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Subprime Refinance Loans?®

In 2001, 27.76% of all refinance loans received by African-American homeowners were from subprime
lenders, as were 13.60% of refinance loans received by Latino homeowners, compared to 6.32% of the
refinance loans received by whites. In comparative terms, African-American homeowners were 4.4
times more likely than white homeowners to receive a subprime loan while Latinos were 2.2 times more
likely to do so.

Subprime Lender Market Share of Refinance Loans

By Borrower Race
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The racial disparity remains when we compare minority borrowers with white borrowers of similar
income levels, and it persists among upper-income borrowers. 18.05% of the refinance loans received
by upper-income African-Americans were from subprime lenders, as were 10.06% of the refinance
loans received by upper-income Latinos. In contrast, only 4.81% of the refinance loans received by
upper-income whites were from subprime lenders.?

Subprime Lender Market Share of Refinance L oans by Borrower Race and | ncome

African-American Latino White
Low-Income 41.74% 17.97% 11.76%
Moderate-Income 33.95% 17.06% 8.98%
Middle-Income 27.35% 15.39% 6.78%
Upper-Income 18.05% 10.06% 4.81%

2 Throughout this report “refinance loans” refers to conventional refinance loans and does not include government-backed
refinance loans.

2! Upper income is defined as earning more than 120% of the area median income. Middle income is defined as earning 80-
119% of the area median income. Moderate income is defined as earning 50-79% of the area median income. Low income is
defined as earning less than 50% of the area median income.
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Subprime Lender Market Share of Refinance Loans
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In comparative terms, upper-income African-Americans were 3.8 times more likely than upper-income
whites to receive a subprime loan when refinancing, and upper-income Latinos were 2.1 times more
likely. Worse yet, upper-income African-American homeowners were more likely than low-income
whites to receive a subprime loan when refinancing.

The concentration of subprime loans is greatest among lower-income minority homeowners. More than
two-fifths, 41.74%, of the refinance loans received by low-income African-American homeowners were
from subprime lenders as were 33.95% of the refinance loans received by moderate-income African-
Americans. More than one out of six, 17.97%, of the refinance loans received by low-income Latinos
were from subprime lenders as were 17.06% of the subprime refinance loans received by moderate-
income Latinos.

Lower-income white homeowners also receive a greater portion of subprime loans compared to upper-
income white homeowners. Subprime lenders made 11.76% of all the refinance loans made to low-
income white homeowners, and 8.98% of all the refinance loans made to moderate-income white
homeowners. In contrast, subprime lenders made just 4.81% of the subprime loans made to upper-
income white homeowners. This means that low-income owners who refinanced were 2.4 times more
likely than upper-income white homeowners to receive a subprime loan and moderate-income whites
were 1.9 times more likely than upper-income whites.

There is a greater concentration of subprime loans in minority neighborhoods. Subprime lenders
represent nearly one-third, 32.44%, of the refinance loans made in neighborhoods where minorities
constitute 80-100% of the population. In 50-80% minority communities, one out of five refinance loans,
19.40%, were from subprime lenders. In contrast, less than one in eleven refinance loans, 8.51%, were
from subprime lenders in heavily white communities (0-20% minority population). In comparative
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terms, homeowners in 80-100% minority communities were 3.8 times more likely to receive a subprime

refinance loan than homeowners in heavily white communities (0-20% minority population).

Subprime Lender Share of Refinance Loansb

y Census Tract % Minority

0-20% 20-50% 50-80% 80-100%
Minority Minority Minority Minority
Subprime Lender Loans 431,208 140,235 60,935 59,154
Prime Lender Loans 4,633,651 916,026 253,117 123,180
% Subprime 8.51% 13.28% 19.40% 32.44%

In comparative terms, homeowners in neighborhoods with 80-100% minority population were 3.8 times

more likely than homeowners in heavily white neighborhoods (0-20% minority) to receive a subprime
loan when refinancing. Homeowners in neighborhoods with 50-80% minority population were still 2.3

times more likely to receive a subprime loan when refinancing than homeowners in heavily white

neighborhoods.
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Subprime Refinance Lending in Specific Metropolitan Areas
Greatest and Least Concentrations of Subprime Loans®?

Greatest Concentration of Subprime Refinance Loans to African-American Homeowners

In 41 cities of our study, at least one out of four refinance loans received by African-Americans were
from subprime lenders. The cities where subprime loans were the greatest share of refinance loans to
African-Americans were: Houston, Cleveland, Kansas City, San Antonio, Jacksonville, Toledo,
Memphis, Miami, Pittsburgh and Detroit.

MSA Subprime Prime Lender % Subprime
Lender Loans Loans
Houston TX 1295 1616 44.49%
Cleveland OH 1651 2311 41.67%
Kansas City MO 837 1237 40.36%
San Antonio TX 128 200 39.02%
Jacksonville FL 459 720 38.93%
Toledo OH 325 532 37.92%
Memphis TN 1086 1895 36.43%
Miami FL 918 1617 36.21%
Pittsburgh PA 281 526 34.82%
Detroit MI 5564 10621 34.38%

Least Concentration of Subprime Loans to African-American Homeowners

In all the cities examined, at least one out of seven refinance loans to African-Americans were from
subprime lenders. In only 11 cities did subprime lenders represent less than 20% of the refinance loans
made to African-American homeowners.

MSA Subprime |Prime Lender % Subprime
Lender Loans Loans

Baltimore MD 668 2687 19.91%
Boston MA 569 2295 19.87%
San Francisco CA 215 886 19.53%
Hartford CT 124 511 19.53%
Bergen-Passaic NJ 132 586 18.38%
San Jose CA 195 869 18.33%
Orange County CA 152 761 16.65%
Lake Charles LA 36 187 16.14%
Seattle WA 250 1332 15.80%
Stamford-Norwalk |[CT 46 248 15.65%
Washington DC 1695 9671 14.91%

22 All rankings exclude cities where there were fewer than 50 refinance loans made to African-Americans or Latinos.
Excluded from rankings with African-American homeowners are: Sioux Falls, SD, and Las Cruces, NM. Excluded from
rankings with Latino refinance loans are: Sioux FallsSD; Pine Bluff, AR; Houma, LA; and Lake Charles, LA.
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Greatest Concentration of Subprime Loans to Latino Homeowners

Subprime lenders represented at least one out of five of the refinance loans made to Latinos in five cities
in this report. The cities where subprime loans represented the greatest share of refinance loans to
Latinos were: San Antonio, Providence, Phoenix-Mesa, Pittsburgh, Brockton, Denver, Cleveland,
Houston, Waterbury, and Ft. Wayne.

MSA Subprime | Prime Lender %_
Lender Loans Loans Subprime
San Antonio TX 966 2196 30.55%
Providence RI 104 354 22.71%
Phoenix-Mesa AZ 2138 7494 22.20%
Pittsburgh PA 38 134 22.09%
Brockton MA 29 115 20.14%
Denver CcO 1739 7243 19.36%
Cleveland OH 152 637 19.26%
Houston TX 1094 4685 18.93%
Waterbury CT 14 62 18.42%
Ft. Wayne IN 32 149 17.68%

Least Concentration of Subprime Refinance Loans to Latino Homeowners

At least one in ten refinance loans to Latinos were from subprime lenders in all but 11 cities in this
report. The cities were subprime lenders were the smallest share of refinance loans to Latinos were:
Atlanta, Seattle, Tampa-St. Petersburg, Las Cruces, Memphis, St. Louis, Washington (DC), Columbus,
Baltimore, Milwaukee, Little Rock and Seattle.

MSA Subprime Prime Lender %_

Lender Loans Loans Subprime
Atlanta GA 167 1663 9.13%
Seattle WA 133 1325 9.12%
Tampa-St. Petersburg FL 366 3685 9.03%
Las Cruces NM 67 704 8.69%
Memphis TN 8 86 8.51%
St. Louis MO 65 456 8.43%
Washington DC 345 4072 7.81%
Columbus OH 17 220 7.17%
Baltimore MD 31 432 6.70%
Milwaukee Wi 67 1005 6.25%
Little Rock AR 2 59 3.28%
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Greatest Concentration of Subprime Loans to White Homeowners

Although subprime lenders represent a smaller share of the refinance loans made to white homeowners,
they still represented at least one out of eleven loans in 12 of the cities in this report. The cities where
subprime lenders represented the largest share of refinance loans to white homeowners were: San
Antonio, Riverside-San Bernardino, St. Louis, Stockton-Lodi, Pine Bluff, San Diego, Houston, Nassau-
Suffolk, Wilmington, and Ft. Worth-Arlington.

MSA Subprime Prime Lender % Subprime
Lender Loans L oans
San Antonio TX 705 5384 11.58%
Riverside-San Bernardino CA 4472 36279 10.97%
St. Louis MO 3360 67549 10.87%
Stockton-Lodi CA 1032 9226 10.06%
Pine Bluff AR 31 283 9.87%
San Diego CA 6435 59154 9.81%
Houston X 2470 23550 9.49%
Nassau-Suffolk NY 3620 34598 9.47%
Wilmington DE 747 7157 9.45%
Ft. Worth-Arlington TX 1397 13402 9.44%

Least Concentration of Subprime Loans to White Homeowners

Subprime lenders represented fewer than one out of 20 refinance loans to white homeowners in 12
cities. The cities where subprime lenders represent the smallest share of subprime loans to white
homeowners were: Hartford, Houma, Chicago, Boston, Springfield (Mass.), Stamford-Norwalk, Sioux
Falls, Washington (DC), Las Cruces, and Milwaukee.

MSA Subprime Prime Lender % Subprime
Lender Loans Loans
Hartford CT 858 18134 4.52%
Houma LA 134 2945 4.35%
Chicago IL 7838 178029 4.22%
Boston MA 3980 92638 4,12%
Springfield MA 325 7837 3.98%
Stamford-Norwalk CT 330 8012 3.96%
Sioux Falls SD 170 4243 3.85%
Washington DC 3340 84391 3.81%
Las Cruces NM 29 1076 2.62%
Milwaukee Wi 949 43163 2.15%
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Greatest Concentration of Subprime Loans to Minority Neighborhoods (80-100% Minority

Population)*

In 15 cities in our study, subprime lenders represented over half the refinance loans made in minority
neighborhoods. In 51 cities, subprime lenders represented at least one out of every four refinance loans
in minority neighborhoods. The cities where subprime lenders represented the largest share of
refinance loans in minority neighborhoods were: Toledo, Kansas City, Orlando, Wilmington, Little

Rock, San Antonio, Dallas, Pittsburgh, Houston, and Jacksonville.

Subprime All Lender .
MSA Lenderr) Loans Loans % Subprime
Toledo OH 178 285 62.46%
Kansas City MO 690 1114 61.94%
Orlando FL 167 286 58.39%
Wilmington DE 123 215 57.21%
Little Rock AR 85 149 57.05%
San Antonio TX 725 1287 56.33%
Dallas TX 534 959 55.68%
Pittsburgh PA 287 517 55.51%
Houston TX 1234 2291 53.86%
Jacksonville FL 332 624 53.21%

Least Concentration of Subprime Loans to Minority Neighborhoods (80-100% Minority

Population)

The cities where subprime lenders represented the smallest share of refinance loans in minority
neighborhoods were: Riverside-San Bernardino, Albuquerque, Stamford-Norwalk, Washington (DC),
Los Angeles-Long Beach, San Jose, Las Cruces, San Francisco, Orange County and Seattle.

MSA Subprime Prime Lender %_
Lender Loans Loans Subprime
Riverside-San Bernardino CA 192 880 21.82%
Albuquerque NM 114 527 21.63%
Stamford-Norwalk CT 11 52 21.15%
Washington DC 1017 5236 19.42%
Los Angeles-Long Beach CA 5822 30602 19.02%
San Jose CA 684 3604 18.98%
Las Cruces NM 58 344 16.86%
San Francisco CA 748 4532 16.50%
Orange County CA 272 2030 13.40%
Seattle WA 39 370 10.54%

2% Excludes cities where fewer than 50 loans were made in census tracts with 80-100% minority population: Sioux Falls, SD;
Brockton, MA; Houma, LA, Portland, OR; Waterbury, CT.

®
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Greatest and Least Disparity in Subprime Refinance Lending

Most Disparate MSAs for African-American Homeowners

In every city we studied, African-Americans were at least two times more likely than whites to receive a
subprime loan when refinancing. African-Americans were at least three times more likely in 51 cities.
The cities with the greatest disparity between subprime lenders share of refinance loans to African-
Americans compared to whites were: Milwaukee, Memphis, Springfield (Mass.), Chicago, Houma,
Kansas City, Detroit, Minneapolis-St. Paul, Cleveland, and Toledo.

Subprime Share of Subprime Share of
MSA Loans to African- . Disparity
Americans Loans to Whites
Milwaukee Wi 23.63% 2.15% 11.0
Memphis TN 36.43% 4.89% 7.4
Springfield MA 29.38% 3.98% 7.4
Chicago IL 30.92% 4.22% 7.3
Houma LA 26.62% 4.35% 6.1
Kansas City MO 40.36% 7.03% 5.7
Detroit MI 34.38% 6.03% 5.7
Minneapolis-St. Paul MN 30.15% 5.31% 5.7
Cleveland OH 41.67% 7.61% 5.5
Toledo OH 37.92% 6.94% 5.5

Least Disparate MSAs for African-American Homeowners

The cities with the least disparity between the subprime share of loans to African-Americans and share
of loans to whites were: Stockton-Lodi, Nassau-Suffolk, Wilmington, San Jose, Portland, Ft.
Lauderdale, San Diego, Riverside-San Bernardino, San Francisco, Pine Bluff and Orange County.

Subprime Share of | Subprime Share
MSA Loans to African- of Loans to Disparity
Americans Whites
Stockton-Lodi CA 28.35% 10.06% 2.8
Nassau-Suffolk NY 26.91% 9.47% 2.8
Wilmington DE 26.06% 9.45% 2.8
San Jose CA 18.33% 6.65% 2.8
Portland OR 22.30% 8.11% 2.7
Ft. Lauderdale FL 24.80% 9.40% 2.6
San Diego CA 24.36% 9.81% 2.5
Riverside-San Bernardino | CA 26.02% 10.97% 2.4
San Francisco CA 19.53% 8.25% 2.4
Pine Bluff AR 23.16% 9.87% 2.3
Orange County CA 16.65% 8.21% 2.0
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Most Disparate MSASs for Latino Homeowners

In 32 of the cities examines, Latinos were at least two times more likely to receive a subprime loan than
whites. The cities with the greatest disparity between the subprime share of refinance loans to Latinos
and the subprime share of loans to whites were: Springfield (Mass.), Providence, Hartford, Boston, Las

Cruces, Tucson, Brockton, Milwaukee, Ft. Wayne, Fresno, Stamford-Norwalk and Waterbury.

Subprime Share .
MSA oproans to Subprime Sha_re of Disparity
: Loans to Whites
Latinos
Springfield MA 17.60% 3.98% 4.4
Providence RI 22.71% 5.88% 3.9
Hartford CT 15.81% 4.52% 3.5
Boston MA 13.83% 4.12% 3.4
Las Cruces NM 8.69% 2.62% 3.3
Tucson AZ 15.78% 5.09% 3.1
Brockton MA 20.14% 6.64% 3.0
Milwaukee Wi 6.25% 2.15% 2.9
Ft. Wayne IN 17.68% 6.20% 2.9
Fresno CA 16.34% 5.68% 2.9
Stamford-Norwalk CT 11.60% 3.96% 2.9
Waterbury CT 18.42% 6.35% 2.9

Least Disparate MSAs for Latino Homeowners

Subprime lenders represented a smaller portion of loans to Latinos than of the loans to whites in only
two cities in this study: Little Rock and St. Louis. In nine cities, the disparity was less than 1.5 times:

Jacksonville, Baltimore, Stockton-Lodi, Portland, Riverside-San Bernardino, Tampa-St. Petersburg, Ft.
Lauderdale, Columbus, and Baton Rouge.

