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Dear Reader,

Acquiring foreclosure properties is not as over whelming as it might first seem. There are specific things you need to know, and understand, before you get started as a foreclosure investor.

The main reason you want to purchase a foreclosure property is simple. you are acquiring the property for a discounted price. once you have purchased it, you can then keep it and rent it, or you can immediately sell it for a profit.

The Everything® Guide to Buying Foreclosures will allow you to learn about investing in pre-foreclosure and foreclosure properties. you will know the ins and outs of the process — and how to profit from all kinds of transactions. you will know how to find the properties, how to make purchase offers, and what to do when your offer is accepted.

Investing in foreclosure properties offers the potential for steady profits and financial independence. It's not a get-rich-quick scheme. It take s work, perseverance, and the willingness to learn the strategies that allow you to acquire properties. This book will help you discover the potential that investing in pre-foreclosure and foreclosure properties offers.
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Introduction

[image: illustration]SO YOU WANT to make some money investing in foreclosure properties? You are certainly going to be busy over the coming months.

There's a lot to learn to become a successful foreclosure real-estate investor. You have to learn the local laws, develop contacts, and start searching for properties. There is a certain amount of paperwork involved, too. It takes time to get started, but it is something you can do slowly. You can move as quickly or slowly as you desire.

There is no regulation or licensing to become a real-estate investor. You don't need a college education, a business license, or a lot of money. You simply start and, like the rest of the investors, jump into the sometimes murky waters. Your first foreclosure investment could be just days or weeks away. You will be spending most of your time searching for properties. After you find prospective properties, you need to make a purchase offer. Most of your first offers will be rejected (if not, you may have offered too much!). There will be negotiation, a back-and-forth exchange of offers and counteroffers. You won't buy every property you find, and most of your offers will be rejected.

So why become a foreclosure investor? The answer is simple: profit. The plan is not difficult: You buy properties at a low price and sell them for a higher price. The difference between your buy and sell prices becomes your profit.

When you do put together a deal, you can make thousands of dollars when you sign your name to the documents. Imagine making $10,000 a deal — and completing just one deal a month. And many investors make more than $10,000 on a deal!

You also have a lot of options. You can acquire both pre-foreclosure and foreclosure properties. You can buy and hold properties, or buy and sell them immediately. You can even sell your rights to the property before you actually purchase the property.

In these pages you will learn what it takes to be a successful real-estate investor of foreclosure properties. You will learn the basics of how to acquire foreclosure properties. And with each acquisition you stand to make more money than you ever thought possible.
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The Life of a Mortgagor

As you may already know, a mortgagor is obligated to make a payment every is obligated to make a payment every month during the entire term of the mortgage. As long as the mortgagor makes that required monthly payment in full there's no problem. But things don't always go as planned. There can be sudden illness, job loss, divorce, a family crisis, or another life-changing situation that alters everything. Making the monthly payment becomes impossible. monthly payment becomes impossible. However, unless the payments are made as agreed, the life of the mortgagor is about to change drastically.


Mortgagor Versus Mortgagee

A mortgage is a public notice filed in the county courthouse notifying anyone interested that a lien exists on a piece of real property. (A lien is the legal right to keep or sell the property of a debtor as payment for a debt.) The obligation to pay a loan is created by signing a promissory note. The terms and conditions of the loan (the amount of the loan, the amount of the monthly payment, the interest rate, and the number of payments) are described in detail on the note. Some notes are extensive legal contracts, while others are simple to read and written in plain English. The trend has been to make the notes or loan documents consumer friendly and easier to comprehend.

There are many different legal terms used to describe a note. Sometimes called a promissory note, a mortgage note, a deed of trust note, a real-estate loan note, or just a note, the document creates the legal obligation to repay the amount borrowed and pledges a piece of real estate to guarantee the repayment of the loan. It is a separate and distinct document from the mortgage.

When talking about mortgages there are two entities: the mortgagor and the mortgagee. Most people easily confuse the terms. The mortgagee is the bank or lender. The mortgagor is the person (or the persons) that borrows the money.


[image: illustration]

The mortgagee (the bank or lender) receives the mortgage from the mortgagor. To remember the terms easily, think of paychecks, employers, and employees. Who gives the money and who receives it? Salary is paid by the employer to the employee. Similarly, with a mortgage, the monthly payment is given from the mortgagor to the mortgagee.



