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In tro d u ctio n  

 
 T h e re  h as  b een  w id esp read  ce leb ra t io n  d u r in g  th e  p as t d ecad e  

a s  w e  h ave  w a tch ed  th e  n u m b er o f firs t- t im e  an d  m in o r ity  

h o m eb u ye rs  in c rease .  L en d e rs , a s  w e ll a s  a lm o s t eve ry  o th e r  

ca teg o ry  o f s e rv ice  p ro v id e rs  re la ted  to  h o u s in g , h ave  b een  

p leased  to  see  th e  “A m erican  D ream ” b eco m e  a  rea lity  fo r  so  

m an y  p eo p le  w h o  co u ld  n o t o ve rco m e  th e  h u rd les  o n ly  a  sh o rt 

w h ile  ag o .   In d ian a  h as  b een  am o n g  th e  lead e rs  in  th e  n a tio n  

in  n ew  h o m e  s ta rts , w h ile  th e  n u m b er o f m in o r ity  b u ye rs  h as  

c lim b ed  d ram a tica lly .  T h o se  rep o rts  a re  p o s it ive  an d  

co m p e llin g .  T h ey  a re  cau se  fo r  ce leb ra t io n . 
   

U n fo rtu n a te ly , w e  h ave  n o t fo cu sed  o n  seve ra l im p o rtan t 

q u es tio n s .  Is  th e  h o m eb u ye r read y  to  h an d le  o w n ersh ip ?  A re  

th e  lo an  te rm s  reaso n ab le  fo r  th e ir  in co m e  an d  s itu a t io n ?  

W h a t a re  th e  lo n g - te rm  co s ts , im p lic a t io n s , an d  p o ss ib le  p it-

fa lls  o f th is  p u rch ase ?  W ill th e  h o m eb u ye r b e  b e tte r  o ff o r  

w o rse  in  th ree  to  five  yea rs ?  O ften  h o m eb u ye rs  d o n ’t  h ave  

en o u g h  k n o w led g e , in  th is  a rea , to  an sw er th ese  q u es tio n s  an d  

th e  rea l e s ta te  p ro fess io n a ls  a s so c ia ted  w ith  th e  tran sac t io n  

h ave  a  ves ted  in te res t in  n o t ra is in g  th e  d is cu ss io n .   
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M iss io n  S ta tem en t 
 

H o m e  O w n e rsh ip  M a tte rs  is  co m m itte d  to  

 
E d u ca te :    b y  p ro v id in g  co n su m ers  w ith  b as ic  k n o w -         

led g e  co n ce rn in g  th e ir r ig h ts  an d  th e  

cu rren t law s  g o ve rn in g  len d in g  an d  

re f in an c in g .  

                                                                
E m p o w e r:  b y  p ro v id in g  reso u rces  w h ich  co n su m ers   

                 can  u se  to  g a in  k n o w led g e  f irs t to  a vo id  

p red a to ry  len d in g  p ra c tices  o r d ire c tio n  fo r 

in te rven tio n , if  th ey  b e lie ve  th ey  h ave  b een  

a  v ic tim  o f p red a to ry  len d in g . 

 
E n co u ra g e : b y  ra is in g  aw a ren ess  am o n g  co n su m ers  

th a t it  is  th e  C O N SU M ER  w h o  u lt im a te ly  h as     

th e  p o w er to  ch an g e  o u r cu rren t s itu a tio n ; 

an d  b y  im p lo rin g  co n su m ers  to  sh a re  

k n o w led g e , to  h e lp  o th e rs  a vo id  f in an c ia l 

d iff icu lt, an d  a id  th o se  a lread y  in  n eed . 
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Open Appeal to  
Real Estate, Lending and Housing 

Professionals 
 

 I h ave  p rep a red  th is  g u id e  to  h e lp  b o th  co n su m ers  an d  

p ro fess io n a ls  b e tte r  u n d e rs tan d  th e  cau ses  an d  co n seq u en ces  

o f p red a to ry  len d in g .  I h o p e  b y  sh a r in g  a  n u m b er o f c a se  

s tu d ies  th a t w e  can  a ll s ee  h o w  p eo p le  a re  lu red  in to  p red a to ry  

len d in g  s itu a t io n s  an d  th e  n eg a tive  im p ac t o n  th e ir  lives  a s  a  

re su lt . 

 I b e lie ve  th e  so lu t io n  to  s lo w in g  th e  sp read  o f su ch  

p rac t ic es  is  p r im a rily  tw o - fo ld : ed u ca tio n  an d  rev is ed  

leg is la t io n  w ith  su b seq u en t en fo rcem en t.  M y  p e rso n a l 

ch a llen g e  is  to  im p lem en t g ra ss ro o ts  ed u ca tio n , g ro u p  b y  

g ro u p .  I le a ve  to  o th e rs  th e  leg a l an d  en fo rcem en t p iece .  If 

yo u  a re  in  an y  w ay  a s so c ia ted  w ith  th e  h o u s in g  p ro fess io n : a s  

a  R EA LT O R ® , b ro k e r, len d e r, co u n se lo r , fu n d e r, ap p ra is e r , 

reg u la to r , o r  o th e rs  Y O U  N EED  T O  G ET  IN V O LV ED !  T o  d o  

n o th in g  w ill in su re  th a t th e  w ild fire  o f p red a to ry  len d in g  

co n tin u es  to  sp read .  W e  a re  a t th e  fo re fro n t o f a  h o u s in g  

c r is is , w h ich  h as  d eep  eco n o m ic  im p lic a t io n s  fo r  o u r s ta te .  I 

c an n o t te ll yo u  w h a t yo u r ro le  is : O N LY  th a t yo u  h ave  o n e .  W ill 

yo u  b e  p a rt  o f th e  so lu t io n  o r  w ill yo u  w a it  u n til th e  c r is is  is  fu ll 

b lo w n  an d  w o n d er w h y  “so m eo n e ” d id n ’t  d o  so m eth in g ?  A ll o f 

u s  a re  b e in g  im p ac ted  d irec t ly  o r  th ro u g h  o u r ch ild ren  w h o  a re  

firs t  t im e  b u ye rs , o u r p a ren ts  w h o  a re  e ld e r ly  an d  re t ired , o u r 

co - w o rk e rs , an d  o th e rs .  It  is  “O U R ” p ro b lem .  W e  sh o u ld  w o rk  

to g e th e r fo r  “O U R ” s ak es . 
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A re  W e  B e in g  A cco u n tab le ?  

 
 Iro n ica lly , th e  fa c to rs , w h ich  led  to  su ch  la rg e  n u m b ers  o f 

b u ye rs  an d  so  m u ch  p r id e , h ave  a lso  co n tr ib u ted  to  In d ian a  

b e in g  n u m b er o n e  in  fo rec lo su res  n a tio n a lly  d u r in g  2 0 0 1 .  

In d ica t io n s  a re  th a t th e  s ta te  w ill re ta in  th e  d u b io u s  t it le  d u r in g  

2 0 0 2 .  S im u ltan eo u s ly , p red a to ry  len d in g  h as  seen  a  d ram a tic  

in c rease  w ith in  th e  s ta te . 

 T h e  tw o  fa c to rs  a re  c lo se ly  re la ted  an d  b ecau se  p red a to ry  

len d in g  h as  fo rec lo su re  a s  o n e  o f its  “s id e  e ffe c ts ,”  o n e  sh o u ld  

n o t b e  a t a ll su rp r is ed  th a t b o th  ra tes  a re  h ig h .  W h en  D av id  

Be rso n , e co n o m ic  fo recas te r  fo r  Fan n ie  M ae , v is ited  th e  s ta te  

ea r ly  in  2 0 0 2 , h e  s ta ted  th a t h e  w as  b a ffled  b y  th e  a la rm in g  

r is e  in  fo rec lo su res  in  In d ian a , w h en  th e  eco n o m y w as  im -

p ro v in g .  Po s it ive  rep o rts  an d  n a tio n a l a ve rag es  a re  n o  co n -

so la t io n  to  th e  In d ian ap o lis  fam ilie s  w h o  h ave  lo s t th e ir  h o m es , 

th e ir  h o p es , an d  th e ir  d ream  o f a  b e tte r  life . 

 I am  n o t im p ly in g  th a t m o s t p ro fess io n a ls  a re  g u ilty  o f 

an y  w ro n g d o in g .  Q u ite  th e  co n tra ry , th e re  is  an  im p lic it  fid u -

c ia ry  resp o n s ib ility  u n d e r w h ich  so m e  p ro fess io n a ls  a re  

req u ired  an d  ex p ec ted  to  o p e ra te .  T h e re  is  “ im p lied ” a cco u n t-

ab ility  fo r  a ll p ro fes s io n a ls  to  lo o k  o u t fo r  th e  b es t in te res t o f 

th e  co n su m ers  th ey  se rve . 
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Who Gets Hurt By Predatory Lending? 
 
