed about the 

prepayment penalty at the time of the loan application or closing. Since the cost of 

these penalties is usually very high, I suggest you ask your closer or escrow officer 

at the time of closing to check the promissory note for any prepayment penalty 

provisions.    
 

Specific Types of Mortgages 

 

 Fixed Rate Mortgages 

 Adjustable Rate Mortgages 

 Balloon Mortgages 
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 Reverse Annuity Mortgages 

 Seller Financing, or Owner-Carry Mortgages 

 Bi-Weekly Mortgages 

 Fixed/ARM Combos or Hybrids 

 

Fixed-Rate Mortgages  

 

Conforming loans typically have a fixed interest rate, according to which the 

monthly payment stays the same over the term of the loan. Fixed-rate mortgages 

are “amortized” over a particular number of years, meaning that the homeowner 

makes fixed monthly payments that include principal and interest. Fixed-rate 

mortgages can also come in the form of interest-only balloon loans. These loans 

require equal monthly payments and a large sum payment at a specified future date 

(see balloon mortgages). The safest option is a fully amortized, fixed-rate mortgage 

that has no balloon payment or prepayment penalty. 

 

The 30-year fixed rate mortgage has always been a favorite among home buyers.  

You can also get a 20-year, 15-year, or 10-year loan. Clearly, the shorter-term loans 

have higher monthly payments. But with a short-term loan, you will get a lower 

rate, pay less interest over the life of the loan, and pay off your mortgage much 

sooner. The shorter the term of the loan, the quicker you will own your home free 

and clear. 

 

Adjustable Rate Mortgages (ARMs) 

 

The interest rate of ARMs will change over time. On a typical ARM, the interest 

rate adjusts every six to twelve months. However, some ARMs may change 

monthly. The interest rate on an ARM changes along with general interest rate 

fluctuations. Consider an ARM loan when you believe that rates are stable or on 

their way down. In most cases, your best bet is to refinance into a long-term, fixed-

rate loan when the opportunity presents itself. 

 

Although there are limits regulating interest rate adjustments, ARMs can be quite 

unsettling for most homeowners. A rise in interest rates could cause a large 

increase in your monthly payment. This sometimes unexpected rise in the cost of 

living can throw one's life into total confusion and engender a major financial 

crisis.   
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Rule of thumb: If you cannot afford the monthly payment using the highest 

allowable rate (lifetime cap) under your contract, try not to get into an ARM loan.  

 

If you must take out an ARM, be sure you get the lowest possible margin and 

lifetime caps. Your margin determines the amount by which your payments can 

vary; your lifetime cap is the maximum rate the lender can charge you over the life 

of the loan. At this rate you will be paying the maximum monthly mortgage 

payment.    

 

Ask your mortgage broker to thoroughly explain all facets of your ARM loan. 

These loans can be complex and confusing, but keep one thing in mind: your initial 

interest rate, although important, is not as critical as a low margin and low interest 

caps. As the term implies, the initial rate will not last long, but your margin and 

caps will always be there to affect your monthly payments.  

  

ARMs are better suited to the self-employed home buyer. The sudden increase in 

monthly payments may not be as shocking to the self-employed, because he has 

more direct control over his income. ARMs can also be effective for owners of 

rental properties. Having lower initial payments can help you achieve positive cash 

flow. As your mortgage payments increase, they are covered by an increase in 

rents. 

   

The most notorious ARM loans are the so-called "Negative Amortization" ARMs.  

They are unpopular now, but you can bet on their return when interest rates begin 

to rise. A negative amortization loan is an arrangement under which the shortfall in 

the mortgage payment is added to the principal balance, thus reducing your equity. 

This shortfall can occur when your minimum monthly payment is not enough to 

cover the full payment based on your interest rate. Unless you are an experienced 

buyer or owner, do not get into a negative amortization ARM loan. If you have to, 

make sure you are in an appreciating market and plan to refinance or sell your 

property in the near future.  

 

Some ARM loans can also come with a fixed-rate conversion option. This option 

allows you to convert your ARM into a fixed-rate mortgage without having to 

refinance. This option can save you thousands of dollars and a lot of frustration. 

The most popular indexes for ARM loans are: 

  
 Treasury Bills (T-bills)  
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 Certificates of Deposit (CDs)  
 The 11th District Cost of Funds (COFI) 

 The London Interbank Offered Rate (LIBOR) 

 

COFI is generally regarded as the most stable index. Insist on it if your mortgage 

lender offers it. 

 

Balloon Mortgages 

 

A balloon loan is not a fully amortized loan, which means the monthly payment 

amount is not sufficient to pay off the loan. As a result, you must pay a large 

percentage of the loan when the loan is due or risk losing your home.  This period 

is usually between one to seven years, although technically you can structure the 

loan for any period. I recommend a minimum period of five years for balloon 

mortgages. 

 

Caution: Balloon loans can blow up in your face. The final balloon payment is 

usually close to the principal amount you originally borrowed from the lender, 

forcing you to take out a new mortgage to pay off the balloon payment. What will 

happen if you cannot qualify for a new loan? What if the rates are too high? What 

will happen if you cannot get the price you want in a slow real estate market? You 

may be forced to sell your home for a loss, or worse yet, fall victim to foreclosure.  

 

Refinancing a balloon note depends on certain favorable economic factors, which 

may not be present when the time comes. If possible, avoid balloon loans all 

together. If a balloon loan is the only loan for which you can qualify, then make 

sure you are fairly certain about the short term real estate market trends. Prepare 

yourself to refinance into a long-term, fully amortized, fixed-rate mortgage as early 

as possible.   

 

Reverse Annuity Mortgages  

 

The Federal Housing Administration (FHA) insures reverse annuity mortgages to 

help elderly homeowners supplement their incomes. In return for the lender‟s lien 

against the property the homeowner would receive regular monthly payments from 

the lender up to a specified amount. When the total outstanding principal balance 

reaches the maximum insurable by FHA, payments of principal cease. If the 

homeowner dies, and the value of the home is not sufficient to cover the loan, the 
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FHA will not attempt to collect the balance from the heirs to the estate.  Currently a 

homeowner who owns his home free and clear and is at least 62 years of age can 

qualify for a reverse annuity mortgage. This is another reason why you need your 

home to be free and clear. 

 

Seller Financing or Owner-Carry Backs  

 

This is an arrangement under which the home seller agrees to finance all or part of 

your purchase, whether it‟s in the form of a first or second mortgage. In other 

words a seller becomes the lender. Owner carry backs can save you hundreds or 

thousands of dollars in closing costs. The interest rate on these loans is negotiable 

and is usually comparable to the prevailing fixed rate. The term of the loan is also 

negotiable. Some sellers will carry long term while others are only willing to carry 

on a short-term basis. Do not get involved in a term of less than five years. This 

way, you will have plenty of time to refinance into a long-term loan. 

 

Most owner carry loans are interest-only second mortgages. This arrangement can 

save you money by helping you to qualify for a smaller, less expensive first 

mortgage.  When the seller agrees to carry a second mortgage it reduces the risk for 

the primary lender who, therefore, is more likely to make the loan at a lower 

interest rate. In many cases, an owner-carry second mortgage will also eliminate the 

mortgage lender's requirement for private mortgage insurance (PMI) premiums.  

Avoiding PMI will save you hundreds of dollars every year. 

 

Bi-Weekly Mortgages 

 

Here is a great way to grow your equity and to help you pay off your mortgage 

early. Many mortgage lenders now have this option on certain loan programs but 

are not overly enthused about advertising it because when employed, a bi-weekly 

mortgage payment plan shaves years and tens of thousands of dollars of interest off 

your mortgage. Bi-weekly mortgages provide a faster payoff period because 26 bi-

weekly payments result in one extra month‟s payment per year. At the end of the 

year this extra payment is credited to your mortgage balance, cutting a typical 30-

year loan down to about 22 years or less depending upon the particular terms of 

your program. 

 

Caveat: Know who you are dealing with regarding bi-weekly payment programs. 

Any legitimate company will instruct you to send your bi-weekly checks directly to 
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an FDIC insured bank. If a company tells you it holds your mortgage payments, 

pass on it. There have been many incidents of fraud in this area. So, be sure to 

check upon the legitimacy of the company you‟re dealing with and take your time 

reading the terms and conditions of the agreement. 

 

Fixed/ARM Combo Mortgages (Hybrids)  

 

Home buyers with good credit, (A) rated, have the option of a five, seven, or ten-

year combo mortgage. In reality these ARM loans are 30-year loans that carry a 

lower initial interest rate than do the prevailing 30-year fixed loans. After the initial 

fixed period is over, it will convert into an ARM mortgage for the remainder of the 

term. See ARM mortgages in this Chapter.  

 

The difference in rate may not really be worth taking a chance with future events. 

You might be better off opting for a fixed 30-year mortgage at the outset, which 

will undoubtedly give you more flexibility in dealing with your property. Keep in 

mind the fact that a conforming fixed/ARM combo for (A) rated home buyers has 

one positive aspect, no prepayment penalty.  

 

Recently, many lenders are offering these loans with an “interest only” option. In 

this way, your minimum payment is only the interest portion and your principal 

will remain unchanged. This may be a good alternative in a highly appreciating 

market where your principal reduction is negligible compared to a substantial 

increase in your property value.    

 

Sub-prime or B, C, and D lenders, in order to keep up with demand and in an 

attempt not to be squeezed out, created their own version of Fixed/ARM Combo 

mortgages. However, this version is quite unlike the “A” rated loans we just 

discussed. Sub-prime two and three year fixed/ARM mortgages will undoubtedly 

offer higher rates and more points. Clearly, the conversion from a fixed to a ARM 

mortgage will occur much sooner, thus these loans are far more volatile.     

 

There is a caveat with sub-prime combo mortgages, the ever-presence of a 

prepayment penalty. Typically, a two-year fixed carries a two-year prepayment 

penalty and a three-year fixed carries a three year penalty. If you are a B, C or D 

credit rated homeowner, you will need to negotiate to buy down or buy out your 

prepayment penalty. This would make you rate slightly higher, but it will surely 

come in handy when you find the perfect loan a year or two down the road. The 
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absence of prepayment penalty can literally save your financial life in tight 

situations.  

 

The minimum prepayment penalty is about six times your monthly mortgage 

payment. So, if your monthly payment is 2,200.00 your prepayment penalty will be 

$13,200.00! 

 

If you find it hard to buy out the prepayment penalty, buy it down to a maximum of 

one year. Remember my advice. You will be glad you did.  
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Chapter 3 
 

 

The Lender's View of Your Situation 

 

This chapter is all about how lenders look at your loan application and what aspects 

of it will affect their decision. If you know more about how a lender thinks, would 

it not be reasonable to assume your chance for a speedy approval will increase 

dramatically? Let‟s examine this thought, shall we? 

 

Loan qualifying guidelines may differ from one mortgage lender to the next, 

however, most mortgage lenders review loan applications according to three major 

criteria: LTV and condition, credit history, and the ratio of income to debts. 

 

LTV and Condition 

 

Lenders absolutely adore large equity or low LTV loans. A large equity position 

provides security for the lender by allowing it to foreclose with little risk and 

quickly recoup its investment. On the other hand, if your down payment or equity 

is less than 20%, the lender may lose a lot of money if foreclosure becomes 

necessary. This is especially true if the property has not yet had a chance to 

appreciate.  

 

On purchase transactions, especially if your down payment is less than 10%, I 

suggest you ask the seller to carry a second mortgage. As we discussed earlier, your 

game plan is to reduce the lender‟s risk so that you can increase the chance of 

getting a good first mortgage without PMI. A first mortgage is the very first loan 

that is secured by your property and has priority over all subsequent mortgages. 

The next mortgage that is secured by the same property is called the second 

mortgage or junior lien. A home equity loan or line of credit is an example of a 

second mortgage.  

 

If you are already a homeowner looking to refinance your home it might behoove 

you to tidy up your home before the appraiser arrives. Fix broken windows and 

screens, cut the grass, trim the bushes, remove debris, spray paint water stains on 

the ceilings and eliminate all signs of pending construction. It is amazing how a 

good first impression can get you a higher appraised value. We are not talking 

about a lot of time  or out of pocket money here, still, do  not underestimate the 
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difference a few thousands dollars more in appraised value can make in getting you 

the mortgage you truly deserve. This is one reason lenders insist on recent 

appraisals. Recent appraisals quickly provide the lender with the most current 

value, condition and marketability of your property.   

  

Credit Score 

 

How strong is your credit? If you don't know your credit score, find out. With 

today's fast-paced, automated mortgage underwriting, knowing your credit score is 

almost as important as knowing your social security number. There are many 

online companies offering you this service for very little or no money.  