The mortgagor also takes on additional responsibilities when signing a note or installment loan contract. For example, the mortgagor is required to purchase and maintain adequate hazard insurance. Most often the mortgagor purchases a homeowner's policy, which will protect the property against losses from fire, storms, vehicle, or other damage. Other standard obligations include the payment of all property taxes and the adequate maintenances of the property.

The note offered by the mortgagor and presented to the mortgagee is always a written agreement. It is signed by the mortgagor and held or maintained by the mortgagee. The mortgage is always secured by real property (the real estate), and it is pledged as collateral for the loan. Should the mortgagor not make the agreed payments, the mortgagee maintains the right to repossess and take over ownership of the real estate in a foreclosure.


[image: illustration]

The promissory note is a legally binding document. It creates an obligation on the part of the borrower to pay back the borrowed funds, plus interest, to the lender. Although different terms are used in different jurisdictions, the purpose always remains the same. Payments on the loan, including interest, must be paid, and failing to do so, the lender has the right to foreclose on the loan.



The mortgage, a public document, alerts anyone searching the title of the property at the county courthouse that a lien exists. The mortgage is the public notice that a promissary note has been signed by the property owner.

A mortgage is often thought of as “the loan.” The mortgage does not create the legal obligation to pay back the borrowed money. It simply notifies the public that a note has been signed, pledging the property as collateral on the loan.

The mortgage serves to alert any potential buyer (or another lender) that a loan exists and must be paid in full before a clear title to the property can be obtained. A mortgage notice prevents the property owner from selling the property without the buyer knowing a lien exists. It is up to the buyer to learn of an existing mortgage by searching the property records at the courthouse of the county where the property is located. It also alerts any potentail lender if another loan has been made to the property owner, preventing duplicate loans secured by the same piece of real estate.


Mortgagor's Responsibility

Whenever money is borrowed to purchase real estate, the lender will require the borrower to sign a note and mortgage. The note, no matter what it is called in any given jurisdiction, will specify the obligations and responsibilities of the borrower. The mortgage note legally requires the mortgagor to repay the loan to the mortgagee.

The mortgage note will clearly indicate what the mortgagor must do. Basic terms of the loan are clearly indicated. They include:


	Amount of the loan


	Length of the loan


	Number of payments


	Interest rate


	Amount of each payment


	The date of the final payment


	Any other terms and conditions




As already mentioned, a mortgagor will be required to maintain adequate hazard insurance to protect the property (which is the collateral for the loan) against losses. If there are condominium or homeowner association fees, the note will require the mortgagor to pay those assessments. The note will require compliance with building and municipal property codes, the payment of property taxes, and other similar duties.

There could be other terms or conditions. For example, if the property is located in a floodplain, the note might require the borrower to maintain adequate flood insurance protection.


[image: illustration]

A mortgage note may also include other important terms and conditions of the loan. For example, it will include any prepayment penalty (assessed if the loan is paid off prematurely).



The mortgagor must make the monthly payments. That sounds simple enough, but too many borrowers overlook this simple requirement. If the borrower makes a payment late, it is customary that a late payment fee must be paid. The amount of that fee is clearly specified in the mortgage note. While most mortgages require payment on the first day of the month, any day of the month can be used.

No one is concerned if the monthly payment arrives a day or two after the specified date (of course, the lender wants the money before the due date). But legally speaking, no action is taken when a loan payment arrives at the lender's office a few days after it was due.

For the vast majority of borrowers, the mortgage process remains simple and unproblematic. The borrower (or mortgagor) makes the agreed monthly payment to the lender (or mortgagee). She sends off the monthly payment on time, the bank accepts it, and over the period of the loan the balance declines until it is paid off. At that point the mortgagor owns the property free and clear. That's the way it is supposed to work, and does, for most but not all borrowers.


Late Payments and Bad Credit

The borrower sometimes makes late payments on his home loan. This can happen for any number of reasons.

When the note is signed by the borrower, it will include the day of each month that the loan payment is due. The note will also include a definition of when a payment is late. After a specific time, a late fee is assessed to the borrower. This is often ten to fifteen days after the due date of the mortgage payment.