 E ven  if yo u  a re  b les sed  n o t to  b e  in  o n e  o f th e  “ta rg e ted ” 

ca teg o r ie s , a ll o f u s , a s  res id en ts  o f th is  S ta te , a re  b e in g  d i-

rec t ly  im p ac ted  b y  th e  resu lts  o f p red a to ry  len d in g .  P red a to ry  

len d in g  p rac t ic es  a re  sp ec ific  a c t io n s  tak en  ag a in s t sp ec ific  

in d iv id u a ls  in  th e ir  p u rch ase  o r  re fin an c in g  o f a  h o m e .  Even  if 

yo u  a re  s a vvy  en o u g h  to  a vo id  h ig h  in te res t ra tes  an d  ex o rb i-

tan t c lo s in g  fees  yo u  a re  im p ac ted  b y  d ec lin in g  p ro p e rty  va lu es  

th ro u g h o u t m an y  su b d iv is io n s  an d  c it ie s . 

  

T h e  m an y  m eth o d s  an d  p rac t ic es  o f p red a to ry  len d in g  a re  

n o w  so  w id esp read  th a t th ey  to u ch  A LL  R A C ES , A LL  N E IG H BO R -

H O O D S , A LL  A G ES , an d  A LL  PR IC E  R A N G ES .  N o n e  o f u s , n o  

m a tte r  w h e re  w e  live , n o  m a tte r  th a t yo u  h aven ’t  tak en  o u t a  

m o rtg ag e  in  2 2  yea rs , N O N E  O F  U S , c an  es cap e  th e  im p ac t o n  

o u r c it ie s  an d  s ta te .  
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           Understanding Subprime and Predatory Lending 
 
 T h e re  h a s  b e e n  a n  e x p lo s io n  o f p re d a to ry  le n d in g  ca se s  d u rin g  th e  

p a st five  to  se ve n  ye a rs .  T h e  re su lt  h a s  b e e n  m a n y  p e o p le  lo s in g  th e ir 

h o m e s to  fo re c lo su re , w ith  m o rtg a g e  p a ym e n ts  a s  h ig h  a s  6 0 - 7 0 %  o f 

th e ir m o n th ly  in co m e .  (S ta n d a rd  b a n k in g  g u id e lin e s  in d ica te  a  h o u s in g  

p a ym e n t o f 2 5 %  o f m o n th ly  in co m e  is  re a so n a b le  a n d  co m fo rta b le  fo r 

m o st p e o p le .) 

 P re d a to ry  le n d in g  is  a  se rio u s  p ro b le m  co stin g  ta rg e te d   co m m u n -

it ie s  a n  e st im a te d  $ 9 .1  b illio n  a n n u a lly , a c co rd in g  to  o n e  so u rce .  T h e  

Fe d e ra l R e se rve  B a n k  o f S a in t Lo u is  p u b lish e d  a n  in  d e p th  s to ry  o n  

p re d a to ry  le n d in g  in  a  sp e c ia l issu e  o f B R ID G ES , su m m e r 2 0 0 1 .  A cco rd -

in g  to  th is  s to ry , co n ve n tio n a l lo a n s  to  lo w - in co m e  b u ye rs  in c re a se d  7 5 %  

b e tw e e n  1 9 9 3  a n d  1 9 9 8 .  M in o rity  b u ye rs , in  p a rt icu la r, in c re a se d  a t a  

p ro n o u n ce d  ra te , w ith  B la ck s  se e in g  9 5 %  g ro w th , a n d  H isp a n ic s  7 8 %  

g ro w th . 

 

 T h e  fo llo w in g  is  e x ce rp te d  fro m  a  sp e e ch  m a d e  b y  Fe d e ra l R e se rve  

G o ve rn o r Ed w a rd  M . G ra m lich  in  P h ila d e lp h ia  la s t D e ce m b e r 6 , a t  a  

co n fe re n ce  o n  p re d a to ry  le n d in g . 

 
 Among the complex issues that surround predatory 
lending is the overgeneralization that sometimes occurs 
when the terms “subprime lending” and “predatory lending” 
are equated.  It is important that the distinction between 
the generally beneficial subprime market and destructive 
predatory lending be kept clear.   
 One of the welcome developments in recent years is the 
expansion of the home mortgage market to all socioeconomic 
classes.  Studies of data submitted under the Home Mortgage 
Disclosure Act (HMDA) have shown that lower-income and 
minority consumers, who have traditionally had difficulty 
in getting mortgage credit, have been granted loans at 
record levels.  Specifically, conventional home-purchase 
mortgage lending to low-income borrowers increased nearly 
75 percent between 1993 and 1998, compared with a 52 
percent rise for upper-income borrowers.  Also during this 
time, conventional mortgages to African-Americans increased 
95 percent and to Hispanics, 78 percent, compared with a 40 
percent increase in all conventional borrowing. 
 Much of this increased lending can be attributed to 
the development of the subprime mortgage market.  This 
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rapid growth has given access to credit to consumers who 
have difficulty in meeting the underwriting criteria of 
“prime” lenders because of blemished credit histories or 
other aspects of their profile. 
 But along with this positive development have come in-
creasing reports of abusive lending practices, targeted 
particularly at female, elderly, and minority borrowers.  
These practices, many of which can result in consumers’ 
losing much of their equity in their home or even the home 
itself, are commonly referred to as “predatory lending.” 
 The term “predatory lending” is far-reaching and 
covers a potentially broad range of behavior.  As such, it 
does not lend itself to a concise or a comprehensive def-
inition.  But typically predatory lending involves at least 
one, and perhaps all three of the following elements: 
---Making unaffordable loans based n the assets of the 
borrower rather than on the borrower’s ability to repay and 
obligation; 
---Inducing a borrower to refinance a loan repeatedly in 
order to charge high points and fees each time the loan is 
refinanced (“loan flipping”); and 
---Engaging in fraud or deception to conceal the true 
nature of the loan obligation from an unsuspecting or un-
sophisticated borrower. 
 Some of these practices are clearly illegal and can be 
combated with legal enforcement measures.  But some are 
more subtle, involving misuse of practices that can improve 
credit market efficiency most of the time.  For example, 
the freedom for loan rates to rise above former usury low 
ceilings is mostly desirable, in matching relatively risky 
borrowers with approximate lenders.  But sometimes, the 
payments implicit in very high interest rates can spell 
financial ruin for borrowers.  Most of the time, balloon 
payments make it possible for young homeowners to buy their 
first house and match payments with their rising income 
stream.  But sometimes, balloon payments can ruin borrowers 
who do not have a rising income stream and are unduly 
influenced by the up-front money.  Most of the time, the 
ability to refinance mortgages permits borrowers to take 
advantage of lower mortgage rates.  But sometimes, easy 
refinancing mean high loan fees and unnecessary credit 
costs. 
 Often mortgage credit insurance is desirable, but 
sometimes the insurance is unnecessary, and sometimes 
borrowers pay hefty premiums up-front and as often their 
loans are flipped. Generally, advertising enhances 
information, but sometimes it is deceptive.  Most of the 
time disclosure of mortgage terms is desirable, but 
sometimes key points are hidden in the fine print. 
 Apart from outright fraud, predatory lending often 
entails the abuse of complex mortgage provisions that are 
generally desirable and advantageous to a borrower, but 
only when they are fully understood by the borrower. 
*Speech from “Bridges,” summer 2001. Federal Reserve Bank of St. Louis. 
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Predatory Lending Fallout 
 

      1 . P ro p e rty  va lu es  d ec lin e , a s  m o re  fo rec lo sed  p ro p e rt ie s  

b eco m e  p a rt o f th e  lis ted  h o m es  fo r  s a le . 

 

      2 . Ban k  co s ts  in c rease , w h ich  m u s t b e  p assed  o n  to  th e  

co n su m er, a s  th ey  su ffe r  lo s ses  fro m  fo rec lo su re  an d  

sh o rt s a le . 

 

          3 . Po ten tia l p u b lic  h ea lth  is su es  a r is e , a s  m o re  p ro p e rt ie s  

rem a in  vacan t fo r  ex ten d ed  p e r io d s . (T h e  in c id en ce  o f 

m o ld  lo ca lly  h as  in c reased , in  p a rt  b ecau se  o f fo rec lo sed  

h o m es  w ith o u t p o w er freq u en tly  h ave  s tan d in g  w a te r  in  

b asem en ts  an d  c raw l sp aces .) 

 

      4 . T h e  g en e ra l co s t o f len d in g  in c reases , s im ila r ly  

in su ran ce  co m p an ies  th a t in su re  m o rtg ag es  m u s t 

reco u p  th e ir  lo s ses . 

 

     5 . T h e  tax  b ase  is  red u ced , a s  p ro p e rty  va lu es  d ec lin e . 

 

      6 . T h e  p e rcep tio n  o f le s s  va lu ab le  n e ig h b o rh o o d s  im p ac ts  

th e ir  s tab ility . 

