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MORTGAGE MARKET RECAP AND ANALYSIS
Jobs Fall Short
Two big economic events produced large reactions
in mortgage rates, but in opposite directions. A new
aid program in Europe caused mortgage rates to
increase, while weaker than expected employment
data resulted in a substantial improvement in rates. The net effect was a wash.

weakness.

Fed Helps
Mortgage Rates
The Fed's decision to implement a third round of
quantitative easing (QE3) to
boost the economy and help
lower the jobless rate was

On Thursday, the European Central Bank (ECB) announced a new program to

extremely favorable for

purchase short-term bonds of troubled countries. The new program will be

mortgage rates was the

"unlimited" in size, and there will be conditions attached for countries which receive

biggest story of the week, by

aid. Investors were more willing to own riskier assets after the news, which helped

far. Under QE3, the Fed will

stocks and hurt most bonds, including US mortgage-backed securities (MBS).

purchase an additional $40

billion of agency mortgage-backed securities (MBS) each month, on top of the Fed's
other programs. Unlike the first two rounds, no end date was given. Instead, the
purchases will continue until Fed officials judge that they are no longer necessary.
The Fed also stated that monetary policy will remain easy for "a considerable time
after the economic recovery strengthens". While most investors expected QE3, they
were universally shocked by the extent to which the Fed committed to stimulative monetary policy for years to come.
Another surprise in the Fed announcement was that QE3 will consist entirely of MBS purchases
rather than a combination of MBS and Treasury securities. The added demand for MBS caused
mortgage rates to improve. Bernanke emphasized that Fed officials hope that supporting the
housing market will lift the economy as a whole. Bernanke pointed out that home prices have
begun to move higher in recent months and he expects that this week's Fed actions will boost them more. He explained that rising home prices make consumers feel wealthier, and "they'll feel more disposed to spend".

Bank of Japan Eases

Mortgage Rates

Global central banks continued to

Improve on Growth Concerns

add monetary stimulus during the Concerns about the level of global
third week of September which

economic growth and about the progress

was favorable for US bonds. On

of reforms in Europe benefited mortgage rates, which ended

Wednesday, the Bank of Japan (BOJ)

announced

the week lower. Nearly all of the major economic data

that it will increase its level of monetary stimulus,

released this week reflected slower economic growth. In the

following similar recent moves by the Fed and the

US, GDP, Durable Orders, and Chicago PMI manufacturing

European Central Bank (ECB). The goal of the central

all were significantly weaker than expected. The news was

banks is to boost economic growth and to reduce

similar in Germany and Japan. It was reported that China is

joblessness. The primary tool used by the central

considering another round of stimulus to combat slowing

banks is bond purchases. The increased

economic growth. Weaker growth reduces future

demand

for bonds, including US mortgage-backed securities

inflationary pressures, which is positive for mortgage rates.

(MBS), from

Uncertainty in Europe increased this week as protests in

central bank purchases helped push

mortgage rates lower.

Spain and Greece highlighted the resistance to austerity

The data released this week continued to show

measures in these troubled countries. Spanish officials

improvement in the housing sector. August’s Existing

released a 2013 budget this week which included significant

Home Sales rose 8% from July to the highest level

spending cuts and riots resulted. Measurement of the

since May 2010. August’s Housing Starts increased

progress of reforms in Greece by international inspectors

2% from July, and Building Permits for single-family

was postponed until after the November 6 US elections. In

homes rose to the highest level since March 2010. The short, investors are still uncertain that unpopular austerity
September NAHB Home Builders confidence index

measures will be put in place by political leaders in troubled

rose for the fifth straight month to the highest level

countries. The result is a shift to relatively safer assets,

since June 2006.

which was also positive for mortgage rates.