 

The easiest way to get your credit score is to call a mortgage broker and inquire 

about a mortgage. See Chapter Five on how to find the right broker. The first thing 

the mortgage broker will do is to pull your credit report.   

 

Pulling a credit report is a common practice these days and will be necessary to 

assist your mortgage broker in finding the best loan for your particular situation. 

Most mortgage brokers will be happy to pull your credit report at no cost to you.  

The cost to the mortgage broker for pulling your credit report is about $5.00 per 

bureau, which is nothing compared to what the he expects to make if he gets your 

business. Mortgage brokers should be happy to discuss your credit report and to 

provide you with all three scores. Note, however, they may not give you a copy of 

your credit report. Remember too many inquiries could reduce your scores, so be 

sure to avoid excessive inquires by knowing your score when you do mortgage 

shopping. 

 

Once you know your middle credit score, it is time to see what kind of mortgage 

you can qualify for. Take a good look at Appendix Two to find your score and the 

corresponding loan programs. When you arm yourself with this valuable 

information  you lessen the chance of a mortgage broker selling you the wrong loan 

in an attempt to generate extra commissions for himself.   

 

Appendix Two is based on credit grades “A” through “D”. An "A" credit score 

reflects the strongest credit history and should award the home buyer with the 

lowest interest rate and closing costs. Such is not always the case for an 

uninformed home buyer who may even end up with a loan which has a prepayment 

penalty. You need to know that a high credit score has great value. If you‟re 



 

31  

offered a loan that seems like a sub-prime loan with all sorts of pitfalls, stop and 

explore your options.  

 

If you disagree with some of the negative remarks on your credit report, call your 

creditors to see if you can reduce their severity or perhaps to have them removed 

from your credit history. If this did not work for you, visit our website at 

www.gofreeclear.com for tips and guidance on credit and mortgage matters. You 

may also log onto www.ncrei.com for our consulting and mentoring programs. 

 

What helps your credit score is having successfully paid off as many installment 

loans as possible. The fact that you have a good payment history on credit cards 

does not necessarily help to raise your credit score as much as a good payment 

history on installment accounts. That is why I recommend opening an installment 

account for smaller purchases, such as for computers and appliances etc. 

 

Another way to raise your FICO score is to borrow not more than 25% of your 

credit limit on your revolving credit cards and be sure to make timely monthly 

payments until fully paid off. Also, do not close your established accounts for new 

ones. 

 

Your credit scores will drop if you max out your credit cards. If you consistently 

use 70-100% of your credit limit, even with good payment history, you will hurt 

your credit score. A way to possibly correct maxed out credit cards is by calling 

your credit card companies and request that your credit limit be raised. Why? 

Because by raising your credit limit you automatically decrease your debt to limit 

ratio. As a result, you appear to have stronger credit because you have not 

borrowed all you could. Higher limits and lower debt to limit ratio will not make 

you appear desperate or “maxed out.” The first rule of banking is “you will get a 

loan if you prove you don‟t need it!” 

 

A note about automated or “Desk Top” underwriting. This system is now the most 

popular and widely used method when underwriting home loans. Your particular 

score, income, assets and various other aspects of your mortgage application are 

fed into the lender‟s computer for an instant approval. The advantage of this 

automated system is the absence of any pre-conceived notions that some 

underwriters may have when underwriting your loan. By utilizing this system your 

mortgage broker, within minutes, can give you a “pre- approval” letter versus a 

“pre-qualification” letter. If you are a homeowner with “A” credit you should not 
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encounter any problems having your loan approved and funded in a couple of 

weeks. Ask your mortgage broker to demonstrate creativity by spending a little 

time with the lender and keep changing your loan parameters in the computer until 

you have the loan approval.  The B, C and D lenders are fast becoming automated 

to keep up with the ever increasing demands of the market. So, you now can get 

your sub-prime loan approved just as quickly. 

 

The Relationship Between Your Income and Debt (Expenses) 

 

The mortgage lender determines whether you have the ability to repay a loan based 

on the relationship between your income and debt.  Mortgage lenders are not in the 

business of managing foreclosed properties, because doing so is not always 

profitable.  They make money when you make timely payments for as long as you 

have the loan.  

 

Mortgage lenders look at two basic qualifying ratios. The first qualifier is your 

Income Ratio.  This ratio is arrived at by dividing your PITI (the sum of Principal, 

Interest, Property Taxes and Insurance) by your gross monthly income. This 

outcome should not exceed 33%. If your loan required PMI, you must add this 

figure to your PITI. This figure is not written in stone and can vary from one 

program to the next.  

 

Let‟s take an example. Assume your monthly gross income, before taxes, is $3,000. 

If your new mortgage payment plus escrow (PITI) is $950, your income ratio 

would be 32%, (Income ratio = $950/$3000 = 32%) which would be acceptable 

under conforming guidelines. 

     

Debt to Income Ratio, as opposed to income ratio, is the relationship between your 

overall debt and your gross income. Your debt to income ratio is calculated by 

adding the monthly payments that appear on your credit report such as credit card 

payments, car payments and student loan payments etc. to your PITI and then 

divide by your gross income. Take the above example of $950.00 PITI and add a 

$300 car payment. You now have a debt ratio of 42%, which is the result of 

dividing $1,250 ($950 PITI + $300 car payment) by your gross income of $3000.) 

 

Typically, debt ratio should not exceed 40% but it‟s rather flexible. In the above 

case you may have a little problem getting an "A" loan unless you possess some 

compensating factors (see Compensating Factors below). You might even consider 
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paying off your car and eliminating the $300 payment until you have your loan 

funded.  

 

The best way to find out if you have calculated your income and debt ratios 

correctly is to ask your mortgage broker to figure them out for you. Your ratios are 

very important for two reasons. First, they tell you the price of the home you can 

truly afford, for example if the maximum loan amount you qualify for is $150,000 

and you have $50,000 as a down payment ($150,000 + $50,000 = $200,000) why 

would you waste time looking at homes that cost $400,000?  Secondly, these ratios 

will also tell you which loan category is appropriate under your credit situation, for 

example someone with “A” credit may pay 8% on a $200,000 loan with $1,467.53 

monthly payments while someone with “C” credit may pay 11% for a sub-prime 

loan with monthly payments of $1,904.65. Knowing exactly where you stand credit 

wise, “A”, “B” or “C” etc. will warn you in advance whether or not you will be  

placed in a sub-prime loan category, which will typically saddle you with a higher 

interest rate and closing costs. 

 

Sub-prime or B, C, and D mortgages allow for a higher debt to income ratio. 

Typically, only the debt to income ratio is important to a sub-prime lender. For 

these lenders your debt ratio can be as high as 55% and still result in a loan 

approval. If you can only qualify for a sub-prime now, take the necessary steps to 

clean up your credit within a year so that you could refinance out of it into a long 

term, low fixed rate without prepayment penalty.   

 

Homeowners with good credit, the “A” category, can also be forced into the sub-

prime route if they are indebted beyond conventional qualifying ratios, i.e. above 

40%. An uniformed homeowner is a prime target for being coerced into a sub-

prime loan regardless of his credit, equity or income.  

 

Compensating Factors  

 

Compensating factors can nudge a borderline home buyer into a better quality loan, 

resulting in lower interest rates and closing costs. 
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1. Stable Job History 

 

Job stability is very important to mortgage lenders. If you have been with your 

present employer for many years, you may get a little slack. If your ratios are tight 

or your credit is borderline, your job stability may help you get over the hump. 

 

2. Long History of Home Ownership 

 

If you have made your mortgage payments on time and have not moved in many 

years, mortgage lenders will look upon you more favorably. This "stability factor” 

may help mitigate some of the negative factors on your credit report. 

 

3. Cash Reserves and Ability to Save 

 

If you have a saving account and have managed to save the equivalent of six times 

your monthly mortgage payment, you are given favorable consideration. Savings 

equivalent to six months earnings indicate that you have good savings habits and 

are less likely to get into monthly payment trouble.   

 

4. Low loan-to-Value Ratio (LTV), or Large Equity 

 

This factor is probably the most important to lenders. Low loan-to-value means 

more security for the lender. If you are asking for a loan that does not exceed 70% 

of the value of your home (for example, a $65,000 loan on a $100,000 home) the 

mortgage lender will feel good about the property's equity to debt position. In case 

of foreclosure, low LTVs equal greater lender protection against losing money. 

This protection affords the lender greater flexibility when considering your loan 

qualification.  

     

5. Low Debt-to-Income Ratio 

 

The lower your debt to income ratio, the stronger the lender will feel about your 

loan package. This applies to individuals with high income, but also to those with 

average income and very little debt. It tells the mortgage lender that you are not a 

big spender. Thrifty consumers are less likely to get into financial trouble. Having a 

low debt to income ratio will help you get over the barrier of a borderline FICO 

score that forces you into an automatic sub prime category (for example, B, C, and 

D credit categories).     
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Mortgage lenders are more flexible when compensating factors are present. 

Compensating factors allow your mortgage broker to upgrade your loan in 

borderline situations. The higher your qualifying grade the lower your interest rate 

and closing costs. Ask for a higher grade, because every loan upgrade saves you a 

ton of money. 

 

Do not automatically assume that your mortgage broker is aware of the financial 

significance of these compensating factors. Many mortgage brokers are new to the 

business and simply do not know how to go beyond standard qualifying guidelines. 

If you are serious about saving money it is up to you to make sure these 

compensating factors are specified on a “letter of explanation” that illustrates your 

particular strengths and ability to repay the mortgage. This must be done before 

your loan application is submitted to the lender with the help of your mortgage 

broker.  
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Chapter 4 

 

Retail Vs. Wholesale (Par) 

 

The mortgage business is based on multiple tiers, much like multi level marketing.  

Money is offered from the top at low prices and as the money moves downward it 

becomes more expensive from tier to tier. By the time the money reaches you, the 

home buyer, it can be very expensive.  

  

Generally, home buyers get their home loans from mortgage brokers at retail. The 

mortgage lender offers mortgage brokers home loans at wholesale, or at Par. 

Mortgage brokers sell the loan to homeowners with a big retail markup (well above 

Par). 

 

Consider that for a typical $300,000 loan, a home buyer with good credit pays on 

average a retail price of 2 points or $6,000 in mortgage origination and back end 

points. These points can increase with higher loan amounts. For home buyers with 

B, C, and D credit these points can range from $9,000 and up! See Appendix Three 

for comparison between wholesale, Par, and retail prices to determine how much 

you can save on your mortgage.   

 

In addition to paying more in up-front points a retail mortgage will lock the home 

buyer into a mandatory higher interest rate if the mortgage broker expects to extract 

extra money on the back end of the loan, i.e. back end points (YSP, POC, etc.) This 

inflated interest rate can cost you, the home buyer, thousands of extra dollars over 

the term of the loan. See Appendixes One and Three on how a higher rate on your 

mortgage can put thousands of extra dollars into the mortgage broker‟s pocket. 

  

Home buyers have been programmed to pay more in interest rates, fees, and closing 

costs for larger loan amounts. The same is true of sub-prime (B, C, and D) 

mortgages. In reality this is a text book case of perception determining reality. The 

time to process most loans is virtually the same regardless of the loan amount or 

type of mortgage.  So, why pay more? You may have to make some concessions to 

your mortgage broker, be a little generous, but don‟t agree to pay retail. This new 

awareness will help you save even more when you are negotiating your next jumbo 

or sub-prime mortgage.    
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The source of wholesale or Par money for mortgage brokers is the mortgage lender. 

Lenders provide mortgage brokers with Daily Rate Sheets. These daily sheets 

reflect the wholesale cost of money for a particular day. Today, because of the fast 

changing global economy, interest rates can change quickly and that is why rate 

sheets are sometimes faxed or emailed more than once a day. This rate sheet 

reflects the wholesale prices that your mortgage broker uses to determine how 

much money he wants to make on your loan. Typically, the home buyer never sees 

this rate sheet and is unaware of the game that is being played out behind the scene. 

 

The cost of money on the rate sheets is expressed by two factors: the interest rate 

versus points. As you can see on Appendix One, the rate sheet consists of two 

columns. One reflects a sliding scale of interest rates and the other the cost of each 

rate in points. The lower your rate, the higher your points. It‟s as simple as that.  