. Subprime Share
MSA Subprime Shgre of oproans to Disparity
Loans to Latinos .
Whites
Jacksonville FL 10.83% 7.61% 1.4
Baltimore MD 6.70% 4.72% 1.4
Stockton-Lodi CA 13.81% 10.06% 1.4
Portland OR 11.13% 8.11% 1.4
Riverside-San Bernardino | CA 15.65% 10.97% 1.4
Tampa-St. Petersburg FL 9.03% 6.77% 1.3
Ft. Lauderdale FL 11.94% 9.40% 1.3
Columbus OH 7.17% 5.81% 1.2
Baton Rouge LA 10.23% 8.36% 1.2
St. Louis MO 8.43% 10.87% 0.8
Little Rock AR 3.28% A4.77% 0.7
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Most Disparate MSAs for Homeowners in Minority Neighborhoods (80-100% Minority
Population)

In 56 cities, subprime lenders made more than two times a greater share of the refinance loans in
minority neighborhoods than they did in heavily white neighborhoods (0-20% white population)®*. The
cities with the greatest disparity were: Milwaukee, Springfield (Mass.), St. Louis, Minneapolis-St. Paul,
Toledo, Little Rock, Detroit, Hartford, Kansas City, Chicago.

Subprime Share of Refinance Loans
80-100% Minorit 0-20% Minorit . .
MSA Population g Population / Disparity

Milwaukee wi 43.93% 3.20% 13.7
Springfield MA 52.86% 6.86% 7.7
St. Louis MO 51.44% 7.25% 7.1
Minneapolis-St. Paul MN 45.60% 6.40% 7.1
Toledo OH 62.46% 9.11% 6.9
Little Rock AR 57.05% 8.43% 6.8
Detroit MI 46.99% 6.96% 6.8
Hartford CT 47.94% 7.31% 6.6
Chicago IL 32.77% 4.96% 6.6
Kansas City MO 61.94% 9.57% 6.5

Least Disparate MSA for Homeowners in Minority Neighborhoods

The cities with the least disparity between the subprime lender share of refinance loans in minority neighborhoods (80-100%
minority) and white neighborhoods (0-20% minority) were: Jersey City, San Diego, Stockton-Lodi, Los Angeles-Long
Beach, Pine Bluff, Riverside-San Bernardino, San Francisco, Albuquerque, Orange County, and Seattle.

Subprime Share of Refinance Loans
80-100% Minorit 0-20% Minorit : .
MSA Population g Population g Disparity

Jersey City NJ 27.27% 8.95% 3.0
San Diego CA 25.88% 9.15% 2.8
Stockton-Lodi CA 28.54% 10.55% 2.7
Los Angeles-Long Beach CA 19.02% 8.32% 2.3
Pine Bluff AR 40.38% 18.38% 2.2
Riverside-San Bernardino | CA 21.82% 11.36% 1.9
San Francisco CA 16.50% 8.54% 1.9
Albuquerque NM 21.63% 12.07% 1.8
Orange County CA 13.40% 8.36% 1.6
Seattle WA 10.54% 6.55% 1.6

# Excludes cities where fewer than 50 loans were made in census tracts with 80-100% population as well as cities where
fewer than 50 loans were made in census tract with 0-20% minority population: Sioux Falls, SD; Brockton, MA: Houma, LA:
Portland, OR: Waterbury, CT; Las Cruces, NM.
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The Growth of Subprime Refinance Loans

In 1993, subprime lenders made almost 80,000 home refinance loans. In 2001, subprime lenders made

over 700,000 refinance loans — almost nine times more than in 1993.

Growth from 1993 to 2001 in Home Refinance L oans

Race Subprime Prime

1993 2001 Change 1993 2001 Change
African-American 9,747 66,052 +577% 150,597 171,899 +14%
Latino 4,565 46,624 +921% 193,377 296,145 +53%
White 48,763 292,182 +499% 4,957,388 4,328,768 -13%
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Minorities Receive a Larger Share of Loans Made by Subprime Lenders Than of Prime
Lenders

In 2001, African-Americans received 15.37% of all the refinance loans made by subprime lenders where
the borrower’s race was indicated, and 3.38% of the loans by prime lenders where borrower race was
indicated, a 4.5 times difference. Latinos received 10.85% of all the refinance loans by subprime
lenders, a 2.1 times greater share than the 5.82% they received of the refinance loans made by prime
lenders where borrower race was indicated. In comparison, white homeowners received 67.99% of the
subprime loans where borrower race was indicated but an even greater 85.20% of the loans by prime
lenders.

Share of Refinance Loans by Lender Type and Borrower Race
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Race Not Available for Subprime Refinance Loans

While there has been a large increase in the number of all types of mortgages reported with 'Race Not
Available or Unknown' an especially large number of refinance loans, and subprime refinance loans in
particular, are reported without the borrower's race.

Nationally, 38.7% of the refinance loans made by subprime lenders were reported without the borrower's
race — well over twice as much as the 16.4% of refinance loans made by prime lenders which were
reported without the borrower's race. While subprime lenders accounted for 10.3% of the total refinance
loans made in the country last year, they made 21.4% of the refinance loans on which the borrower’s
race was not indicated.

This 'silence’ about race on many loans means that the data reported here most likely understates the
actual concentration of subprime lending to minority borrowers. There is no reason to believe that the
distribution of refinance loans on which no race is indicated is different from that of loans where the
race of the borrower is recorded. Thus, when the data including race tells us that 28 percent of refinance
loans to African American borrowers are from subprime lenders, it is likely that more of the race
unrecorded subprime than prime loans went to African American borrowers, and the actual portion of all
refinance loans to African American borrowers from subprime lenders is greater than 28%. This
proposition is supported by the fact that data on the concentration of subprime lending by neighborhood
characteristic, which is not vulnerable to this silence, reveals still greater levels of concentration than the
data on borrower characteristics.

It is unfortunate for a large and increasing portion of the data crucial to understanding lending patterns
to be obscured in this way, particularly since we do not believe that there is any practical barrier to
recording the race of the borrower in many instances where it is not in fact recorded — far fewer than
34.9% of subprime refinance loans take place without face to face contact.

In sixty-six of the sixty-seven metropolitan areas examined in this report, at least one in every five
subprime refinance loans were reported with no race indicated. In contrast, at least 20% of prime
refinance loans were reported without the borrower's race in just twenty-six of the sixty-seven
metropolitan areas. In over half of the sixty-seven metropolitan areas, more than one-third of the
subprime refinance loans had no race for the borrower and over 50% of the subprime refinance loans
had no borrower race indicated in thirteen of the metropolitan areas examined.

The ten metropolitan areas in which the largest percentage of the subprime refinance loans were
recorded with “Race Not Available” were: Pittsburgh, PA (60.6% race not available); Pine Bluff, AR
(58.9%); Lake Charles, LA (55.1%); Las Cruces, NM (52.9%); Columbus, OH (52.8%); Little Rock,
AR (52.6%); Hartford, CT (52.5%); Philadelphia, PA (52.3%); Waterbury, CT (52.3%); Houma, LA
(51.6%).

The ten metropolitan areas in which the smallest percentage of the subprime refinance loans were
recorded with “Race Not Available” were: San Francisco, CA (18.1%); San Jose, CA (20.4%); Chicago,
IL (21.7%); San Diego, CA (22.7%); Los Angeles-Long Beach, CA (23.6%); Orange County, CA
(25.0%); Denver, CO (26.0%); Oakland, CA (26.9%); Portland, OR (27.0%); Phoenix-Mesa, AZ
(27.7%).
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The ten areas which had the greatest difference between the percentage of prime refinance loans
reported as “Race Not Available” and the percentage of subprime refinance loans reported as “Race Not
Available” were: Washington, DC (82.0%); Columbus, OH (42.8%); Pittsburgh, PA (33.4%); New
Orleans, LA (24.5%); Providence, RI (23.8%); Memphis, TN (21.6%); Jacksonville, FL (21.4%);
Hartford, CT (21.00%); New Haven, CT (20.9%); Bridgeport, CT (20.8%).

The ten metropolitan areas which had the least difference between the percentage of subprime refinance
loans reported as “Race Not Available or Unknown” and the percentage of prime refinance loans
reported as “Race Not Available or Unknown” were: Houma, LA (0.9%); Portland, OR (6.9%);
Albuquerque, NM (7.7%); Miami, FL (7.8%); Pine Bluff, AR (9.4%); Chicago, IL (9.5%); Tucson, AZ
(9.8%); San Antonio, TX (10.0%); Seattle, WA (10.2%); Detroit, M1 (10.3%).

