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As a mnber of the Natlonal Commlmny Remvestment Coalmon, Comnmmty Eqmty .
L Investments, Ine. (CEII), strongly supports the proposed phanges to'the Office of Thrift
Co " Supervision’s, regulauons implementing the Alterative Mortgage Transaction Parity Act. ,
" ., (AMTPA). CEHhasbeenmvolvedmeombatmgmedamrylendmgforscvpralyears.Wehave
‘ ,repeatedly seen instances in which unscrupulous lépding institutions have used prepayment
! penalties to tmp bon'owers in abusive loans. Borrowers have also faced stiff late fees associated
' " with abuswe loans. The cirrent AMTPA regulatmns have facilitated the prol:ferat;on of
prepaymem penalties and late: fecs in predatory loans

.AMTPA has outlived its usefulness. Congress passed AMTPA in 1982 durmg a h:gh interest rate .

environment in order to provide state-chartered institutions the ability to offer adjustable rate -
mortgages (ARMs) and other altcmatwe mortgages At that time, many states had outlawed ..

* ARMs. From 1983 to 1996, the Federal Home Loan Bank Board (the OTS’s predemsor agemy)
and the OTS granted state-chartered thrifts and non-deposnory institutions preeniption’ under
AMTPA from state law on aitematwemongagessothaxtheycould offer ARMs. Dyring this titne .
period, however, the Bank Board and the OTS did not allow institutions to preempt state lawon . ..
alternative mortgages that kimited prepayment penaltics and fate fees. In 1996, the OTS ' o
mxphs:ably rcversed course and allowed mstﬂ:utlons to prcempt state limxts regarding prepaymﬁ

This smgle change in the OTS regu]atmns during 1996 mgmﬁcantly contributed to the dramatlc '_
increase mpredatmquadmgoftbc last fewyears.Non—deposuorymntmmnsandmortgage I
--companies that were state-chartered applied prepayinent pcnaltlcs at such ah:gh rate that the .
-great majority of subprime borrowers (about 30 percent) now have prepayment penalties. In '
contrast, only. two percent of prime borrowers have prcpay,ment pea:altms on their loans .o
: accordmg to Standurd and Poor’s. This huge dtﬂ"erence in the apphcat:on of prepayment penaltxes o
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suggests that prepayment pcnalt::cs trap subpnme borrowers into abusive loans, and that subprime
borrowers do not freely accept prcpayment penaltles as a means of lowering their mterest rates.

One former cllent of ours was lalked into a loan that had subsgamml prepayment fee.s‘ and up .
front payments. Additionally the locn did not provide an escrow payment that would

accumulated her annual taxes and i msurance payments. She did not understand that she would
havé to pay the raxes and i insurance herself zndependem of the regular monthly paymenls unlzI
they were due. - . S c \

The OTS correctly notes in its proposal that prepayment penalncs and late fees are pot mtegm]

"elements of alternativé mortgages. The OTS also reports that alf: states but one now allow ARMs, .

meaning that AMTPA is no longer necded. Inatead, predatory lenders are. using: AMTPA and the
existing ‘OTS regulations to evade state law on-alternative mortgages and prey upon unsuspectmg \
and vulnerab}c borrowers, C'EII cannot. emphaslzc cnough héw urgent it is'to remove AMI'PA’

' preemptmn of statc lumts regardmg prepaynmt penalties and late fees om altemaxwe mbrtgages

Comm:m:ty Equ:ty Investments, Inc. notes that the OTS could have madc its proposal stronger.

.\,‘: The AMTPA statute provides QTS with the discretion tb prescribe general Yimits on Ioan: terms'
a.micond:ttons H‘he OTS éould havc a(foptcd a tvqo year limitation.on, prepayment penaltaes for . .
the lternative mnrtgages 'issuod by all the institutions it regulaj:es mcludmg féderally charted - . .

thrifts,' stuté-chartercd thrifis and non-depository institutions. The Emitation could also stipulate - -
the maxipum amount of the prepayment penalty at one percent of the loan amount. Currently,
victims 'of predatory lending are:confronted with peying about 5 peroent or higher of the loan |
amourt as a prepayment penalty

We behevc that hm;tmg prepayrnent penaltnes across the board would bave achaeved a greater
_ degree of viniformity in the regulatory framework for different institutions. If the OTS does not

- adopt a more prescriptive: approach, CEI strongly urges the OTS to stlck with its proposa.i andge ..
. resist mdustry caﬁs to.weaken its proposcd regulatory changes
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