 

For example, if the Par interest rate is at 8% and your friendly mortgage broker 

sells the loan for the same rate, Par, he will not make any points on the back end of 

the loan. Not too appealing to a mortgage broker in most cases. If he sells the loan 

for 8.25%, the mortgage broker will collect an extra 1.0 point on the back end from 

the lender (1% x $300,000 = $3,000 back end points.)  By collecting this extra 1.0 

point in back end the mortgage broker will manage to lock you into a mortgage 

with a 0.25% higher than Par rate, which would cost you three thousand dollars 

extra in the form of higher monthly mortgage payments. As an example, you would 

pay an extra $55 per month for the higher rate in this example. Therefore, you will 

have paid an extra $3,300 over a five year period on this mortgage. (See Appendix 

One and Appendix Three) 

 

On the other hand, if you insist on getting a 7.75%, when Par is 8%, you‟ll need to 

literally pay more money to lower your interest rate. You‟ll pay this extra one point 

to the lender at closing. Buy down, or discount points, are the opposite of back end 

points. If a mortgage broker has locked you into this rate, below Par, wholesale, he 

will make sure you would pay for it at closing. The origination fee to your broker 

still remains payable in full as agreed. Put another way, discount points don‟t 

eliminate the origination fee (points), they‟re merely added on. 

 

Mortgage broker‟s commissions are derived from creating a balance between the 

origination points, and back end points.  Most “A” lenders allow mortgage brokers 

to collect upwards of three points on the back end. Sub-prime or B, C, and D 

lenders are more generous and allow mortgage brokers to collect even more..  
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Here‟s another loophole. Your mortgage broker can collect even more on back end 

points if he opts to upgrade his status from a mortgage broker to a “mortgage 

correspondent” or “mortgage banker.” In addition to collecting more money in 

back end points this loophole will allow this re-titled “glorified broker” to escape 

having to disclose his back end points on the closing statement! In this sense you 

are better off dealing with a small, local broker. His back end points are to be 

disclosed at closing. You will find out sooner or later. It‟s just better now than 

later. 

  

As you can see, there are really no rules in collecting origination and back end 

points. The broker alone makes the decision how much money he wants to make on 

your loan. So, find a broker who you can connect to and work out a win-win 

scenario. 

 

The major source of income for brokers is a combination of origination points and 

back end points producing your loan at way above Par, or retail. The “garbage or 

junk” fees provide extra income for the broker to reduce his overhead. Now let‟s 

examine the mechanics of how mortgage brokers make money.  

  
 Origination Points  

 Back end Points (YSP, POC) 

 Garbage or Junk Fees 

 

Origination Points are mortgage brokers‟ fee for finding you a suitable loan and 

providing you with quality service. The origination fee is expressed in a 

percentage, or points, and should be disclosed on the Good Faith Estimate (see 

Appendix Four). Keep in mind you cannot be charged for more origination points 

at closing than what were initially disclosed on the Good Faith Estimate at 

application time. If there is an increase in origination points, you should be given a 

revised Good Faith Estimate well in advance and certainly 3 days prior to closing. 

Mortgage brokers cannot legally change the amount of origination fees without 

your prior notice and consent. In other words, some brokers wait until the closing 

to spring an increase on you, creating unfair pressure at the closing table by 

explaining that this is the way it is done. It isn‟t. Now that you know, don‟t let 

anyone pull a fast one on you!  

 

To understand the power of my wholesale system, a graphic example of how much 

you can save is illustrated in Appendix Three. It is truly mind boggling how 
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helpless and apathetic most Americans have become in regards to the biggest 

investment of their lifetime. As you can see, the difference between retail and 

wholesale is substantial. Now that you know, negotiate a much better deal with 

your broker. Even if you cannot save exactly what I have outlined in this book, you 

will still save a lot of money and avoid aggravation due to ignorance. This new 

approach in mortgage awareness will provide you, the American homeowner, with 

a great edge to take control and stop being a victim of the mortgage industry. 

  

Back End Points are financial rewards or incentives paid to your mortgage broker 

for his ability to sell you a mortgage above Par. The dollar amount of this incentive 

is in direct proportion to the rate you agreed to get locked into. At Par, the only fee 

your mortgage broker makes is from origination points and garbage/junk fees. 

 

The lender will not dish out any cash with wholesale, Par, loans. To get your 

mortgage at wholesale, you must get the mortgage broker's Par rate. See Appendix 

Three to feel the full impact of back end points. Once again, the amount of savings 

realized through your awareness and elimination of back end points via a bloated 

interest rate will be quite substantial. Now that you know about back end points, try 

to minimize them if you couldn‟t eliminate them entirely.  

 

Back end points are called many things including Yield Spread Premium (YSP), 

Premiums, Service Provider Fees, overages, rebates, paid-outside-of-closing 

(POC), and back-funded points. Back end points are seldom disclosed on the Good 

Faith Estimate but often appear as cleverly disguised commissions payable to the 

mortgage broker on the final settlement statement at closing. Typically back end 

points are shrewdly disguised (see Appendix Five) so that most home buyers will 

never notice them. Those homeowners that are observant enough to question or 

object  to these mysterious back end points are usually told that the back end points 

are “paid outside of closing” (called POC items) to the mortgage broker and would 

not affect the home buyer‟s pocketbook. Although it may appear these back end 

points will not directly affect you, in reality the financial impact of back end points 

on your loan would be quite detrimental. Higher rate produces higher payment both 

of which will undoubtedly damage your bottom line. 

 

Although HUD requires full disclosure of back end points on the closing statement, 

mortgage brokers try not to initially disclose back end points on the Good Faith 

Estimate. Even when back end points are disclosed on the GFE, they look 

mysterious. You may also remember that direct lenders such as banks, mortgage 
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bankers or even mortgage correspondents are not required to disclose back end 

points on the final closing statement. This loophole allows lenders and mortgage 

correspondents to create the appearance of no back end points, but you‟ll never 

know if you‟re paying them unless you specifically ask for a Par rate. You may 

even try, but most probably fail, to get a written statement that your rate is at Par 

with no back end points. To be sure, you are better off dealing with a mortgage 

broker who is not a banker or a correspondent because you have the ability to 

verify the existence of back end points on the closing statement. Not to mention 

that a good mortgage broker has far more flexibility in finding you the right lender 

and loan program. A good broker is a good loan shopper. Make it a point to 

thoroughly inspect your closing statement for any back end points. If you find any 

that are charged more than what was originally disclosed and agreed to in writing, 

you should tell your broker to reverse the points and get you the lower rate. You 

could also ask for a refund after closing if it was too late to change the rate. Failure 

to do so on his part could subject him to disciplinary action by the regulatory 

agencies. Check with your local, state and federal agencies for the appropriate 

department.  

 

Garbage Fees, also called junk fees, include the processing fee, admin fee, 

mortgage broker fee, lender fee, underwriting fee, etc. Typically the sub-prime 

homeowner will pay more in junk fees. Garbage fees create a very lucrative 

territory for aggressive brokers. These junk fees often appear with the touch of a 

button and there is no shortage of creativity in the names and amounts applied to 

these fees. I encourage you to ask your broker to specifically explain every charge 

you must pay, who receives the money and why. Write the name of each recipient 

next to the fee and how many times that name appears. Study each fee to determine 

if it is fair and reasonable. If you have done your homework by checking around in 

your area for what typical fees should cost for your loan amount and type, you 

might be able to persuade your mortgage to eliminate or reduce them. Here is an 

area that an hour‟s work could save you hundreds of dollars. 

 

I am confident that once you understand the relationship between interest rates and 

points you will realize what happens behind the scene. This knowledge will 

empower you and allow you to purchase your mortgage at wholesale, with a 

reasonable fee and minimum junk fees. You are now capable of protecting yourself 

against “predatory lending practices.” 
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Visit our website at www.gofreeclear.com or www.ncrei.com and fill out a loan 

application. We‟ll advise you of Par and help you structure a loan that is right for 

you. You may contact us by email, info@ncrei.com or phone, 818-905-6105. 
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Chapter 5 

 
How to Find the Right Mortgage Broker? 

 

Two important factors will help you produce the desired outcome of finding the 

right mortgage broker. First, you'll need to find an honest mortgage broker. 

Preferably an experienced owner of a local small mortgage company who will not 

have to share his commission with one of his loan officers. There are also many 

home based one man operations that can afford to give you the lowest rate and 

most reasonable fee. Second, you'll need to ask the right questions and know your 

rights as a homeowner. 

 

The best way to find a good mortgage broker is by “word of mouth.” If you are 

refinancing, call a friend or two whose judgment you trust and ask if they have 

personally done business with a good mortgage broker. Gather three names and call 

each one. Remember that your initial conversation is very important, as it will set 

the stage for future events. 

 

It is not always a good idea to do business with the first mortgage broker you talk 

to unless of course they have come highly recommended. It‟s all about how you 

connect to the person. By all means, use your logic. But don‟t underestimate the 

power of your feelings. If it doesn‟t click, move on. Shop around a little. Call at 

least three brokers.   

   

Home buyers, especially the first timers, are often introduced to a mortgage broker 

through their Realtor (real estate agent.) Every Realtor has his preferred list of 

mortgage brokers and is typically most interested in what will expedite the closing 

of his transaction, so he has a tendency to recommend mortgage brokers with 

whom he has worked in the past. Understandably, most Realtors may not be 

interested in what a mortgage will cost you, so rely on yourself and no one else. 

 

A Realtor cannot force you to use a mortgage broker he recommends. You do have 

the right to use anyone with whom you would like to do business. What I 

encourage you to do is get the names of three brokers from your Realtor and call 

each one. Do not let your Realtor coax you into using someone you are not 

comfortable with just because your Realtor recommends him. Exercise your 

freedom of choice. Do a little research and find a couple of experienced small 

mortgage brokers.    
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If your Realtor persists in using one of his contacts, don‟t hesitate to ask him if he 

stands to profit from a kickback. If your Realtor does stand to profit from your loan 

his referral fee or commission must be disclosed to you in advance and appear on 

the closing statement. Many kickbacks are illegal with or without proper 

disclosure.  

 

Some of the more savvy Realtors might be willing to help you locate and negotiate 

a wholesale mortgage, but don‟t count on it. Your Realtor must also help you 

overcome any problems that may arise in handling your loan if it is through one of 

his recommended brokers. On the other hand, do your own research and work with 

the one you feel good about regardless of where they come from.    

 

By now you should have a list of three brokers from various sources I just 

described. You can also check our website, www.gofreeclear.com for further tips 

and guidance on how to choose the right broker. Many have found us to be the best 

in the business. Needless to say, having read this book will entitle you to great 

negotiating power.   

   

Here is a simple procedure to follow after you have the names of three brokers. 

Make sure you do the preliminary background check before you call them. My 

motto here is “to trust but verify.” Ask for a couple of referrals and check with your 

state regulatory agency if you have the time and patience. 

 

Each state has its own agency by different names: Department of Real Estate, 

Department of Finance, State Banking Commissioner, Securities Commissioner or 

Office of Financial Institutions. Sometimes you can get a lot of insight by calling 

your local Better Business Bureau or Chamber of Commerce. Remember to Google 

them!  

   

Before we get into the significant part, let's go over some general rules. “What you 

say can and will be held against you”. So, be careful not to volunteer information 

that could be detrimental to your case. Too often homeowners looking to cash out 

their equity make the cardinal mistake of letting the mortgage broker know how 

badly they need the loan. You might as well say "take me for a ride and rob me 

blind." Do you want the money? Yes. Do you need it? No. This is your first line of 

defense against paying more for your loan than necessary. Remember that the 
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business of lending money is not a monopoly. You always have choices. Do not 

hesitate to shop around. 

 

It is a good habit to find out a little about the mortgage broker before you decide to 

do business with him. Do this in your first conversation, before you tell him about 

yourself.  

 

The mortgage broker may be under his own financial pressure. His job or business 

might be on the line if he cannot perform. Everyone is under some pressure to 

make money including mortgage brokers, just review the mortgage broker 

employment ads that look for “Aggressive” type individuals. 

 

Set aside a little time and get comfortable. You are now getting ready to call each 

broker for the final stage of your research. Call each one on the phone and ask a 

few questions to build a rapport and establish trust. Ask questions like, “How long 

has he been in the business?”, or “As the owner, can he do your loan personally?”, 

or “If he‟s going to treat you fairly?”, or “Will he provide you with a couple of 

references?”   

 

Ask how many origination and back end points he typically charges for a loan like 

yours. Your goal is to sense his reactions and to determine if you want to do 

business with that broker. Make the broker your ally, and use him to your 

advantage. If he is evasive and won‟t give direct answers move on to the next 

mortgage broker. 

 

So, remember to ask good questions, provide some relevant information, and listen 

carefully to his suggestions. The answers you get from the broker may sound vague 

or over technical, but listen to the answers and try to read between the lines. You 

just want to determine his level of honesty and degree of broker reasonability. This 

will give you a much better perspective on the person you are dealing with and 

what to expect from him in the future. Try not to rely on logic or reason alone. 