As part of the Federal Reserve’s revisions this year to HMDA, mortgage lenders will be required to
inquire about the race of telephone applicants, beginning with the data collected in 2003.%

% For a full explanation of the Federal Reserve’s HMDA changes, see the February 7, May 2, and June 21 news releases at
http://www.federalreserve.gov/boarddocs/press/bcreg/2002/.
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Minorities Receive a Much Larger Share of Home Purchase Loans from Subprime Lenders
than from Prime Lenders

In 2001, African-Americans received 12.21% of all the subprime purchase loans made in the United
States, a 3.5 times larger share than the 3.51% of prime purchase loans they received. Latinos received
11.51% of the subprime loans, almost double their 6.64% share of prime loans. In contrast, whites
received 55.80% of the subprime purchase loans, but 71.36% of the prime loans.

Shar e of Subprime Purchase L oans Received

Borrower Race 1993 1995 1999 2001
African-American 8.3% 9.0% 13.5% 12.2%
Latino 5.9% 6.8% 8.5% 11.5%
White 60.5% 62.7% 49.6% 55.8%

If we exclude the loans where no borrower race was indicated (15% of the subprime loans and 12% of
the prime lender loans), African-Americans received 14.30% of the subprime loans where race was
indicated, 3.6 times greater than the 4.00% they received of the loans by prime lenders where the
borrower race was indicated. Latinos received 13.49% of the subprime lender loans, a 1.8 times greater
share than the 7.57% they received of the purchase loans by prime lenders. White borrowers received
65.38% of the loans by subprime lenders but 81.32% of the loans by prime lenders.

The share received by African-Americans and Latinos has increased significantly since 1993 while the
share received by whites has declined since then.
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Subprime Lending in Minority Communities

There is a greater concentration of subprime loans in minority neighborhoods. Subprime lenders

represent more than one-fifth, 22.71% of the conventional home purchase loans made in neighborhoods
where minorities constitute 80-100% of the population. In 50-80% minority communities, 15.52% were
from subprime lenders. In contrast, less than one in thirteen refinance loans 7.42% were from subprime
lenders in heavily white communities (0-20% minority population.).

Subprime Lender Share of Refinance Loans b

y Census Tract % Minority

0-20% 20-50% 50-80% 80-100%
Minority Minority Minority Minority
Subprime Lender Loans 179,779 71,420 24,322 18,367
Prime Lender Loans 2,241,898 506,029 132,372 62,493
% Subprime 7.42% 12.37% 15.52% 22.71%

In comparative terms, homeowners in 80-100% minority communities were 3.1 times more likely to
receive a subprime refinance loan than homeowners in heavily white communities (0-20% minority
population). Homeowners in neighborhoods with 50-80% minority population were 2.1 times more
likely to receive a subprime loan when refinancing than homeowners in heavily white neighborhoods.
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Greatest Concentration of Subprime Purchase Loans to African-American Homebuyers

Subprime Purchase Lending in Specific Metropolitan Areas

Greatest and Least Concentrations of Subprime Loans

In every city,”® subprime lenders represented at least one out of every nine conventional purchase loans

made to African-Americans. In 10 cities, subprime lenders made at least one out of every three
purchase loans made to African-Americans: Memphis, New Haven, Cleveland, St. Louis, Ft. Wayne,

Gary, Riverside-San Bernardino, Indianapolis, Chicago and Detroit.

Least Concentration of Subprime Purchase Loans to African-American Homebuyers

MSA Subprime Prime Lender % Subprime
Lender Loans Loans
Memphis TN 959 1232 43.77%
New Haven CT 106 181 36.93%
Cleveland OH 730 1261 36.66%
St. Louis MO 890 1538 36.66%
Ft. Wayne IN 35 65 35.00%
Gary IN 116 219 34.63%
Riverside-San Bernardino |CA 728 1411 34.03%
Indianapolis IN 306 596 33.92%
Chicago IL 2622 5158 33.70%
Detroit Ml 1546 3073 33.47%

MSA Subprime |Prime Lender % Subprime
Lender Loans Loans
Baltimore MD 427 1945 18.00%
New Orleans LA 154 721 17.60%
Stamford-Norwalk |CT 32 155 17.11%
Jersey City NJ 28 138 16.87%
Minneapolis-St. Paul|[MN 169 838 16.78%
Washington DC 1441 7464 16.18%
Bergen-Passaic NJ 64 332 16.16%
Nassau-Suffolk NY 220 1279 14.68%
Boston MA 157 1066 12.84%
New York NY 638 4782 11.77%

%8 Rankings exclude cities where fewer than 50 conventional purchase loans were made to African-Americans or Latinos.
Fewer than 50 purchase loans were made to African-Americans in Sioux Falls, SD; Las Cruces, NM; and Houma, LA.

Fewer than 50 purchase loans were made to Latinos in Sioux Falls, SD; Pine Bluff, AR; Houma, LA; Baton Rouge, LA; and

Lake Charles.

®
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Greatest Concentration of Subprime Purchase Loans to Latino Homebuyers

Least Concentration of Subprime Purchase Loans to Latino Homebuyers

MSA Subprime | Prime Lender %

Lender Loans Loans Subprime
Waterbury CT 59 93 38.82%
Providence RI 125 258 32.64%
San Jose CA 841 2165 27.98%
Portland OR 183 491 27.15%
New Haven CT 62 208 22.96%
San Diego CA 1155 3927 22.73%
San Francisco CA 326 1141 22.22%)
Riverside-San Bernardino|CA 2071 7473 21.70%)
Oakland CA 1069 4093 20.71%)
San Antonio TX 673 2714 19.87%

MSA Subprime Prime Lender %.

Lender Loans Loans Subprime
Indianapolis IN 19 175 9.79%
New Orleans LA 26 249 9.45%
Columbus OH 12 118 9.23%
Ft. Worth-Arlington X 183 1833 9.08%
Ft. Wayne IN 7 71 8.97%
St. Louis MO 23 235 8.91%
Cincinnati OH 10 127 7.30%
Cleveland OH 32 409 7.26%
Milwaukee Wi 49 709 6.46%
Wilmington DE 7 121 5.47%

Greatest Concentration of Subprime Purchase Loans to White Homebuyers

MSA Subprime Prime Lender % Subprime
Lender Loans L oans
Riverside-San Bernardino CA 4599 22874 16.74%
Los Angeles-Long Beach CA 6689 42206 13.68%
Stockton-Lodi CA 540 3500 13.37%
San Diego CA 3608 23521 13.30%
OR 3058 20489 12.99%
AR 28 196 12.50%
Orange County CA 3238 24614 11.63%
CA 2097 16469 11.29%
CA 895 7065 11.24%
San Francisco CA 1118 8832 11.24%
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Least Concentration of Subprime Purchase Loans to White Homebuyers

MSA Subprime Prime Lender % Subprime
Lender Loans Loans
Gary IN 226 4817 4.48%
Indianapolis IN 663 14814 4.28%
Cleveland OH 872 20449 4.09%
New York NY 1224 29721 3.96%
New Orleans LA 237 6428 3.56%
Minneapolis-St. Paul MN 1504 41339 3.51%
Bergen-Passaic NJ 285 7860 3.50%
Stamford-Norwalk CT 132 3891 3.28%
Newark NJ 411 12233 3.25%
Milwaukee Wi 391 15688 2.43%

Greatest Concentration of Subprime Purchase Loans to Minority Neighborhoods (80-100%

Minority Population)®®

Subprime Prime Lender .
MSA Lenderr) Loans Loans % Subprime

Jacksonville FL 113 77 59.47%
St. Louis MO 294 268 52.31%
Indianapolis IN 135 137 49.63%
Cleveland OH 512 553 48.08%
Toledo OH 33 36 47.83%
Detroit Ml 892 1006 47.00%
Memphis TN 239 283 45.79%
Providence RI 37 44 45.68%
Baton Rouge LA 38 47 44.71%
New Haven CT 31 39 44.29%

Least Concentration of Subprime Purchase Loans to Minority Neighborhoods (80-100%

Minority Population)

MSA Subprime Prime Lender %_
Lender Loans Loans Subprime
Sacramento CA 8 42 16.00%
Houston TX 334 1780 15.80%
Las Cruces NM 21 130 13.91%
Bergen-Passaic NJ 37 240 13.36%
New York NY 850 5594 13.19%
Stockton-Lodi CA 52 343 13.16%
Washington DC 432 2898 12.97%
Ft Worth-Arlington TX 23 160 12.57%
Boston MA 84 597 12.33%
Seattle WA 11 164 6.29%

2 Excludes cities where fewer than 50 conventional home purchase loans were made in census tracts with 80-100% minority
population: Sioux Falls, SD; Brockton, MA; Waterbury, CT; Ft. Wayne, IN; Lake Charles, LA, Little Rock, AR; Houma,

LA; Pine Bluff, AR; Stamford-Norwalk, CT; Portland, OR.

