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Case 4 


The Kane Mutiny: Buying a Foreclosed Home 


 
OVERVIEW 


 


 


Marcus Jacobson, a loan originator for Bennett Mortgage, worked on a mortgage loan for 


the Kanes. In many ways, it was a different type of loan for him to originate. First of all, 


the seller here was the company Marcus worked for--Bennett Mortgage. Few cases had 


ever come across his desk in which the lender sold a house. 


 


Apparently, the first owners of the house, the Smiths, bought the place on a contract for 


deed, which means that the seller still owned the property but let the Smiths take 


possession, move in, and make payments. They had a deal to keep the payments small. 


The Smiths would make payments as if the contract would last for 30 years, but at the 


five year mark, they had to pay up whatever was left. This is called a balloon payment. At 


the end of the five years, the Smiths asked the seller to continue the contract for another 


five years, but she refused, so they had to go and get a mortgage and pay off the loan. 


Some troubles crept up when they applied for a loan. After the Smiths had been in the 


house for five years and made 60 payments, they had brought the debt on the house down 


but just a little. 


 


They put in their application for the new mortgage, and the loan officer told them how 


much closing costs would be--the price just to set up the loan. The costs just about 


equaled the debt reduction they had made over the past five years. They went to other 


banks for a loan, but no matter where they went, the story was approximately the same. 


The Smiths eventually agreed to the mortgage terms, but they were clearly unhappy. As it 


turned out, they were really unhappy, and after making only five mortgage payments, 


they stopped making payments altogether. 


 


Bennett Mortgage tried to work with them, but the Smiths refused to make any more 


payments, and so Bennett had to foreclose. This process took quite a while, almost a year. 


The Smiths stayed in the house throughout the foreclosure proceeding. When the 


foreclosure was done, Bennett Mortgage sent the sheriff out to the property with a court 


order, but the Smiths were already gone, having taken all their stuff and anything that 


they could unscrew, like the appliances and several light fixtures. 


 


A few months later, with Bennett in possession and having footed the cost for repairs, the 


house was ready to be sold. They found a potential buyer, the Kanes, who really liked the 


house and who eventually agreed to buy it. Although they could have gone to any lender, 


the Kanes came to see Bennett about a loan. Marcus Jacobson took the standard 


application. He asked them about their credit history, their capacity to make payments, 


and their collateral and/or security. He then asked about their down payment, their jobs 


and income, and how much they were paying for the property. They told him that Mr. 


Kane had been at his job for six years but that Mrs. Kane had just started a new job. 


When they got married, they had had a couple credit cards and "things hadn't worked out 
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very well" with their management of the cards. But that was a couple years ago, and they 


had sufficient income for the mortgage. The house was standard for the area in terms of 


price. 


After Marcus took their information, he told them that he would get information about 


their credit history and have the property appraised by a certified appraiser. He then let 


them know that if the loan was approved, he would be getting a title search done on the 


house. He ordered the credit history check and appraisal, and when he received the 


paperwork, sent it to Bennett's underwriter, Mark Alden. He studied the application and 


reports and found that the Kanes had a credit problem. They had a few negative marks 


because of their problems with credit cards, and the short time Mrs. Kane had spent at her 


job meant that the Kanes did not fit their best criteria for loan approval; therefore, if they 


wanted a mortgage, they would have to get either an FHA insured mortgage or buy 


private mortgage insurance (PMI). FHA loans had easier standards for loan approval, so 


Mark told the Kanes he would approve a loan if they went with an FHA loan. The Kanes 


agreed and were then approved for a loan. 


 


The next issue was to determine what kind of loan to give them. They had no idea what 


to get, so Marcus told them that, basically, there were two standard mortgage options and 


one out-of-theordinary option. There was a fixed-rate mortgage in which they would have 


the same payment for the life of the loan. They could also get an adjustable rate mortgage 


(ARM), and with this loan, their payment amount was likely to change every year. There 


was also a step mortgage where the payments started out small but then got bigger. With 


this loan, the payment can either "step" up once during the life of the mortgage or at 


several different times through the duration of the loan. 


 


They asked Marcus for a recommendation, and he told them that recently the bulk of the 


loans he made were fixed-rate mortgages because of the low rates. ARM loans were 


popular, too, but were more popular when rates were high. The reason for this is that its 


gives the buyer the promise of seeing loan payments actually goes down at a later date. 


The Kanes, unsure what to do, decided to contact family members, get their advice, and 


contact Marcus the next day with their choice. 


 


 


WITNESS 1 


 


Mark Alden, Loan Underwriter for Bennett Mortgage 


 


As a loan underwriter, I never meet the customer. You might say, I work in a name-filled, 


faceless environment. Anyway, I often have to determine the type of loan lenders qualify 


for. I'm working on the Kanes' case. What would you like to know? 


 


Relevant Facts 


Items: 


 The Kanes' credit history 


 Their capacity to pay back the loan 


 The collateral they have in case they default 
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Relevant Facts: 


I have not met the Kanes, but I know a lot about them in terms of their financial picture. I 


have to take the information that they give to the mortgage loan originator and see if it 


fits with my underwriting standards. As an employee of Bennett Mortgage, I am given a 


list of criteria by the company's loan committee. The most important criteria are about the 


past, present, and future. Past regards their credit history, present looks at their current 


ability to make the payments, and future takes into account collateral and what the bank 


could "get" if the Kanes defaulted or refused to make payments on their loan. Using these 


criteria, I run checks on applicants and determine whether the borrowers meet the 


conditions for procuring a loan. If a borrower meets all of the criteria, they get Bennett's 


best loan at the best rate. If they miss on some of the criteria, like the Kanes, then they get 


an insured mortgage. If they miss on too many criteria, they get turned down. 


 


The first thing that I checked was the credit report that came from the loan originator. It 


showed that the Kanes have kept current with payments on cars and a piano but that they 


had several delinquent credit card payments a couple years ago. They have to show "no 


delinquents" to get our best loan, so I knew that we were going to have to go FHA or 


PMI. I then looked to see whether they made enough money to be able to make the 


payments. My criteria call for a mortgage payment that would be at or below 35% of 


their take-home pay. Their application showed that their payment would be about 31% of 


their income, so that was no problem. I was concerned that Mrs. Kane had only been on 


the job for a very short time. Although this is not one of Bennett Mortgage's key criteria, 


I still had to have this reviewed by my managers. Since we had to go FHA or PMI 


anyway, it did not become an issue. 


 


I then looked at the collateral. The appraisal of the house came from a reputable company, 


but I now that these things are just educated "guesstimates" of value. I recently heard of a 


chalet-like lace on a lake that was appraised for a loan. A year later the owner could not 


sell it for 60% of hat appraised value. The loan was foreclosed, and the appraiser was in 


hot water. Here, I was familiar with the neighborhood. It was a good, solid, lower-end 


area for first time home buyers. Te value of the house was just slightly lower than what I 


would have expected for the area. I herd that it was a foreclosed property, so that might 


explain the value. Except for the slight problems with credit and time on the job, I 


thought that this would be a normal loan, so I approved it. 


 


Irrelevant Facts 


Items: 


 The Smiths' default and how the Kanes can avoid that same pitfall 


 The Kanes' inquiry about a Contract for Deed (CD) 


 Avoiding appraisals, credit history, collateral, and foreclosures: a CD 
 


Irrelevant Facts: 


My job as a mortgage underwriter is to look at the applicants and all elements of their 


proposed transaction and to make sure that my employer obtains the type of transaction 
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that is beneficial to the company. We have criteria that we follow in determining the right 


kind of customer to approve. 


 


The Kanes wanted to know about what happened with the Smiths and why their property 


was foreclosed on. I told them how the Smiths were unhappy with the CD because when 


they went to get a loan, the closing costs ate up all of the collateral they had built up. 


Otherwise, nothing special really happened. The Smiths stopped making payments, 


refused to work things out with Bennett Mortgage, and so we foreclosed. 


 


The Kanes then asked for more details about a CD despite the problems the Smiths had. 


From an ease of use standpoint, a CD would work great for Bennett Mortgage. With a 


CD we could skip half of our process. We would not need an appraisal because we 


already know the condition of the property and what the place is worth. We would have 


less concern for the credit history of the buyers because we are not really giving anything 


up except possession. We would stay the owners of the property and simply allow them 


to make payments to us. If they finished the contract, we would deed them the land. If 


they did not make all the payments, we would take the property back. The best part is if 


they fail to make the payments, the process for getting the property back is a fraction of 


the time and money of a foreclosure process. Yet while this is nice from our point of view, 


there are also some laws that prohibit lending institutions from holding much real estate 


other than their offices. That is why CDs are not available through regular lenders like us. 


 


 


WITNESS 2 


 


Chad Anoogha, Default Manager for Bennett Mortgage 


 


As a default manager, it's my job to keep my company's losses due to delinquencies to a 


minimum. I took care of many of the details on the Smith foreclosure. Which facts 


regarding foreclosures would you like to know? 


 


Relevant Facts 


Items: 


 The bank's role in foreclosure 


 Facts about the sheriff's auction 


 The borrower's role in a foreclosure 


 What role FHA and PMI play 
 


Relevant Facts: 


My job is to keep my company's risk exposure to a minimum. I am not involved in the 


credit history or financial capacity questions, just the collateral questions. As an example 


of what I do, we can look at the Kane house that was purchased after the Smith 


foreclosure. By the time I get a file on a mortgage, it is already past its prime. If the 


payments stop or slow down for some reason, the file lands in the hands of a loan-


servicing agent in our office. The loan agent calls the customer and discusses the loan 


issues and tries to see if anything can be done to save the loan. When they are convinced 
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that there are no further options, they send the file to me. I hire an attorney and proceed 


with getting the collateral. 


 


There are a couple of different ways to get a house back from a non-paying buyer, but the 


normal course is to file a complaint with the court stating that your are owed the funds. 


You then take all of your papers to the court to show the judge and prove you are not 


getting paid. The judge finds that the borrower is in default, owes you the money, and 


orders that the house be sold at public auction. The proceeds from the sale are given to 


the lender to satisfy the debt. This is one of the most common actions in the court system, 


occurring hundreds of times each year. When the judge orders that the house be sold that 


order goes to the sheriff. He holds an auction on the appointed day. I bid the amount of 


the debt still owed to us. It is nothing more and nothing less in the ordinary case. Ideally, 


it would be better for us if someone would show at the auction and bid the price of the 


house plus one dollar. That way, the loan would be satisfied, and we would not have to 


worry about dealing with the house. This rarely happens, though. After I get the house at 


auction, then comes the waiting time. I have to usually wait about six months before I can 


get the house. Our legal system gives the borrowers a great deal of time to try to get the 


money together to buy the house or to move out. 


 


Once the house is ours, we try to find a buyer. We go about this the normal way. We 


employ a real estate agent and pay a commission. We go through the normal waiting time 


for a buyer to find financing and then we have a closing. This all takes a great deal of 


time and money to make up for a bad loan, but the big problem for us is the possession 


time. We take a couple of months to try to work with the borrowers. It takes a couple 


months to work through the courts and get a court order for the sale. Then we have to 


wait months, required by law, to allow the borrower to find other financing. All this time 


the borrowers are living rent free and not keeping the place up as a normal owner would 


do. That is tough on us and is the reason why we have the buyers pay for mortgage 


insurance, either with FHA or PMI--so that we do not get burned on a loan. 