Trust your gut feeling. The result of this stage, seeking a home loan, should give 

you the winning broker and stand by runner-ups.     

   

How to Get Your Mortgage at Wholesale (Par) 

 

Now that you have found the right broker and the runner-ups, you need to know the 

procedure to get your mortgage at wholesale. I am confident you will save a great 
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deal of money and avoid massive suffering by following my system. If a penny 

saved is a penny earned, you now have the chance to give yourself a raise every 

time you get a new mortgage. 

As a homeowner seeking to refinance, and before you put in more time and exert 

more effort to call your broker of choice back, I encourage you to evaluate your 

situation carefully and decide if refinancing is a viable option for you.  

 

After all, if you cannot recoup your closing costs when refinancing your existing 

mortgage into a lower rate and payment, why refinance? To determine if a “ no 

cash out” or “rate and term” refinancing is right for you, divide your total non-

recurring closing costs (one time charges such as points, appraisal, title, escrow, 

processing fees, etc.) by the amount  of your monthly mortgage savings. This will 

give you the number of months you‟ll need to keep your new mortgage to break 

even. Example: You are refinancing your current mortgage and folding your non-

recurring closing costs of $2,960 into your new loan. With your new loan in place 

you will save $87.00 per month in mortgage payments. How long do you have to 

keep your mortgage to break even? In the above example the answer is, $2,960/$87 

or thirty-four  months. Moral of the story: You should not refinance this mortgage 

unless you plan to stay in your home for at least three years. 

 

If your main objective is to cash out for debt consolidation, home improvement, 

etc., it is much harder to calculate the mathematical answer for breaking even. This 

would be a classic example of comparing apples with oranges. Cash out 

refinancing depends a whole lot on your level of motivation and the emotional 

satisfaction you hope to experience, for example, using the cash to remodel your 

home or pay for your kid‟s college, among many other reasons. But if you still save 

after having cashed out you‟re looking good. In the case of debt consolidation, 

most seem to benefit but many look at just the payment now and forget about the 

all important interest rate. The fact is you do not want to refinance from a superior 

loan into an inferior one no matter how much you think you‟re saving. Just get a 

home equity line of credit or a second mortgage.  

 

If you are consolidating your debts, you want to be absolutely sure you do this only 

once. Take the necessary steps to insure you will never again get yourself into a 

financial bind by using too much credit and having to refinance repeatedly. Never 

borrow more than you need and try to invest your money not consume it. It is much 

easier to find ways to make more money than ways to save it. 
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Now you are ready to call the right broker back and apply for a mortgage. Answer 

all his questions honestly and give him permission to pull your credit. Based on 

your middle credit score, income and LTV, the mortgage broker should be able to 

find you a suitable loan program. Make sure you don‟t pay for or order an appraisal 

at this juncture. Your mortgage broker can, through his appraisers or title 

companies, provide you with an approximate fair market value free of charge. 

Remember to ask for your credit scores. Knowing your credit scores will help you 

avoid unnecessary credit inquiries.  

  

Before you agree to a meeting with the broker, you need to know your objectives. It 

is a truism that in order to accomplish anything you need to visualize the end result. 

So, let me assure you that your mission is possible and your objectives are 

threefold.  

 

Your first objective is to get the broker‟s Par rate which means no back end points.  

The second objective is to negotiate your front end, origination fee down to 1 point 

depending on the size and type of the loan. For an average loan amount of 

$300,000, 1 point is very reasonable. If your amount is higher you may want to go 

for less and if your loan amount is under $100,000 you may end up paying 2 points. 

The final objective is to reduce the junk fees down to an acceptable level.  

 

After the broker quotes you a wholesale mortgage and agrees to a one point 

origination fee, go to Appendix Two and make sure you have been placed in the 

right loan program. Ask the mortgage broker if the rate he has just quoted you is at 

Par.  

  

Tell your mortgage broker you want a guaranteed Par rate. Explain to him that you 

know about the YSP or back end points and you do realize that at Par rate there 

will not be any back end points and that is the way you want it. You can also tell 

your broker that in exchange for that you will cooperate fully by providing him 

with all the necessary documents in a timely manner to make his job a lot easier. 

Remember, it‟s easier to get concessions in the beginning, before you agree to a 

meeting. At this stage of the process, the mortgage broker is more motivated to get 

your business and will almost do whatever he can to make you satisfied. 

 

If your mortgage broker agrees to give you what you want, or something close to it, 

ask him to fax you the Good Faith Estimate which indicates that you‟re getting a 

Par rate now and for whenever you decide to lock in your rate. If you encounter 
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resistance about faxing the Good Faith Estimate, you may want to call the next 

mortgage broker on your list. Once you have your Good Faith Estimate in hand and 

it meets with your approval, call the mortgage broker to set up an appointment.  

If you feel good about the broker, meet with him anyway even if he refuses to fax 

you the GFE. The fact is brokers know that most borrowers use the GFE to shop 

around.  

 

Start taking control of the interview by making the appointment at your home or 

office. We all know about the importance of the home court advantage in sports. 

The same principle applies to borrowing money. When you set the appointment at 

your home or office you automatically give yourself the upper hand.   

 

The mortgage broker has already invested time and effort just to get to your place.  

This will cause him to work harder to earn your business. With the discussion on 

your turf, in familiar surroundings, you will feel less pressure and be more 

comfortable. Make sure you eliminate all distractions and pay full attention to the 

job at hand. Some mortgage brokers may resist coming to your home or office for a 

one point fee. In that case, you may go to his place only if you feel good about your 

broker‟s word to give you a Par rate and no back end points.  

 

Have the mortgage broker tell you what you need to have ready for the meeting. 

This is important. It will allow you to prepare and copy all the necessary documents 

before the meeting takes place. This way it will not be necessary to give him your 

original documents, and you will avoid the difficulty of getting them back should 

you decide later to switch mortgage brokers. 

 

Play "give and take" with your mortgage broker 

 

Mortgage brokers give the home buyer the impression that closing costs and 

interest rates are not negotiable. This is NOT true. So, every time you concede to 

something, ask for something else in return. Life is a game of give and take and 

negotiating a mortgage is no exception. The more time your broker spends with 

you, the more he will become compelled to make the sale, and the more likely he 

will be to make concessions. As for your part, you just don‟t want to appear 

gullible.  
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When to lock in your interest rate 

 

A common question is when is the best time to lock in your interest rate? If you 

like the rate, it is my advice to lock it in right away. When you lock in your interest 

rate immediately, you are protecting yourself against the upward movement of 

interest rates. If you wish to lock in the rate in your phone conversation with the 

mortgage broker, make sure you get the Par rate as agreed on the Good Faith 

Estimate. 

 

If, however, you do not wish to lock in until a later date, you need to have a clear 

agreement with your broker that you‟ll get the Par when you decide to lock in your 

rate. This way, you can take your time and observe the market for the best time to 

lock in your rate. Sometimes it pays to wait for rates to go down, but in most 

instances this does not happen, and you‟ll wind up getting a higher rate at a later 

date.  My best advice is not to play games in hopes of beating the market. Lock it in 

if it works for you now! 

 

Those who claim to have landed a lower rate by waiting were lucky to be in the 

right place at the right time. No one has a crystal ball and rates can fluctuate 

quickly. In August of 1999, a typical 30-year mortgage had an 8% Par rate. Two 

months earlier, in June, 1999, it was 6.5%. Many missed the chance and paid the 

price. 

 

Many mortgage brokers are taught to begin the loan application first, then quickly 

and skillfully steer the home buyer through the rest of the paperwork. This is the 

first step mortgage brokers take to begin shifting your power as the customer into 

their court.  

 

Ask to see the Good Faith Estimate and Truth-In-Lending forms first. This way you 

will know up-front if the information you have been given earlier about the interest 

rate, points and fees is in agreement with what you are now being presented. If you 

did not get a copy of the Good Faith Estimate in advance, you will want to see it at 

this point, before you fill out the loan application.    

 

Go over all the items on the Good Faith Estimate and address each point according 

to what you have learned in this book. If everything meets with your approval, you 

will be ready to move on to the loan application. Do not allow yourself to be 

rushed. If you are not completely satisfied with the way things are going, ask 
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questions and seek clarification. If nothing seems to work, don‟t hesitate to stand 

up, shake the broker‟s hand, and politely show him to the door. 

 

At this stage of the game, you have a Good Faith Estimate that guarantees your 

loan will not have back end points and properly reflects all other fees. These fees 

include, but are not limited to, discount points, origination points and all sorts of 

garbage fees. What you want to do now is to make sure you are not paying any 

discount points, unless you opted for a rate below Par. You also want to negotiate 

the front end, origination fee to one point depending on your loan amount and type.    

 

Negotiate the Origination Fee  

 

In our system of getting your mortgage at wholesale we emphasize the elimination 

of back end points that are generated by increasing the interest rate above Par. This 

way the mortgage broker‟s compensation must come from the origination fee and 

perhaps some junk fees. There may be instances where you, the home buyer, wish 

to save the up-front origination fees and opt for a so called “No Point” loan.   

 

In this case, the only way the mortgage broker can make money is by back end 

points. This means he must raise the rate above Par for his compensation. If this is 

the case, be sure the one (1) point in the back end is disclosed on the Good Faith 

Estimate and that the broker‟s origination points are zero. The emphasis here is that 

you pay as little as possible, and still manage to keep it profitable for the broker, in 

any combination of origination points and back end points for your loan.  

 

To effectively negotiate the front end origination fee you need to understand that 

brokers need to make a decent profit to do a good job for you. If your loan amount 

is $50,000, do not expect a mortgage broker to do the deal for one point. This will 

not happen. It is reasonable to pay as much as 3 to 4 points to get this $50,000 loan. 

Conversely, if your loan amount is $600,000 and up, you need to negotiate the 

standard front end origination fee down to 0.75 points or less, depending on the 

size of your loan. As we all know, the size does matter! 

     

At times, you may have to pay more than one point in origination fee for sub-prime 

mortgages. This is because everyone accepts the notion that a homeowner with bad 

credit must pay more for a mortgage. Even so, you should not pay but a little more 

than one point in origination fee for this type of the loan. By following this 

procedure you are assured to save thousands over the old way of doing things. 
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Negotiate for discounts on garbage fees   

 

As the proverb goes, “ask and you shall receive.” Mortgage brokers can get you all 

sorts of discounts from title companies, appraisers, surveyors, etc. They can also 

partially discount or entirely eliminate fees like processing, underwriting, admin, 

etc. Be nice and ask for discounts on as many fees as possible. Sometimes these 

discounted fees can amount to hundreds of dollars.   

 

A processing fee of $495-595 is reasonable in today‟s market. However, make sure 

you are not paying the mortgage broker a duplicate fee cleverly labeled as an 

“administrative fee” or “broker fee.” Sometimes you can get a break by asking for a 

discount on the appraisal fee, which is normally around $350, depending on your 

home value. It is best if you deferred paying the appraisal fee until closing. This 

will enable you to move your loan to a new broker in the event of problems without 

having to risk your money.    
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Chapter 6 
 

 

The Three Stages of Your Loan Application 

 

Loan Origination 

 

Once you have negotiated a good loan at wholesale, you are now ready to get your 

loan package started. This process is called loan origination. It consists of helping 

your mortgage broker to fill out the loan application and sign the disclosure forms 

that are required by RESPA and the lender. 

 

 The Loan Application (Form 1003) 3-4 pages 

 Good Faith Estimates (sign at or within 3 business days of application) 

 Truth In Lending (sign at or within 3 business days of application) 

 Mortgage Broker Agreement 

 Equal Credit Opportunity Act 

 Authorization to Release Information 

 Transfer Disclosure Statement 

 Right to Receive a Copy of Appraisal 

 

The Loan Application (Form 1003) is usually three to four pages long. Your 

personal information, property information, employment history, assets, liabilities, 

and other miscellaneous data need to be filled in with the help of your broker. 

 

Typically, your mortgage broker will fill out the loan application in your presence. 

You will then need to initial, sign, and date all pages and give them back to him. 

It‟s a good practice to make copies of the loan application and all other forms 

before you give them back to your mortgage broker. If this is not possible, make 

sure he sends you copies.  

    

The Good Faith Estimate and Truth In Lending forms usually accompany your 

loan application. Do not sign them if they are blank and make sure the Good Faith 

Estimate and Truth In Lending forms properly reflect the interest rate, closing 

costs, and number of back end points if any.   
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RESPA requires that the Good Faith Estimate and Truth In Lending forms be 

provided to you no later than three business days from the application date. 

This is the law and you must insist on its compliance. If these forms are going to be 

mailed or faxed to you later, make sure you go over them carefully and call your 

mortgage broker about any discrepancies.  