®
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Greatest and Least Disparity in Subprime Home Purchase Lending

Most Disparate MSAs for African-American Homebuyers

Subprime Share of Subprime Share of
MSA Loans to African- X Disparity
. Loans to Whites
Americans
Cleveland OH 36.66% 4.09% 9.0
Milwaukee Wi 21.28% 2.43% 8.8
Indianapolis IN 33.92% 4.28% 7.9
Gary IN 34.63% 4.48% 7.7
Ft. Wayne IN 35.00% 4.60% 7.6
St. Louis MO 36.66% 4.89% 7.5
Chicago IL 33.70% 4.78% 7.1
Jacksonville FL 32.77% 5.14% 6.4
Memphis TN 43.77% 7.14% 6.1
Newark NJ 18.68% 3.25% 5.8
Least Disparate MSAs for African-American Homebuyers
Subprime Share of | Subprime Share
MSA Loans to African- of Loans to Disparity
Americans Whites

Stockton-Lodi CA 29.47% 13.37% 2.2
Portland OR 28.19% 12.99% 2.2
Pine Bluff AR 27.69% 12.50% 2.2
Phoenix-Mesa AZ 22.14% 10.32% 2.2
Boston MA 12.84% 5.82% 2.2
Riverside-San Bernardino CA 34.03% 16.74% 2.0
Los Angeles-Long Beach CA 27.80% 13.68% 2.0
Orange County CA 23.74% 11.63% 2.0
San Jose CA 21.24% 11.24% 1.9
Sacramento CA 20.80% 10.77% 1.9
San Diego CA 23.98% 13.30% 1.8
San Francisco CA 19.00% 11.24% 1.7
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Most Disparate MSAs for Latino Homebuyers

Subprime Share .
MSA oproans to Subprime Sha_re of Disparity
: Loans to Whites
Latinos
Stamford-Norwalk CT 17.58% 3.28% 5.4
Waterbury CT 38.82% 7.93% 4.9
Providence RI 32.64% 9.03% 3.6
Hartford CT 18.66% 5.40% 3.5
Minneapolis-St. Paul MN 11.41% 3.51% 3.3
Newark NJ 10.57% 3.25% 3.3
Bergen-Passaic NJ 11.63% 3.50% 3.3
Jersey City NJ 17.21% 5.34% 3.2
Springfield MA 17.53% 5.71% 3.1
New Haven CT 22.96% 7.77% 3.0
Least Disparate MSAs for Latino Homebuyers
. Subprime Share
MSA Subprime Sha_\re of oproans to Disparity
Loans to Latinos .
Whites

Columbus OH 9.23% 5.66% 1.6
Dallas TX 12.04% 7.43% 1.6
Tampa-St. Petersburg FL 12.10% 7.39% 1.6
Ft. Lauderdale FL 14.61% 9.04% 1.6
Sacramento CA 16.03% 10.77% 1.5
Stockton-Lodi CA 18.19% 13.37% 1.4
Orange County CA 16.06% 11.63% 1.4
Riverside-San Bernardino | CA 21.70% 16.74% 1.3
Cincinnati OH 7.30% 6.21% 1.2
Ft. Worth-Arlington TX 9.08% 7.81% 1.2
Los Angeles-Long Beach CA 16.61% 13.68% 1.2
Wilmington DE 5.47% 6.63% 0.8

Most Disparate MSAs for Homebuyers in Minority Neighborhoods (80-100% Minority
Population)

Subprime Share of Refinance Loans
80-100% Minorit 0-20% Minorit . .
MSA Population g Population / Disparity

Fresno CA 20.97% 1.04% 20.2
Indianapolis IN 49.63% 4.69% 10.6
Jacksonville FL 59.47% 5.78% 10.3
Milwaukee Wi 27.00% 2.69% 10.0
Cleveland OH 48.08% 4.95% 9.7
St. Louis MO 52.31% 6.03% 8.7
Toledo OH 47.83% 5.54% 8.6
Columbus OH 41.33% 4.96% 8.3
Newark NJ 22.92% 3.21% 7.1
Kansas City MO 38.42% 5.66% 6.8
Minneapolis-St. Paul MN 27.16% 3.98% 6.8
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Least Disparate MSA for Homebuyers in Minority Neighborhoods

Subprime Share of Refinance Loans

80-100% Minority

0-20% Minority

MSA Population Population Disparity
Phoenix-Mesa AZ 19.82% 10.55% 1.9
Ft. Lauderdale FL 19.11% 10.34% 1.8
San Francisco CA 17.17% 10.62% 1.6
Ft . Worth-Arlington TX 7.84% 12.57% 1.6
Los Angeles-Long Beach CA 18.74% 12.53% 1.5
Sacramento CA 16.00% 10.98% 1.5
Orange County CA 16.59% 11.57% 1.4
Riverside-San Bernardino | CA 18.05% 17.07% 1.1
Stockton-Lodi CA 13.16% 11.90% 1.1
Seattle WA 6.29% 8.70% 0.7
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The Exclusion of Low-Income and Minority Neighborhoods from the Economic
Mainstream

Predatory lenders have been able to get away with abusive practices in part because they are exploiting
the history of racial discrimination and neighborhood redlining by traditional financial institutions.

In October 2002, ACORN released a report entitled The Great Divide, which examined 2001 loan data
for the nation as a whole, as well as for 68 metropolitan areas. The report found continuing and even
growing racial and economic disparities in home purchase mortgage lending. Nationally, African-
American mortgage applicants were rejected 2.31 times more often than white applicants, and Latinos
were denied 1.53 times more often than whites. Conventional purchase originations to African-
Americans fell by 7.8% compared to the previous year. The report also found that while low and
moderate income neighborhoods comprise 25.7% of the country, these neighborhoods only received
11.7% of the loans. Furthermore, residents of low and moderate income neighborhoods were 3.1 times
more likely to be turned down for a loan than residents of upper-income neighborhoods.*

This statistical analysis has been corroborated by a report from the Urban Institute, prepared for HUD,
which concluded that minority homebuyers face discrimination from mortgage lenders. The report cited
“paired testing” which showed that minorities were less likely to receive information about loan
products, received less time and information from loan officers, and were quoted higher interest rates.*

The Great Divide also found that many metropolitan areas had much more alarming disparities in their
mortgage lending than the national average. For instance, in Chicago and Milwaukee, African-
Americans were more than five times more likely than whites to be denied for a conventional loan. As
described in this report, when African-American borrowers do receive a loan, their likelihood of
receiving a subprime loan relative to white borrowers is also among the highest in the country. African-
Americans in Milwaukee were nearly nine times more likely than whites to receive a subprime loan
when buying a house with a conventional loan and in Chicago were over seven times more likely.

Banks have for the most part abandoned low-income and minority neighborhoods. A study by
economists at the Federal Reserve found that the number of banking offices in low and moderate income
areas decreased 21% from 1975 to 1995, while the total number of banking offices in all areas rose 29%
during this same period. This is significant because studies have documented that the proximity of a
bank’s branches to low and moderate income neighborhoods is directly related to the level of lending
made by the bank in those neighborhoods.*?