The amount of the late fee is also specified. Sometimes it is a set amount. In some notes a percentage of the payment due is assessed (usually, but not always, about 5 percent of the amount of the principal and interest payment). The late fee serves as a penalty to help insure the borrower makes the monthly payment on time.

While most borrowers make the monthly payment on time, some pay late either intentionally or unintentionally. The lender assesses a late fee based on the amount specified in the note, and the borrower pays that fee. The loan account is then brought current.
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Foreclosure problems really begin when a payment is not made within thirty days after it was due. It signals a huge problem for the lender. It indicates the borrower is in financial peril.




Reasons Mortgagors Don't Make Payments

There are many reasons why a borrower does not make the monthly home loan payment. Most borrowers really do want to make their payments as they had agreed to do when they borrowed the money. Most likely something happened that makes it impossible to pay the monthly payment.

For example, there could be a sudden loss of income caused by job loss or some other situation beyond the control of the borrower. There could have been cutbacks at the borrower's employer. There might have been a reassignment of employment duties, a demotion, or some other circumstance that resulted in less income for the borrower.

Or there could have been a sudden and unexpected illness or injury that could have made it impossible for the borrower to work. Without working, there is not enough income to make the payment.

There might have been a death of one of the two borrowers, making it impossible for the surviving borrower to make the monthly payment with the loss of the income. Sometimes the inability of a married couple (co-borrowers) to make the monthly payment results from a separation or dissolution of the relationship.

There could have been some serious overborrowing since the home loan was granted. The borrower may have purchased too much on credit terms. A new car loan or overuse of credit cards and other installment credit may have made it impossible for the borrower to meet all the required monthly payments.

Sudden and unexpected expenses might also affect the borrower's ability to put together the payment. For example, uninsured medical expenses for a sick child could make it impossible for the borrower to have enough funds to make the payment.


Mortgage Products Lead to Delinquency

Over the past several years lenders have aggressively sought borrowers. As the pool of conventional borrowers diminished, the lenders created new mortgage products. This was done to find more borrowers. The problem is that many of these unconventional loan products tend to create a higher rate of delinquency.
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Adjustable rate mortgages (commonly called ARMs ) often offer an initially lower monthly payment, allowing borrowers to qualify for the loan based on their income level.



To understand these new mortgage products, you must first understand a conventional or “perfect” home loan, at least in the eyes and heart of the lender.

Consider a $200,000 home purchase. To a lender, the perfect loan is one to make to borrowers with:


	Excellent credit


	Sufficient income to make the monthly payment


	Solid employment history


	Few other monthly obligations that must also be paid


	Solid collateral (the property being purchased is easily worth the amount being paid)


	Down payment from the borrower of 20 percent or more


	Reserve funds (three months or more of cash on hand)




When all of these factors come together, the lender has a “perfect” loan. While there is always some risk when money is loaned, by following these simple guidelines the possibility of a loan going into default status is minimized.

In this example the borrowers are making a down payment of 20 percent (or a total of $40,000) from their own funds. They have excellent credit. Their income level is sufficient to handle the monthly payment. They have no other installment loans. Their employment situation is unquestionable: They have been employed for more than ten years and there is no reason to assume their employment will not continue. They have cash in reserve, beyond the amount of the down payment and the closing costs. The property has been appraised for more than the $200,000 purchase. As a lender in the business of making home loans, there is no reason not to lend the money. It is a perfect loan.

It's when any one (or more) of these factors are not perfect that a home loan decision becomes more difficult. For example, the employment history may not be as stable, or there could be some questionable items on the borrower's credit report. It doesn't mean that the borrowers can't get a loan, but it does put more risk when making the loan.

Lenders are not quite as stringent when making home loans for the purchase of the primary residence. They believe that most borrowers will do everything they can to save their primary residence because it is where they live. And everyone needs a home.


[image: illustration]

Mortgage insurance is sometimes called PMI, which stands for private mortgage insurance. The federal government, through loan programs administered by the Department of Veterans Affairs (VA), Federal Housing Administration ( FHA), and the Department of Agriculture, provides mortgage insurance to allow home purchases with small down payments — from 0 percent to 3 percent.