 

The Mortgage Broker Agreement will indicate that you owe the broker for 

appraisal and credit report fees. Read it over and make sure you have no further 

liabilities to the broker. In other words, if your loan falls through, your total out-of-

pocket expense should not exceed the cost of these two fees: An appraisal fee, 

which is normally $350 and a credit report fee, which is around $25.  

 

The Equal Credit Opportunity Act (ECOA) form is required for every residential 

mortgage origination. It is self-explanatory. Read it, if you want, and make sure 

you have a copy so you know who to contact if you believe you are being 

discriminated against. 

 

The Authorization to Release Information form allows your mortgage broker 

and lender to verify the information you have provided on your loan application. 

They include, but are not limited to, your income and asset documents. 

 

The Transfer Disclosure form notifies you that your mortgage can be sold to a 

different lender or investor at a later date. This is a common practice in the 

mortgage industry. It will not change the terms of your promissory note, but it can 

cause you some inconvenience. To protect yourself, if your loan is sold off, call 

and verify the information immediately. Also, be sure to avoid sending your 

payments to the old company.  Although your payments will eventually be 

forwarded to the new lender, you may still be assessed with late charges and 

reported late on your credit report.  

   

The Right to Receive a Copy of Appraisal form means exactly that. Call your 

mortgage broker a few days after your meeting with the appraiser and ask for an 

original copy of the appraisal. Ask your broker to email you a copy of your 

appraisal. 

 

In addition to the application forms you have just signed, the mortgage broker also 

needs to get your income and asset documents. These documents vary according to 

specific lender guidelines and the type of loan you‟re applying for. Again, make 
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sure you keep all of the original documents you provided to the mortgage broker. 

These documents include, but are not limited to, W2's, pay stubs, tax returns and 

bank statements, etc. 

 

Loan Processing  

 

After the mortgage broker takes your loan application and income and asset 

documents he will submit them to his loan processor. Some mortgage brokers 

process their own loan applications, while others may have an outside source.  

Either way, processing a loan package is a distinctly separate function from the 

loan origination and closing.  

 

The processor will open escrow, order title and appraisal among other things. In 

addition, he will need to verify the information you provided on the loan 

application and organize your file to get it ready for submission to the lender. 

Every lender and loan program has a set of rules called underwriting guidelines. If 

your loan package is incomplete or does not conform to the lender‟s guidelines, it 

will result in denial or suspension of your loan package. This is the primary reason 

many loan packages fall through. A good processor who knows the lender‟s 

underwriting guidelines will put your loan package through the verification 

checkpoints quickly and efficiently. 

 

Loan processing is virtually invisible to you. The best you can do is to stay in 

frequent communication with your mortgage broker about the status of your loan.  

Ask your mortgage broker to put you in direct contact with the processor. This way 

you can get a status report any time you like, however, some processors avoid 

direct contacts with the home buyer. In this case, it becomes even more important 

to stay in close contact with your mortgage broker throughout the loan application 

process. 

 

A good processor should have your loan package ready for submission to a lender 

in a week or so and get it approved within 3 days. It is not unusual to take longer, 

but if does and you cannot wait, find out why and move quickly to rectify the 

situation. 

 

Once your completed loan package is submitted to the mortgage lender, it will take 

the lender approximately 48 hours to approve your loan (it may take considerably 

longer if you do not stay on top of your loan process).  



 

 53 

  

Most approvals come back with “prior to closing” conditions that must be met 

before you actually get your loan. If your list of closing conditions is long, find out 

why. It usually means that you have chosen an incompetent mortgage broker or the 

mortgage broker has picked an incompetent processor or neither of them know 

what the heck they are doing. Move to handle the situation and try to get the 

processing fee waived or reduced if you have to do a lot of leg work for the broker.  

 

After the processor meets all the conditions of your approval, your loan documents 

can be ordered. Get ready for closing, which will occur at the escrow or title office. 

Give yourself plenty of time to be able review all documents and ask questions.  

 

Loan Closing 

 

This is the main enchilada. You have been waiting for this moment ever since you 

began the loan application. Whether you are buying, refinancing, or taking an 

equity loan the road ends with you sitting at the closing table. You will be looking 

at a mountain of documents that need to be signed and notarized before you can get 

your new loan but the waiting is almost over.   

 

Whether you are buying or refinancing, be sure you know where your mortgage 

broker and Realtor are in the event you would need to ask questions or seek 

clarification.  

 

Some states, like New York, use lawyers for closings. In Southern California, 

escrow officers are in charge of closings  and in Colorado we use “closing agents,” 

who work for the title company and act as an impartial third party to protect your 

and the lender‟s interests. The escrow officer or closing agent handles all money 

matters and facilitates the finalization of all paperwork. Since you are paying for 

this service, you have the right to take your time, ask questions and seek 

clarification until you are completely satisfied. No one makes money until you sign 

on the dotted line. You are the person everyone is there to serve. Your power is 

even greater when refinancing or obtaining an equity loan because you are under 

no obligation or any contractual agreement to close the loan if you do not like what 

you see. You also have up to three business days to rescind the loan after you sign 

the documents.   
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Have the closer or the mortgage broker explain all the features of your promissory 

note. These features include but are not limited to, the interest rate, term, type of 

loan, prepayment and balloon provisions. 

 

This is when a home buyer can be stuck with a bad loan, and pays the price for 

years to come. This is when you need to take full responsibility for what takes 

place and not permit anyone to take advantage of you. 

 

Home buyers beware. You do not have the luxury to rescind after closing.  

Therefore, if you are a home buyer and you do not like what you see at closing, 

handle it before you sign your documents. Once you sign the closing loan 

documents to purchase a home, the loan is funded shortly thereafter. There is no 

three-day right of rescission to cancel the loan as it is with a homeowner 

refinancing or taking out an equity loan. 

 

Closing a loan can be a smooth, pleasant experience or it can be very frustrating. If 

you apply the techniques recommended in this book, you will have little or no 

problem. On the other hand, if you do not pay attention to your loan origination and 

the process that follows, you may see some unexpected surprises at the closing. So, 

if you see a higher interest rate than you were promised, inflated closing costs, a 

different type of loan than you thought you were getting, or prepayment penalty 

you never knew about, you have choices. The first choice will be to handle the 

issues with your mortgage broker or his manager to your satisfaction at closing. If 

this fails, consider the following:  

 

Walking Away  

 

There is enormous power in your willingness to walk away at any point in the loan 

application process, especially at the closing, if your interest rate is suddenly higher 

than promised, or closing costs are higher than you were told or back end points 

pop out of nowhere. If your mortgage broker cannot adequately explain, or rectify 

the situation to your satisfaction, end the discussion and walk. Caveat. You cannot 

walk away just because interest rates have fallen and you were locked into a higher 

rate. You must have compelling reasons, reasons that can be backed up in writing 

and that conflict with your Good Faith Estimate. The Realtor representing the 

selling party will not tolerate your unfounded capriciousness and naively grant you 

an unwarranted extension to find a new mortgage broker. 
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If you are refinancing or taking an equity loan on your home and you find things 

you do not like after having already signed the loan documents, you can still 

rescind it by giving a written notice to your closing agent or escrow officer within 

3 days of signing.  

Mortgage brokers hate to lose your business. This is especially true after they have 

done all the work and are counting on their commission. I can almost guarantee 

that you will get a call from your broker or his manager wanting to know why you 

did not close and what it will take for you to go forward. This is your moment. It is 

your opportunity to negotiate a better deal for yourself. It is the time for you to get 

your mortgage broker to revise the fees, points or interest rate. You will almost 

certainly end up with a better deal, if you persist on your demands and prove that 

they have done you wrong. 

Keep in mind that if you have a Good Faith Estimate that indicates no back end 

points, you may now have a sound legal case against the mortgage broker. Make 

sure he understands that you may take legal action if the problem is not resolved 

amicably. If no equitable solution can be agreed upon, take your business 

elsewhere and report the broker to HUD for violation of RESPA regulations and or 

seek damages in a Small Claims Court or higher up. 

 

Moving Your Loan Package to New Mortgage Broker 

 

It may sound like a hard thing to do but it‟s a lot easier than most people think.  

What makes it inconvenient is the possible lack of cooperation you may encounter 

from the mortgage broker you have just fired. If you have followed my advice in 

this book, you should have in your possession an original copy of your appraisal 

and all other original documents. If you‟ve kept these documents, moving to a new 

mortgage broker would not be a major problem. 

 

The first thing you need to do is find a new mortgage broker who is willing to work 

with you on your terms. Go to Chapter Five on how to find a new mortgage broker.  

I am sure you will find enough of them willing to jump at the opportunity to earn 

your business. In most cases, the new mortgage broker will arrange to have the 

appraisal assigned to him from your ex-broker. If you have not paid for the 

appraisal and are under no obligation to pay, you are home free. On the other hand, 

if you have paid for it, have your new mortgage broker get it assigned to him for a 

small fee.   
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If you feel your property is worth more than it was appraised for, now is the time to 

inform the new broker that he should confirm the higher value with his appraiser 

before you spend any more money. Many times, a new mortgage broker and a new 

appraiser can do what the old one could not. Getting a second, higher appraisal 

may actually help you get a better loan, more cash out and lower rate. 

I recommend that you personally pick up your original loan package from your ex-

mortgage broker and deliver it to your new broker. This is why I strongly 

recommend a local mortgage broker. To speed up the process seek help from your 

new broker and assure him you would refer him to everyone if he pulled it off fast.   

You will be sitting at your next closing before you know it. Now, remember your 

promise to the broker? Refer him more business and stay loyal to him. Brokers tend 

to cut you a lot of slack when they know you‟re a repeat client.   

 

If you are a home buyer, you may need to get an extension on your purchase 

contract in order to complete the new loan closing. In most cases, this is not a 

problem if you let the seller and the Realtors know what happened at your closing. 

So long as you have valid reasons you will more than likely be accommodated.  

 

You should always handle your cancellation in a professional manner. If you 

encounter resistance, talk with the manager or president of the company. Inform 

him of the entire situation and ask for his assistance. You will find that most 

managers will help you get what you want. Managers and company owners are 

aware of the importance of client retention and also know you could report them to 

the regulatory agencies, which they want to avoid if at all possible.  

 

To proceed with a new broker, you do not have to wait to resolve your conflict with 

the old one. Start with the new broker immediately. Ask your broker to get a new 

appraisal and collect the fee at closing. The worse case scenario is your spending 

another appraisal fee but the trouble you just averted with the old broker is well 

worth the price.       

 

If your old mortgage broker is not cooperating and the manager is apathetic to your 

cause, you just make the usual ultimatums and move on with your life. You could 

report them to your local Better Business Bureau and Chamber of Commerce 

among other state agencies, but would you even care so long as you got a better 

deal? Possible negative publicity is enough to make the professionals uneasy about 

all this and more conducive to your needs. 
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Again, if you stay involved with your loan from the start you will enjoy the fruits of 

your labor later on. This is a classic example of the “delayed gratification.” You do 

it right now and wait for the good outcome at the end. Otherwise, you could get a 

surprise at closing and find yourself helpless but to sign and accept a lousy loan 

which will cost you thousands of dollars for years to come. 



 

  

NOTES 
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Chapter 7 

 

 

Avoiding Mortgage Traps  

 

There are a number of unethical ploys that are commonly used to mislead the 

unsuspecting homeowners. It is important that you become familiar with these 

tactics in a nut shell and hence my reason for writing this short chapter. Falling 

victim to any one of these traps will cost you serious money. These practices occur 

more often than you think. Beware of the possibilities and watch for warning signs.  

 

Bait and Switch 

 

Bait and switch is the oldest trick in the book and is unfortunately a very real part 

of the mortgage business. Some mortgage brokers routinely take advantage of 

homeowners by quoting them a very low initial rate in order to get them in the 

office then glibly switch them to a higher rate or a different program. Has this ever 

happened to you?  

 

Your first line of defense against this practice is to know what the market rate 

actually is and what loan program you deserve to get. See Appendix Two and 

check around to find out what others are charging. The Internet is a good place to 

check the rates quickly but not necessarily the right place to apply for a loan. By 

using a local mortgage broker you support your community and you will definitely 

have more control over your loan package. 

 

If a mortgage broker quotes you a rate that is well under the market without having 

to charge you more in points than his competitors, proceed with caution.  You may 

be getting a quote that either cannot be delivered or contains a lot of hidden costs 

and restrictions. If it sounds too good to be true, it probably is.  