 

*Lo n g e r- te rm  im p lic a t io n s  in c lu d e  th e  t ig h ten in g  o f lo an  

req u irem en ts , w h ich  w ill fo rce  a  d ec lin e  in  h o m eo w n ersh ip  

ra tes , e ven  fo r  q u a lified  b u ye rs .   
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BUYER BEWARE 
o r H o w  to  P ro tec t Y o u rse lf  

C o n su m er aw a ren ess  an d  u n d ers tan d in g  m u s t b e  ra is ed  

to  red u ce  th e  n u m b er o f p eo p le  w h o  p u rch ase  o r  re fin an ce  

w ith  lo an  te rm s  th a t a re  p o ten tia lly  d e tr im en ta l to  th e ir  o ve ra ll 

f in an c ia l w e ll b e in g .  C o n su m ers  m u s t d ec id e  to  a s su m e  p e r-

so n a l re sp o n s ib ility  fo r  th e  d ec is io n s  th a t cau se  th em  to  b e  in  

tro u b le .  T h e  s im p le  tru th  is  th is :  U n les s  so m eo n e  fo rg ed  yo u r 

n am e  yo u  A G R EED  to  th e  te rm s  th a t a re  s ta ted  in  th e  lo an  

d o cu m en ts .  Y o u  m u s t co m m it to  yo u rse lf to  a vo id  co o p e ra t in g  

w ith  so m eo n e  w h o  m ig h t p o ss ib ly  c rea te  a  fin an c ia l h a rd sh ip  

fo r  yo u .  T h ey  w ill h ave  ea rn ed  an d  co lle c ted  th e ir  fee  o r  co m -

m iss io n , o r  o th e rw ise  b een  p a id .  Y o u  a re  le ft  to  fig u re  o u t h o w  

to  g e t o u t o f th e  q u ag m ire  yo u  u n w itt in g ly  s ig n ed  yo u rse lf 

in to . 

M an y  p red a to ry  len d in g  p rac t ic es  th a t a re , in  fa c t, w ith in  

cu rren t leg a l b o u n d a r ie s  a re  s t ill p red a to ry  in  n a tu re .  T h e  

cu rren t In d ian a  Lo an  B ro k e r A c t, w h ich  g o ve rn s  th e  se rv ices  

p ro v id ed  b y  a  m o rtg ag e  b ro k e r, is  leg a l, b u t is  w eak  en o u g h  

th a t it  a llo w s  m an y  p rac t ic es  th a t a re  q u es tio n ab le .  In  ad d it io n  

so m e  m o rtg ag e  b ro k e rs  a re  co m p le te ly  ex em p t fro m  th e  law  

th a t is  cu rren tly  in  p la ce . 

 W h ile  n ew  leg is la t io n  is  n eed ed  to  co rrec t m u ch  o f w h a t is  

w ro n g  w ith  th e  fin an c in g  an d  re fin an c in g  o f h o m es , a s  a  co n -

su m er yo u  can n o t a ffo rd  to  W A IT  u n til su ch  leg is la t io n  is  in  

e ffe c t to  p ro tec t yo u rse lf.  B y  s tu d y in g  th is  co n su m er g u id e  

ca re fu lly , yo u  can  b e  k n o w led g eab le  en o u g h  to  a vo id  m an y  o f 

th e  p red a to ry  p ra c t ic es  b e in g  fa ced  b y  co n su m ers  eve ryd ay  in  

o u r co m m u n it ie s . 
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COMMIT TO PROTECTING YOURSELF 

 
R ead , S tu d y , an d  L is ten  

 
 O n e  s tep  in  p ro tec t in g  yo u rse lf is  to  co m m it to  so m e  co re  

p r in c ip le s  re la ted  to  h an d lin g  yo u r fin an ces . 

 
COMMIT/PROMISE TO YOURSELF 

 
1 . T h a t yo u  w ill N EV ER  ag a in  s ig n  d o cu m en ts  w h ich  yo u  d o     

n o t co m p le te ly  u n d e rs tan d . 

2 . T h a t yo u  w ill N EV ER  ag a in  s ig n  d o cu m en ts  w h ich  h ave  

b lan k  s ta tem en ts . 

3 . T h a t yo u  w ill a lw ays  rem em b er th a t co n tra c ts  a re  leg a lly  

b in d in g . 

4 . T h a t yo u  w ill rem em b er, if it  so u n d s  to o  g o o d  to  b e  tru e , 

it  is . 

5 . T h a t yo u  w ill rea lis t ic a lly  d ec id e  w h a t yo u  can  H O N EST LY  

a ffo rd  fo r  h o u s in g  an d  ST IC K  T O  IT . 

6 . T h a t yo u  w ill SU PPO R T  b o th  leg is la t io n  an d  ed u ca tio n  to  

co m b a t th is  g ro w in g  p ro b lem . 

7 . T h a t yo u  w ill a s se rt ive ly  s tan d  yo u r g ro u n d  co n ce rn in g  

yo u r fin an c ia l h ea lth . 

8 . T h a t yo u  w ill T A K E  Y O U R  T IM E  an d  n o t ru sh  in to  fin an c ia l 

o b lig a t io n s . 

9 . T h a t yo u  w ill h ave  so m eo n e  yo u  T R U ST  to  rev iew  th e  lo an  

o r  c lo s in g  p ap e rs  if yo u  a re  n o t ab so lu te ly  c lea r  o n  a ll th e  

te rm s  an d  co n d it io n s . 
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1 0 . T h a t yo u  w ill N EV ER  s ig n  a  co n tra c t to  b u ild  w ith o u t 

u s in g  an  ag en t o r  a tto rn ey  rep resen tin g  yo u . 

    1 1 . T h a t yo u  w ill N O T  re fin an ce  w ith o u t h av in g  an  a tto rn ey  

o r  o th e r  p ro fess io n a l rep resen tin g  yo u  to  rev iew  th e  

c lo s in g  d o cu m en ts  BEFO R E  yo u  s ig n . 

1 2 . T h a t yo u  w ill b e  aw a re  th a t a ll p ro fes s io n a ls  a re  N O T  

co m m itted  to  trea t in g  yo u  fa ir ly .  P red a to ry  len d in g  is  

d o n e  b y  p ro fess io n a ls . 

 

    Y O U , A N D  O N LY  Y O U , C A N  R EA LLY  PR O T EC T  Y O U R SELF ! 
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A Victim of Predatory Lending 
Case Study #1 

 
John and Marcia, Buyers of New Construction 

 

  Jo h n  an d  M a rc ia  a re  in  th e ir  ea r ly  3 0 ’s .  T h ey  g o t 

m a rr ied  e ig h t m o n th s  ag o  an d  m o ved  in to  h e r  ap a rtm en t s in ce  

it  w as  la rg e r .  T h ey  h ave  th ree  k id s  b e tw een  th em , fro m  

p rev io u s  m arr iag es , so  th ey  n eed  sp ace .  T h ey ’ve  d ec id ed  to  

b u y  th e ir  firs t  h o m e .  Seve ra l p eo p le  th ey  k n o w  h ave  b u ilt  an d  

th a t’s  w h a t th ey  rea lly  w an t to  d o . 

 

 T h ey  w o rk  a t th e  sam e  co m p an y  an d  th e ir  to ta l 

h o u seh o ld  in co m e  is  $ 4 2 ,0 0 0 .  T h ey  h ave  o n e  ca r  p aym en t, 

lo ts  o f d eb t, s lig h tly  d am ag ed  c red it  an d  $ 5 0 0  saved .  T h e ir  

cu rren t ren t is  $ 6 0 0  an d  th ey  p ay  it  o n  t im e , m o s t o f th e  t im e . 

 

 T h ey  see  s ig n s  ad ve rt is in g  a  n ew  h o m e  w ith  o n ly  $ 5 0 0  

d o w n , w ith  p aym en ts  s ta rt in g  a t $ 6 0 5  fo r  a  fo u r b ed ro o m , tw o  

s to r ie s  w ith  2 1 0 0  sq u a re  fee t.  It  so u n d s  lik e  th e  h o m e  th ey  

h ave  b een  th in k in g  ab o u t.  T h e  b u ild e r ’s  rep resen ta t ive  in  th e  

m o d e l a s su res  th em  h e  can  g e t th em  fin an ced  th ro u g h  th e  

b an k  th e  b u ild e r  u ses .  H e  d o es  n o t d is cu ss  u p  fro n t co s ts , 

ra tes , o r  co s ts  o f o p tio n s , o r  an y  o f th e  o th e r  ten  th in g s  th ey  

rea lly  n eed  to  k n o w  BEFO R E  th ey  s ig n  a  co n tra c t. 

