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LENDEFRS for COMMUNITY DEVELOPMENT
Building New Pathways for Capital

May 29, 2002

Regulation Comments
Chiel Counsel's Cfrice
Office of Thri:l Supervision
1700 G Street, NW
Washingion, [VC 200552

Ancntion: Douckel Na. 20022-17
To Whons [t May Concern:

Lenders for Comr-unity Development strongly suppons the proposed changes o the
OTS’s repulationy unplementing the Alternative Mortgage Transaction 2arity Act
(AMTPA). The curcent AMTPA regulations have Facilitared the proliferation of
prepayment penal.ics and late fees in predatory loans.

AMTPA hos ontlived its usefulness. Congress passed AMTPA in 1982 dwring o high
interest rale environment n order to provide statc-chartered institutions the ability 1o offer
adjustable rate matgages ard orher aliemative morigages. At thal time, muny states had
outlawed ARM’s. From 1983 1 1996, the Federal Home Loan Bank Board (the OTS's
predecess.r ag.ncy) and the OTS pranted state-chariered tarifts and non-depository
institutior.s preem stion under AMTPA from state Jaw on altemative morguges to that
they coull offer ARM's. During this lime period, however, the Bank Board and the OTS
did not allow institulions o precmpt stare law on aligrnative mortgage:s that limited
prepayme it penalties and late [kes. In 1996, the OTS inexplicably reversed course and
allowed institiiors 1o preempl state limits regarding prepeyment penalties and late fees
on allernalive martgages.

This singl change in the O1'S n:gulations during 1996 significanty contributed to the
dramatic increase in predatory lending of the last few years, Non-depository institutions
and mongage compenies that were State-chartered applied prepayment penalties at such a
high rate that the preat majority of subprime borrowers now have prepay meait penalties.
In contrast. onl;- 2 percent of prime borrowers have prepayment penalties: e their loans,
according 10 Stimdurd and Poor’s. This hupe difference in the applicat 01 of prepayment
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penalties suggests that prepaynient penalties trap subprime borrowers into abusive loans,
and that subprime borrowers do not feely accept prepayment penalties 48 a means of
lowering their interast rates.

The OTS correctly notes in its proposal that prepayment penalties and. lat: fees are not
integral elements of altemavive mortgages, The OTS report also reports that all states but
one now allow ARM’s, meuning that AMTPA is no longer needed. Instead, predatory
lenders are using AMTPA und the existing OTS regulations to evade stite law on
alternative mortguges and prey upon unsuspecting and vu.nerable borrowers. Lenders for
Community Development cannot emphasize enough how urgent it 1s 10 rernsove
AMTPA's precm)tion of state limits regarding prepayment penalties and late fees on
alternative mortguges.

Lenders for Comnunity Development notes that the OTS could have made: its proposal
stronger. The AMTPA statite provides OTS with the discretion to prescribe general
limiis on loan lertis and conditions. The OTS could have adopted a twu-y2ar limitation
on prepayment penilties for the altemative mortgages issued by all the institutions it
regulates including federally chartered thrifis, state-chartered thrifis and non-depasitory
institutions. The liraitation could also have stipulated the maximum amount of the
prepeymunt penalty at onc pereznt of the loan amount. Cwirently, many viclims of
predatory lending are confronted with paying 5% of the loan amount or higheras a
prepayment penally,

Lenders for Comrnunity Development believes that limiting prepayment penaltics across
the board woulid huve achieved a greater degree of uniformity in the regulatory
framework for different institutions. If the OTS does not adopt a morn: prescriptive
approach, Lemlers {or Cominurity Development strongly urges the OTS 1o stick with jts
proposal and te resit indusiry calls to weaken its proposed regulatory changes.

We applaud the O for proposing this change to their AMTPA regulations and ask the
OTS 1o implenient this change o8 quickly as possible afier the close of the public
comment pericd,

Sincerely.
.

Eric Weaver, Execulive Dircctor

cc: National Community Reinvestment Coalition