 

The Good Faith Estimate And/Or Truth In Lending Are Not Provided 

 

If you do not receive these forms at the time of application, look out! Call the 

mortgage broker, remind him of the law and demand the forms at once. If they are 

not given to you when you ask for them, you may want to cancel your application 

before getting too deep into the process. Chances are you are headed for a 
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mortgage trap. You may know your broker well and trust him in which case you 

decide your course of action.  

 

As soon as you get the Good Faith Estimate and Truth-In-Lending forms, look 

them over closely and make sure they are accurate. Pay special attention to the 

difference between the APR and the interest rate you were quoted. In most cases, 

the bigger the difference, the more you are paying in closing costs.  

 

Back End Points Are Not Disclosed 

 

There is certainly nothing wrong with mortgage brokers making money for 

providing you with a valuable service. However, your back end points should be 

disclosed on the Good Faith Estimate. Although mortgage brokers are encouraged 

and HUD requires to disclose back end points on the Good Faith Estimate, the laws 

are not enforced. It‟s the homeowner‟s responsibility to know and protect their 

rights. Education empowers, ignorance betrays. Choose to know and stop blaming 

the mortgage industry, the government, your brokers, etc.  

 

To see what I mean, take a good look at a typical Daily Rate Sheet that mortgage 

lenders fax to mortgage brokers (See Appendix One). Notice how the mortgage 

broker makes more money by selling you the higher interest rate and collecting 

more commission from the lender on the back end.  Because of this higher rate, the 

lender enjoys getting a higher monthly payment for as long as you have the 

mortgage. They‟re all in it together! It‟s not illegal to make money but it‟s a shame 

to be naive.   

   

Avoid the Monthly Payment Distraction  

 

Although the monthly payment is an important part of your decision to get a 

mortgage, you should never get a mortgage just because you can afford the 

payment. Many mortgage brokers, especially those representing the sub-prime 

lenders, may entice you with the “low affordable monthly payment” spiel. These 

mortgage brokers are quite slick at minimizing or even failing to mention the 

interest rate or the type of mortgage you are getting. The uninformed or financially 

ignorant do not care at all!  

 

A mortgage with a low initial monthly payment is not necessarily a good loan.  

Insist on knowing the interest rate and get a full disclosure of all the fees you will 
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be paying. Make sure you know what type of loan you are getting. Many such loans 

are either short term, have adjustable rates, or impose exorbitant prepayment 

penalties. Some adjustable rate mortgages begin with a lower monthly payment that 

does not last very long. After that, your payments can go up astronomically.   

 

Insist on getting the prepayment penalty waived, or at the very least, getting it 

reduced to a time period of just one year. Waiving or reducing the term of a 

prepayment penalty may cost you a little more in monthly payments, but it will also 

enable you to quickly refinance, or pay off your loan ahead of schedule and avoid 

paying thousands of dollars in prepayment penalties. 

 

How To Cancel Your PMI 

 

Here is a tip for those of you who have paid for PMI year after year. There is no 

doubt that by canceling your PMI you can save hundreds of dollars every year. 

Every lender has its own set of guidelines in dealing with this issue. However, the 

law is generally on your side due to PMI abuses in recent years. 

 

According to some lender‟s guidelines, on the date the principal balance of your 

loan is first scheduled to reach 80% of the original value of the property, you can 

ask your lender to cancel your PMI. However, all of the following conditions must 

be satisfied:  

 

 You must submit a written request for cancellation 

 You must have a good mortgage payment history 

 You must provide evidence, at your expense, that the value of the 

property has not declined below its original value, and certification 

that there are no subordinate liens on the property. 

 

For the purpose of PMI cancellation, a good payment history means no “30 Day 

Late” mortgage payments within one year prior to your request for the PMI 

cancellation. 

 

Unless you move to cancel your PMI, it will be eating your hard-earned dollars for 

as long as you have the loan. I suggest canceling PMI the moment you realize your 

equity has reached at least 20% of the value of your property. Other lender 

restrictions may not allowing you to cancel within a specified period. Now that you 
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know and for the future, you should read over your promissory note to see if the 

terms are reasonable. 

  

Here is a simple procedure you can follow to cancel your PMI: Keep up with the 

home values in your neighborhood. Find out what homes similar to yours are 

selling for in your area. You can get this information by contacting your local 

Realtor.  The moment you know your home has reached a value that gives you 20% 

or more in equity, call your lender to get instructions on how to cancel your PMI.   

 

This is an important point so let‟s look at an example. You paid $100,000 for your 

home with 10% or $10,000 down (a 10% equity position) thus PMI is required by 

the mortgage lender. Two years later and because of good appreciation your home 

is worth $120,000 which gives you $30,000 in equity (value of home $120,000 less 

$90,000 loan = $30,000) or a 25% equity position. This should entitle you to cancel 

the PMI.  

 

Caveat: some mortgage lenders require homeowners to sign iron-clad contracts 

prohibiting them from canceling ahead of schedule. However, many other lenders 

either do not have such a contract clause or are willing to work with you under 

certain conditions.  

 

Here is a persuasive argument you can use with your lender in your attempt to 

cancel your PMI. You could say, “Gee, if I were buying my property now with a 

20% down payment you wouldn‟t require PMI, would you?” Since I now have at 

least 20% equity are there any logical reasons why I have to keep paying for the 

PMI?  

 

If you persist with your request and argue your point from legal, ethical, and 

professional standards, the lender will eventually give in. I have helped many 

homeowners cancel their PMI by following this procedure. Although it may not 

work in every case, I have seen it succeed often enough to assure you it‟s worth 

trying. 
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Chapter 8 

 

 

The Home Buyer’s Bible 

 

Suppose you were offered some easy-to-follow advice with a promise that you will 

save money and avert financial hardship. Would you follow it? Of course you 

would. Read these tips and let them become your borrowing bible. 

 

Do not take out long-term secured loans (real estate loans) to cover your short-term 

debts (credit cards, student loans, etc.)  Secured loans are not dischargeable in the 

event of bankruptcy, whereas unsecured loans may be dischargeable and thus will 

give you a chance to start your life with a clean slate. If you feel you must 

refinance, do it only once. Hide or destroy all your credit cards and get a debit card 

instead. 

 

Do not get into very high loan-to-value (LTV) loans. The maximum you should 

ever borrow is 100% of your home‟s value.  Never mind all the misleading TV and 

radio ads about equity loans up to 125% or more. The IRS will not allow you to 

write off the interest on a mortgage that exceeds 100% of your home value.  

 

Do not settle for doing business with the first mortgage broker that calls you or 

sends you a letter.  Shop around and get a good feel for the market before you act. 

 

Do not refinance if you cannot recoup your closing costs (see Chapter Five). Some 

say one should refinance if the market interest rate is 2% lower than one‟s current 

mortgage rate. This is not always true. Sometimes it makes sense to refinance even 

if the difference in interest rates is 1% or less. Other times, it does not make sense 

even if the difference is more than 2%. Get help in doing your calculations by 

visiting our web site www.gofreeclear.com. We will guide you in the right 

direction.   

 

Do not fall into the trap of big name B, C, and D or sub-prime mortgage lenders 

that want to sell you on low monthly payments and skillfully fail to mention the 

extraordinary high interest rates and massive closing costs that accompany these 

loans. Many of you can qualify for better loans. Explore the market by spending a 

few hours to find the best loan you can get. Apply the techniques in this book and 

let your extra effort save you thousands of dollars.  
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Do not always believe all you hear about how “bad” your credit is. Know your 

score and what you could qualify for. This is your best assurance against predatory 

lending.  

 

Do not believe that there are “no cost, no points loans.”  There are no free lunches.  

The true cost for these highly advertised loans is buried in higher interest rates and  

back end points. Over the long run, you may be better off paying for a reasonable 

origination fee in order to get a lower interest rate which will be more cost 

effective.  

 

Do not do business with out-of-town mortgage brokers. Support your local 

community and maintain control over your loan in the event any problems arise. 

 

Do not do business with a mortgage broker who does not disclose his back end 

points on the Good Faith Estimate at the time of application. 

 

Do not buy life insurance from sub-prime or B, C, and D lenders who are notorious 

for selling you high-priced life insurance on top of an already expensive loan. The 

premiums tend to be exorbitant and are typically disguised in your monthly 

payment, supposedly for the “sake of convenience.”  In most cases, you can get 

your own life or mortgage insurance from an independent insurance company at 

half the cost.  

 

Do not refinance your low-interest first mortgage with a higher-rate mortgage, no 

matter how badly you need cash. If you really need to borrow money from the 

equity in your home, get a home equity line of credit or a second mortgage and then 

pay it off fast.  

 

Do get your mortgage at wholesale. Never pay retail again. Get the mortgage 

broker‟s wholesale, Par rate (no back end points) and negotiate a reasonable 

origination points. This way you will definitely pay a lot less than what most other 

home buyers pay for their mortgage and save thousands in the process.  

 

Do read the promissory note before you sign it at closing. Pay special attention to 

prepayment penalty and balloon payment clauses. Ask your escrow officer or closer 

to explain what type of loan you are getting. Do call your broker, if necessary. 

 

Do ask every mortgage broker for client references and verify them for yourself. 
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Do verify your mortgage broker‟s good standing status with your state government 

agencies such as the Better Business Bureau, and local Chamber of Commerce. 

This research can give you insightful information to help you eliminate wasting 

your valuable time.   

 

Do stay in touch with your mortgage broker throughout the loan process. Many 

mortgage brokers stop communicating with you the moment they have your 

application. Do not allow your loan application to get lost in the shuffle. The 

sooner you know about possible problems the quicker you can work to remedy 

them. 

 

Do make timely mortgage payments, even if you are short on funds in a given 

month. The order of priority is mortgage first, installment loans second, and credit 

cards should be paid last. Lenders are more forgiving with late payments on forms 

of debt other than mortgages. Having a track record of timely mortgage payments 

will also help you to secure a better mortgage interest rate on the next home you 

buy. 

 

Do check the interest rate on your ARM loan for accuracy. From time to time, you 

will get a letter from your mortgage lender about a change in your rate. Take the 

time to go over the changes. I have seen lenders making mistakes when adjusting 

payments. These miscalculations cost you, the homeowner, a lot of money every 

year. Do not become a hapless victim to bank miscalculations. 

 

Do figure out what is best for you by evaluating how long you will keep your 

home. It must be long enough to recoup your closing costs. Find the difference 

between your current mortgage payment (principal and interest only) and the 

proposed new monthly payment, then divide this difference into your non-recurring 

closing costs. This gives you the number of months or years required to recoup 

your closing costs and break even. More than half the homeowners who refinance 

never recoup their closing costs.   

  

Do get into a low interest mortgage and do not refinance it. Pay it off as fast as you 

can. Owning a home free and clear gives you a permanent place to live. Without a 

mortgage liability, you can lead a happier, more satisfying life and save more 

money. 
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Remember that you can pay off a thirty year loan in fifteen years or less by making 

a couple of extra mortgage payments every year. Make sure your loan has no 

prepayment penalty and that the extra payments are applied to your principal by 

writing separate checks. Get into the habit of making at least one extra mortgage 

payment per year. You can break this down into monthly payments and issue a 

separate check for principal reduction to avoid any lender‟s confusion. This will 

reduce your total interest payments by thousands of dollars and allow you to own 

your home free and clear much sooner.  

 

Go to www.gofreeclear.com and use our mortgage calculator” to help you track 

your progress.  
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Chapter 9 

 

The American Dream 

 

My inspiration for this book came from a deep concern for the way American 

homeowners are being treated. Everyone has heard horror stories about how hard 

working Americans routinely get ripped off when financing or refinancing a home.   

  

By writing this book, I hope to address and remedy this problem. As my legacy, I 

wish to instill in the mind of the American homeowner the relative ease with which 

he can enjoy a "Free and Clear" lifestyle by paying off his home in record time. 

Americans are not world leaders when it comes to savings but Americans can and 

do save. To give you an incentive here are a few examples of where your monthly 

savings could do you the most good. 

 

Example #1 

 

Bob and Mary Swenson bought their home eleven years ago for $135,000 with a 

thirty year mortgage of $105,000 at 8.5%. During the eleven years that Bob and 

Mary owned the home, Bob has had several promotions and his paycheck has 

nearly doubled. Bob and Mary save $500 every month and have CD‟s bearing 5.5% 

interest. What if Bob and Mary were to take $250.00 of the $500.00 monthly 

savings and apply it to the principal of their mortgage, which has nineteen years to 

go. Their mortgage would be paid off in eleven years not nineteen years! That is an 

awesome figure and represents a savings in interest of $77,506. Again wow! The 

Swenson‟s monthly payment is $807.36. By paying an extra $250.00 a month the 

Swenson‟s would save eight years or ninety-six months at $807.36 for a total 

savings of $77,506. Sure beats a CD rate of 5% or 6%. 