 


Irrelevant Facts 


Items: 


 The auction on the foreclosed property 


 Overage or shortage when reselling the foreclosed property 


 The condition of the house after foreclosure 


 How foreclosure works in contract for deeds 
 


Irrelevant Facts: 


By the time I get a file on a mortgage, it is already past its prime. Once a loan is made, 


the payments stop or slow down for some reason, the file lands in the hands of a loan 


servicing agent in our office. The loan agent calls the customer and discusses the loan 


issues and tries to see if anything can be done to save the loan. When they are convinced 


that there are no further options, they send the file to me. I hire an attorney and proceed 


with getting the collateral. 
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The house is sold at auction to satisfy the debt. It is sold for the best price for cash on that 


day. If the house sells for more than the amount of the loan, the excess goes to the 


borrower. So if the house sells for $87,500 but the loan was for only $85,000, the 


borrower gets the excess--$2,500. This is no problem at all. If we are fully satisfied, we 


do not care that the borrower gets some of the money back. It would be his only equity in 


the house. However, if there is a shortage, the lender gets a claim, called a deficiency 


claim, against the borrower. So if the house sells for only $82,500 that means that we 


would have a money judgment against the borrowers. If we can find that they have any 


money in a bank, or get a paycheck, or own other property, we can grab those assets to 


satisfy our claim. However, if the borrowers do not have enough money to keep their 


house, it is unlikely that they will have any real money stashed somewhere. They may 


come into some money at a later date, but for now they have nothing. In practice, there is 


no overage or shortage. 


 


When we get the place back, we get to deal with the condition of the house. Imagine that 


you are living in a house that is going to go to someone you do not like. You are unlikely 


to buy any paint for the place. No repairs will be done. When the old owners do 


eventually leave, they leave it a mess. I have gone into houses that have been foreclosed 


and found 24 mattresses and 17 car batteries. It seems like the borrowers had called their 


friends and had them bring over all of their otherwise undisposable trash to leave in the 


house. I had to have the junk hauled away. 


 


I know that it is not possible for my company, but I would sure prefer to have all of our 


lending be by contract for deed, otherwise called a land contract. We would keep the title 


to the property. We would go through a different procedure entirely for foreclosures. We 


would claim a breach in the contract and seek to cancel the contract. Once it is cancelled, 


the borrowers have no rights and can be removed from the house by the sheriff. This 


whole process varies from state to state, but the normal time from default to regaining 


possession can be as little as 60 days rather than the 12 months it takes to foreclose on a 


standard loan. Though even with the shorter time period, we are likely to get a place in 


bad need of cleaning and repair. It is best to make a good loan in the beginning, if 


possible. 


 


 


 


WITNESS 3 


 


Daniel Lenihan, Mortgage Associates Office Manager 


 


The company I work with is more a mortgage broker than a mortgage company. We find 


borrowers for the actual mortgage company. We're handling the Kanes' case, and I've 


considered their situation from every angle. What information would you like to get a 


hold of? 


 


Relevant Facts 


Items: 
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 What do I do with "risky" borrowers? 


 FHA's role in certain loans 


 PMI and how it figures into the transaction 
 


Relevant Facts: 


While we are a mortgage company, we are really more of a mortgage broker. We do not 


have any money of our own that we lend out. Instead, we find investors who want to lend 


out their money but do not want to hassle with finding borrowers. We make a deal with 


them. They tell us what types of loans they want to make, we set up criteria that defines 


their lending plans, and then we send our people out to try and find borrowers. 


 


When we do find borrowers and take an application that is satisfactory, we call the 


investor. He prepares a check and sends it to us. We then prepare all of the other papers 


and arrange for the closing. After the closing, we keep all of the papers and collect all of 


the payments. We take out our portion, according to our fee schedule, and send the rest to 


the investor. Our investor for this company is a commercial bank, but there are several 


investors around. 


