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AITENTION: DOCKET NO. 2Ow J /: 

To Whom It May Concern: 

I am one of the attorneys representing a number of eldcriy borrowers, and AAW, in 
litigation against First Alliance Mortgage Company, for unfair, unlawful and fraudulent business 
practices. The following comments are my own comments and do not necessarily rcprest:nt the 
opinions of any of my clients. 

Thauk you for the opportunity to provide camments and thank you ik the efforts :rou arc 

making in this arca. 

KELIABLE STATISTICAL INF0RMATION 

One oT the most serious problems 1 perceive in terms of insuring fair and ethical lending 
practices in the altemativc mortgage iending market is liiited access to reliable infomlation. 
Based on my experience over the last four and one-half years, alternative mortgage lenders will 
not willingly provide information publicly (or even to their potential customers) regardin& 
information which would be extremely helpful in evaluating the industry. The indusuy 
zealously guards as “propietary” even information which I believe should be public such as: (1) 
the yearly nveragc number of points (loan origination fee, etc.) charged to their borrowers, (2) the 
yearly average total fees; (3) the number of loans they have made; (4) their actual foreclosure 
rates; (5) borrowers credit profiles; (6) the age of their borrowers, and so forth. At the same time 
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that they refuse to provide this information to people studying the industry, they put out publicly, 
repeatedly and very cffitively a message which may or may not be accurate - such as “We 
perform a public service because we loan money to people with bad credit histories.“’ 

Whatever OTS can do lu require the lenders and the secondary marketers to compile and 
publish - at least for use by regulatory agencies - important statistical information woulLi be a 
great step forward. 

HMDA REVISlON 

The Home Mortgage Disclosure Act should be amend& lo require the reporting of the 
AGE of the borrowers. It is fairly well-known that the elderly may be disproportionately 
rcprcsented in the so-called “subprime” market. 

Also HMDA reporting should be monitored for compliance. lfa lender is not reporting 
as required, action should be taken and when applications are made to OTS for any approvals - 
lack of compliance should result in a negative action. 

DUE DILIGENCE 

I kvor OTS requiring kdcral thriftv to conducl a due diligawe review of pot.enti;d loan 
purchases to determine whether the loans meet applicable federal or state rules related to 
predatory practices. 1 have no advice on how to implement this however. For exllmple, 1 have 
heard tl~l the rdling qp&zs (Mooody’s etc.) Concept of due diligence is to allow lendt:rs II> 

preselect 10% of the loan files and that they do not even diligently review those. 

SlGNTF’lCANT LITIGATION 

I believe that OTS should require federal thrifts to disclose significant litigation against 
themsclvcs and their business pamers, and further must disclose ALL LITIGATION in which 

allegations orpredatory lending practices have been made.. I also believe that OTS shoitld 
require that any legal opinions rqqrding the significance of litigation cannot be provided by 
lawyers defending the lender in the litigation at issue. 

LOAN COUNSELLINC REQUIREMENT 

I do not believe that loan counselling is effective for several reasons: ( 1) collusive 
relationships betwmn lenders and counsellors; (2) likelihood that the counselling will become a 
weapon against the consumer. 

‘1 will fax you copies of pages from SEC reports and Annual Reports filed by First 
Alliance regarding the credit rating ofthcir borrowers. Publicly, for maxly years, First Alliance 
claimed it charged high rates and fees because it loaned money to people with bad credit. I will 
also fax you information on the “points*’ they have charged because they now claim that they 
charged 10 points on a loan. 
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As a litigator I am very concerned that counselling will not work for the borrowtx BUT IT 
WILL BE USED AGAINST THE BORROWfiR later on when the borrower attempts to undo a 
wrung For example, what if the lender says - “You know you have a right to go sc(: a credit 
counselor if you don’t trust me or if you think I’ve given you a bad deal - but it will slow up your 
Io;m, etc.” Then later, in court or arbitration the icnder will waive the “credit counsulling 
opportunity flag” to say - if they didn’l understand the deal it’s their won fault - they could have 
seen a counseilor, etc. and fail to disclose that they discouraged the counselling or colluded with 
the counsellor. 

MANDATORY ARBITRATTON 

1 hope that OTS will take an official position seeking amendment of the FAA to exclude 
consumer loan transactions ffom the Federal Arbitration Act. We had to litigate for 2 years to 
prove that First Allilulce used fraud to obtain mandatory arbitration agreements. WC: prevailed 
but one of our elderly client’s died in the meantime. Furthermore, arbitration is behind closed 
doors, little if any discovery is allowed and the public never learns about companies with horrible 
predatory practices_ This is a public policy issue. 

Thank yw very much for &I~ time in reviewing the.se comments. 

