Fair Lending and Foreclosure Prevention Bill

Connecticut foreclosuresareon therise. There were 7,747 foreclosure filings in Connecticut in the third
quarter of 2007. This represents a 920% increase over the third quarter of 2006." The failure of subprime loans
is affecting markets across the world. Thisisabill designed to prevent many of the practices and loan terms
that created the current lending and foreclosure crises.

Basic Components of the Bill

1. Regulate mortgage products that increase therisk of foreclosure. )
Among subprime loans originated in 2000, after controlling for credit score'":
a. Adjustable rate mortgages had 72% greater risk of foreclosure than fixed rate mortgage.
b. Balloonsloans (loans with large payments at the end of the loan term) had 36% greater risk than fixed
rate mortgage.
c. Prepayment penalties (additional fees charged for early repayment) are associated with 52% greater
risk.
d. Low/no doc loans (loans requiring little or no documentation of the borrower’ sincome) have a 29%
greater risk of foreclosure.

2. Ban abusive practices.
a. Flipping (refinancing with no tangible net benefit to the borrower).
b. Lending when borrower does not have the ability to repay.
c. Encouragement of default when refinancing.

3. Create accountability for mortgage brokers, lenders, and assignees (entities that buy the original loan).
a. Require brokersto put the borrower’ s interests first.
b. Allow borrowersto bring suit against assignees (entities to which original lenders sell loans) up to the
amount necessary to pay back the loan.

The common problems that borrower advocates are seeing in Connecticut:

Loans that were clearly unaffordable from the very beginning or loans that were only affordable based on low
introductory teaser rates.

Borrowers trapped into loans they could never afford by prepayment penalties.

Fraud and deceptive practices such as: inappropriate use of loans that require no proof of income, income
inflation by lenders and mortgage brokers, bait and switch tactics, and lenders and mortgage brokers misleading
borrowers into believing that taxes and insurance are included in the monthly payments.

Borrowers steered towards inappropriate and expensive subprime loans despite the efforts of housing
counselors.

Borrowers lacking the functional literacy to understand essential |oan terms.

Limited consumer protections, defenses to foreclosure, and assignee liability.
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TheBill in Detail . . .

Create a clear professional standard for Mortgage Brokers and Lenders
Require mortgage brokers and lenders to act in the borrower’ s interest.

Limitations on All Mortgages

Prohibit lenders or brokers from encouraging borrowers to miss payments

Prohibit refinancing without a “tangible net benefit” to the borrower.

Prohibit clauses allowing the lender to demand full repayment of the loan even when all obligations are met by
the borrower.

Prohibit the financing of single premium credit life insurance and other similar extraneous products.

No lending unless the creditor has a“reasonable belief” in the borrower’ s ability to repay.

Borrowers shall have the right to cure default.

Limitations on Subprime and Nontraditional Mortgages
Mandatory escrow of property taxes and homeowner’ s insurance.
Mandatory disclosure of alist of HUD-approved, nonprofit housing counselors.
Prohibit refinancing of “special” (i.e. government or nonprofit subsidized) mortgages without mandatory
counseling from a HUD-approved, nonprofit housing counselor.
No lending without verification of the borrower’ s reasonabl e ability to repay the loan according to the fully
indexed rate and a fully amortizing payment schedule. Income must be verified by the best means of
documentation available.
Bans on certain loan terms that greatly increase the incidence of default, such as prepayment penalties, balloon
payments, negative amortization, and default interest rates.
No unfair arbitration.

Limited Assignee Liability
Limited to the amount required to extinguish liability under the loan.

Enforcement by the Banking Commissioner, Attorney General and Borrowers
Violations considered an unfair and deceptive trade practice.
Borrowers may also recover statutory damages and attorney’ s fees.
Borrowers may assert aviolation of the act as a defense to foreclosure.

Include Yield Spread Premiumsin the statutory definition & limitation of Prepaid Finance
Charges.
Yield Spread Premiums are an obviously perverse incentive: they are a“bonus’ paid by the lender to the broker
for “convincing” the borrower to accept a higher interest rate than she otherwise qualified for. (Proposal isto
amend CGS § 36a-746a.)

I ncrease the amount of the mortgage brokers' surety bond, and reform the language to cover all
misdeeds
Current bond is only $40,000 and has limited coverage (in comparison to auto-dealers’ bonds). (Proposdl isto
amend CGS § 36a-492.)
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