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PROCESSING, UNDERWRITING, FUNDING,
CLOSING & SERVICING

LESSON TWELVE




STUDENT LEARNING OUTCOMES (SLOS):
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Delineate information sought by lenders on a typical real estate
loan application.

Cite the principal characteristics of the Equal Credit Opportunity
Act.

Differentiate between the Verification of Employment and
Verification of Deposit forms, and explain their use in the
processing of a loan.

Briefly describe the steps involved in final loan approval.

Describe the role of the Real Estate Settlement Procedures Act in
real estate lending.

Define Truth-in-Lending and its relationship to APR.

Differentiate between prepayment privileges and prepayment
penalties.



. THE SECONDARY MARKET AND LOAN SERVICING

x Most loans are sold on the secondary market
after the lender completes the loan

x Purchaser-investors: Freddie Mac and Fannie
Mae




Most originating
lenders do not keep
the loans they
originate in their own
loan portfolios.

oans are funded and
closed by the loan
originator then sold
on the Secondary
Market to investors.

The borrower usually
sends the monthly
payment to a Loan
Servicing firm.

The originating lender may retain the loan servicing

or it may be handled through a company that
specializes in such services. The borrower must
be notified in writing:

where is the payment to be made?

who is the loan service provider?

The Loan Servicing firm collects the payment and

allocates the funds to:

- pay the property taxes,

- pay various insurance policies (including
mortgage insurance),

- maintain borrower records of payment history,
- correspond with the borrower when warranted
- process default request information

- notify and work with the trustee or court in
event of a foreclosure procedure.

. LOAN SERVICING



1. HOW DO LENDERS PROCESS LOANS?

A. What is the Qualifying Procedure?

1. Collateral
2. Terms
3. Appraisal
8. Loan Application
1. Uniformity

2. Information

a. a. Employment
b. Income

c. Assets

d. Debts

e. Credit history




LENDER LOAN PROCESSING

x C. Completing the Application
1. Thoroughness

2. Execution
a.  Additional information
b.  Uninformed applicant
c. Supporting documents
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D. THE EQUAL CREDIT OPPORTUNITY ACT

(ECOA)
Purpose

To provide everyone with equal access to credit

Prohibits discrimination based on sex, marital status, race,
color, national origin, religion, age or receipt of public
assistance

Marital status
ECOA defines unmarried as single, divorced, or widowed

Support payments

May not ask about receiving spousal/child support or separate
maintenance payment

May ask about obligation to pay support

Children
May ask expenses related to dependants

Action
Source of Income




E. THE APPLICATION PROCESS

1. Verification of
employment

2. Verification of
banking accounts

3. Credit report

4. Telephonic
verification




F. 3. CONTENTS OF A LOAN PACKAGE

APPRAISAL REPORT

B O R R O WECQRN ABPLICATION

VERI FI CATI ON OF BORROWERG6S EMPLOYMEN
VERI FI CATI ON OF BORROWERGS BANKI NG A
CREDIT REPORT

PURCHASE AGREEMENT & RECEIPT FOR DEPOSIT

ESCROW INSTRUCTIONS

PRELIMINARY TITLE REPORT

OTHER SUPPORTING DOCUMENTATION



G. HOW IS A LOAN APPROVED?

1. Conventional lender
a. Underwriters
h. Loan committee

2. FHA and DVA
. NonnDVA OAuUt

1) Underwriting process

2)  Loan examiner

h. DV Autamatico




I1l. THE REAL ESTATE SETTLEMENT
PROCEDURES ACT (RESPA)

1. Purpose
Reduce and standardize settlement costs
Aid buyers in making informed decisions

2. Provisions
1. Settlement statement
>. Esti mated charged GFB0 0
3. Prohibitions
4. Coverage

5. Administration



I\V. THE FAIR CREDIT REPORTING ACT
(ECRA)

A. Who and What is impacted by FCRA?
All credit reporting agencies
B. What are the type of credit reporting agencies?
1. Credit bureau
2. Investigative reporting agency
c. How long are credit files kept

A. [ years on everything except bankruptcy
8. Bankruptcy stays on file for 10 years



Application for
Credit 1s Denied?

1. Lender

2. Reporting
Agency

3. Error on credit
report




V. LOAN CLOSING

A. Who Is Responsible for Closing the Loan?
Independent third party: escrow or title company

B. Who Else Is Involved?
_ender, borrower, seller, broker

c. When Do | Get My Money?
After the instructions are complied with
After documents recorded
After close of escrow




VI. LOAN DOCUMENTS

A. Role of the Preliminary Title Report

B. Documents Prepared by the lender

1. Promissory Note.

2. Deed of Trust.

3. Regulation Z Disclosure Statement with  Annual
Percentage Rate (APR).

4. Escrow instructions
5. Rescission statement, if a refinance transactions.

c. Loan documents are held by the lender




Vil. TRUTH IN LENDING (TIL)

A. The purpose of TIL
8. What is the APR?

c. How is Effective Rate computed?

D. How do prepaid finance charges impact the
APR?

1. Federal Reserve Board tables
2. Elements of prepaid finance charges

E. Rescission Rights for refinance ONLY.




NON-RECURRING CLOSING COSTS
(ONE TIME EXPENSES)

LOAN ORIGINATION FEE

TITLE POLICY

ESCROW FEE

CREDIT REPORT

APPRAISAL

TAX SERVICE

NOTARY FEE

RECORDING FEE

PEST CONTROL INSPECTION FEE
10. DOCUMENT PREPARATION FEE
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RECURRING CLOSING COSTS
(THESE ARE REPEAT PAYMENTS)

TAX RESERVE (Impound account)

TAX PRORATION

HAZARD INSURANCE RESERVE

HAZARD INSURANCE PREMIUM

PREPAID INTEREST

PRIVATE MORTGAGE INSURANCE RESERVE
PRIVATE MORTGAGE INSURANCE PREMIUM




IX. LOAN SERVICING ADMINISTRATION

A. Loan payments
1. Monthly billing method
2. Coupon method
3. Automatic payment

B. Late payment fee
1. FHA 0 2% of monthly payment 0 15 days
2. DVA 0 4% of monthly payment 8 15 days
3. Cal-Vet-$10 0 10 days
A

Conventional 0 6% of principal & interest installment
with $5 minimum 6 10 days




LOAN ADMINISTRATION

c. Prepayment
1. Privilege
2. Penalty
3. FHA and DVA
4. Cal-Vet

D. Loan Assumption

1.
2.
3.

Occurrence
Formalities

Alienation
clause

Subject to
Note provisions