For years the mortgage industry has made loans to people that do not have a 20 percent down payment. To make the loan, lenders required the purchase of mortgage insurance. This protected the lender, not the borrower, should the loan fall into default. If the borrower has only 5 percent down, the lender would make the loan but only with the purchase of mortgage insurance. Think about the example: a $200,000 home with a $40,000 down payment. Should the loan default, the lender would control a $200,000 property that only needs to net $160,000 if sold. That's a pretty comfortable position for the lender. When a smaller down payment is made by the borrower, the mortgage insurance protects the bank from any loss after a default as if the borrower had made a 20 percent down payment.


[image: illustration]

Stated income loans, sometimes called no income verification loans or no docs (no documentation), are an easy way to get into debt at a level that the homebuyer cannot afford. Just because someone will lend the money does not mean it makes financial sense to borrow it.



The problem for lenders is that there are not enough “perfect” loans available. So to keep lending money, which is how they make their money, they need to lend to people that don't fit the perfect loan scenario. To do so they create new loan products.

One of the specialized loan products recently marketed is the interest-only loan. This type of loan allows the borrower to pay only the interest for the first few years, which means a lower monthly payment during that time, before the principal is amortized in the loan. Other recent innovations are longer-term mortgages such as thirty-five or forty-year loans.

Stated income loans are available to those that find it difficult to provide verification of their incomes. These loans are particularly popular with the self-employed and allow mortgagors to simply state their income rather than provide documentation that proves their income.

The real problem with these unconventional mortgage loans is that there is a greater chance of default. This can happen easily and unintentionally. For example, a homebuyer agrees to an ARM loan, and an adjustment of the interest rate occurs. The monthly payment could increase hundreds of dollars. The difference between the old loan payment (the adjustment of the adjustable rate mortgage) and the newer one makes it impossible to make the monthly payment.

Mortgage lending ratios are the key as to how much money can be borrowed. Usually expressed as 28/36, these two numbers are the percentage of the homebuyer's gross monthly income. The first number is the maximum amount of the proposed housing payment. It includes principal, interest, taxes, insurance, and any homeowner's association fees. This means the total monthly housing payment cannot exceed 28 percent of the total monthly gross income. The second number is the amount of all the monthly loan obligations. This includes credit card payments, student loans, car loans, and other monthly debts combined with the proposed monthly housing payment. This combination (or total of all the monthly payments) cannot exceed 36 percent.

Decades of lending experience have proven the 28/36 ratios to be worthy measures of what someone can afford when it comes to housing expenses. Lenders have over time loosened these ratios, all in an effort to lend more money. Some lenders have offered lending programs where as much as 50 percent to 55 percent of the borrower's total income can be allocated toward a housing payment.
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To qualify for one of the specialized lending programs, the borrower must seek a loan from a subprime lender. A subprime loan usually costs more by charging the borrower higher interest rates.



Other loan products also make it easier to finance a piece of real estate. Notorious are the mortgage products that offer 100 percent financing. Sometimes lenders offer first and second mortgages: an 80 percent first mortgage and a 20 percent second mortgage. This eliminates the necessity of needing any down payment. It is usually sold to a borrower as a method to avoid paying mortgage insurance. Some lenders go further. They offer 103 percent loans, or actually lend more than the property is worth. The extra 3 percent is used to pay closing costs.

All of these special financing plans or specialized mortgage products make it easier for the borrower to get the money needed to buy a property. The problem is that it is also easier for the borrower to get into a precarious financial position.


When Late Payments Are a Real Problem

A payment thirty days late can signal a growing problem for the borrower. The first issue is how to make up the past-due payment and late fee plus make the next payment.

At the beginning of the next month, when the next payment is due, the lender rightfully becomes concerned over the past month's payment. It's a matter now that two payments are due: the current month's and the past month's payment. Depending on the lender's policies, certified letters, phone calls, or correspondence from a legal department or attorney may be part of the communications forwarded to the borrower. At this point the lender really does want the borrower to catch up on the late payment and make the current payment. Some lenders will be more lenient than others. Some will threaten immediate legal action while others will encourage communication, all for the purpose of bringing the loan current.
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Too many borrowers facing foreclosure go into hiding. They refuse to speak or communicate with the lender. It's probably the biggest mistake they can make. The best way out of the tough situation is to find a solution with the lender. Ignoring the warnings and hoping the situation will get better never works, even though many people facing foreclosure do just that.