A GLOSSARY OF FEES

or there should be no other fees charged

(It’s Called A What - And It’s For What?)

preparation. If an Administration Fee is

The real estate business is

charged, you will probably find there is

saddled with a myriad of fees. I

no Underwriting Fee, though, not always.

for underwriting or document

have opined that some parties,

- covers the initial

like lenders, escrow and title,

cost of processing your loan request.

seem to believe that if they can

Application fees are largely charged

come up with a new name for

because of consumer comparison

some function that they already

shopping. Costs associated with your

perform, their creativity should be duly rewarded by being able to

loan are incurred from the minute your

charge anew for it.

loan request is started. Charging

Though people ask what "this or that" is for, they seldom remember the

application fees covers these fees in the

explanations. So, as a public service I offer the following glossary of

event that a comparison shopping buyer

some of the more common fees one is likely to see on Good Faith

does not close the loan with the lender.

Estimates (GFE's) or at closings. As you scroll though these fees, don't

Often, the application fee is credited

be dismayed--you're not going to see all of them on a GFE. What you

towards closing costs if you close the

can expect to see (at the very least) are an underwriting, processing,

loan with the lender. If you do not close

escrow, title, and recording fees.

with the lender, the application fee is not

Different lenders and brokers use different names for the same item.

refunded.

All lenders and brokers are required to provide you with a Fees
Worksheet (that detail the services you may be required to get and pay

- pays for an

for in connection with your loan and what the Good Faith Estimate

independent

(GFE) used to look like), a GFE is basically the Fees Worksheet with the

appraisal of the home

various services reformatted into collective groupings, a HUD-1

you wish to purchase

(Settlement Statement). In order to explicate their meaning and where

or refinance. The

said item is likely to be encountered, I have included the standard line

lender requires this opinion or estimate

item numbers used on these forms to the left of the entry.

of the market value of the house to

: the only fee that goes to me or my company is a loan origination
fee and most often that is paid by the lender. As I am not being paid
these other fees I have minimal control over their imposition, but they
are negotiable and it behooves buyers and borrowers to do precisely

ensure that the house is worth the
purchase price and to establish a Loan to
Value (LTV).
- Even though
you will probably not see this fee on your

that.
- is another name for Underwriting
Fee. It may include charges for underwriting, document
preparation, or both. When an admin fee is charged,
there should only be one of either (the Underwriting or
Document Preparation) charged in addition to the Administration Fee,

GFE or Mortgage Loan Disclosure
Statement (MLDS) it is charged
occasionally. Some lenders routinely
review appraisal as a quality control
procedure, particularly on higher valued

properties or in areas that have seen rapid price appreciation.

almost all loans and is usually in the neighborhood

This fee is in the neighborhood of $150.

of $125-$150.
- Most lenders

charge a fee for a rate lock that extends beyond 60 days.

- A lender cost for drawing loan
documents.

Fees are charged against shorter term locks as well e.g., 15,

- Endorsements are used to

30 & 45-day locks, as well. The rule is the longer the lock, the

change the coverage of the title insurance policy

higher the fee. The fees are usually a fraction of a point (1%)

this fee insures the insured against loss or damage

and are deducted from a broker's rebate (the amount the

sustained by reason of lack of priority of the lien of

broker receives from the lender for placing the loan with

the insured mortgage over any environmental

them).

protection lien.
- This fee is similar to the

- Cost charged by a third party

courier fee charged by other lenders, but covers

that holds funds or documents on behalf of others

the title company's or attorney's delivery costs.

and is subject to their instructions. Normally for a

The fee is approximately $30.

sale, the buyer and seller share this fee; each

- This fee covers the cost of a standard
factual credit report.

paying 50% of the total fee.
- The

- Lenders require a credit report. Your

Escrow/Impound Account really

credit history is a part of the application documentation. As

functions as forced savings for the

many as 70% contain errors, although usually minor in

buyer to ensure that the insurance

nature, but there are other times when judgments,

and taxes will be paid. A portion of

collections, + charge-offs were paid but the credit report

your monthly mortgage payment includes monthly

does not show them as satisfied.

premiums for homeowner's insurance, taxes and

- A discount point is an one time charge

private mortgage insurance (PMI), if applicable.

by the lender to buy down the interest rate of your loan. If you

The allotted portion of your monthly payment for

are willing to pay one or two percent of the loan amount you

theses items is placed in a escrow/impound

can buy the interest rate down a half percent or so.