 

T h ey  p ick  a  flo o r  p lan  th ey  lik e  a t a  b ase  co s t o f 

$ 1 1 9 ,0 0 0  an d  w rite  a  ch eck  a s  a  d ep o s it .  W h en  th ey  g e t th e  

co n tra c t b ack  s ig n ed  b y  th e  b u ild e r  th ey  d o  n o t u n d e rs tan d  

w h y  th e  p r ice  is  $ 4 ,7 5 0  m o re  th an  th e  b ase  co s t ($ 2 ,0 0 0  ex tra  
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fo r  th e  lo t th ey  ch o se  an d  $ 2 , 7 5 0  ex tra  fo r  th e  e leva t io n  th ey  

ch o se ).  T h e  b u ild e r ’s  rep resen ta t ive  d id  n o t ex p la in  th a t e ve ry  

ch o ice  h ad  a  co s t a tta ch ed .  T h ey  s t ill h ave  n o t m ad e  co lo r  

s e le c t io n s , c ab in e t typ es , e tc .  W h en  th ey  fin ish  th a t p ro cess  

tw o  w eek s  la te r  th e  p r ice  o f th e  h o u se  is  $ 1 3 9 ,9 5 0 .  T h ey  g o t 

ca rr ied  aw ay  an d  th e  rep resen ta t ive  k ep t s ay in g , “W e ’ll w o rk  it  

o u t.”   (T h e  b u ild e r ’s  rep resen ta t ive  is  th e  “SELLER ’S  A G EN T ,” 

n o t th e irs .) 

 

N o w  th ey  fee l trap p ed .  T h ey  h ave  co m m itted  an d  th in g s  

a re  o u t o f co n tro l. A ll th e  fam ily  an d  h a lf o f th e  p eo p le  a t w o rk  

k n o w  th ey  a re  b u ild in g .  T h ey  a re  d is co u rag ed  a fte r  ta lk in g  to  

seve ra l p eo p le  w h o  te ll th em  th ey  a re  in  o ve r  th e ir  h ead s , BU T  

th ey  w o n ’t  b ack  d o w n . 

 

N u m ero u s  th in g s  g o  w ro n g  d u r in g  th e  b u ild in g  p ro cess , 

an d  th ey  b o rro w  $ 3 ,0 0 0  fro m  a  fam ily  m em b er to  p ay  th e  

“ex tra ” th ey  a re  to ld  th ey  m u s t h ave  th ree  d ays  b e fo re  c lo s in g .  

T h ey  d o  N O T  h ave  an  in sp ec tio n .  T h ey  c lo se  s ix  d ays  a fte r  

th ey  w e re  su p p o sed  to , b u t th ey  a re  n o w  m o re  s tres sed  ab o u t 

th e  n ew  fu rn itu re  th ey  n eed , th e  law n m o w er, an d  try in g  to  g e t 

cu rta in s  fo r  2 4  w in d o w s . 

 

T h e  lo an  p ap e rs  sh o w : 

 

1 . F in a l p u rch ase  p r ice  o f $ 1 4 1 ,5 0 0 . 

 

2 . V a r iab le  ra te  lo an  s ta rt in g  a t p aym en ts  o f $ 7 5 2 .7 9  w ith  

th e  ra te  to  b e  in c reased  a t s ix  m o n th s  in te rva ls  w ith  a  6 %  

cap  a t th e  en d  o f th ree  yea rs . 
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3 . T ax es  w e re  es c ro w ed  o n  O N LY  th e  lo t a t  $ 2 4 .0 0  p e r 

m o n th .  (T ax es  o n  th is  h o u se  w ill la te r  b e  a s sessed  a t 

ro u g h ly  $ 1 6 5 .0 0  p e r m o n th .) 

 

4 . In c lu d ed  in  th e  m o rtg ag e  a re  a ll th e  se lle r  an d  b u ye r  

c lo s in g  co s ts ; in c lu d in g  $ 6 0 0  fo r  th e  se lle r ’s  t it le  w o rk . 

 

 

T h e  FA C T S  a re : 

 

1 . T h ey  a re  co n ten d in g  w ith  seve ra l p ro b lem s  th a t w o u ld  

h ave  b een  d is co ve red  p r io r  to  c lo s in g  IF  th ey  h ad  h ired  

an  in d ep en d en t in sp ec to r  in s tead  o f re ly in g  o n  th e  w a lk -

th ro u g h  w ith  th e  b u ild e r , a s  th e ir  “ in sp ec tio n ”. 

 

2 . T h e  tax  b ill fo r  $ 3 ,9 0 0  (rep resen tin g  tw o  yea rs ) a rr ived  

ab o u t th e  sam e  t im e  th ey  rece ived  th e ir  fo u rth  m o rtg ag e  

in c rease .  T h e ir  m o rtg ag e  p aym en t a fte r  2 4  m o n th s  is  

$ 1 3 5 0  an d  w ill in c rease  tw ice  m o re  b e fo re  it  rea ch es  th e  

cap . 

 

3 . T h ey  can n o t a ffo rd  th is  h o u se . 

 

 

N O T E : If th ey  h ad  ca lcu la ted  th e ir  h o u s in g  p aym en t a t ¼  o f 

to ta l an n u a l in co m e  an d  s tu ck  to  it , th e ir  h o u se  p ay-

m en t, fix ed  ra tes  sh o u ld  h ave  b een  ro u g h ly  $ 9 5 0  a  

m o n th . 
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T h ey  a re  ve ry  lik e ly  to  b eco m e  o n e  o f th e  ro u g h ly  2 0 %  o f     

n ew  lo an s  in  d e fau lt  w ith in  3  yea rs  o f c lo s in g . (D e fau lt  

b e in g  d e te rm in ed  a t 3 0 - 6 0  d ays  la te .) 

 

*T h is  p u rch ase  in vo lved  p red a to ry  len d in g , b u t th e re  

d o es  n o t ap p ea r to  b e  an y th in g  illeg a l ab o u t th is  

tran sac t io n . 
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A Victim of Predatory Lending:  
Case Study #2 

 
Mrs. Smith, a senior citizen, needs home repairs 

 
 M rs . C o n n ie  Sm ith  is  7 4  yea rs  o ld .  Sh e  lives  in  a  q u ie t 

n e ig h b o rh o o d  o f m o d es t h o m es  ran g in g  in  va lu e  b e tw een  $ 6 0   

an d  $ 7 0 ,0 0 0 .  Sh e  h as  lived  in  th e  h o m e  fo r  3 4  yea rs  an d  p a id  

th e  m o rtg ag e  o ff ten  yea rs  ag o .  M rs . Sm ith  is  w id o w ed  an d  d id  

n o t h an d le  b u s in ess  “s tu ff”  u n til h e r  h u sb an d  d ied  e ig h t yea rs  

ag o .  Sh e  h as  a  sm a ll So c ia l Secu r ity  ch eck  an d  a  re t ired  teach -

e r’s  p en s io n .  C o n n ie ’s  to ta l in co m e  is  $ 1 ,4 0 0  p e r m o n th , b u t 

sh e  m an ag es  p re tty  w e ll. 

  

M rs . Sm ith ’s  h o m e  n eed s  th e  ro o f rep la ced  (it  le ak s  in  th e  

b a th ro o m  an d  b ed ro o m ) an d  th e  w in d o w s  rea lly  n eed  to  b e  

rep la ced , to o .  T h e  n ice  m an  w h o  ca lled  o ffe r in g  to  d o  h o m e  

rep a irs  s a id  it  w o u ld  o n ly  co s t $ 5 0 0  p e r m o n th .  Sh e  w as  lee ry , 

b u t s a id  sh e  n eed ed  th e  leak  fix ed  an d  sh e  d id n ’t  th in k  it  w as  a  

g o o d  id ea  to  g o  th ro u g h  an o th e r w in te r  w ith  h ig h  u t ility  b ills  

e ven  w ith  th e  p la s t ic  o ve r  th e  w in d o w s . 

 

Sh e  d id n ’t  rea lly  u n d e rs tan d  th e  p ap e rs  th a t th ey  b ro u g h t 

to  th e  h o u se  fo r  h e r  to  s ig n , b u t th ey  h ad  a lread y  s ta rted  

tea r in g  th e  ro o f o ff, an d  sh e  d id n ’t  k n o w  w h a t e ls e  to  d o . 

 

 M rs . Sm ith ’s  lo an  p ap e rs  sh o w : 

1 . T o ta l lo an  fo r  th e  ro o f an d  w in d o w s  w as  fo r  $ 2 4 ,0 0 0  

in c lu d in g  $ 8 ,0 0 0  in  u p  fro n t fees  to  th e  m o rtg ag e  b ro k e r. 
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2 . T h e  lo an  w as  a  m o rtg ag e  ag a in s t th e  h o u se . 

 

3 . T h e  lo an  w as  a  va r iab le  ra te  s ta rt in g  a t 7  ½  % , b u t co u ld  

g o  a s  h ig h  a s  1 4  ½  %  o ve r  five  yea rs . 

 

4 . T h e re  w o u ld  b e  a  $ 5 ,0 0 0  p rep aym en t p en a lty  if sh e  

rep a id  th e  lo an  ea r ly . 