 

Example #2 

 

Jason and Jessica Hutchens are both professionals who save $1,500.00 monthly. 

They just bought a new home for $355,000 with a thirty year mortgage of $265,000 

at 7.5%. Jason and Jessica continue to save $1,500 every month and wonder if it 

would make more sense to take part of the monthly savings and pay down the 

mortgage.  
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What if Jason and Jessica were to apply $750.00 of the $1,500.00 monthly savings 

to the principal of their thirty year mortgage? Would you believe Jason and Jessica 

would cut their mortgage life from thirty years to thirteen years, which represents 

seventeen years of savings at $1852.92 monthly or an astonishing $377,995.00 

over the life of the loan! 

 

Example #3 

 

Fran and Bill Wilkerson are retired. They bought their home nineteen years ago for 

$65,000 with a thirty year mortgage of $50,000 at 9.0%. During the nineteen years 

that Fran and Bill have owned their home they have managed to save $200 every 

month. Fran and Bill have over $100,000 saved in CD‟s. What if Fran and Bill 

were to take the $200.00 monthly savings and apply it to the principal of their 

mortgage which has eleven years left. Fran and Bill would trim the remaining 

eleven years down to six years and create a total savings of $24,138.00. Not bad, is 

it? 

 

There is a growing trend in this country to keep hocking the farm, i.e. refinancing 

your home, and this cancerous dynamic has permeated all age groups from the 

retired couple to young professionals. In many cases, refinancing your home makes 

sense only for the mortgage brokers and lenders. Just look at how seductive some 

of the ads are. 

 

 

 

 

 

 

Another ad reads: 

 

          

 

 

 

 

 

Don‟t fall for these ads. These types of loans cost you a fortune in fees and higher 

interest rates. Tear up your credit cards. Contact the credit card companies and 

If you are a homeowner ... 

If you really want to get out of debt completely ... 

And save for the future ... 

Homeowners ...  Trapped in Debt? 

Cash-out for any reason 

Your house is made of money! 

Make it work for you! It‟s easy and you deserve it! 
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make arrangements to pay the balances off the best you can. Don’t refinance, pay 

it off! 

    

Sometimes I am asked, “Why pay off my mortgage, the interest is tax deductible?” 

This is an excellent question and I will preface my answer by pointing out that it‟s 

all right to have mortgages. Hopefully these mortgages are on your investment 

properties, rental units, etc., and not on your home. Investment properties can 

always be liquidated or 1031 exchanged up without affecting your home. The IRS 

code 1031 is a process that allows a taxpayer to exchange an investment property 

into a “like kind” investment property and to defer the tax liability. 

 

The point to keep in focus is that a mortgage free home will often save you far 

more in interest than any realized tax savings. Do not forget, the most important 

aspect of a mortgage free home is your peace of mind because you do not owe the 

bank, savings and loan, or any other lender. The value of a free and clear existence 

is almost impossible to calculate. So, log onto www.gofreeclear.com and 

www.ncrei.com. We will introduce you to various associations including those who 

will teach you how to buy your first rental home with little or no money down. 

 

I do realize that Free and Clear lifestyle may not be appropriate for everyone. Some 

of us are savvier with our money than others. After all, what is wrong with paying 

6-7 percent for our mortgage and getting a return of 10-15 percent or more on our 

mutual funds or stocks portfolio? Clearly, this is a very viable investment 

alternative that cannot be overlooked. What I have found though, is that most 

homeowners use their equity loans or the extra cash at hand for consumable or 

depreciable items such as cars, furniture, appliances, etc. This is the plague that 

perpetuates financial servitude for most American homeowners. My Free and Clear 

concept is not for those who have a proven track record of making money with 

their investment portfolio. This system is for the hard working American 

homeowner who has never been taught about smart investing and falls victim to 

“get rich quick schemes” or “if it looks good buy it” syndromes. 

 

For most American homeowners the Free and Clear lifestyle is a far fetched notion. 

The reason for such a tendency is the massive ad campaigns that target our basic 

desire to get “instant gratification.” The Free and Clear concept is designed to shift 

our thinking toward the almost forgotten but much needed idea of “delayed 

gratification.” This system shifts the power back to you, the homeowner, without 
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overwhelming sacrifice or hardship. The final outcome is well worth the extra 

effort.  

 

With the application of the principles in this book you now have the knowledge of 

how to protect your interests and save thousands in getting your mortgage at 

wholesale.    

 

The main objective of my book is to introduce and help you achieve financial 

independence. The concept came about when I formed a vision for a free and clear 

America. I believe that the true American Dream is home ownership without a 

mortgage. You can realize this dream by following the simple and easy steps 

outlined here. 

 

Free and clear means the end of subservience to the lending industry, mortgage 

brokers, banks, credit unions and savings and loans. You have the power to gain a 

sense of serenity by knowing no one can displace you or your family from your 

home. Free and clear equals a lot less stress and a lot more health and joy. 

 

Being free and clear helps you explore your options to realize your potential as a 

human being. How much easier would it be to leave a job you dislike in favor of 

following your heart‟s passion if it were not for the fear of losing your home? 

 

Unfortunately, more and more American homeowners are repeatedly falling into 

mortgage traps. Increasingly, and at an alarming speed, Americans are being lured 

into refinancing the equity out of their homes again and again, each time allowing 

points and bloated interest rates on the new loan to eat up their precious, hard-

earned equity.  

 

Clearly, the definition of mortgage is being realized here: "to pledge until death!"  

This vicious and circuitous dynamic can cause irreparable damage to the integrity 

of a free and clear environment. I intend to replace this refinancing belief system 

with a new and more empowering one that will enable American homeowners to 

take back control of their lives. 

 

More people die in this country from heart attacks and strokes than in any other 

country in the world. I believe one major cause of heart attacks and strokes is stress 

and one major cause of stress is directly related to mortgage payments. As soon as 

you pay this month‟s payment, the next one is in your mail box and God forbid 
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missing a couple of payments. First you get a notice from the bank, and shortly 

thereafter you are kicked out of your own home in disgrace and humiliation.  

 

Another significant cause of stress is being stuck on a job you hate and not having 

the courage to change the situation. Again, this has a lot to do with your mortgage. 

Without a mortgage you are free and clear to pick and choose a suitable 

employment. With a mortgage you are not able to make objective decisions and opt 

for inaction. 

   

Today, sadly, few corporations seem to care much for the true needs and 

aspirations of the American homeowner. The lending industry is out to make as 

much profit as possible no matter what the long term actual cost may be, including 

the erosion of home owner equity and happiness. Certainly one cannot deny the 

importance of the lending industry in making it possible for people to get into a 

home of their own and pay for it over time. What is deplorable is the lending 

industry‟s constant encouragement toward further borrowing and useless 

consumption by home owners. The game has become, “how can the lending 

industry tap into your pocket book again and again,” even if the ultimate result is 

that when you‟re old and gray, your house has little or no equity and you are stuck 

with huge monthly mortgage payments. 

  

The time has come for Americans to call a halt to this circuitous game, building 

equity, refinancing, building equity, and refinancing again and again. I am offering 

you a solution: to be free. Free from the unnecessary stress of carrying a mortgage 

for life and realization of your financial dreams.  

 

I have also taught you how to avoid the traps of refinancing and find the best 

mortgage wholesale. Now, you can track your progress in paying off your mortgage 

early by following a four (4) step formula. In short, this is your four-step journey to 

freedom: 

  
1. Buy your mortgage wholesale (Par) and pay a reasonable origination 

fee. 

 

  2.  Know the mortgage traps that lure you into unnecessary refinancing 

   and how to avoid them. 
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  3.  Pay a little extra on your mortgage principal each month, according to 

a simple and easy to use plan. Pay off your mortgage early. 

 

  4.  Make it a goal to pay off your mortgage by your late 40's or in ten to 

fifteen years from now. Begin enjoying a Free and Clear lifestyle. 

 

We encourage you to access our www.gofreeclear.com and www.ncrei.com 

websites. Come and visit us often to stay informed on mortgage news, discuss real 

estate financing, home ownership, creative money solutions and more. On the 

motivational front, you will learn timeless wisdom to boost your morale and 

increase your productivity.  Best of all, these site are equipped with a mortgage 

pay-off tracking system, which will help track your progress on your way to 

becoming free and clear.  

 

You decide how much extra to pay and when to pay it, the mortgage calculator will 

do the rest. Print a copy of your progress report monthly and post it on a prominent 

place to view daily. Use this as a tool to motivate you and help you visualize the 

end result, a mortgage free homeowner. 

  

If you don't have access to the Internet, you can ask us for a full amortization 

schedule to help you attain your free and clear status. You can also seek my advice 

at anytime by posting your questions on the website or search our online database 

for great tips and valuable information. Email: sam@ncrei.com.  

 

Finally, if enough people request it, we can set up a network of participating 

mortgage brokers around the country who promise to listen and offer wholesale, 

Par loans, with reasonable origination fee and without hassle or a need to negotiate. 

 

I believe my system is both unique and powerful. Followed properly, it can help 

you attain the "unattainable": putting the sanity back in the mortgage business and  

becoming free and clear in time to enjoy the best years of your life.      

 

I wish the best of good fortune to you and your loved ones. Please let me know 

when you are ... Free and Clear. 
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Sam’s Simple Philosophy and Guarantee 
 

It happened to the Automotive Industry.  

 

What was once the automobile industry standard today is no longer a presumed 

slam dunk. Dealerships heretofore purposely confused potential buyers with bogus 

hyped retail prices, deceptive “bait and switch” advertising, unnecessary and 

exorbitantly priced dealer add-ons (scotch guard, paint protector, etc.), and bloated 

back end fees for financing.  

 

Fortunately, a glut of information is now available to the automobile buying public. 

The mere presence and wide spread dissemination of this information has forever 

changed the automobile industry and its one time shoddy and shady sales practices. 

Simply said, the automobile buying playing field has been leveled, and those 

consumers willing to invest a little time for research are no longer subject to being 

fleeced. Ironically, automobile dealerships are still very lucrative businesses. 

 

It’s happening to the Travel Agency Industry.  

 

I am not comparing the travel industry to the automotive industry, but the public 

pressure on the airline industry for lower airfares has forced it to cut prices at every 

corner.   

 

Today many travel agents must settle for a 5% commission on what was not long 

ago a given 10% commission. Of course one thought still bothers airline 

consumers, is the airline industry passing the 5% savings on to the consumer or 

simply pocketing it? I‟ll let someone else write a book about that. 

 

It’s happening to the Real Estate Industry.  

 

Where there was once the ubiquitous, unalterable, 6% sales commission 

conveniently imprinted in every Realtor‟s standard listing contract there is now a 

blank. Real estate commissions are now openly negotiable and are filled in when 

signing the listing agreement. If the market is hot, one may see real estate 

commissions dramatically decline due to fierce competition, conversely in a down 

market, commissions may rise dramatically. Also, discount real estate brokers 

openly advertise to do it for less. Real estate companies like Help-U-Sell and Assist 

You Sell charge a flat fee to place your home in the local Multiple Listing Service. 
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It’s happening to the Stock Brokerage Industry.  

 

Some of us are old enough to remember when buying or selling 100 shares of IBM 

stock could cost hundreds of dollars in stockbroker‟s commissions. Then there was 

Schwab, the discount broker, and E-Trade, and a host of others until stock 

transaction prices of $8.95per trade are frequently bantered about on slick TV and 

newspaper ads.  Competition among brokerage houses coupled with easy access to 

information about stocks drove sales commissions down until one wonders how 

they will all survive. 

 

It will happen to the Mortgage Industry. 

 

Fast access to information is what I have provided you in this book. I have given 

you skills to level the playing field in the mortgage industry. You can now 

negotiate from the strength of reliable knowledge. There is no reason why you 

should be shrouded by mystery regarding how the mortgage industry works.  

 

The mortgage broker or mortgage banker should no longer represent the 

intimidating, fear provoking “Oz” who hides behind the drapes. Like Dorothy‟s 

dog Toto in the movie classic “The Wizard of Oz,” I have pulled back the drapes 

for you to clearly see that reality isn‟t the perception the mortgage industry has 

skillfully projected over the decades. 

 

Be prepared to listen to many mortgage brokers and bankers say I am simply trying 

to sell my book to a naive public. The same tactic was used in other industries. 

Many mortgage brokers will openly scoff at you, “Sam‟s crazy,” or “He obviously 

doesn‟t know how the mortgage industry really works,” or better yet, “He‟s got to 

be making money somewhere.” 

 

Yes I am making money, from the sale of my book, and if you choose to use my 

services there will be a flat fee involved. What I am making is openly and honestly 

discussed. 