 


In the past, when we would make loans, we would try to determine whether the borrower 


would be a good risk. The better the risk, the lower the required return for us. If they 


were a good risk because they had good credit, capacity, and collateral, we gave them a 


good rate. We knew we had to give them a good rate because otherwise they would go 


elsewhere for their loan. If they were less than a perfect risk, we gave them a higher rate. 


If they were a bad risk, either we gave them a very high interest rate or rejected their loan 


application. Higher risk required higher return. However, now that program is different. 


We no longer rate the risk factors. Now, if a borrower does not fit our risk pattern, like 


the Kanes here, we simply do not make the loan or we recommend a program that will 


help them get the loan and help cover our backs in case they default.  


 


There is a program for nearly every type of risk. The most common is the FHA program. 


With this program, the federal government in effect becomes a co-signer on your loan. If 


you default on your mortgage, the lender calls the FHA and tells them, and the FHA pays 


the lender. So the lender does not suffer a loss and then the FHA comes after you 


regarding the defaulted mortgage. The FHA is now owned by stock holders, like a regular 


company, but it performs the same actions as it did when it was a government program. 


 


You can also get something called Private Mortgage Insurance (PMI), which works just 


like FHA. The PMI Company agrees to make sure that the lender does not suffer a loss if 


you default. For both FHA and PMI, you pay a fee for these programs, but often it is 


necessary to do so in order to get a loan at all. The difference between FHA and PMI is 


that the federal government is still involved with FHA and has certain requirements. FHA 


can only lend in a certain fashion and only up to a certain dollar figure. PMI has no such 


limitations and can devise any programs they want. In the matter of the Kanes, they did 


not fit our criteria for a loan, but they did fit the criteria for an FHA loan or a PMI loan. 


Since the PMI loan cost more, they went with FHA. 
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Irrelevant Facts 


Items: 


 Information on the second mortgage market 


 Facts about Fannie Mae, Ginnie Mae, and Freddie Mac 
 


Irrelevant Facts: 


While we are a mortgage company, we are really more of a mortgage broker. We do not 


have any money of our own that we lend out. Instead, we find investors who want to lend 


out their money but do not want to hassle with finding borrowers. We make a deal with 


them. They tell us what types of loans they want to make, we set up criteria that defines 


their lending plans, and then we send our people out to try and find borrowers. 


Our investors are very fluid in their approach to lending. That is because we have a well 


developed second mortgage market in this country. Most people think of a second 


mortgage market as being a market for second mortgages, or mortgages taken out after 


the first mortgage, but that is not the case. The second mortgage market is a national 


market that is established to trade mortgage loans like baseball cards. 


 


To participate in the second mortgage market, the lender or investor has to make a certain 


type of loan. The federal government that sets guidelines for different types of loans 


determines the type of loan. The loans are rated and categorized so that any buyer will 


know, within parameters, what they are getting. To aid in this program--get ready for the 


alphabet soup--the federal government set up Fannie Mae, the FNMA, or the Federal 


National Mortgage Corporation. Lenders who had a lot of loans but no ready cash could 


sell their FHA mortgages to Fannie Mae, get money, and then lend again.  


 


Lenders all over the country, even in places where there are few banks, could get loans at 


reasonable rates. This program proved so successful that it was sold to investors and is 


now on the stock exchange as a private company. After Fannie Mae went public, it 


changed its program. Now that it was a "for profit" business and not run by the 


government, it no longer made below-market loans to lower-income borrowers. To fill 


this void, the federal government came up with another program, Ginnie Mae (GNMA), 


or Government National Mortgage Association. This program allows loan originators to 


make low interest FHA loans, then sell them for full price, to Ginnie Mae. The federal 


government pays the shortage. This program has not been sold to investors, and it is not 


likely that it ever will. Who would want to invest in a business that was created to lose 


money? 