account. The lender uses the money from the

- Once underwriting
has approved your loan, the legal and
miscellaneous documents required at closing
must be prepared. These documents include the
mortgage note, deed of trust, Truth in Lending forms, and
escrow instructions. Before the computer made it fairly easy
for lenders to draw their own loan documents, they used to
hire specialized document preparation firms for this function.
This was the fee charged by those companies. Nowadays,
lenders draw their own documents. This fee is charged on

escrow/impound account to pay your insurance
and taxes. Section 10 of the Real Estate Settlement
and Procedures Act (RESPA) limits the amount of
money a lender may require the borrower to hold in
an escrow account for payment of taxes,
insurance, etc. RESPA also requires the lender to
provide initial and annual escrow account
statements. At closing, depending on the size of
your down payment, you may be required to
deposit money into an escrow/impound account.

- Federal law requires flood insurance if the property is
located in a flood zone. Normally, an independent company is used to research the
FEMA maps to determine if the home lies in a flood zone. This one-time fee is for
the life of the loan, as the FEMA maps are checked annually to determine if your
property has moved into or out of a flood zone. If your property is reclassified at any time during the
life of the loan, the lender will notify you whether or not you should drop or obtain flood insurance
for your property.
- Is an itemization of fees that one is likely to pay at closing. The three
words; Good, Faith and Estimate are key. The lender focuses on the word Estimate, the buyer
focuses on the word Good and Faith is what brings the two together. When buyers have confidence
in the business practices of their lender, then the faith is strong because they know there will be few
surprises at closing. The fact remains that the Good Faith Estimate is only an estimate and the
actual fees may differ from the estimate at closing.
- If one's down payment is less than 20%, the buyer will be
required to put 2 month's worth of the annual homeowner's insurance premium into an escrow
account, otherwise the buyer will place 1 month into the account. The monthly mortgage payment
will include 1/12 of the annual premium in the payment, which is kept in the escrow account until
the annual premium is due. If one's down payment is less than 20%, the buyer will have a two-month
"cushion" in the escrow account. Cushions are allowable but limited under RESPA; in other words,
RESPA accepts the practice of the lender's wanting to cushion the escrow account, but limits the
amount of the cushion to a reasonable amount.
- A buyer is required to pay a one-year premium
for homeowner's insurance at or before closing (if one chooses to pay the
insurance company directly, in which case, one brings proof of payment to
closing (insurance declaration page). The lender requires that the buyer has
homeowner's insurance to protect the collateral of the mortgage loan.
Homeowner's insurance is then paid in monthly installments, included as part of
one's mortgage payment. The lender places each monthly payment into an escrow/impound
account. By the end of a year, the lender has collected the buyer's yearly premium and pays the
annual premium when it is due.
- This fee covers the cost of having the property inspected by an independent
company to determine if the property meets current building standards and is in good condition.
- If the appraisal uncovers anything that needs to be repaired or
fixed (the roof is the most commonly required repair) or if, during the appraisal,
something is currently being repaired or completed (i.e., a pool), then an inspection
is usually required by the lender.

- Often called "Points", a loan discount is a one time charge by the
lender to buy down the interest rate. For example if the par price (wholesale interest rate is
5.25%) a borrower might be able to get a 5% interest rate for the life of the loan if they were
willing to pay 1 point. (Each point is equal to 1 percent of the loan amount).
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- About 70% of loans

are originated through mortgage brokers. Wholesale lenders offer lower costs/rates to
mortgage brokers than you can obtain directly, so you are not paying "extra" by going
through a mortgage broker. Often you will get a lower interest rate and save time by having
a broker shop for you. Many low-rate lenders are wholesale only and do not have retail
divisions for the public. The loan origination fee is measured in "points". One point is equal
to one percent of the mortgage loan.