Very truly yours, 

..& (S+J+-- 

Sheila Canavan 
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TOW Wd@UCd 
(Dolh im % of Avarca lritiel 

Lorn Chssifhation Tkorurb) Tow tnmwat Rate 
“A-’ Risk _ .*.. . ..I I....... . . . . . . ..I....... .+ . . . ..-........-...... . .._....... s 245,602: 46% 9.0% * 
“8” Risk. . . . ..-.-Y..----........-_.......“.....................~.~....”..~. t57,NM 30 9.5 
% Risk . . . . . . . ..--*............-..............._....__.._._._.-_.___._...._._ IOO.565 19 10.0 
‘D” Risk . ..-..~...I”.....I.....~.~.....~.~~.............___._._..........~ 24,759 5 Il.3 

Total . .._ ._.__ .._.............-..._.~....._............~.._.*.........._L f 528.510 100% 9-j 

Loaa Originations aad Purd~asa 

The fOIlOWing table prr%ftU &ctcd iaforrwuion relating to the origination and pur&sc of lm by [he Company for 
the years ended Deccm ba 3 1: 

1995 19% 19v 
Type of prxlpaq securing loan: 

siiglc-Family . . . . . . . . . .._.....................___.._...._.____._-.._.__.____....~_.___._......~.... 95% 9s ?/b 91 Ye 
Multi-hmily and other I.................... _.. . ..____ __ . . . . _.. . . . . . . .._I._.............Y_. __ 5 5 9 

TotaJ . . ..___.......-.._..--..............-----. - -.._......._...._...... _ . . . . . . . .._.. _ I--............._.__-__ _. 100% IOOY. 7Eix 
--- 

Type of mo+gage rcctdg IOIUX 

Fii lien . . . . . . . . . . . . . . . . . . . . ..-................. - _.....................__._...._ _ . . . . . . . . . . .._ __ ._...._ 95% 99% 99% 
Junior lien . . . . . ..I.....~._.....~.-..----.-.~...~.~....~~_~~.__...._.......I.._.... ..--............. 5 I I 

Total . . . . . . . . . . . . . .._...-............. . . . ..I s . . .._._........_ . . . ..____.__ .._._.....a.- __.._ .___.__ _ ___..-.... 100% 100% I00 % c 
--__I 

Weighted avveragc interest mte . . . . . ..____..................___.-.... _ _._......._....._ __.._ _..___._ 
Weigbhred average initial combined LTV (I) . . . . . . .._~....-.....-......................I.. 

10.3% 9.6% 9.5 % 
59.3 YB 6X% 62.5 % 

(1) The LTV of a loan secured by a wrrior mortgage is determined by dividing the amount of the toan by the qpmircd 
value of the mofcgagd pmpcrry at orighuion. The combmai LTV of a loan ‘~ccurwl by any junior mortgage is 
detet~~~ineQ by Wtig the sum of the loan WCIXC~ by such mortgage and any sMlior mortgages and dividiq by the 
apptaised value of the mort&qcd pmperq at origination. 

In a ecuririzacion, the Company cxcharrg~ loans for regular intws@ and a residual interest in ;t -L The regular 
interests are immediately sold by the Company to the public for cash. As tic holder of the residual interest, the Company is 
entitled to receive certaid except cash flows. These excess cash flows are the differrncc bctwte~~ (a) principal ant; interest 
paid by borrowers and (b) the sum of(i) scheduled principai and interest paid to holders of the regular inccmrs. (ii) uustcc 
fees, (iii) rhird-party credit enhancement fees. (iv} servicing fcu and (v) Ioan losses. The Company begins receiving these 
excess cash flows tier certain overcollu~izatio~ requirements, which are specific to each secuririwrion and arc ~,scd as a 

means of credit enhancement, have been ma 

.- 
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anaauu& dcbwhcoute ratio . . . . 
75% 73% 72% 65% 

. . ..-.- ..*.,..-._ 4096 49% 59% 65% 

-8 the past three Y@XIS, tbC C~~IY’S mix af loans by risk classifiition has not changed 
significandy. Th@ fdlowiag table rctkts the risk classifications of the Company’s loan origimtions and 
purchasw br the six months ended he 30. 1997: -. 

IAwr Q8sal~aKim 

‘A” Risk ................ ............ 
“8” Risk..........................._. 
‘C” Risk.. ........................... 
“D” Risk................._ ........... 

lbcal ............................... 

The preceding discusion doa not app@ to the bnpany’s new IQII LTV roan program. See 
"-General." The Cnmp8.q will origbc High Ln loans in accordance wirh underwriting grkklincr 
supplied by Mego. The Compcmy may enter into similar illfd~g~xnen~ witi ocher originsco~_ 

. 
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PROSPECTUS 

FRIEDMAN, BILLINGS? 
Until Augat 19, 1996 (25 days after the dote 

of this ProsptttlK) all dtaltm tfrttting tramat- 
lions in the Class A Common Stlrulr offering here- 
by, whether or not pmticipating in rhid distribu- 
don. may be required to deliver P ROW&US. This 
is in addition to the obli@ion of dW ts dcliv~r 

a Prospectus when acting IUI Underwrlterr and 
with mpect to their uotmki sllotmenu or 
SUbSCtipri0OS. 