 

5 . T ax es  an d  in su ran ce  w e re  N O T  in c lu d ed  in  h e r  p aym en ts . 

 

M rs . Sm ith  h ad  n o  sav in g s  an d  d u e  to  in c reased  co -

p aym en ts  fo r  m ed ica l c a re , is  n o w  s tru g g lin g  to  m ak e  

p aym en ts . 

 

 

N o tes :  W o rk  sh o u ld  h ave  co s t ro u g h ly  $ 1 0 ,0 0 0  fo r  b o th   

co m p le te  ro o f rep la cem en t an d  n ew  v in y l w in d o w s .  U p  

fro n t co s ts  o n  th e  lo an  sh o u ld  h ave  b een  ap p ro x i-  

m a te ly  $ 1 ,5 0 0 .  M o n th ly  p aym en ts  o f ap p ro x im a te ly  

$ 2 0 0  a  m o n th  w o u ld  h ave  b een  m o re  in  lin e  w ith  a  

fix ed  ra te . 
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A Victim of Predatory Lending 
Case Study #3 

 
Latoya Jones, single mom, short on cash 

 

 L a to ya  h as  w o rk ed  a t th e  sam e  jo b  fo r  8  yea rs  an d  is  

h ap p y  h e r  in co m e  h as  reach ed  $ 3 2 ,0 0 0 .  Sh e ’s  a  s in g le  m o m  

w ith  tw o  k id s  an d  rea lly  w an ts  to  g e t th em  in to  a  n ice  h o m e .  

Sh e ’s  m an ag in g  o k ay , b u t eve ry  t im e  sh e  h as  $ 1 ,5 0 0  in  s a v in g  

th e  ca r  b reak s  d o w n  o r th e re  is  a  m ed ica l b ill th a t tak es  m o s t 

o f it .  Sh e  p ays  $ 6 0 0  a  m o n th  ren t an d  fee ls  o n e  o f th ese  p ro -

g ram s  sh e  k eep s  h ea r in g  ab o u t sh o u ld  w o rk  fo r  h e r . 

 M o s t o f L a to ya ’s  c lo se  fr ien d s  h ave  b u ilt  h o m es , b u t th ey  

seem  to  b e  s tru g g lin g  an d  sh e  d o esn ’t  w an t to  d o  th a t.  Sh e  

k n o w s  sh e  can ’t  a ffo rd  m u ch  m o re  th an  $ 6 0 0  an d  sh e  d o esn ’t  

w an t to  b e  s tres sed . 

  O n e  o f th e  p ro g ram s  m an y  p eo p le  h ave  u sed  to  b u ild  is  

c a lled  Lo an H e lp , an d  sh e  a sk ed  h e r R EA LT O R ©  ab o u t u s in g  

th a t o n  th e  $ 5 8 ,0 0 0  ex is t in g  h o m e  sh e  saw  a ro u n d  th e  co rn e r 

fro m  h e r m o m .  T h e  R EA LT O R ©  is  an  en th u s ia s t ic  su p p o rte r  o f 

Lo an H e lp . (T h e  Lo an H e lp  p ro g ram  is  s e t u p  so  th e  se lle r  p ays  

4 %  o f th e  sa le s  p r ice  to w a rd  d o w n  p aym en t, e tc  fo r  th e  b u ye r.)  

M an y  p eo p le , b o th  co n su m ers  an d  R EA LT O R S©  th in k  it ’s  

w o n d erfu l b ecau se  a  b u ye r can  g e t in to  a  h o u se  w ith  a lm o s t 

N O  M O N EY  O F  T H E IR  O W N .  T h e  ca tch , an d  th e re  is  a lw ays  a  

ca tch , is  th a t th e  se lle r  s t ill w an ts  fa ir  m a rk e t va lu e  fo r  th e ir  

h o m e .  T o  a cco m p lish  th is  u su a lly  th e  o ffe r  is  w r itten  A BO V E  

lis t  p r ic e  an d  th en  an  ap p ra is a l to  su p p o rt th a t va lu e  is  s ecu red  

b y  th e  len d e r. 

 T h e  d o w n s id e  h e re  is  tw o - fo ld ; th e  ap p ra is a l h as  to  b e   
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s- t- r- e- t- c- h - e- d  to  co ve r  th e  o ffe r  p r ice  A N D  th e  b u ye r, 

c a sh  p o o r to  b eg in  w ith , h as  n o  eq u ity  N O R  an y  m o n ey  to  

h an d le  ex p en ses . 

 

 T h e  lo an  p ap e rs  sh o w : 

 

1 . H o m e  w as  p u rch ased  a t $ 6 0 ,3 2 0 , 4 %  ab o ve  th e  lis t  p r ic e  

o f $ 5 8 ,0 0 0 . 

 

2 . T h e  lo an  is  fo r  $ 6 3 ,5 2 7  (to  co ve r  b ro k e r’s  fee , c lo s in g  

co s ts , e tc . w h ich  a re  leg a lly  b e in g  fin an ced , a s  w e ll). 

 

3 . M o rtg ag e  p aym en t is  $ 6 2 1 .0 0 , in c lu d in g  tax es  an d  

in su ran ce . 

 

4 . L a to ya  p a id  $ 5 0 0 .0 0  in  ea rn es t m o n ey  an d  b ro u g h t 

$ 2 7 3 .0 0  to  c lo s in g . H e r to ta l in ves tm en t in  th is  h o u se  

$ 7 7 3 .0 0 . 

 

5 . In te res t ra te  is  1 .5  p e rcen tag e  p o in ts  h ig h e r th an  

s tan d a rd  ra te , a t  a  co n ven tio n a l len d e r, o n  th e  d a te  th is  

lo an  c lo sed , b u t it  is  F IX ED . 

 

6 . $ 2 ,3 2 0  w as  p a id  u n d e r th e  Lo an H e lp  p ro g ram  fro m  lo an  

p ro ceed s , o n  La to ya ’s  b eh a lf. 

 

T h e  FA C T S  a re : 

 

1 . T h e  h o u se  is  rea lly  w o rth  ab o u t $ 5 7 ,0 0 0  so  h e r  lo an  is  

m o re  th an  $ 6 ,5 2 7 .0 0  to o  h ig h . 
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2 . U s in g  a  m o rtg ag e  b ro k e r sh e  p a id  $ 3 0 0 0  in  b ro k e r fees  

an d  ex cess ive  c lo s in g  co s ts . 

 

3 . B ro k e r w ill re ce ive  an o th e r $ 5 0 0 .0 0  fro m  th e  len d e r fo r  

m ak in g  th is  lo an . 

 

4 . L a to ya  can n o t a ffo rd  th is  h o u se . 

 

N O T ES : T h e  lo an  is  p red a to ry  b ecau se  fees  w e re  ex cess ive    

  an d  n o t in  h e r  b es t in te res t.  It  w as  N O T  illeg a l. 

 

  L a to ya  ju s t g o t en g ag ed  an d  w an ts  to  se ll h e r  h o m e  

  an d  rep u rch ase  w ith  h e r  h u sb an d .  Sh e  w o u ld  n eed   

  to  s e ll th is  p ro p e rty  a t  $ 6 9 ,5 0 0  to  co ve r  R EA LT O R ©   

  fees , tax es , an d  re la ted  ex p en ses  O R  b r in g  $ 1 2 ,5 0 0  

to  th e  c lo s in g  if sh e  g o t an  o ffe r  a t  $ 5 7 ,0 0 0 , th e  

a c tu a l va lu e  o f th e  h o m e . 

 

So m etim es  a  p red a to ry  lo an  cau ses  yo u  to  b e  ST U C K  

w h ere  yo u ’re  n o t ab le  to  m ak e  o th e r fin an c ia l m o ves  

yo u  d es ire  to  m ak e . 

 

G o in g  in  w ith o u t a  su ffic ien t d o w n  p aym en t s ta rts  

yo u  w ith  n o  eq u ity .  In  th is  ex am p le , it  w o u ld  tak e  

seve ra l yea rs  to  h ave  th e  lo an  p a id  d o w n  to  a c tu a l 

re sa le  va lu e  o f th e  p ro p e rty . 

 

M an y  t im es  co n su m ers , w ith  lo w  in it ia l in ves tm en t, 

w ill le t  th e  h o u se  g o  (b e  FO R EC LO SED ) b ecau se  th ey  

fee l trap p ed . 
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Mortgage Fraud Schemes 
 

Goal of schemes: To obtain a loan on a property 
in excess of true value and share excess money 
with players. 

 
Involves one or more licensed professionals (i.e. 

real estate appraisers or closing agents). 
 
Loan money is disbursed among players and 

property goes into foreclosure. 
 
Property is left to deteriorate and it is unoccupied 

while the lending institution tries to sell it in 
foreclosure proceedings. 

 
Mortgage schemes are antagonistic to community 

revitalization efforts in Indiana. 
 