When the payments are missed, foreclosure may occur at any time. Each state has its own laws and procedures that the lender must follow when commencing foreclosure. Foreclosure is a legal process that a lender uses to repossess or take over the real estate. The property is, after all, the collateral of the loan.

Foreclosure is not an instant process. It takes time to foreclose on a loan because it is a legal process. Depending on the jurisdiction, it can take four to eight months for a routine foreclosure to proceed through the court system. Foreclosures that do not proceed through court — the nonjudicial foreclosures — can be completed in half the time.

Lenders will usually do everything possible to assist borrowers to become current with their payment. It is far better, in the eyes of the lender, to have a loan return to current status than it is to foreclose.


Banks and Nonperforming Assets

Lenders do not want nonperforming assets on their books. They lend money to make money. Lenders are quite willing to take the risk of lending money, especially for the purchase of real estate. Because the value of the real estate serves as the collateral for the loan and because real estate is likely to retain its value (or increase), lenders actively seek borrowers.

But the one thing they do not want is a borrower that will not or cannot make the monthly payment. Without the payments coming in to the lender, the value of the loan is diminished. Lenders want (and need) those monthly interest payments to make their money.


[image: illustration]

When can a defaulting homeowner sell the property if it is in foreclosure?

The owner of a property that is in the process of foreclosure can sell the property anytime up to the point the title is transferred from the borrower to the lender. As long as the borrower can sell the property and pay the loan off to the satisfaction of the lender, he can do so until the time of the public foreclosure sale.



Foreclosure is never easy for the borrower or the lender. The goal of the foreclosure is to force the borrower out of the home and turn the title of ownership over from the borrower to the lender. When a nonperforming loan reaches the point where foreclosure proceedings are commenced, the goal is to get the borrower out of the property as quickly and inexpensively as possible.

For the homeowner in financial difficulty, it is more than just a property; it is her home. There are often many emotions involved ranging from anger to embarrassment.

Many borrowers do not realize that if their property is worth less than the total amount owed on their mortgage loan a deficiency judgment could be pursued by the lender. This means that if the property cannot be sold for the amount of the balance of the loan, the lender may require the borrower to pay the uncovered amount. If that happens, not only do they lose their home, they could owe the lender an additional amount.


[image: illustration]

Another option for the homeowner facing foreclosure is to surrender the property to the lender. This is often referred to as “deed in lieu of foreclosure.” In order to enter into a deed in lieu of foreclosure, the homeowner should have first tried to sell the property, and the fair market value of the property has to be equal to the indebtedness of the buyer.



Foreclosures are never easy. Something happened to the borrower (remember that she did qualify for the loan, and her credit and financial condition was good when she borrowed the money). For the borrower it's an emotional, mind-numbing time. For the lender it's business: make the payments or face foreclosure. And for the astute real-estate investor, there are opportunities available to make money by investing in foreclosures.



  
    
2


Types of Legal Commitments

When a homebuyer borrows money to purchase real estate, she has to make a purchase real estate, she has to make a legally binding commitment to repay the loan being made to her. The lender will require her to pay back the money borrowed, along with interest, in monthly payments. There are other requirements also, such as maintaining the property and insuring it against damage. All of these promises are legal commitments the borrower makes to her lender.


Notes and Security

When a homebuyer borrows money to purchase a home, he signs a promissory note. The promissory note is his promise to pay back the money he borrowed, plus interest, over a specific period of time and at regular intervals (usually monthly and most often on the first of each month). The repayment plan requires the interest be paid up front. This is why the initial loan payments are mostly applied to interest with very little being paid on the principal.

To guarantee the loan (and to assure the lender that it will be repaid), the homebuyer offers security for the money he borrows. This security is the actual property he is buying. The promissory note is simply an IOU.


[image: illustration]

The note is one of the most important documents signed when purchasing property with borrowed money. It's what creates the legal obligation on the borrower's part to pay back the money she has borrowed plus interest.



