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SUMMARY

The Maryland Court of Appeals answered a certified question concerning whether Maryland's
Secondary Mortgage Loan Law requires a lender to disclose in writing a borrower's statutory right to
postpone a balloon payment for up to six months. The court held that the statute does not require
written disclosure of that postponement right and therefore did not reach whether the statute's penalty
provisions applied.
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QUESTIONS PRESENTED

1. Whether Maryland Commercial Law Article § 12-404(c)(2) requires a lender or seller using a secondary
mortgage or deed of trust with a residential balloon payment to state in writing that the borrower has a
statutory right to postpone the balloon payment once for up to six months.

2. Whether the penalty provisions of § 12-413 apply if the written-disclosure requirement applies.

HOLDINGS

1. Section 12-404(c)(2)(iii) does not require a seller or lender whose residential secondary mortgage
creates a balloon payment to state in writing that the statutory one-time, six-month postponement period
is available to the borrower.

2. The court did not decide whether the penalty provisions of § 12-413 apply.

KEY QUOTATIONS

“We hold that Section 12-404(c)(2) does not require a seller or lender, who takes a secondary mortgage or a
deed of trust securing all or a portion of a residence's purchase price and creating a balloon payment, to state
in writing that the statutory postponement period of six months is available to borrowers.” (842 A.2d at 2)

“Section 12-404(c) does not require a seller or lender who takes a secondary mortgage or deed of trust
securing all or a portion of a residence's purchase price and creating a balloon payment to state in writing
that the statutory postponement period of six months is available to borrowers.” (842 A.2d at 10)

“CERTIFIED QUESTION ANSWERED AS SET FORTH ABOVE.” (842 A.2d at 10)

FACTUAL BACKGROUND

Alton and Verne Drew purchased a residence using a secondary mortgage loan secured by a junior mortgage,
later held by Wilshire Credit Corporation. The loan required monthly payments for fifteen years and included a
balloon payment estimated at $54,063.30, approximately 92% of the secondary-mortgage principal. The loan
documents disclosed and obtained written agreement to the balloon payment but did not disclose the statutory
one-time, six-month postponement right and instead stated that the lender had no obligation to refinance the
balance. The balloon payment had not yet matured, and the Drews had not requested an extension.

PROCEDURAL HISTORY

The Drews challenged a secondary mortgage loan containing a balloon-payment provision that did not state in
writing that the lender was required to postpone the balloon payment once for up to six months at the borrower's
request. The federal district court certified whether Maryland law required that written disclosure and, if so,
whether the statutory penalties applied. The Court of Appeals answered the certified question in the negative and
declined to reach the penalty issue.
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