 
                               

                                                          
 

* Information courtesy of The US Attorney for the Southern District of Indiana 
 



 

2002 © Copyright HOM, LLC 23

Mortgage Fraud 
Involving 

Investment Property 
 
 M o rtg ag e  frau d  in vo lves  th e  d e lib e ra te  in ten tio n  to  g e t a  

m o rtg ag e  in  ex cess  o f th e  va lu e  o f th e  p ro p e rty  an d  p u ll o u t 

“su p p o sed ” eq u ity .  M o rtg ag e  frau d  is  a  typ e  o f p red a to ry  

len d in g .  T h e  o ccu rren ce  o f m o rtg ag e  frau d  is  a t  ep id em ic  

p ro p o rt io n s  in  th e  s ta te  o f In d ian a  an d  is  a  m a jo r  co n tr ib u tin g  

fa c to r  lead in g  to  fo rec lo su re . 

 In  In d ian ap o lis , o n  Ju n e  1 9 , 2 0 0 2  in d ic tm en ts  fo r  

m o rtg ag e  frau d  w ere  h an d ed  d o w n  ag a in s t s even  in d iv id u a ls  

a lleg in g  in vo lvem en t in  a  m o rtg ag e  frau d  s cam .  In c lu d ed  in  

th e  in d ic tm en ts  w as  o n e  in d iv id u a l id en tified  a s  a  “s traw  

b u ye r.”   A  “s traw  b u ye r” is  so m eo n e  w h o  s im p ly  s ig n s  th e  lo an  

p ap e rs  to  m ak e  it  o ffic ia l an d  rece ives  a  ch eck  a t c lo s in g .  

U su a lly  s traw  b u ye rs  a re  b ro u g h t in  a s  in ves to rs , b u t n o  w o rk  

w ill b e  d o n e  o n  th e  p ro p e rty  th a t rem a in s  va can t. 

 T h e  Fed e ra l Bu reau  o f In ves t ig a t io n s  is  cu rren tly  

in ves t ig a t in g  o ve r  6 0 0  in d iv id u a l lo an  tran sac t io n s  in  M a r io n  

C o u n ty  fo r  lo an  frau d .  M o re  file s  a re  b e in g  ad d ed  w eek ly  to  

th a t to ta l. 

 

    C o n su m ers  n eed  to  u n d e rs tan d : 

 

M o rtg ag e  frau d  is : 

1 . Illeg a l 

2 . C an  lead  to  ja il t im e  

3 . C an  lead  to  fo rec lo su re  an d  ru in in g  yo u r c red it  
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4 . C o n tra c ts  a re  leg a lly  b in d in g  

5 . W h en  yo u  s ig n , yo u  a re  h e ld  a cco u n tab le  

6 . Q u ick , ea sy  m o n ey  is  n eve r  “g o o d ” m o n ey  

 

S tu d y  P red a to ry  Len d in g  C ase  # 4   

so  yo u  d o n ’t  b eco m e  a  v ic t im . 

 

 
A Victim of Predatory Lending 

Case Study #4 
 

Investor as a “Straw Buyer,” Participant in Mortgage Fraud 
 

 R aym o n d  T ay lo r  is  in  h is  m id - fift ie s , m a rr ied  fo r  3 0  yea rs  

an d  h as  ra is ed  h is  ch ild ren  in  th e  m o d es t h o m e  h e ’s  lived  in  

fo r  2 2  yea rs . H e ’s  g o tten  a  co u p le  o f sp eed in g  t ick e ts , b u t 

o th e rw ise  h e ’s  a  c lean , law  ab id in g  c it iz en .  M r. T ay lo r  h as  

w o rk ed  a t th e  p lan t fo r  2 7  yea rs , h as  g o o d  c red it , an d  is  

co n s id e r in g  re t irem en t so o n .  H e ’s  lo o k in g  a t w ays  to  

su p p lem en t h is  re t irem en t ch eck  an d  w o rk s  th e  even in g  sh ift  

a t  th e  p lan t.  F ro m  t im e  to  t im e , R aym o n d  tu rn s  to  C a r le to n  

Sh ee ts , w h o  is  k n o w n  n a tio n a lly  fo r  tea ch in g  ab o u t g e tt in g  r ich  

q u ick  an d  p a in les s ly .  H is  p lan s  g ive  w ays  to  b eco m e  an  

in ves to r , w ith  n o  o u t o f p o ck e t fu n d s .  O n e  co u ld  b u y  in ves t-

m en t p ro p e rty  an d  m o ve  to  th e  C a r ib b ean  n ex t yea r . 

 T h en  so m eo n e  a t th e  p lan t ap p ro ach es  h im  ab o u t 

b eco m in g  an  in ves to r  to  m ak e  so m e  ex tra  m o n ey .  R aym o n d  is  

d raw n  to  th e  id ea  an d  a tten d s  a  m ee tin g  w h ere  h e  is  to ld  th e  

co m p an y  w ill d o  a ll th e  leg w o rk .  T h ey  p ro p o sed  th ey  w o u ld  
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lo ca te  p ro p e rt ie s  th a t h e  can  th en  b u y  an d  se ll (w ith  a  lit t le  fix -

u p ), an d  m ak e  a  n ice  p ro fit . 

 H e  tru s ts  th e  m an  w h o  b ro u g h t h im  th is  o p p o rtu n ity  an d  

d ec id es  to  b eco m e  an  in ves to r .  O n e  d ay  h e  g e ts  th e  ca ll th a t a  

p ro p e rty  h as  b een  fo u n d , an d  h e  g o es  to  c lo s in g , s ig n s  th e  

p ap e rs , an d  g e ts  a  ch eck .  M r. T ay lo r  h as  ju s t b eco m e  a  “s traw  

b u ye r,”  a  p la ye r  in  lo an  frau d . 

 R aym o n d  p u rch ased  fo u r p ro p e rt ie s  lik e  th is , s ig n ed  a ll 

th e  lo an  d o cu m en ts , an d  rece ived  a  ch eck  a t ea ch  c lo s in g . 

 

T h e  lo an  p ap e rs  sh o w : 

 

1 . Ea ch  p ro p e rty  is  su p p o sed  to  b e  h is  p r im a ry  res id en ce . 

 

2 . Ex ceed in g ly  h ig h  c lo s in g  co s ts , y ie ld  sp read  p rem iu m s , 

m o rtg ag e  b ro k e r fees , e tc . 

 

3 . T h a t R aym o n d  m ad e  a  d o w n  p aym en t o f ap p ro x im a te ly  

2 0 %  an d  h e  s ig n ed  s ta t in g  th e  d o w n  p aym en t w as  fro m  

h is  o w n  fu n d s . 

 

4 . T h e  H U D  (H o u s in g  an d  U rb an  D eve lo p m en t) fo rm  sh o w s  

a  o n e  yea r  h o m eo w n er’s  in su ran ce  p o lic y  w as  p a id  fo r , 

a s  req u ired  b y  th e  len d e r. 

 

5 . In  fo u r p la ces , R aym o n d  s ig n ed  ag ree in g  a ll s ta tem en ts  

w ith in  th e  d o cu m en ts  a re  tru e . 
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6 . R aym o n d  d id  n o t  u se  th e  p ro fess io n a l s e rv ices  o f a  

R EA LT O R ®  o r re ta in  an  a tto rn ey  to  ad v ise  h im  in  th is  

m a tte r . 

 

 

T h e  FA C T S  a re : 

 

1 . R aym o n d  d id  n o t  b u y  an  in su ran ce  p o lic y . 

2 . H e  d o es  n o t  live  in  th ese  h o u ses . 

3 . H e  d id  n o t  m ak e  a  d o w n  p aym en t. 

4 . A p p ra is a l is  6 0 - 7 0 %  h ig h e r th an  a c tu a l va lu e  o f th e  

p ro p e rty  in  th a t n e ig h b o rh o o d . 

5 . R aym o n d  rece ived  a  ch eck  b ack  fo r  $ 1 0 ,0 0 0  a t ea ch  o f 

th e  c lo s in g s .  T h e  b u ye r D O ES  N O T  g e t a  ch eck  a t reg u la r  

c lo s in g s . 

 

N O T ES : R aym o n d  is  cu rren tly  u n d e r in ves t ig a t io n  b y  th e  FB I, 

IR S , S ta te  Secu r it ie s  D iv is io n , an d  th e  co m p an y  in su r in g  

th e  m o rtg ag e  fo r  frau d .   

     A s  a  “s traw  b u ye r” w h o  rece ived  fu n d s  fro m  th e  tran s-

ac t io n , R aym o n d  is  lik e ly  to  rece ive  ja il t im e .   

    H is  c red it  is  ru in ed  s in ce  h e  can n o t co n tin u e  to  m ak e  

p aym en ts  o n  th e  fo u r va can t, b o a rd ed  h o u ses .  M r. 

T ay lo r ’s  m a rr iag e  is  in  jeo p a rd y  an d  h is  h ea lth  is  

su ffe r in g  b ecau se  o f s tres s .  