The original note is retained by the lender. The borrower receives a copy of the note at the time of settlement. The original is returned to the borrower, marked paid, when all the money borrowed plus interest has been paid back.

Legally speaking, over the years other terms have been used to describe the parties involved with a note. Common terms are:


	Promisor — The promisor is the person who makes a promise. With a promissory note, the promisor is the person promising to repay the loan (in other words the borrower).


	Promisee — The promisee is the person to whom a promise is made. With a promissory note, the promisee is the person who receives the payments for the loan (the lender).


	Obligor — The obligor is the person who binds herself to another by a contract or legal agreement. This is another word for promisor or borrower.


	Obligee — The obligee is the person to whom another is bound by a contract or legal agreement. This is another word for promisee or lender.




Depending on the locale, any one of these terms might be used to describe the parties of a promissory note.

A promissory note is typically known as an unsecured obligation. This means should the borrower declare bankruptcy, the debt secured by the note is repaid only after all the other debts to secured creditors have been paid. When lending money to purchase real estate, most promissory notes are made secure with a lien or mortgage against the real estate.


Sample Promissory Note

Most notes are easy-to-read documents. They do vary from state to state, and some jurisdictions require special provisions.

The following example is a typical note format recommended by Fannie Mae and Freddie Mac (government-sponsored enterprises whose policies the real-estate industry follows) and commonly used with loans guaranteed by both:


	
BORROWER's PROMISE TO PAY

In return for a loan that I have received, I promise to pay U.S. $_____ (this amount is called “Principal”), plus interest, to the order of the Lender. The Lender is _______________________________________. I will make all payments under this Note in the form of cash, check or money order.

I understand that the Lender may transfer this Note. The Lender or anyone who takes this Note by transfer and who is entitled to receive payments under this Note is called the “Note Holder.”



	
INTEREST

Interest will be charged on unpaid principal until the full amount of Principal has been paid. I will pay interest at a yearly rate of ______ percent.

The interest rate required by this Section 2 is the rate I will pay both before and after any default described in Section 6(B) of this Note.



	
PAYMENTS

(A) Time and Place of Payments

I will pay principal and interest by making a payment every month.

I will make my monthly payment on the _______ day of each month beginning on _______, ___________. I will make these payments every month until I have paid the entire principal and interest and any other charges described below that I may owe under this Note.

Each monthly payment will be applied as of its scheduled due date and will be applied to interest before Principal. If, on ______________________, 20_____, I still owe amounts under this Note, I will pay those amounts in full on that date, which is called the “Maturity Date.”

I will make my monthly payments at ______________________ or at a different place if required by the Note Holder.

(B) Amount of Monthly Payments

My monthly payment will be in the amount of U.S. $______________________.



	
BORROWER's RIGHT TO PREPAY

I have the right to make payments of Principal at any time before they are due. A payment of Principal only is known as a “Prepayment.” When I make a Prepayment, I will tell the Note Holder in writing that I am doing so. I may not designate a payment as a Prepayment if I have not made all the monthly payments due under the Note.

I may make a full Prepayment or partial Prepayments without paying a Prepayment charge. The Note Holder will use my Prepayments to reduce the amount of Principal that I owe under this Note. However, the Note Holder may apply my Prepayment to the accrued and unpaid interest on the Prepayment amount, before applying my Prepayment to reduce the Principal amount of the Note. If I make a partial Prepayment, there will be no changes in the due date or in the amount of my monthly payment unless the Note Holder agrees in writing to those changes.



	
LOAN CHARGES

If a law, which applies to this loan and which sets maximum loan charges, is finally interpreted so that the interest or other loan charges collected or to be collected in connection with this loan exceed the permitted limits, then: (a) any such loan charge shall be reduced by the amount necessary to reduce the charge to the permitted limit; and (b) any sums already collected from me which exceeded permitted limits will be refunded to me. The Note Holder may choose to make this refund by reducing the Principal I owe under this Note or by making a direct payment to me. If a refund reduces Principal, the reduction will be treated as a partial Prepayment.



	
BORROWER's FAILURE TO PAY AS REQUIRED

(A) Late Charge for Overdue Payments

If the Note Holder has not received the full amount of any monthly payment by the end of _______ calendar days after the date it is due, I will pay a late charge to the Note Holder. The amount of the charge will be ___________ percent of my overdue payment of principal and interest. I will pay this late charge promptly but only once on each late payment.