 


At this point, all of the FHA loans are covered. But what about the good loans that did 


not need FHA insurance? These loans, called conventional loans, had no second 


mortgage market set up by the government. Of course, individual investors arranged for 


sales to each other, but they needed a national market. The federal government set up 


Freddie Mac (FHLMC), or the Federal Home Loan Mortgage Corporation. This program 


set out to standardize conventional mortgages, so they could all look the same and be 


traded nationally. Freddie Mac would buy the conventional mortgages and pay the loan 


originators so that they could lend again. Freddie Mac is now a private corporation 


owned by investors and is on the stock exchange. 
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WITNESS 4 


 


Mark and April Kane, Home Buyers: 


We had to decide upon a loan, but my, were there many things to consider. Loans, 


closing costs, the closing--let's just say that there's a lot to consider. We can fill you in on 


some of these details, but you have to let us know which ones you'd like to hear about. 


 


Relevant Facts 


Items: 


 ARM loans: the plusses and minuses 


 Points and how they work into loans--and would we be smart to pay them 


 Step mortgages 
 


Relevant Facts: 


We had never purchased any real estate before this house. We have been involved with 


credit in the past, so in general terms, we knew what was involved in borrowing money; 


however, we were still surprised by the amount of information that would be needed. 


Also, we were unprepared for the closing costs. It seemed like we were charged for 


everything we did. 


 


We also had to pick between mortgages. We picked a fixed rate mortgage, but we could 


have had an adjustable rate mortgage (ARM). These are tricky things, and they all come 


down to how much you like to bet. The way an ARM works is that you look at some 


financial rate that is published regularly. Our lender picked the rate that is charged for 


treasury bills, which can be found in the newspaper every day. The lender then adds two 


percentage points to that rate to come up with the loan rate. If the treasury rate is 4%, 


then our loan rate would be 6%, and so on. 


 


The problem here is what happens when the treasury rate goes up to 12%. We would be 


at 14% for our loan. The lender only looks at the rate once a year, so if the interest is 4% 


in January when we close, then goes up to 12% in July, then back to 5% the next January, 


we only pay a new rate of 5% plus 2%, or 7%. We never have to pay 14% in that year. 


Yet this seemed risky to us, and since we knew if our interest rate went up to 14%, we 


wouldn't be able to afford our payments, we decided against the ARM. 


 


We were also offered an opportunity to pay points. This was totally foreign to us. The 


idea was that we could pay a certain amount of extra cash up front, and by doing this, we 


would get a lower interest rate. On the surface, it looked good, but then we thought, if the 


lender would give us this loan, the lender's return must be equal to our upfront cash. 


Otherwise, why would they give us this choice? And if this wasn't the case, then we 


would have to estimate how long we would have to live in the house to recover the up-


front cash. It turned out that it would take us 13 years to recover the points money by 


having slightly lower payments. Since we planned to move in 6-8 years, it was not worth 


it, so we passed on the points. 
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The last option we had was for a step mortgage. Although the loan originator said that he 


had never made a loan like that, we could see the benefit. Smaller payments now and 


bigger payments later, when we would most likely be making more money, was an 


attractive option. We thought about this type of loan for a long time, especially since 


April had considered going back to school instead of getting a new job. In this case, our 


income would have been low while April was at school but would increase greatly when 


she finally got my degree. However, when April decided not to go back to school right 


away, we figured we'd rather get as much money going against the house's principal as 


we could. 


 


Irrelevant Facts 


Items: 


 What we've learned about the loan note and mortgage 


 What the lender told us about amortized loans 


 Prepayment penalties in regards to home loans 
 


Irrelevant Facts: 


We had never purchased any real estate before this house. We have been involved with 


credit in the past, so in general terms, we knew what was involved in borrowing money; 


however, we were still surprised by the amount of information that would be needed. 


Also, we were unprepared for the closing costs. It seemed like we were charged for 


everything we did. 


 


When we went through our closing, there were about 50 places for us to sign documents, 


but we learned that the two most important ones were the Note and the Mortgage. The 


note is the agreement between the lender and us. It spells out the amount of the loan, the 


payment amounts, the payment due dates, the late fees, and other elements of the loan. 