- Although this sounds like a lender fee, it is not. When charged, it is
usually by a settlement agent (escrow, lawyer, etc) and is to compensate them for services
they provide in dealing with the lender.
- Before the mortgage deed of trust can be recorded at the court house,
the signature of the borrowers must be notarized. An individual certified as a Notary Public
witnesses the signature of recordable documents as true and correct.
- If your down payment is less than 20% and are not incurring a 2nd
mortgage, you will be required to have Private Mortgage Insurance (PMI). When processing
your loan, two "loan packets" need to be prepared, one for the lender's underwriter and one
for the PMI underwriter. You may be charged a fee for this additional processing.
Historically, most buyers/borrowers have preferred to have a 2nd mortgage over paying for
mortgage insurance because with the latter, the cost is no longer tax deductible.
- Private Mortgage Insurance (PMI) protects the lender in the event that the
borrower defaults on the mortgage loan. It is usually required if the borrower's down
payment is less than 20%. The borrower has to deposit 1-month's worth of PMI premiums
into the escrow account, depending on the lender.

Property Tax Impounds: These depend on three factors:
* In which state the property's located and when the taxes are due
* Whether the property taxes are paid in arrears or in advance
* The month in which the transaction closes

In California, property taxes are paid semi-annually, with one payment in arrears and one in
advance. A borrower's monthly mortgage payment includes 1/6 of one's semi-annual
property tax. Therefore, the borrower needs to deposit the number of month's worth of

property taxes into the escrow account that will yield 6 months worth of property taxes in the account
at the time that property taxes are due.
- Renters pay their rent in advance, but homeowners pay their mortgages in
arrears. Since mortgage loans are usually due on the first of each month, the interest is the amount
that has accrued for the previous 30 days. Since loans can close on any
day, a certain amount of interest must be paid at closing to get the
interest paid up to the first. The only interest that you prepay at closing
is the interest that will accrue from the date of your closing to the end
of the month. For example if one closes on the twentieth, the buyer will
pay ten days of pre-paid interest. The buyer's first mortgage payment is
on the 1st of the second month after closing; so, if one closes sometime during the month of January,
one's first mortgage payment is on March 1st. Note: This example is based on a purchase loan. For a
refinance, there is a period of rescission which means that the loan actually closes on midnight of the
3rd business day after closing.
- This fee covers the cost of packaging + gathering the loan information
necessary to submit your loan application to the lender. This includes employment and depository
information (w-2s, bank statements, verifications, etc.), ordering credit reports, appraisals and
surveys (if required) and other necessary documentation (divorce decrees, bankruptcy filing and
discharge, etc.); whatever supporting documentation and information is required by the lender's
underwriting department to create the true picture that supports your loan application. A broker must
submit all this paperwork according to the lender's requirements.
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- The Recording Fee is charged for recording the deed and mortgage at the

local court house. Usually the fee is based on the number of pages recorded. The deed of trust is
typically five pages and the mortgage loan note is typically two pages. The
number of pages recorded will vary due to the number of riders along with the
deed of trust and the mortgage loan note. "Rider" is a contractual term which
refers to a legal document which in and of itself carries little meaning, but
must be coupled with other documents to have meaning; hence, the name,
rider, as the document must "ride" with another document to have meaning.
Typical riders include the Planned Unit Development rider, which explains the CC&R's associated
with the purchased property; the Adjustable Rate rider, which details the adjustments to the interest
rate for an adjustable rate mortgage; or the Environmental Endorsement rider, that stipulates that the
owner of the property is responsible for damage to the environment that occurs from activities on the
property while owned by the individual(s).
- When one closes a refinance transaction there is typically
outstanding interest due on the old loan. For example, if one closed on January 10th (and
you'd made your January mortgage payment) there would be 10 days of interest due on
the old loan and 20 days of prepaid interest on the new loan. Your first payment on the

new loan would be on March 1st since would have already pre-paid all of January's interest when you
closed the refinance transaction.
- A charge for a service provided by the title company which assures the buyer,
seller, and lender that the loans/mortgages/liens of record have been paid off through escrow and
properly released. It is the title company’s responsibility to physically pay off any loans against your
home while you are refinancing or selling your property. The title company arranges for the new
lender’s loan proceeds and loan documents to be picked up before escrow closes. The new loan funds
are used to payoff the loans of record at the close of escrow.
The sub escrow fee charged by the title company is required by the Department of Insurance. Because
of this requirement, the fee charged is generally a break even charge to simply reimburse the title
company for the labor involved in calculating the loan payoff, and other necessary tasks within the
payoff process.
- This fee covers the cost of submitting the loan to prospective lenders.
- States differ in whether or not they require a survey of the home's property. The survey
determines whether the property associated with the home is within property lines
and that the property lines have not been crossed by other structures.
- Covers the service that a company provides to verify that the
property tax payment sent to the assessor's office was credited to the correct parcel.