(B) Default

If I do not pay the full amount of each monthly payment on the date it is due, I will be in default.

(C) Notice of Default

If I am in default, the Note Holder may send me a written notice telling me that if I do not pay the overdue amount by a certain date, the Note Holder may require me to pay immediately the full amount of Principal which has not been paid and all the interest that I owe on that amount. That date must be at least 30 days after the date on which the notice is mailed to me or delivered by other means.

(D) No Waiver by Note Holder

Even if, at a time when I am in default, the Note Holder does not require me to pay immediately in full as described above, the Note Holder will still have the right to do so if I am in default at a later time.

(E) Payment of Note Holder's Costs and Expenses

If the Note Holder has required me to pay immediately in full as described above, the Note Holder will have the right to be paid back by me for all of its costs and expenses in enforcing this Note to the extent not prohibited by applicable law. Those expenses include, for example, reasonable attorneys' fees.



	
GIVING OF NOTICES

Unless applicable law requires a different method, any notice that must be given to me under this Note will be given by delivering it or by mailing it by first class mail to me at the Property Address above or at a different address if I give the Note Holder a notice of my different address.

Any notice that must be given to the Note Holder under this Note will be given by delivering it or by mailing it by first class mail to the Note Holder at the address stated in Section 3(A) above or at a different address if I am given a notice of that different address.



	
OBLIGATIONS OF PERSONS UNDER THIS NOTE

If more than one person signs this Note, each person is fully and personally obligated to keep all of the promises made in this Note, including the promise to pay the full amount owed. Any person who is a guarantor, surety, or endorser of this Note is also obligated to do these things. Any person who takes over these obligations, including the obligations of a guarantor, surety, or endorser of this Note, is also obligated to keep all of the promises made in this Note. The Note Holder may enforce its rights under this Note against each person individually or against all of us together. This means that any one of us may be required to pay all of the amounts owed under this Note.



	
WAIVERS

I and any other person who has obligations under this Note waive the rights of Presentment and Notice of Dishonor. “Presentment” means the right to require the Note Holder to demand payment of amounts due. “Notice of Dishonor” means the right to require the Note Holder to give notice to other persons that amounts due have not been paid.



	
UNIFORM SECURED NOTE

This Note is a uniform instrument with limited variations in some jurisdictions. In addition to the protections given to the Note Holder under this Note, a Mortgage, Deed of Trust, or Security Deed (the “Security Instrument”), dated the same date as this Note, protects the Note Holder from possible losses which might result if I do not keep the promises which I make in this Note. That Security Instrument describes how and under what conditions I may be required to make immediate payment in full of all amounts I owe under this Note. Some of those conditions are described as follows:

If all or any part of the Property or any Interest in the Property is sold or transferred (or if Borrower is not a natural person and a beneficial interest in Borrower is sold or transferred) without Lender's prior written consent, Lender may require immediate payment in full of all sums secured by this Security Instrument. However, this option shall not be exercised by Lender if such exercise is prohibited by Applicable Law.

If Lender exercises this option, Lender shall give Borrower notice of acceleration. The notice shall provide a period of not less than 30 days from the date the notice is given in accordance with Section 15 within which Borrower must pay all sums secured by this Security Instrument. If Borrower fails to pay these sums prior to the expiration of this period, Lender may invoke any remedies permitted by this Security Instrument without further notice or demand on Borrower.

WITNESS THE HAND(S) AND SEAL(S) OF THE UNDERSIGNED.

_____________________________________________ (Seal)

Borrower

_____________________________________________ (Seal)

Borrower

As you can see, the note is straightforward, clear, and easy to understand. It includes all the terms and conditions of the loan and repayment obligations.






Mortgages

The mortgage is the public notice of the lender's interest or lien on the property. While the note creates the legal obligation on the part of the borrower to pay back the money with interest, the mortgage makes the loan public. This is done so the buyer of a property knows if there are any encumbrances or liens that would prevent a clear title to the real estate. When a borrower receives money to purchase a home, two documents are signed: the promissory note, which you've just seen, and the mortgage.