In 2001, one-quarter of families with incomes below 80% of the area median income did not have a
bank account.** Having a bank account is a basic, yet important, entry point into the mainstream
economy and traditional financial services. A bank account can help a consumer handle their finances,
save money, and establish the type of credit which is often a prerequisite to receiving a conventional
loan. In addition, having an account establishes a relationship with a bank, which makes it more likely

%0 The report examined applications for conventional home purchase loans. Low and moderate income neighborhoods are
defined as census tracts in which the median income is below 80% of the median income for the entire metropolitan area.
Upper income neighborhoods are census tracts in which the median income is more than 120% of the area’s median income.
3 «Discrimination in Metropolitan Housing Markets: National Results from Phase | of HDS2000,” The Urban Institute,
November 2002.

% The Community Reinvestment Act After Financial Modernization: A Baseline Report, U.S. Treasury Department, April
2000.

% The State of the Nation’s Housing: 2001, Harvard University Joint Center for Housing Studies, p. 29.
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that the consumer will contact that bank regarding loans and other services. Furthermore, the consumer
will also be contacted by the bank as it markets its other products, such as mortgages, to its existing
customer base.**

The ten million American families without bank accounts represent a substantial market of consumers
who require alternative financial services. In response, a “fringe economy” has emerged made up of
check-cashing stores, pawnshops, and payday lenders, which are then able to overcharge lower income
consumers. Many of these “shadow banks” are funded by mainstream banks. For instance, Wells
Fargo, the seventh largest bank in the country, has arranged more than $700 million in loans since 1998
to three of the largest check cashers: Ace Cash Express, EZ Corp., and Cash America.*®> Payday lenders
are also increasingly trying to rent out national bank charters to avoid state consumer protection laws.

The exclusion of low-income and minority communities from traditional banking services has also
translated into a lack of the financial knowledge that could help consumers receive loans with more
reasonable terms. For instance, a study by Benedict College found that half of African-Americans with
good credit ratings were not aware of it.%

These factors have created an environment that was ripe to be picked by predatory lenders who
aggressively target these underserved communities with a bombardment of mailings, phone calls, and
door-to-door solicitations. Sales to the captive audience of the subprime market are driven by
inappropriate and deceptive marketing practices that encourage potential borrowers to believe that they
have no better credit options for their legitimate credit needs.

While the faces of predatory lenders may appear to be those of small-time crooks, the kingpins behind
predatory lending can be found among some of the world’s largest financial institutions, and in fact,
many of the same institutions which created the situation by their failure to serve certain communities
are now opportunistically reaping the profits.

Sometimes these institutions have direct ownership of subprime lending subsidiaries, such as Citigroup
and Citifinancial. In 1999, Citifinancial had 1,170 branch offices and recorded a 77% increase in net
income to $390 million.®” This was prior to its acquisition of Associates, the nation’s largest consumer
lender, which had 1,300 branches of its own branches in the U.S. and in 1999 had $1.5 billion in profits,
its 25™ consecutive year of record earnings. In other cases, these institutions, particularly investment
firms, bankroll predators by securitizing their mortgages and selling them to investors. The major Wall
Street investment banks’ involvement in the subprime market has grown substantially in recent years,
securitizing $18.5 billion in subprime loans in 1997 up to $56 billion in 2000.%

* The Community Reinvestment Act After Financial Modernization: A Baseline Report, U.S. Treasury Department, April
2000..

% «Easy Money,” Business Week, April 24, 2000.

% The State, February 22, 2000.

37 “Easy Money,” Business Week, April 24, 2000.

% «predatory Lending Document Could Target CitiFinancial,” Dallas Morning News, by Anuradha Raghunathan, September
13, 2002, Business section.
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Many Borrowers in Subprime Loans Should Have Qualified for a Lower Cost Loan

The fact that a part of the boom in subprime lending, especially to minorities, results from the neglect of
certain communities by ‘A’ lenders is further underlined by the considerable evidence that many
borrowers in subprime loans could have qualified for ‘A’ loans at lower rates.

Franklin Raines, the Chairman of Fannie Mae, has stated that as many as half of all borrowers in subprime
loans could have instead qualified for a lower cost conventional mortgage, which according to Raines,
could save a borrower more than $200,000 over the life of a thirty year loan.*

This conclusion is supported by other sources. Inside Mortgage Finance published a poll of the 50 most
active subprime lenders which also found that up to 50 percent of their mortgages could qualify as
conventional loans.** Freddie Mac has estimated that as many as 35 percent of borrowers who obtained
mortgages in the subprime market could have qualified for a lower cost conventional loan.** In an
investigation of subprime lenders, the Department of Justice found that approximately 20% of the
borrowers had FICO credit scores above 700,* significantly higher than the minimum score of 620 which
is usually required to receive a prime interest rate. The CEO of HSBC, which recently announced plans to
purchase the US’s largest subprime lender, Household International, said in a recent interview that 63% of
Household’s customer base (including consumers with car loans, credit cards, and unsecured loans) has
prime credit.*®

The most obvious consequence for borrowers who have been improperly steered into subprime loans is
that they are unnecessarily paying more than they should. In the loans that were examined by the
Department of Justice, the borrowers were paying interest rates of 11 and 12 percent and 10 to 15 points of
the loan in fees, while borrowers with a prime loan had 7 percent interest rates and just 3 or 4 points of the
loan in fees.

A trade group for subprime lenders, the National Home Equity Mortgage Association (NHEMA), stated
that from 1997 to 1999, subprime loans had an average interest rate between 2.5% and 4.0% above the rate
that prime borrowers are charged.** NHEMA also estimated that subprime lender charge an average of 1.5
to 3 percentage points more in fees than conventional lenders.*> Many borrowers in subprime loans are,
however, charged significantly more than these figures.

As discussed in this report, subprime loans are disproportionately made to lower income borrowers. This
means that subprime lenders are overcharging those homeowners who can already least afford it. A
subprime loan with inappropriately high costs can impact homeowners in several ways.

The added expense increases the likelihood that the homeowner will be unable to make the mortgage or
other payments on time, which hurts their credit, and thus keeps them trapped in the subprime market with
unfavorable loan terms. The higher costs also strip homeowners of their hard-earned equity and prevent

% Business Wire, “Fannie Mae has Played Critical Role in Expansion of Minority Homeownership Over Past Decade,”
March 2, 2000.

“0 Inside B&C Lending, June 10, 1996.

- «Automated Underwriting,” Freddie Mac, September 1996.

%2 “Making Fair Lending a Reality in the New Millennium,” Fannie Mae Foundation, 2000.

% “SBC: Why the British Are Coming: Chairman John Bond explains why the usually cautious British bank paid a 30%
premium to acquire American lender Household,” Business Week Online, November 18, 2002, Daily Briefing.

 Jeffrey Zeltzer, Executive Director, National Home Equity Mortgage Association-NHEMA, remarks to HUD-Treasury
Task Force on Predatory Lending, Atlanta, GA, April 26, 2000.

** “\Widow paying a price for high-cost loan,” Orange County Register, by Kate Berry, April 16, 2000.
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them from building future equity. Furthermore, having a subprime loan means that the homeowner is
more likely to be subject to a host of predatory practices, beyond just higher rates and fees, which will be
discussed in more detail in the next section. All of these factors make it more likely that the homeowner
will ultimately and unnecessarily lose their house in foreclosure.
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PREDATORY LENDING PRACTICES

The reach and effect of abusive practices by predatory lenders have increased along with the dramatic
growth of the subprime industry. The following are some of the more common predatory practices.

Financing Excessive Fees into Loans

Predatory lenders often finance huge fees into loans, stripping thousands of dollars in hard-earned equity
and racking up additional interest in the future. Borrowers in predatory loans are routinely charged fees
of just under 8% of the loan amount in fees, compared to the average 1%-2% assessed by banks to
originate loans. Once the paperwork is signed and the rescission period expires, there is no way to get
that equity back, and borrowers frequently lose up to $10,000 or $15,000 from their home while
receiving little, if any, benefit from the refinancing. The damage is compounded at higher interest rates
as borrowers often pay tremendous interest costs in the several years it can take just to pay down the
fees. Typically, the loan fees are kept below 8% in order to stay under the HOEPA fee threshold
established by federal law, which would then require additional disclosures to the borrower and a few
very limited consumer protections.

A couple bought a house in need of substantial repairs for $2,500 from a previous owner who had
fallen behind on his property taxes. To do some repairs, they took out a home-equity loan for
$49,990, which was greatly inflated by 7.0 discounts points for $3,499, and $502 in third-party
charges, as well as credit insurance policies totaling $4,992. Despite all the discount points paid, the
loan’s interest rate was 11.1%. After making all their payments for six months, the couple refinanced
to a $78,247 mortgage to take out some additional equity. Again, the lender financed in 7.0 discount
points — $5,477 — plus another $541 in third-party charges, while the interest rate increased to 11.9%.

Charging Higher Interest Rates Than A Borrower’s Credit Warrants

While the higher interest rates charged by subprime lenders are intended to compensate lenders for
taking a greater credit risk, too many borrowers are unnecessarily paying higher interest rates.
Borrowers with perfect credit are regularly charged interest rates 3 to 6 points higher than the market
rates; with some subprime lenders, there simply is no lower rate, no matter how good the credit.
According to a rate sheet used by the Associates in the spring of 2000, their lowest interest rate for a
borrower with excellent credit and a low loan-to-value ratio was over 10%, and since then Household
borrowers with excellent credit were seeing rates above 11%. And for borrowers with imperfect credit,
rates are frequently much higher than even somewhat blemished credit would reasonably warrant, as
well as for what the industry describes as standard rates for B, C, or D borrowers.

A couple with children had bought a house with a variable interest rate mortgage that had stayed
between 8% and 9%, and they had always been careful to make their payments on time. A few
years later, they took out a second mortgage but subsequently were convinced that it would be
easier to consolidate and make just one mortgage payment each month. The refinanced mortgage
for $157,077 did not pay off all the debts that had been promised and included over $11,588 in the
lender’s financed fees. Despite all the discount points and their excellent credit record (the husband
had a FICO score of 643, Empirica of 675, and Beacon of 700), the loan contained an interest rate of
10.8%. After talking with an ACORN Housing Corporation loan counselor, they were able to
refinance the mortgage to a 6% interest rate, which will save them several hundred dollars a month
but not restore any of their lost equity.
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Making Loans Without Regard to the Borrower’s Ability to Pay

Some predatory lenders make loans based solely on a homeowner’s equity, even when it is obvious that
the homeowner will not be able to afford their payments. Especially when there is significant equity in a
home, the lender can turn a profit by reselling the house after foreclosure. Until that happens, the
borrower is stuck with exorbitant monthly payments.

In other cases, the opportunity to strip away huge amounts of home equity drives the origination of
clearly unaffordable mortgages. For mortgage brokers, the immediate opportunity to legally take away
several thousand dollars of home equity more than offsets the eventual consequences of the loan, which
will be dealt with by the holder on the secondary market. Similarly, personal commissions may push
loan officers at mortgage companies to make loans that cannot be repaid.

A couple purchased their home through a special low-rate mortgage at 5% interest and monthly
payments of $746. Shortly thereafter, they received an open-end second mortgage with a credit limit
of $35,000, an initial advance of $36,800, an origination fee of $1,840, and a variable interest rate
that started at 22.4%. The second mortgage’s monthly payments of $742 were clearly unaffordable
on the husband’s monthly income as a janitor of $1,800 and the $546 they receive from SSI to help
care for their hearing-impaired daughter. Without any other options, the couple was forced to sell
their house and buy another less expensive one, but not before losing an additional $3,000 on a
prepayment penalty.

Prepayment Penalties

More than two-thirds of subprime loans have prepayment penalties, compared to less than 2% of
conventional prime loans.*® The penalties come due when a borrower pays off their loan early, typically
through refinancing or a sale of the house. The penalties remain in force for periods ranging from the
first two to five years of the loan, and are often as much as six months interest on the loan. For a
$100,000 loan at 11% interest, the penalty would be over $5,000, which would be financed into the new
loan. For borrowers who refinance or sell their houses during the period covered by the prepayment
penalty, the penalty functions as an additional and expensive fee on the loan, further robbing them of
their equity.

Lenders argue that prepayment penalties protect them against frequent turnover of loans, and that as a
result of the higher rates which investors are willing to pay for loans with prepayment penalties, they are
able to charge borrowers lower interest rates. The truth is, however, that very large and quite predictable
numbers of borrowers in subprime loans do refinance within the period covered by the prepayment
penalty and may well end up paying more in the penalty than they “saved” even if their interest rate was
reduced. It is particularly pernicious when prepayment penalties keep borrowers trapped in the all too
common situation of paying interest rates higher than they should be.*’

¢ HUD-Treasury Report on Predatory Lending, p. 90.
*" See also the discussion below on how prepayment penalties interact with yield-spread premiums to trap borrowers in
excessive interest rates.
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Borrowers are frequently unaware that their loans contain a prepayment penalty. Some lenders’ agents
simply fail to point it out, while others deliberately mislead borrowers, telling them they can refinance
later to a lower rate, without informing them of the prepayment penalty that will be charged. Even the
most knowledgeable borrowers can easily the prepayment penalty amid the mounds of paperwork, and
end up robbed of additional equity or trapped in an excessive rate because the penalty boosts up their
loan-to-value ratio.

In a significant step forward in September, the federal Office of Thrift Supervision changed a rule
interpretation that effectively restored a number of state laws providing varying levels of consumer
protections against prepayment penalties. The state Attorneys General’s settlement with Household also
represents a major advance in requiring the country’s largest subprime lender to limit all of its
prepayment penalties to the loan’s first two years, both retroactively and prospectively.

A homeowner got involved with a subprime lender and received a 16% interest rate despite having
had excellent credit and having made all his payments on time. He was subsequently solicited by
another subprime lender to refinance to a 7% interest rate, but the loan turned out much differently
from what was promised. The new loan amount of $210,363 contained a financed origination fee of
$15,251 and a single-premium credit life insurance policy for $5,113. Despite all the discount points,
the interest rate was 11.2%, which he was locked into by a three-year prepayment penalty for
$6,000. He tried to refinance with a prime lender, but the subprime lender refused to provide a payoff
amount and then eventually quoted a penalty of $11,000 to the prime lender. At that point, the prime
lender refused to refinance because the new loan would have exceeded the appraised value of the
home.

Loans for Over 100% Loan to Value

Some lenders regularly make loans for considerably more than a borrower’s home is worth with the
specific intents of maximizing their debt and thus their payments, and trapping them as customers for an
extended period. Even borrowers with excellent credit have no way to escape from a high rate loan if
they are ‘upside down’ and owe more than their home is worth. Borrowers are frequently unaware that
they owe much more than their homes are worth, and even more frequently unaware of the
consequences. In the face of criticism from Wall Street and longstanding pressure from ACORN, in the
spring of 2002 Household quietly eliminated its common practice of using extremely high-rate open-end
second mortgages that push borrowers’ LTV ratios above 100%.

A couple had bought their house with a 30-year mortgage for $137,000 at a 7.8% interest rate, and
six months later they took out first a personal loan and then a second mortgage for $10,000 to buy
some furniture. The lender kept soliciting them to increase their indebtedness and told them that
they were two months behind on the second mortgage and could face foreclosure if they didn’t
consolidate their mortgages. The lender appraised their home for $165,000, which the couple
thought would be the amount of their new loan, but the lender financed in its fees to raise the actual
principal to $177,104, which was made at a 10.8% interest rate. Making it worse, the loan includes a
three-year prepayment penalty for almost $10,000, and they found out they were only one month
behind on the second mortgage. Despite the husband’s middle credit score of 646, which is
considered ‘A’ credit by many lenders, the couple now finds it impossible to refinance because the
LTV ratio is over 100%.
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Single Premium Credit Insurance

Credit insurance is insurance linked to a specific debt or loan which will pay off that particular debt if
the borrower loses the ability to pay either because of sickness (credit health insurance), death (credit
life insurance), or losing their job (credit unemployment insurance). It is rarely promoted in the ‘A’
lending world, but it has been aggressively and deceptively sold in *single premium’ form in connection
with higher cost loans, and then financed into the home loans, costing borrowers equity in their homes,
and forcing them to pay higher interest charges.

With ‘single premium’ policies, instead of making regular monthly, quarterly, or annual payments as
people do with other insurance policies, the credit insurance is paid in one lump sum payment, which
may be as high or even higher than $10,000, especially if borrowers are sold multiple forms of credit
insurance, as is frequently the case. This premium is then financed into the loan, increasing the loan
amount (and since the loan amount is higher, the lender’s origination fees also increase), and the
borrower must then pay monthly interest on the amount of the insurance premium. While the coverage
on a single premium policy usually lasts for only 5 years, the borrower pays for it, and pays interest on
it, over the 30 years of the home loan. After those 5 years and the coverage has expired, the remaining
loan balance is usually higher than the original balance would have been minus the policy, meaning that
the policy prevents the borrower from building up any equity. Typically, single premium credit
insurance policies cost four to five times as much as monthly-paid credit insurance and over ten times as
much as term life insurance policies, and of course the cost of these alternative products are not staked
against the borrowers home.

Over the last couple years, a huge amount of attention to the damage inflicted by single-premium credit
insurance has forced most major lenders to phase out the sale of this product. The HUD-Treasury report
recommended the prohibition of such policies on all mortgages, Fannie Mae and Freddie Mac
announced that they would refuse to purchase loans with financed credit insurance, and state laws
enacted in North Carolina, California, Georgia, and New York have effectively prohibited the policies
on all mortgages. At the end of last year, the Federal Reserve recognized that single-premium credit
insurance policies function as an additional fee in counting the premiums toward the HOEPA points and
fees threshold.

While all of these steps represent a huge breakthrough, unscrupulous lenders and brokers are shifting
over to debt cancellation and suspension agreements, which technically do not provide insurance and
can avoid some of the regulations but essentially function the same way. Other lenders are setting up
the same incentive systems to reward loan officers’ sales of monthly-paid credit insurance policies.
While monthly-paid policies are not as damaging as the single-premium policies, such incentives push
loan officers to slip in the policies without the borrower’s consent, and borrowers frequently encounter
the bureaucratic runaround when they try to cancel the policies.
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Negative Amortization

In a negatively amortized loan, the borrower’s payment does not cover all of the interest due, much less
any principal. The result is that despite regularly making the required monthly payment, the borrower’s
loan balance increases every month and they lose, rather than build, equity. Many borrowers are not
aware that they have a negative amortization loan and don’t find out until they call the lender to inquire
why their loan balance keeps going up. Predatory lenders use negative amortization to sell the borrower
on the low payment, without making it clear that this payment will cause the principal to rise rather than
fall.

A woman took out a 10-year home-equity loan for $45,377 at an interest rate of 12.7%. She had
taken out the loan because she thought that the monthly payments of $671 were affordable, not
realizing that those payments would not cover the interest generated, let alone pay down any of the
principal. She has made all of her payments for over a year, but her loan balance continues to rise.

Loan Flipping

Flipping is a practice in which a lender, often through high-pressure or deceptive sales tactics,
encourages repeated refinancing by existing customers and tacks on thousands of dollars in additional
fees or other charges each time. Some lenders will intentionally start borrowers with a loan at a higher
interest rate, so that the lender can then refinance the loan to a slightly lower rate and charge additional
fees to the borrower. This kind of multiple refinancing is never beneficial to the borrower and results in
the further loss of equity. Flipping can also take place when competing lenders refinance the same
borrowers repeatedly, promising benefits each time which are not delivered or which are outweighed by
the additional costs of the loan.

A woman had bought her house over thirty years ago for $20,000. Now seventy-two years old, she
has been targeted for repeated refinancings. In a five-year period, her loan was flipped seven times,
with high financed fees and high rates each time. After one lender flipped her a third time, she was
foreclosed on and lost her house.

Property Flipping

Property flipping is an elaborate scam in which unsuspecting first-time homebuyers are sold houses in
serious states of disrepair for prices far above what the houses are actually worth.

The typical “property flip” begins with an investor or real estate company purchasing a distressed
property for as little as a couple of thousand dollars. After doing minimal cosmetic or even no work to
the property, the owner finds a buyer, frequently targeting low-income, minority families. The buyers
have no agent representation of their own and no real estate knowledge, putting them at the mercy of the
seller/owner. The seller/owner abuses this position by lying about the condition of the house, promising
to make visibly-needed repairs, setting the sales price at far above the property’s actual value, and
referring the buyer to a subprime lender or broker.
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Many subprime lenders will only make a purchase loan if the loan is for 80% or less of the value of the
property. In these instances, the property seller uses a number of schemes in order for it to appear that
the buyer has the required down payment of 20% or more. The seller first sets the sales price far above
what the property is actually worth, then the seller falsifies the buyer’s deposit and will often create a
second mortgage, which exists on paper only. The key to the scam is having a lender or broker that will
utilize appraisers who will support the property’s inflated sales price. In exchange for their
participation, the lender or broker is compensated by the fees and additional charges on the loan, which
are often excessive.

Buying one’s first house is often a major milestone in life and an important step towards achieving
economic self-sufficiency, but the swindlers involved in property flipping have made the experience one
of the worst things to ever happen to their victims. While there are no hard numbers about how many
families have been victimized by property flipping, the problem reached epidemic proportions in many
cities before the authorities were even aware that a problem existed. And although the economic
downturn has played a role, HUD’s failure to implement adequate reforms has contributed to the highest
ever delinquency rates on FHA loans.™

A man bought his home for $120,000, but immediately realized that promised repairs had never been
completed. When he removed some floorboards in the kitchen that had been severely damaged by
termites, he realized that the kitchen floor was being held up by carjacks. The house also had
enormous electrical wiring problems, damaged back doors, and a number of other problems. When
the contractor refused to do the work, the man began putting aside $1,000 a month to do the repairs
on his own. He kept making the mortgage payments, but then lost his job and without any financial
cushion because of the extra repair costs he fell behind and eventually lost his home to a sheriff's
sale.

Aggressive and Deceptive Marketing — The Use of Live Checks in the Mail

Much of the competition between lenders in the subprime industry is not based on the rates or terms
offered by the different lenders, but on which lender can reach and “hook” the borrower first. Predatory
lenders employ a sophisticated combination of “high tech” and “high touch” methods, using of multiple
lists and detailed research to identify particularly susceptible borrowers (minority, low-income, and
elderly homeowner) and then mailing, phoning, and even visiting the potential borrowers in their homes
to encourage them to take out a loan.

One of the methods used routinely and successfully by predatory lenders is the practice of sending “live
checks” in the mail to target homeowners. The checks are usually for several thousand dollars, and the
cashing or depositing of the check means the borrower is entering into a loan agreement with the lender.
The appeal of the checks is that are a fast and easy way for a homeowner to obtain cash.

This initial loan is just an entry point into the financial life of the homeowner. The loan
has an artificially high interest rate and monthly payment, in order for the predatory lender to be able to
offer the homeowner an opportunity to refinance it, along with other debts, into another loan at a slightly

50 «2M Quarter Foreclosure Rates Highest in 30 Years”, Washington Post, by Sandra Fleishman, September 14, 2002, p. H1.
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lower rate. The predatory lender’s ultimate goal is to get the homeowner to refinance their entire
mortgage with them.

A man bought his house with a 6.9% fixed interest rate mortgage for around $67,000 and monthly
payments of $447. He has a serious heart condition, and a lender began sending him live checks in
the mail. The first one he cashed resulted in an unsecured loan at an extremely high interest rate for
$2,500, which he used to pay off medical and other bills as working became more difficult. After he
cashed another check or two, the lender began soliciting him to take out a second mortgage. He
ended up receiving an open-end line of credit with an initial advance of $26,000 on a credit limit of
$25,000, which “reduced” his interest rate to 23.9%. The monthly payments are $580 — significantly
higher than the first mortgage, which has about two and a half times as large a balance. The loan
also included an origination fee of $1,300 and a five-year prepayment penalty for nearly $2,500.
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purchased by banks and thrifts. Such a step could arbitrarily and unfairly exclude millions of consumers
from the low rates and fees provided in the prime market, significantly raising the cost of
homeownership for those families. In the final rule, the regulators also should follow the industry
practice of classifying loans as subprime or not based on the rates and fees, not on the borrower’s
characteristics, and make public the data on subprime loan volume engaged in by banks and thrifts.

The Federal Reserve must follow through on collecting information on high-cost
mortgages under HMDA, which is scheduled to begin in 2004. This will provide regulators, elected
officials, and the public with the clearest picture to date on the concentration of high-cost mortgages in
various communities and population groups.
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