It's immaterial whether you pay the property tax directly or the lender pays it from an
escrow account; on the front of every single tax bill from every single assessor's office
in the nation is the following statement: Tax Collector Not Responsible if paid on wrong
parcel. The only way to know if a clerical error has occurred (short of tax foreclosure) is
if there is a service that checked for payment. The one time fee is for the life of the loan.
- Endorsements are used to change the coverage of the title insurance
policy. ALTA policies and other forms of title insurance policies provide adequate coverage for a
majority of the “simple” real property transactions. If the transfer of title is not “simple,” the policy
coverage needs to be added by endorsement to tailor coverage to meet the home owner’s, the seller’s
and/or the lender’s needs.
- Even though there is a title search performed to establish the seller's
legal right to sell the property, there may be hidden defects or clouds on the title which an examination
of the records could not reveal. For instance, the previous owner could have incorrectly stated his
marital status, resulting in a possible claim by his legal spouse. Other problems
include things like fraud, forgery, defective deeds, mental incompetence,
confusion due to similar or identical names, and clerical errors in the records.
These defects can arise after the buyer has purchased one's home and jeopardize

one's right to ownership. Title insurance protects against any tax liens, unpaid mortgages, or
judgments missed in the research of the history of title on the property. If a claim is made against
one's property, title insurance will, in accordance with the terms of one's policy, assure the buyer of a
legal defense and pay all court costs and related fees. Also, if the claim proves valid, the buyer will
be reimbursed for one's actual loss up to the face amount of the policy.

There are two types of title insurance: owner's title insurance and
lender's title insurance. The owner's policy protects you, the buyer. The
seller usually pays for the owner's title insurance policy. The lender
policy protects the lender, or rather, protects the lender's collateral for
the mortgage loan and benefits the lender. The buyer pays for the
lender's policy. Title insurance is a one-time charge. It is non-transferable, even for a refinance. In
the event of a refinance, lender's title insurance is still required, but usually at a reduced rate. This
fee varies with the loan.
- This fee is to insure that the loan meets
governmental guidelines, Secondary Market guidelines and insure loan
commitment. Most lenders will not lend funds unless they are sure that the loan
can be sold in the Secondary market and/or meets their Portfolio Guidelines.
Underwriters verify that your supporting documentation corroborates the information given on your
loan application, i.e., that your appraisal is consistent with comparables, or that your liabilities are
consistent with your income level, etc.
- Some lenders have a warehouse line of credit in order to fund loans at
closing time. This is more common in specialty lending.
- When your loan funds, it is a common practice for a lender to wire the funds to the
settlement provider (escrow holder, title company, or attorney). This is a fast
and efficient way to transfer funds in a transaction where time is crucial. The
receiving account charges a nominal fee for the wire transfer of $10 to $50.
- Mortgage lenders generally wire the funds to the
escrow company handling the loan closing. Funds are wired through the
Federal Reserve System and go through commercial banks that are
members of the Federal Reserve Bank. Usually banks charge mortgage lenders a fee for the wire
transfer service in the range of $50 to $75.

GDP REPORT: ECONOMIC GROWTH REVISED LOWER
The U.S. economy grew even slower than initially reported in the second quarter, as both consumers and
businesses spent less than originally thought, and the drought in the Midwest limited agricultural
production. Gross domestic product, the broadest measure of the nation's economic health, grew at an
annual rate of 1.3% from April to June, the Commerce Department said Thursday, slower than the 1.7% rate
the government last reported in August.
The downward revision came as a surprise to economists who were largely expecting the figure to remain
unchanged. It also marked slower growth than in the first three months of the year, when GDP accelerated
at a 2% annual rate.
The government typically revises its GDP reports twice, and Thursday's data marks the final revision to the
second quarter figures. The changes make little difference to the overall economic picture of the country.
Growth is still frustratingly slow, and economists often say the economy needs to expand at least 3% a year
to bring the unemployment rate down significantly.