[image: illustration]

The mortgage alerts the public — anyone who looks at the property records in the county courthouse — that a loan exists and the lender has an active interest in the property. It prevents the property from being transferred without the mortgage first being satisfied.




Sample Mortgage Contract

Each state where mortgages are used has established its own laws regarding their use and what legal language needs to be included within the mortgage document. The mortgage is usually recorded in the county where the property is located. The actual mortgage form varies for each locale. The mortgage document establishes the security for the loan, in other words it creates the collateral for the loan by pledging the real estate. The lender places a lien on the property, granting rights to repossess it should the borrower not make required loan payments.

Today's mortgage document usually varies from fifteen to twenty pages.

A shorter, more generic mortgage document is offered here and gives you a basic understanding of what language is usually included in the document:

This Mortgage is made by _______________, an individual with an address of ______________________________, (“Mortgagor”), to ________________ ________________, an individual with an address of ________________________________ ________________, (“Mortgagee”).

Mortgagor is indebted to Mortgagee in the principal sum of $________________ _______, with interest at the rate of _______ percent per year, payable as provided in a certain dated ______________. The terms and conditions of such promissory note are incorporated herein by reference.

Therefore, to secure the payment of the above indebtedness, Mortgagor hereby mortgages and conveys to Mortgagee all the following real estate:

(legal description of property)

Subject to all valid easements, rights of way, covenants, conditions, reservations, and restrictions of record, if any.

To have and to hold the same, together with all the buildings, improvements, and appurtenances belonging thereto, if any, to the Mortgagee and Mortgagee's heirs, successors, and assigns forever.

Mortgagor covenants with Mortgagee that:


	Mortgagor will promptly pay the above indebtedness when due;


	Mortgagor will promptly pay and discharge all real estate taxes, assessments, and charges assessed upon the property when due, and in default thereof, Mortgagee may pay the same and such amounts will also be secured by this Mortgage;


	Mortgagor will keep the buildings and improvements on the property, if any, insured against loss by fire and other casualty in the name of Mortgagee in such an amount and with such company as shall be acceptable to Mortgagee, and in default thereof, Mortgagee may effect such insurance and such amounts will also be secured by this Mortgage;


	Mortgagor will neither make nor permit any waste upon the property and will maintain the property and any improvements in good repair;


	Mortgagor will not remove or demolish any building or improvement on the property without the consent of Mortgagee;


	If Mortgagor shall sell, convey, or transfer, voluntarily or involuntarily, all or any interest in the above property, Mortgagee may, at its option, declare the entire indebtedness secured hereby to be immediately due and payable;


	Mortgagor hereby assigns to Mortgagee all rents and profits of the property, if any, as additional security for the above indebtedness;


	Mortgagee shall be entitled to the appointment of a receiver in any action to foreclose this Mortgage; and


	Mortgagor will warrant and defend the title to the property against the lawful claims and demands of all persons.




If any payment required under such promissory note is not paid when due, or if default shall be made by Mortgagor in the performance of any agreement, term, or condition of this Mortgage or such promissory note, Mortgagee may, at its option, declare the entire indebtedness secured hereby to be immediately due and payable and may enforce payment of such indebtedness by foreclosure of this Mortgage or otherwise, in the manner provided by law. Mortgagor shall pay all costs and expenses, including reasonable attorney's fees, incurred by Mortgagee by reason of Mortgagor's default.

Provided, however, that if Mortgagor shall pay the above indebtedness and faithfully perform all agreements, terms, and conditions of this Mortgage and such promissory note, then this Mortgage shall be null and void.

The rights and remedies of Mortgagee herein are cumulative, not exclusive, and are in addition to all other rights and remedies available to Mortgagee at law or equity. Failure of Mortgagee to exercise any right or remedy at any time shall not be a waiver of the right to exercise any right or remedy on any future occasion.

If any provision of this Mortgage shall be invalid or unenforceable, the remaining provisions shall remain in full force and effect.

This Mortgage is made upon the STATUTORY CONDITION, for any breach of which Mortgagee will have the STATUTORY POWER OF SALE, if existing under applicable law.

IN WITNESS WHEREOF, this Mortgage is executed under seal on the __________ day of____________________, 19_____.

Signed, sealed, and delivered
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