This document is like any other note that we have ever signed, like when we bought a car 


or our Baby Grand piano. This was our agreement to borrow the money and to pay it 


back. 


 


The mortgage is the agreement that states that if we do not pay the money back, they can 


come and take the house by foreclosure. The difference between the note and the 


mortgage is that the note is just between the lender and us. It does not get filed anywhere. 


The mortgage, however, is filed with the county and lets everybody know that we have a 


lien on the house. If we ever tried to sell the house and keep all of the money, we would 


be found out because the mortgage is filed. 


 


We learned that the lender cannot enforce the debt by using the mortgage without the 


note, and the note itself is not enough to take the house if we default. A lender in real 


estate needs such note. We also learned about amortization. When we make payments on 


our mortgage, some of the payment goes to interest and some goes against the whole 


principal balance. As we make more payments, the principal balance goes down, and we 


pay less interest. In 30 years, we will have paid off the entire principal, and we will own 
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the house totally. We do not expect to stay in the house that long, but it is good to 


understand the concept. 


 


Since we do not plan on staying in this house forever, we expect to pay off the mortgage 


balance when we sell in maybe six or eight years. We never thought about this, but the 


note says we will make payments for 30 years. What if the lender did not want to take the 


payoff when we sold the house? Maybe interest rates had gone down or something. And 


what if the lender wanted extra money for taking a payoff early? We asked about this 


issue and found out that in our state, there is no prohibition for prepaying a mortgage debt, 


nor is there a penalty for prepayment. We never would have thought of it, but we were 


lucky this time. 


 


 


 


HANDLING THE CASE 


(Answer the following 10 questions and provide comments) 


 


1. What are the three issues that the underwriter must determine in order to make a 


decision about whether to make a loan? 


A. Credit, capacity, collateral 


B. Income, title, interest rate 


C. Location, appraisal, credit 


D. Criteria, location, ability 


 


 


2. A loan underwriter's job is to determine whether a loan application can be approved or 


must be denied. Where does he fit among the lending professionals? 


A. He meets the public and takes applications. 


B. He determines the value of property by comparing one piece of land to another. 


C. He determines what kinds of loans his company will make and sets the criteria. 


D. He gets mortgage applications from the loan originator and applies rules given him 


by a lender. 


 


3. The seller of the property to the Kanes was a mortgage company instead of a person. 


Why did the mortgage company sell the property instead of the people living there? 


A. This is an added service of the mortgage bank. 


B. The former owners defaulted so the mortgage company foreclosed, became the 


owner, and sold it. 


C. Only mortgage companies and other qualified lending organizations can employ 


real estate agents to sell land. 


D. The bank used the house as their place of operation before they moved to a larger 


building. 


 


4. Who had possession of the property after the Smiths defaulted on their mortgage but 


before the foreclosure was complete? 


A. The sheriff, for the benefit of the mortgage company 
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B. No one had possession. 


C. The mortgage company 


D. The Smiths 


 


5. How does the foreclosure proceeding help a lender get its money back? 


A. The court orders the subject property sold at auction. The cash from the sale is 


given to the lender. The lender can also buy the house for the amount of the debt. 


B. The court orders the borrower to pay the lender and gives a judgment so that the 


lender can attach the assets of the borrower. 


C. The borrower is required to give up possession of the property so that the lender can 


rent out the property and have the rental payments satisfy the mortgage. 


D. It requires the borrower to find another lending institution, other than the current 


lender, in order to get a second mortgage to satisfy the first. 


 


6. There are two different programs that act as co-signers for mortgage loans for a fee. 


The two largest programs are the FHA, or Federal Housing Administration, and PMI, 


or Private Mortgage Insurance. How are they different? 


A. FHA is a governmental program that is run by the Housing and Urban 


Development Department (HUD) of the federal government, and PMI is not. 