The revisions were due to slower consumer spending on goods and services, as
well as less investment in business structures, equipment and software. Trade also
contributed less to GDP than last reported, as exports were weaker than originally
thought. Meanwhile, farm production took a hit in the spring, due to the drought in
the Midwest. Farm inventories dropped by $7.9 billion in the second quarter.
Economists were forecasting that growth will pick up in the third quarter, but not by much. They're
predicting GDP grew at an annual rate of 1.9% from July to September. That's still not enough to boost
hiring significantly

AUGUST JOBS REPORT: HIRING SLOWS,
UNEMPLOYMENT FALLS

The labor market lost momentum last month as job growth fell to a disappointingly slow pace. The
unemployment rate also fell, as more people stopped looking for jobs. The economy added 96,000 jobs in
August, down from 141,000 jobs in July, the Department of Labor said Friday. Meanwhile, the unemployment
rate fell to 8.1%, from 8.3% in July.
Economists were expecting 120,000 jobs to be added in the month, and the unemployment rate to remain
unchanged. The unemployment rate fell largely because 368,000 people stopped looking for work. Just 63.5%
of the working-age population was either employed or actively looking for work—a 30-year low, according to
Capital Economics.
The job market is improving, but only gradually. At least 150,000 jobs need to be created each month to simply
keep pace with the growing population.
In addition to the large number of people leaving the workforce, the Labor Department also revised down the
job numbers for the two previous months, resulting in 41,000 fewer jobs created than originally reported.
Hospitality employment (restaurants and bars) increased by 28,000, a sign that people
may have more disposable income. Professional and technical service jobs rose by
27,000, and the health care industry added 17,000 jobs. In August, manufacturing was
particularly hard hit, shedding 15,000 jobs. The government continued to shed jobs, losing
another 7,000 positions.
The weak numbers could also increase the chances that the Federal Reserve will take more action to boost the
struggling economy. The overall job market still has a long way to go recover from the financial crisis. Three
years after the recession ended, roughly 12.5 million Americans remain unemployed, and 40% of them have
been so for six months or more.
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. What is the g-fee increase that I have been hearing about?
. The Federal Housing Finance Agency (FHFA) has directed Fannie Mae and Freddie Mac to raise guarantee fees
(g-fees) by an average of 10 basis points for all conventional mortgages. This translates to roughly an increase of .50
in PRICE, not rate, being passed on to the borrower for loans with an amortization term greater than 15 years. For
loans with amortization terms 15 years or less, there will be only a 25 basis point increase. Similarly, loans requiring
relocks, and lock extensions were similarly affected. (See below). This applies to Fannie or Freddie loans, both
conforming and high balance loan amounts. Pricing will affect all Agency products including all Agency High
Balance, DU Refi Plus, LP Relief Refi, and Home Path. It does not apply to FHA, VA or USDA loans. Nor are generic
jumbo loans affected.

The cost of 45 & 60 day locks on all Agency loans were increased by .50% on September 17. On September 25th, the
30 day price was increased by .50%, as well.

Relocks where the new lock expiration expires on or after November 1st will be subject to an additional charge of .50
to the relock fee.

Locks with the new expiration on or after November 1st will be subject to an additional charge of .50 to the standard
extension fee.
Recipients of the newsletter are invited to Ask Morty any real estate or financing questions. The answer to the
question will be answered either by phone or email and posted in the next issue for the benefit of all. Questions may
be forwarded via mail, phone or fax. Due to the high incidence of spam, if you email me a question, it needs to
identified as “real estate question” on the subject line of the email. (See front of issue for phone
and fax numbers). Morty’s email address is morty@mortgagestraightTalk.com