 

    H e  w ill n o t b e  g o in g  to  th e  C a r ib b ean , b u t h e  m ay  b e  

g o in g  “aw ay .”  
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Suggestions to  
Buyers of Real  

Property 
 
 

1 . If b o th  th e  b u ye r a n d  se lle r a re  n o t p re se n t to g e th e r a t  th e  c lo s in g , 

a sk  w h y . 

2 . G e n e ra lly , th e  se tt le m e n t s ta te m e n t sh o u ld  co n ta in  b o th  th e  

b u ye r’s  a n d  se lle r’s  s ig n a tu re  o n  th e  sa m e  d o cu m e n t . 
3 . B e  su sp ic io u s  if yo u  a re  to ld  th a t e ve ryo n e  lie s  o n  d o cu m e n ts  to  

p u rch a se  p ro p e rty . 

4 . If th e  se tt le m e n t s ta te m e n t sh o w s a  d o w n  p a ym e n t a n d  yo u  d id  n o t 

m a ke  o n e , d o  n o t s ig n  th e  d o cu m e n t. 
5 . N e ve r s ig n  a  lo a n  a p p lic a t io n  o r o th e r d o cu m e n t if it  is  b la n k  o r 

co n ta in s  fa lse  in fo rm a tio n . 
6 . B e  su sp ic io u s  o f a n yo n e  w h o  o ffe rs  yo u  a n  “ in ve stm e n t 

o p p o rtu n ity ”  to  in ve st in  p ro p e rty  th a t in vo lve s  n o  d o w n  p a ym e n t 

a n d  re ce ip t o f m o n e y  fro m  a  lo a n  c lo s in g . 
7 . B e  su sp ic io u s  if so m e o n e  o ffe rs  yo u  m o n e y  to  p u rch a se  p ro p e rty  o r 

p ro m ise s  yo u  m o n e y  a t c lo s in g . 
8 . B e  su sp ic io u s  if so m e o n e  a sk s  yo u  to  p u rch a se  p ro p e rty  w ith o u t 

se e in g  it . 
9 . B e  su sp ic io u s  if so m e o n e  te lls  yo u  th a t yo u  ca n  b u y  p ro p e rty  a n d  

n o t w o rry  a b o u t m a k in g  th e  m o rtg a g e  p a ym e n ts  o r m a in ta in in g  th e  

p ro p e rty . 
1 0 . B e  su sp ic io u s  if so m e o n e  trie s  to  ru sh  yo u  in to  b u y in g  se ve ra l 

p ro p e rt ie s  a t  th e  sa m e  t im e . 

1 1 . IF  IT  S O U N D S  T O O  G O O D  T O  B E  T R U E , IT  P R O B A B L Y  IS ! 

 
 
*By the Us Attorney’s Office, Southern District of Indiana 
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Statewide Averages of Closing Expenses 

 
The fees listed represent “normal and customary” fees for central Indiana, and 
can be used as estimates to help you understand reasonable costs.  These 
guidelines may not be your actual cost, which may vary and will be provided to 
you by your agent, title company, and/or mortgage company. 
 
Appraisal fee--$325, for research and assessment of property market value 
 
Courier/Messenger fees--$35.00, to transport time sensitive documents 
 
Credit Report fee--$50.00, detailed history from credit service co. 
 
Discount points-varies, usu. 0-2 points, lender costs for mortgage loan 
 
Document preparation fee--$150, closing paperwork costs to lender 
 
Flood certification fee--$15, to determine “flood hazard area” 
 
Hazard Insurance Escrow—2-3 times monthly insurance cost 
  
Home inspection--$295-500, buyer’s property inspection prior to close 
 
Lead based paint inspection—varies, cost to inspector 
 
Lender inspection fee--$50-75 per trip, if lender requires separate inspection 
 
Loan origination fee—1% of mortgage amount MAX! NOT always charged 
 
MIP-Mortgage Insurance Premium (FHA Only)—1.5% and rolled into loan 
 
Mold inspection-varies 
 
Pest inspection--$95-125, termite inspection, plus treatment prior to closing 
 
PMI-Private Mortgage Insurance-usu. .35-1% of loan, protects mortgage co. 
 
Prepaid interest—loan amount times annual interest rate, divided by 365,                   
                           times 0-30 days, depending on date of closing  
 
Prep. of Deed and Affidavit--$50-65,usu. seller’s cost, transfer ownership 
 
Processing fee--$150, loan application review and processing 
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Professional service fee—percentage of gross sales price, REALTOR® fee 
Radon inspection--$50-100 typically, but could vary, test to verify level 
acceptable by Board of Health 
 
Real Estate Tax Escrow—3-4 months of property taxes 
 
Recording fee--$45-55, documents to State Recorder’s Office 
 
Survey fees--$125 for surveyor location report/Staked survey usu. $300-500 
 
Tax service fee--$65-85, management of escrow account 
 
Title Search fee/Title Exam. fee/Title commitment-varies, usually seller pays 
 
Buyer’s Title Policy (ALTA92/ALTA 98 buyers)-$120 plus 10% times amount 
   of seller’s policy 
 
Settlement or Closing fee--$175-250, document prep. by title or closing co. 
 
Underwriting fee--$295-300, underwriting review and approval 
 
 
 
 
 
 
*Not all fees above may be charged, are negotiable and vary throughout the 
state. 
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Mortgage Real Estate Terms 
 

1 . P re d a to ry  le n d in g - le n d in g  p ra c t ic e s  in  w h ich  th e  co n su m e r e n d s u p  

w ith  a  lo a n  th a t n o t in  th e ir b e st in te re st.  B a s ic a lly , a  lo a n  th e  

co n su m e r ca n n o t a ffo rd , o n  te rm s th a t p u ts  th e m  a t risk  o f d e fa u lt  

is  p re d a to ry . 

 

2 . P re d a to ry  lo a n  p ra c t ic e s  in c lu d e : in fla te d  a p p ra isa ls , fra u d u le n t 

u n d e rw rit in g , e x ce ss ive  a m o u n ts  ch a rg e d  fo r le g it im a te  fe e s  (su ch  

a s  c lo s in g  co sts  o r a p p ra isa l fe e s ), e x ce ss ive  a n d  re p e a te d  

re fin a n c in g , p re p a ym e n t p e n a lt ie s , y ie ld  sp re a d  p re m iu m s, c re d it  

life  in su ra n ce , p ro p e rty  flip p in g , b a llo o n  p a ym e n ts , a n d  e q u ity  

s trip p in g . 

 

3 . M o rtg a g e - a  m o rtg a g e  lo a n  is  th e  p le d g e  o f yo u r h o m e  a s  th e  

le n d e r’s  se cu rity  th a t yo u  w ill re p a y  yo u r d e b t.  In  o th e r w o rd s , if 

yo u  d o n ’t  re p a y  yo u r m o rtg a g e , th e  le n d e r h a s  th e  rig h t to  ta ke  

o ve r th e  h o u se .  T h e  le n d e r a g re e s  to  h o ld  a  lie n  o n  th e  t it le  to  yo u r 

p ro p e rty  (o r, in  so m e  sta te s , to  h o ld  th e  t it le  to  yo u r p ro p e rty ) u n til 

yo u  h a ve  p a id  b a ck  yo u r lo a n  p lu s  in te re st. 

 

4 . LT V  (L o a n - to - V a lu e  ra t io )- T h is  ra t io  co m p a re s  th e  m o rtg a g e  

a m o u n t to  th e  a p p ra ise d  va lu e  o r th e  sa le s  p ric e  o f th e  p ro p e rty , 

w h ich e ve r is  le ss .  T h is  ra t io  a lso  sh o w s h o w  m u ch  e q u ity  yo u  h a ve  

in  th e  p ro p e rty .  Fo r e x a m p le , if yo u  a re  b u y in g  a  h o u se  w o rth  

$ 1 0 0 ,0 0 0 , h a ve  a  5  p e rce n t d o w n  p a ym e n t, a n d  a re  g e tt in g  a  

m o rtg a g e  fo r $ 9 5 ,0 0 0 , th e  LT V  o n  yo u r lo a n  w ill b e  9 5  p e rce n t.  

L e n d e rs  g e n e ra lly  u se  th is  ra t io  to  d e te rm in e  w h e th e r yo u  w ill n e e d  

m o rtg a g e  in su ra n ce .  Y o u  w ill h e a r th is  te rm  m o re  o fte n  w h e n  yo u  

a re  re fin a n c in g  a  lo a n . 