B. FHA is a national corporation that has significant limitations on the types of loans it 


can insure, whereas PMI is issued by smaller companies and has significantly fewer 


limitations. 


C. FHA mortgage programs are more expensive than the PMI programs, but PMI is 


available in more areas, due to the smaller sizes of the companies that offer the 


programs. 


D. FHA programs are intended to protect lenders when large loans are concerned 


whereas PMI is based on smaller loans. 


 


7. Of all the government programs available that deal with home mortgages, what 


government program helped the Kanes the most in making this mortgage? 


A. FNMA 


B. GNMA 


C. FHLMC 


D. FHA 


 


8. The mortgage loan that is made here is made by a business that does not lend its own 


money or continue to service the debt after the loan is made. This type of mortgage 


business is called 


A. mortgage brokering. 


B. a mortgage agency. 


C. a commercial bank. 


D. a credit union. 


 


9. The Kanes were offered an opportunity to pay points, which would buy down their 


interest rate. What are points? 
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A. They were on the Kane's credit report, and showed a couple of "points" were they 


could have paid their bills better. If they had paid off these debts, or erased these 


points, they could get a better rate. 


B. Mortgage applications apply grades to certain items of the borrowers' situation, 


which are then given "points" for good grades. The lender accepts payment to 


reduce the importance of bad points, so that risk appears lower and worthy of a 


lower interest rate. 


C. One "point" is one percentage of the mortgage debt. For that amount in cash up 


front, the lender will give the borrower a lower interest rate. 


D. Points are percentage "points" of the debt that would be owed. If the Kanes paid a 


couple more points, by way of a larger down payment, the total amount of their debt 


would be lower, as would the amount they would have to pay back. 


 


10. The buyers are getting a listing that will tell them how much they will be paying in 


interest and principal with each payment. That listing is called 


A. the escrow. 


B. an amortization schedule. 


C. a coupon book. 


D. a default schedule. 


 


 


CASE CONCLUSION 


(Choose one witness role and make a concluding remark) 


 


The mortgage market has many facets that are necessary to make it a complete market. 


The Kanes' case demonstrates the level of complexity that is involved in taking out a loan. 


At one time, this process may have consisted of little more than an exchange of money 


for a commitment to repay, but today it is much more complicated. Applications are 


lengthy and include several reports from other entities, like a credit report, an appraisal, 


and a title review of the property, all of which are done before the loan is even made. 


Once the application and the reports are completed, the process continues but with other 


parties who apply the information to a set of criteria that make up the lending standards 


for the specific lender. 


 


Generally, a borrower will qualify for a certain type of loan or several types of loans. It is 


then up to the borrower to pick the program of his or her choice. Sometimes, the 


borrower will not qualify for a loan, as is the case with the Kanes, and will not be leant 


the money unless they get insurance on their loan. They can choose between an FHA or 


PMI mortgage. Oftentimes, the borrower takes out either a fixed-rate mortgage or an 


adjustable rate mortgage (ARM) when needing loan insurance. 


 


After the loan is made, the lender, or loan originator, who could be just a mortgage 


broker, seeks to recover the funds that were committed in the mortgage so that the lender 


can go back into the market and make more loans. The second mortgage market does 


this--buys loans so originators can free up funds to make more loans. In most cases, 


including the Kanes', the borrower does not have to consider this market. It's the engine 
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that makes many home loans possible, but from a borrower’s perspective, this part of the 


process remains in the background. 


 


If there is a default on a loan, a foreclosure will occur when the default is left uncured. 


The foreclosure process is a long one and often does not result in the lender obtaining 


satisfactory compensation from the defaulting borrowers. The lender must sell the 


property in an attempt to minimize its losses. In this case, the Smiths had defaulted on 


their loan, and the mortgage company had to pay for repairs to the house, pay a broker to 


list the house, and further, they lost money because they received no interest on this loan 


for a full year. Because of this, lenders are careful when giving out loans. 
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