 

Before we get to my guarantee, first a short story a friend told me. He was a 

salesman at a large warehouse furniture store. While cruising the aisles, looking for 

someone to sell furniture to he came across a new salesman who was demonstrating 

an expensive recliner to an elderly gentleman.  
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“How does it feel?” The salesman asked as the old man relaxed in the plaid 

Herculon recliner.  

 

“Pretty good,” the old timer answered as he settled into the recliner. “Say, what 

kind of guarantee does this thing have?” 

 

“A lifetime guarantee.” The novice salesman quickly replied. 

 

“Hmm...” The old man thought. “Exactly how does a „lifetime‟ guarantee work?”  

 

The young salesman struggled for a moment to answer. “Well, the lifetime 

guarantee works like this, when the recliner breaks its life is over.” 

 

The old man bought the recliner even though its guarantee was dubious.  

 

I will not end this manual with such a flimsy answer regarding my guarantee. Here 

is my guarantee in simple to understand English. 

 

 

 

      

Sam’s Guarantee 

 

 

If you read my book diligently and cannot find a mortgage broker in your area 

that will get you a home loan at par (wholesale) and for a pre-determined flat 

fee, if I am licensed in your state, I will get the home loan for you for a flat fee 

and at par. If I am not licensed in your state I will, for a small fee (typically a few 

hundred dollars), contact a mortgage broker in your area and negotiate a par flat 

fee loan for you.  

 

If for any reason I cannot do this for you, return the book in its original 

condition and receive a full refund within 60 days of your purchase.   

 

If you do not wish to deal directly with a mortgage broker and want me to do 

everything for you, simply fill in the Home Loan Short Application form in this 

book and fax it to me, or log on to www.gofreeclear.com and complete the online 

form and e-mail it to me.  
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The same is true if you cannot find a mortgage broker who will provide you a 

loan at par and for a flat fee and you wish for me to find one for you. 

 

*My guarantee does not, either expressed or implied, guarantee that you will get 

a loan if you are not credit worthy or the home in question does not meet 

appraisal requirements or any other condition that would prevent your 

qualifying for a home loan. 
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TESTIMONIALS 

 

“Free and Clear is a must read for anyone about to embark on the tedious and all 

too often treacherous voyage of getting a new mortgage or refinancing a home.” 

 

       E. Turner, Colorado 

       Real Estate Investor 

 

 

“Free and Clear is easy to read and easy to implement. Anyone who uses this book 

as his or her navigational guide through the murky waters of the mortgage process 

cannot help but save a lot of time, money, and frustration.” 

 

       W. Weiner, California 

       Commercial Loan Officer 

 

 

“How I wish I would have had „Free and Clear‟ to read and guide me when I 

purchased my home a few years back. At the time I was so thrilled and grateful 

over qualifying for a loan that enabled me to buy my dream home where I could 

build wonderful memories I didn‟t realize the mortgage broker made an 

unconscionable amount of commissions off of my deal. Had I had Free and Clear to 

guide me such would have not have been the case. Thank you Sam Sadat for your 

humanity. You will spare future generations the humiliation that too many of us 

have come to accept when seeking a home loan.” 

 

       Y.O., New York 

       Business Woman 

 

“As an artist I was never fond of financial matters. However, that changed very 

quickly when my wife presented me with a copy of the “Free and Clear” book by 

Sam Sadat. I must admit it was easy to read and follow, especially when we applied 

our newfound knowledge to get a mortgage for our daughter. When we got stuck, 

one call to Sam and he fixed it right away. I call this customer service. Thank you 

Sam, for being our financial mentor.” 

 

       F. Rassouli, California 

       Artist and Architect 
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“Free and Clear is the book you need if you are planning on buying a home or 

refinancing your current residence. The information contained in this book can 

save you hundreds and even thousands of dollars in finance costs and tens of 

thousands in interest payments.” 

 

       J. Shell, Denver 

       Vice President, The Mortgage House 

 

“I recently purchased a copy of „Free and Clear‟ at the last monthly CAREI 

meeting in Denver. Sam, thank you for writing such an informative guide. It has 

already opened doors that were otherwise impenetrable.” 

 

Sincere Thanks, 

 

D. O‟Connor 

Denver, CO 

 

“It was a pleasure to meet you Tuesday night. I look forward to talking to you 

about your services. Thank you again for writing such a terrific book. I have 

thoroughly enjoyed it.” 

 

Kind Regards, 

 

D. Simmons 

Los Angeles, CA 

 

“I would like to purchase a supply of your books to give as year end appreciation 

gifts to the “crème de la crème” of the owners for whom I work. I will need about 

50 copies, so let me know how much I will need to send to obtain these including 

shipping/handling. Also, please let me know how I can help market your book. I 

don‟t think anyone will do as well as the way you market the information in person, 

but I can certainly help. 

 

Thanks again, Sam. You are truly one of the BEST!” 

 

S. Albern 

Denver, CO 
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Appendix One 
 

Daily Rate Sheet 
 

ABC Mortgage Lender 

 

Interest Rate (%) Points (% of Loan Amt.) 

8.750 <3.00> 

8.625 <2.50> 

8.500 <2.00> 

8.375 <1.50> 

8.125 <0.50> 

8.000 0.00 

7.875 0.50 

7.750 1.00 

7.625 1.50 

7.500 2.00 

7.375 2.50 

7.250 3.00 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Wholesale or Par Rate 

NOTE: This rate sheet is for “A” borrowers. B, C, & D lenders issue their 

own rate sheets that look similar to this one, but have higher rates and 

points. As the interest rates rise above Par, so do the number of back end 

points to the broker. Each 0.25% higher rate will result in one extra back 

end point to the broker. Lenders pay these extra back end points to brokers 

as financial rewards for charging you a higher interest rate than Par. You 

pay back end points in addition to your retail origination points.  

NOTE: Buydown or Discount points occur when you want to get a rate 

below Par. The corresponding number of points will have to be paid out of 

your pocket in addition to your retail origination points. 

NOTE: This is a wholesale rate sheet that lenders fax to brokers daily. 

Brokers will rarely show their rate sheets to homeowners. The above rates 

and points may vary from lender to lender depending on the amount and 

type of loan.  

Par Price – Zero Cost to Broker 
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Appendix Two 

 

Fico & Corresponding Loan Programs 
 

Fico Score Loan Grade Type of Loan Your Fico Qualifies For Interest 

Rate 

Loan to Value 

 

 

The 800 Club 

800+ 

 

 

A++ 

Conventional mortgages, long term fixed 

and ARMs with no prepayment 

penalties. No Doc mortgages, on the 

spot, and signature loans. The 800 Club 

enjoys the same functionality of the 700 

Club, but with more prestige. 

 

 

Lowest 

 

 

Highest 

100+ 

 

 

The 700 Club 

700 to 799 

 

 

A+ 

Conventional mortgages, long term fixed 

and ARMs with no prepayment 

penalties. No Doc mortgages, on the 

spot, and signature loans. The 700 Club 

has the same functionality as the 800 

Club. 

 

 

Lowest 

 

 

Highest 

100+ 

 

625 to 699 

 

A 

Conventional loans with Full Doc for 

lower 600‟s. Long term fixed mortgages, 

ARMs, Combos with no prepayment 

penalties. 

 

Low 

 

High  

80 to 95 

 

 

585 to 620 

 

 

B+ to A- 

Conventional mortgages possible with 

strong compensating factors. Non-

conventional, sub-prime loans are 

generally offered the norm. Prepayment 

penalties and short term fixed/ARM 

combos are common. 

 

 

Mid Range 

 

 

Mid Range 

75 to 90 

 

 

 

500 to 580 

 

 

 

C to B- 

Sub-prime or non-conventional 

mortgages. Short term fixed/ARM 

combos, long term fixed are more 

expensive. Prepayment penalties are 

common. This criteria is often used for 

refi purposes because larger down 

payments are required for purchases.  

 

 

 

High 

 

 

 

Low  

65 to75 

 

 

Below 500 

 

 

D to C- 

Non-conventional and hard money 

mortgages are the only options here. 

Mostly for refi purposes due to very low 

LTV. Balloon and short term combo 

loans are offered with prepayment 

penalties. 

 

 

Highest 

 

 

Lowest 

Below 65% 

 NOTE: This chart is a guideline you can follow to verify that you are getting the mortgage your FICO score deserves. These 

guidelines may vary somewhat from lender to lender, but they are generally uniform in the mortgage industry. 
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Appendix Three 

 

Retail Vs. Wholesale Savings Chart 
 

 

“A Borrowers” 

 

 

Retail 

 

Wholesale 

 

You Save 

Origination Points $200,000 x 1.5 pts 

= $3000 

$1,500 $1,500 

 

Back End Points 

 

8% Par Loan sold 

at 8.25% = $2000 

 

$0 

You save $35 in 

lower monthly 

mortgage 

payments x 5 years 

$35 x 60 = $2,100 

  TOTAL SAVINGS $1,500 + $2,100 = 

$3600 

 
“Sub-Prime” 

or B,C, and D 

Borrowers 

 

Retail 

 

Wholesale 

 

You Save 

Origination Points $200,000 x 2 pts 

= $4000 

$2000 $2000 

 

Back End Points 

 

8% Par Loan sold 

at 8.625% = $5000 

 

$0 

You save $88 in 

lower monthly 

mortgage 

payments x 5 years 

$88 x 60 = $7,315 

  TOTAL SAVINGS $2000 + $5,315 = 

$7,315  

 
 

NOTE: Above calculations are based on a $200,000 loan amount for a 30 year fully amortized fixed mortgage at an 

8% Par rate. For the sake of simplicity, we are using the same rate sheet on Appendix One for both A as well as B, 

C, and D borrowers. Savings on the back end points are based on a five year hold time.  

NOTE: Lenders allow upwards of 3 points on the back end for “A” borrowers and more for B,C, and D borrowers 

NOTE: The number of origination and back end points you are charged may vary based on broker‟s level of 

integrity and fairness. In some cases these fees may be lower, but in many cases they can be much higher.  
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Appendix Four 
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Appendix Five 
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Short Loan Application 

Date: _____________  

Please complete this form and fax it to 888-902-1667             Referring Source: ____________________  

 
Home Phone:_____________________________ Best time to Contact: ________________________ 

Mr. Day #: ______________________________  Fax Number _______________________________ 

Mrs. Day # ______________________________  Email Address _____________________________ 

 

 

If Purchase, cash at hand $ __________________ Down Payment Borrowed?   Yes____   No ____ 

 

 Applicant:      Co-Applicant 

Name: ____________________________ Name: _________________________________ 

Home Add:________________________ Home Add:______________________________ 

City, ST, Zip: ______________________ City, ST, Zip: ____________________________ 

Employer: ________________________ Employer: ______________________________ 

Title: _____________________________ Title: 

___________________________________ 

Yrs on Job: _______Yrs in Line ________ Yrs on Job: _________Yrs in Line ___________ 

Monthly Gross Income: _______________ Monthly Gross Income: ___________________ 

SSN:_______________________________ SSN: 

___________________________________ 

Date of Birth: _______________________ Date of Birth: ____________________________ 

 

 

Mortgage Info: 
 Lender  Balance  Payment  Rate Term   Late Pay    Dates         Fixed/ARM           Prepay 

 

 
 
Are Taxes & Insurance Included: Yes ___  No____  Prop. Tax / month $ __________ Hazard Ins. / month $_________  

Reason(s) for the loan:                                       Loan Amount Requested 

$______________ 

1._________________________________________________________________________

_ 

2._________________________________________________________________________

_ 

3._________________________________________________________________________

_ 

4._________________________________________________________________________

_ 
Cash Out Amount         Debt Cons. Amount    Home Imprv   

        

Rate your credit: excellent____ good____ fair____ poor____ Credit Score, if known________________ 
Previous Foreclosure & Date? _________________Previous Bankruptcy & Date____________________  

I / We do hereby authorize Global Financial Network, LLC to obtain my / our credit report(s) and / or any 

additional information to determine my / our credit worthiness in conjunction to my / our loan request.  This 

information is strictly confidential and will not be sold to third parties.  For any questions about this 

form, call Sam at 800-998-9930 or email: sam@samsadat.com  
 

____________________________________              ______________________________________ 

 Borrower                                   Date                            Co-Borrower                                      Date 

Subject Property:        

Address:_____________________________________________________County:____________________ 

City: _________________________State: _____________________ Zip: _____________________ 

Present Value: _______________ Original Price: ______________Date Purchased: _________________ 

Property Type:  SFR      Condo      Units        commercial              Purchase____ Refi_____Owner___Non-

owner____ 

 