 

5 . C lo s in g  co sts- C lo s in g , o r th e  se tt le m e n t p ro ce ss , is  w h e n  th e  “t it le ”  

(o w n e rsh ip ) o f a  p ro p e rty  is  le g a lly  tra n sfe rre d  fro m  th e  se lle r to  

th e  b u ye r.  C lo s in g  co sts  a re  e x p e n se s  p a id  a t th e  t im e  yo u  se tt le  
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o n  yo u r lo a n .  Su ch  co sts  in c lu d e  t it le  in su ra n ce , re co rd in g  fe e s , 

a n d  e sc ro w  fe e s .  T h e  R e a l E s ta te  Se tt le m e n t P ro ce d u re s  A c t 

(R ESP A ), a  fe d e ra l la w , re q u ire s  le n d e rs  to  p ro v id e  yo u  w ith  a  “g o o d  

fa ith  e st im a te ” o f th e  e x p e n se s  yo u  ca n  e x p e c t to  p a y  a t c lo s in g .  

R ESP A  a lso  re q u ire s  th e  le n d e r to  p ro v id e  yo u  w ith  a  sp e c ia l in fo r-

m a tio n  b o o k le t th a t e x p la in s  h o w  th e  se tt le m e n t p ro ce ss  w o rks  

a n d  a n  e a sy- to - fo llo w  fo rm , so  yo u  ca n  u n d e rsta n d  th e  e n tire  

tra n sa c t io n . 

 

6 . A d ju sta b le - ra te  m o rtg a g e - A n  a d ju sta b le - ra te  m o rtg a g e , o r A R M , 

h a s  a n  in te re st ra te  a n d  m o n th ly  p a ym e n t th a t a d ju sts  a t  re g u la r 

in te rva ls  (u su a lly  o n ce  o r tw ice  a  ye a r) b a se d  o n  ch a n g e s  in  a  

sp e c ific  fin a n c ia l in d e x .  In it ia l in te re st ra te s  o n  A R M  lo a n s  u su a lly  

a re  lo w e r th a n  fix e d - ra te  m o rtg a g e s .  A s  in te re st ra te s  rise , 

h o w e ve r, th e  re q u ire d  m o n th ly  p a ym e n ts  o n  A R M  lo a n s  a lso  

in c re a se .  O f co u rse , if in te re st ra te s  g o  d o w n , yo u r p a ym e n t w ill 

d e c re a se .  So m e  A R M s o ffe r yo u  th e  ch a n ce  to  co n ve rts  to  a  fix e d -

ra te  lo a n  fo r a  fe e  w ith in  a  c e rta in  p e rio d  o f t im e . 

 

7 . D e fa u lt- T h e  fa ilu re  to  m a ke  a  m o rtg a g e  p a ym e n t o n  a  t im e ly  b a s is  

o r to  co m p ly  w ith  o th e r re q u ire m e n ts  o f a  m o rtg a g e . 

 

8 . N o tic e  o f D e fa u lt- A  fo rm a l w ritte n  n o tic e  to  a  b o rro w e r th a t a  

d e fa u lt  h a s  o ccu rre d  a n d  th a t le g a l a c t io n  m a y  b e  ta ke n . 

 

9 . P re p a ym e n t p e n a lty- A  fe e  th a t m a y  b e  ch a rg e d  to  a  b o rro w e r w h o  

p a ys  o ff a  lo a n  b e fo re  it ’s  d u e . 

 

   1 0 . U n d e rw rit in g - T h e  p ro ce ss  o f e va lu a t in g  a  lo a n  a p p lic a t io n  to  

d e te rm in e  th e  risk  in vo lve d  fo r th e  le n d e r.  It  in vo lve s  a n  a n a lys is  

o f th e  b o rro w e r’s  c re d itw o rth in e ss  a n d  th e  q u a lity  o f th e  p ro p e rty  

itse lf. 

 

   1 1 . A cce le ra t io n  c la u se - A  p ro v is io n  in  a  m o rtg a g e  th a t g ive s  th e  le n d e r   
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         r ig h t to  d e m a n d  p a ym e n t o f th e  e n tire  o u tsta n d in g  b a la n ce  if a       

m o n th ly  p a ym e n t it  m isse d . 

  

1 2 . C a sh  re se rve - A  re q u ire m e n t o f so m e  le n d e rs  th a t b u ye rs  h a ve  

su ffic ie n t c a sh  re m a in in g  a fte r c lo s in g  e q u iva le n t to  tw o  m o n th ’s  

m o rtg a g e  p a ym e n t. 

 

1 3 . C lo s in g - A  m e e tin g  a t  w h ich  th e  sa le  o f a  p ro p e rty  is  fin a liz e d  b y  

d e live ry  o f a  d e e d  fro m  th e  se lle r to  th e  b u ye r a n d  b y  th e  b u ye r’s  

s ig n in g  th e  m o rtg a g e  d o cu m e n ts  a n d  p a y in g  c lo s in g  co sts .  A lso  

ca lle d  “se tt le m e n t.”  

 

1 4 . D u e - o n - sa le  c la u se - A  p ro v is io n  in  a  m o rtg a g e  a llo w in g  th e  le n d e r 

to  d e m a n d  re p a ym e n t in  fu ll if th e  b o rro w e r se lls  th e  p ro p e rty  

se cu rin g  th e  m o rtg a g e . 

 

1 5 . Eq u a l C re d it  O p p o rtu n ity  A c t- A  fe d e ra l la w  th a t p ro h ib its  le n d e rs  

fro m  d isc rim in a t in g  o n  th e  b a s is  o f th e  b o rro w e r’s  ra ce , co lo r, 

re lig io n , n a t io n a l o rig in , a g e , se x , m a rita l s ta tu s , o r re ce ip t o f 

in co m e  fro m  p u b lic  a ss is ta n ce  p ro g ra m s. 

 

1 6 . Fo re c lo su re - T h e  le g a l p ro ce ss  b y  w h ich  a  m o rtg a g e d  p ro p e rty  m a y  

b e  so ld  w h e n  a  m o rtg a g e  is  in  d e fa u lt . 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
*Definitions in part are reprinted with permission of Fannie Mae. 
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Before Signing on the Dotted Line: 
 

A Checklist for Consumers 
 

A committee that studied predatory lending practices in the Evansville area advises con-
sumers to meet with an independent loan counselor or at least question their lender if the 
can check more than three of the following items. 
i 

1. Is the deal you’ve been offered too good to be true? 
o Marketer guarantees the loan will be approved despite your credit problems. 
o Marketer offers to refinance mortgage for much more value than the recent 

purchase price. 
o Marketer insists you can borrow more than 100 percent of the value of your home. 
o Marketer uses statements such as “Trust me-this is legal.” 
o Less than one year has passed since you purchased or refinanced. 

 

2. Are processing tactics questionable? 
o A 1-900 number is used to start the process, resulting in phone charges that you 

must pay. 
o Telemarketer asks you for credit card or bank account number 
o You are required to sign a broker’s agreement with large penalties for terminating 

the loan process. 
o Marketer offers “to pay for anything at no expense to you.” 
o You are told that “no down payment” is not a problem for a home purchase. 
o Marketer does not discuss the length of the loan, interest rate, type of loan (fixed, 

balloon, variable). 
o Marketer does not discuss the Good Faith Estimate of closing costs at application. 
o You are not given a copy of the Good Faith Estimate and/or Truth in Lending 

Statement. 
 

3. Are fees too high? (Check your Good Faith Estimate and Truth in Lending 
form.) 

o Origination fee is more than 1 percent of loan. 
o Application fees are not credited to closing costs. 
o Total cost of borrowing (closing costs) exceeds 5 percent of money borrowed. 

 

4. Are loan terms unreasonable for you? (Check your Truth in Lending form.) 
o The loan has a balloon payment. (Most of original loan is due on last payment.) 
o The interest rate isn’t fixed, but changes at a later date. 
o The interest rate is more than 10 percent. 
o Your loan requires a co-signer. 
o Your total monthly debt (house, car, etc.) exceeds 50 percent of your income. 
o The loan has payment penalties. 
o The monthly payment does not include property taxes and insurance. 
o You can’t afford this payment. 
Reproduced from “Bridges,” summer 2001.  The Federal Reserve Bank of St. Louis 



 

2002 © Copyright HOM, LLC 34

 
 
 
Meet the Author 
 
 
 Mildred Wilkins graduated with honors from Alabama 
State University in Montgomery, Alabama in 1973.  She received 
a Bachelor of Science degree in Business with a minor in English.  
Mildred became an Indiana resident in 1975 when she 
transferred here to Indiana Bell.  After brief stays in two other 
Indiana cities, she returned to Indianapolis permanently in 1984.  
She received her real estate license in December 1992. 
  

 
Her community involvements focus on housing related 

issues: 
 

Dayspring Center, Board of Directors, Development Committee 
Indiana Coalition on Housing and Homeless Issues, member 
Indiana Civil Rights Commissions, Fair Housing Task Force, member    
Indiana Housing Finance Authority, Planning Committee, annual 

Housing committee 
Mortgage Fraud Task Force, member 
Indy Saves, advisory council 
Fannie Mae Indiana, advisory council, member 
Indiana Urban League, member 
Metropolitan Indianapolis Board of Realtors (MIBOR), member 

  
 She has affiliated with organizations related to 

housing first, to become more knowledgeable and second,  to 
find ways to share that knowledge with others. 
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