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Attention: Docket No. 2002-17
To Whom it May Concern:

As a member of the National Community Reinvestment Coalition, the Association
of Oregon Community Development Organizations (AOCDO) strongly supports the
proposed changes to the Office of Thrift Supervision’s regulations implementing the
Alternative Mortgage Transaction Parity Act (AMTPA). AOCDO has been
involved in combating predatory lending for several years. We have seen instances
in which unscrupulous lending institutions have used prepayment penalties to trap
borrowers in abusive loans. Borrowers have also faced stiff late fees associated
with abusive loans. The current AMTPA regulations have facilitated the <+ - -
proh.eratlon of prepa _,rment pena}ti‘es and late fees mpredatory loans I

I3

While- there were legmmate reasons for AMT PA in thé early 80’s, AMPTA has
outlived its usefi:lness. ‘Congress:passed AMTPA: in' 1982 diitihg @ high Hiterest rate
environment iri ercet to provide state-chartered institutions'the ability to'offer
adjustable rate mortgages:(ARMSs) and other altérnative miortgages: At that time,
many states had outlawed ARMs. From 1983 to 1996, the Federal Home Loan
Bank Board (the OTS’s predecessor agency) and the OTS granted state-chartered
thrifts and non-depository institutions preemption under AMTPA from state law on
alternative mortgages so that they could offer ARMs. During this time period,
however, the Bank Board and the OTS did not allow institutions to preempt state
law on alternative mortgages that limited prepayment penalties and late fees. In
1996, the OTS inexplicably reversed course and allowed institutions to preempt
state limits regardmg prepayment pena.ltles and late fees on altematlve mortgages.
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This single change in the OTS regulatlons dumrg 1996 mgmﬁcantly contributed to
the dramatic incredse in predatory lending of thelast few years. Non-depository
institutions and morfagé companiés thét were state-chartered applied prepayment
penalties at- such a-highirate that the great majority of subprime borrowers (about 80
percent) now have prepayment penalties. In contrast, only 2 percent of prime
borrowers have prepayment penalties on'their loans according to Standard and
Pooi’s. This huge differenice in the application of prepayment:penaltiés.suggests
that prepayment pénalties trap subprime borrowers into abusive loans; aiid that
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subprime borrowers do not freely accept prepayment penaltles as a means of lowermg
their interest rates. r

Predatory lendmg is on the rise in Oregon There have been several stories recently on
local stations about predatory lending. In these cases, individuals and couples with only
marginally subprime credit scores were locked in loans with fees and penalties that
exceed the loan amount Oregon would benefit greatly from this change to AMPTA.

The OTS correctly notes in its proposal that prepayment penalties and late fees are not
integral elements of alternative mortgages. The OTS also reports that all states but one

- now allow ARMs, meaning that AMTPA is no longer needed. Instead, predatory lenders
are using AMTPA and the existing OTS regulations to evade state law on alternative
mortgages and prey upon unsuspectmg and vulnerable borrowers. AOCDO cannot
emphasize enough how urgent it is to remove AMTPA’s preemption of state limits
regardmg prepayment penaltles and late fees on a]tematlve mortgages

AOCDO notes that the OTS could have made its proposal stronger. The AMTPA statute
provides OTS with the discretion to prescnbe general limits on loan terms and conditions.
The OTS could have adopted a two-year limitation on prepayment penalties for the
‘alternative mortgages issued by all the institutions it regulates including federally charted
thrifts, state-chartered thrifts and non-depository institutions. The limitation would also
stipulate the maximum amount of the prepayment penalty at one percent of the loan
amount. Currently, victims of predatory lending are confronted with paying about
percent or higher of the loan amount as a prepayment penalty “OTS should use 1ts
authonty to limit prepayment penaltles :

AOCDO beheves that hrmtmg prepayment penaltles across the board would have -
achieved a greater degree of uniformity in the regulatory framework for different
institutions. - If the OTS' does not adopt a more prescriptive approach, AOCDO strongly
urges the OTS to stlck with its proposal and to reslst mdustry calls to Weaken its proposed :
regulatory changes.

- We applaud the OTS for proposmg tlns change to their AMTPA regulatlons and ask the
~ OTS to implement this change as qutckly as possrble after the close of the pubhc
comment penod :

" Sincerely,

ohn Blatt Z e :

Executive Director

cc. National Community Reinvestment Coalition:




