
.

12 

Minutes 

of 

The Meeting of the FDIC il\dvisory Committee on Economi c I ncl usion 

of t..he 

Fad~ral I>e-po.sit Insurance C:orpo:ration 

Held in the Board Room 

F'ed@ra.l !Deposit. :Insurance Corporation Building· 

Open to Pub l ic Observation 

July 16, 2007 - 9·:14. A. M. 

The m@et.in9 of the: FDIC Advisory Corn1rtitte~ on Economic 
Inclusi on ( "ComE- Ul'I• or ••Committee"' l was called to o.rder by Co-mE­
In Chai rman Diana L. Taylor . 

The members oi ComE - IN p.r!l:!'s@nt. at the- me-et ing were~ Diana L. 
Taylor, ComE- lN Chai rman and imm.edia~e past New York State 
Superint.end@nt:. of Banks; Ted Beck 1 Fresi.dent:. and Chief Executive 
Officer , Nat ional Endowmen.t for Financ i ~ l Education; Kelvi n 'Bost:on 1 

Executive Producer a:nd Host of PB£ 1 Money wise with Kelvin Boston, 
Mart.in Ea.ke-s, Chief Executive Offi cex· Se1 f -Help/Cent.,er for1 

Re.spons i ble l.Einding; Law-r(H'l!ca K . Fish I Chi;! i :r.:man ~md Chief Execut. i ve 
Officer,. Citizens Fi nancial Group 1 Ine.; Rev . Dr . Fl oyd H . Flake, 
Sen i or Pastor, Greater Al l t:?in AME ca·t:he-.dral of New York, 'Ester R. 
Fuchs. Pzofessor, School o f Inte:r-nal:ional a.nd Publ i c A.ffair.s, 
CO l umbia Univers i I:.y; Wad@ R@ndf!·rson I President and Ch ief .Ex.eeut i.ve 
Off i.cer ~ Leadership Conf@r,ence on Civi1 Rights , and Counselo.r t ,o 
the Leadera.hip Confer@nce on Civil Rights Education Pund: Ald@n J. 
!11C0ona d , J r . , Presid.ent. and Chief Executive Of ficer, LU:>er t: y .Bank 
and T:r;u~t Company, New Orl e:ans.1 LA; Fre.de:ric S. Mishkin., Governor, 
Fe-dera1 Reserve System; John W. Rya.n, Executive Vice Presid@nt ; 
Conference o .f Sta:t@ Ba:nk SuparvisoT~ 1 Robert K. St.eel, Unde-:r 
Secretary of the Treasury fo:r .Domest i c F i nance, U. S. Department of 
T~eas~ry; Peter Tufano, Sylv4n c. Co l e~n Professor of Financial 
[l,fAna.9ementt Ha:rva1;d Business School 1 a.n.dl Senior Associate Dean and 
Dir@ot,or of Fa.culty Deve l opment; and El i zahe!th warren., Leo Gottlieb 
P.rof~saor of Law, H~rva:rd Unive·rsity. Erica. F _ Boven~i,, :oesignated 
Federal Of'fic:e:r for the Committ:ee and ,Dep1Jty General counsel of the 
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Federal Dl!posit. lnsu.ranc,e Co:r;poriat:.ion { "Corporation" or "FDIC'"). 
was, a. l eo pres~n.t at. the meeting . Committee memb-ers Rona l d 
Grzywine.k i, Chai:rn\8n I ShoreBank Corporation of Chicago: Manuel 
Orozco, senior Associate. at. the Inter-American Dialogue, and senior 
Researcher- lnsti~ute- for the Study of International Mi gration. 
Ge-orgeto-r,m University; Maria Otero, President. and CE0 1 ACCION 
International I and De.bora.h ,c. Nright:, Chairman and CEO, Carver 
Sancor:p, Inc-., were absent from t:.he meeting. 

Members of the Corporation ' s Board of Directors present. at the 
meeting were Sheila C' . BAir., Chairperson; twlartin J'. Gruenberg,. Vice 
Cnairman, and Thoinaa J. curry, Director (Appointive}. corpor~tion 
staff t .ha t also at tend,ed the meat:. i ng i no1ud.ed Alia::-a c . aood.m1u~, 
Li.sa K. Roy j sa.r&. .A. Kelsey, Sandra L. Thompson, Lee Bowman, 
Micha~l H. Krim111.in9,er, David M. &arr, 1'.ndrew a. St i:rling.. Jr .• 
Angelisa M. Harris, Valerie J ~ Bes,t.., and Lenet.a G. Gregor,ie. 

'~illiam Apgiar; Jr . ,. Faculty Chair,. Kennedy School of 
Government Senio:r; Executive Program for State and Local Governm.ent 
Officials, and Senior Schola:z:-, Joint Center for Housing Studies, 
Harvard Um.iversit.y; John C. Weicher, Di:rect.or,. Cent.er for Hmis.ing 
and Financial Market5, Hudson !:n.etitute, Michael Slhea,, .Executive 
Director, ACORN Housing Corpor~tion: Diane Thompson, Supervisory 
Atl:orney_ Land of Lincoln Legal Assistance Foundation; Kenneth 01.
Wade I Chief Ex,ecut i ve Offi ce-r, Neighbolt'Works@i America~ Micha,e I 
Desmond, Ta~ L egis at 've Counsel, Office of Tax Policy, U.S. 
tlepartment of Treasury; and J,ack M. Gut umt:ag, Profcssor of 
Finance., Emeritus, Wharton School. University of Pennsylvartia, ;11 lso 
attended the meeting. 

Cornmit~ee Chairman Taylor opened and presid@d at the m.eeting. 

FDIC Ch&ir-mAn B.!iir welc~ed Colif\E- lN members and gu@st 
sp@~ker.s . She then pr-ovid-ed an update on sev@"ral IM!tters: (1) the 
FDIC Board of Di :r;ectors app:r;oval of the Commit 'I:@@ • a :i,"'eComrnenda t ion 
at its March meeting to initiate a pil ot program Qf low cost; ~mall 
do l.ar oans to be aunched by i:nd.ividual baink:s, (2) the progress 
of rne,e-t ings held with the secu:ri t;.izat.ion industry on subprime 
l ,ending; and (l~ the l aunch · :ng of a new pirog.ram by the. Alliance for 
Econorni~ In~lusion and Neighbor'Works Americi!li to provide affordable 
r,ef inancing opportuni ties. ChairmaJn Bair also a.dvist21d thoolJ.t:: s:tai:f f 
are continuing to l ook. .at the legal and practieal impl!~aitions of 
banks i nvast n9 in the P:roeper Market-place. Ino . l e.nding plat.form-­
an .:esue t.ha t was :ra,i sed at. 11:: he M~r~h ml!!e t. i ng . 

Comrnit::.t.,ce Ch rm~n Taylor then i .ntroduced the f i rst. t:wo 
speakers, "1illiam Apgar1 Jr . of Hairva:rd University and John C. 
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Weicher of t he, Hudson Inst itute, who would diacuss the factors 
that contributed to the current subprime mortgage situation. 

Mr. Apgar began his presentat i on by eurrmari~i ng recent data on 
mortgage delinquencies and foreclosures, noting that they were at 
hi storical highs i n the 1•t Quarter 2007 and l ikely to go even 
higher as adjustabl e rate mortgages funded through 2006 began to 
reset. He then identified as contributing factors consumer 
behavior, the exi sting market structure, and a fragmented 
regulatory framework . 

Mr. Apgar offered a three -part aol ution to the subprime 
mortgage crisis : (l) consumer education; {2) uniform rules that 
hold brokers and mortgage companies to the same standards as loan 
officers and banka; and (3) a requirement for marketplace
accountability for fail ure to exercise due di ligence in the 
purchase of mortgage obligations. 

Next, Dr. Weicher provided a brief history of the subprirne 
mortgage industry. He noted that a l though it had not existed 20 
years ago, subprime loans currently represented 15 percent of the 
market . He then cited the factors t hat l ed to the rise of the 
subpri me mortgage ma rket. Mr. Apgar stated that while he 
antici pated probl ems in the subprime mortgage market to continue 
until somet i me i n 2009, when the most recently funded adjustable 
rate mortgages would reset, mortgage counseling and loan 
forbearance coul d help to mit i gate the dofault rate. 

Co1m1ittee Chairman Taylor then opened the floor to questions 
and comments. In the d i scussi on t hat followed, Committee members, 
Mr. Apgar, and Dr. Weicher explored additiona l factors which ~ay 
have contributed to th~ growth of the subprime loan market, 
including affordability constrained real estate markets, an 
information revolution that facilitated wide avai l ability of credit 
scores and automated underwrit i ng systems, and, in many l ow-income, 
minori ty communities, the prol i feration of unregulated, non -bank 
ent i t i es that filled the void created by the absence of banks. The 
diacussion revealed a discrepancy in the connotation of the term 
usubpri me . • Mr. Fish indicated t hat his institution did not engaga 
in subprime l ending because of perceivad reputational and financial 
risks. Mr. McDonald, on the other h~nd, indicated that the 
majority of loans made by his i nst i tution are by definition 
uaubprime, • albeit with a higher, but manageable risk. commi ttee 
Chairman Taylor agreed that it was important not to blur the 
distinction between subprime l ending a nd predatory l ending. 
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The Committee "1lso discussed in more deta_l tho various ways 
in which the regulatory envir-onrnent could be Q l t:er@d to enh.aine,e 1t h~ 
ability of banks to off,11!-r alternative products in the :!;!\Jbprim@ 
market. Chairman Bair ,e-xp:ressed .support for reaponsibl@ subprir:ne 
lending by insured firu11ncial ins:t.itut.ions and ~ruggested that 
p.erha.ps the bank regulators should examine whether capit.a,l 
treatment of subprim@ l ending operated, e ither explicitly o,r 
implicitly1 'l:.O discourage such lending . Several Committee members: 
!;11:1g91esit.ed tlul.t:. perh aps a f :re5ih look at the Community Reinve1;1tm-ent 
Act {"CRA.. l mi ght: b~ warranted to see i f the methodology for 
definiug a.11 inst.it.ueio, n 1 s asse:ssm@nt area and their ucommunity.fi' 
.remain relevant in the current .6tructure of the financial services 
i n dustry . There was a general consensus ~hat uniform application 
o .f exieting regulatory 9\lidanc:e on eubp:r;im.e lending to non.-bank 
ent.ities would ail l OiAl b.!.rikS to compet,~ favorably in th~ auhprime 
marr:ket. 

Committ@@ Chairman Tayl or announced tha1t the meeting would 
r •@cess briefly . Accordingly. at 10 ~ 5-9 a.m., the i111eet:.ing stood in 
r@ce,s:s. 

... 

The meet. i ng re,c:onvan0d at 11 : 12 a _m . t:.hai t Safrle day, whereupon 
Comiittee Chairman Taylor ntroduced the :sec,ond panel of speakers, 
Kenneth D. Wade of Nei ghbor-Works~ America; Diane T.bompson of the 
Land of Lineol n Legal A.seistance Founda.tion.r Michael Shea of ACOlrn 
Housing Corporation ; Michael Desl1'lond of the 'U.S. Department of 
Treasury; and panel rnoder~torf Sandra L, Thompson , Director, FDIC 
Divi 9 ion of Supe:rvi s ion and Con_s1.1rner P:t"Ot er;: cion ( 111'DSC :oirec t:.or 
Thompson~ ) . 

DSC ID rect01: Thompson i nit iatad the .P~:nel pt:es,entat ion 'by 
n,0ting t he rec,ently issued regulatory guidanc-e by the F.01!:C and 
other federal financial inst.itution riegulat.ory a.gencies on subprim!!' 
l ,ending. She further advised that t.he regulat:o:ry ,agencies also 
issued guidance in April :Z001 that encourages financial 
inscitut:.ions to work constructive y with delinquen.t rll!!sidential 
borrowe:rs. 

Mr- Wade discussed Ne·ighborWorks0 America's @ffort.e to ~saist 
borrowers in avoiding foreclosures, including t he est~bliahment of 
the Center fo,r F,oreclo,eure Solurtions ( ..Cr'.9"' ), , An Dit"gani ~ation whose: 
focu~ inoludea! building foreeloaur~ eounBel ing c~pacity, working 
with local coali tions to aasiet hQ(Tieow;ners; condueting research on 
foreclosure prevention i niti&tives; and a ?Ublic education. 
campaign. H~ par t..icularly noced the public education campaign, 
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which is j ointly spon~o~ed with the Ad Council, and is primarily 
aimed at. inorie:asing coIJsumer awareness of the options ava.ilabl e for 
avoidi ng foreclosure, including a toll·- free number for consum~rs to 
call a~d receive individual counse l ing assistance . Mr. Wade then 
t.hank,ed FDIC Dh:-ector Curey for his work ais Chai~~m of t:he 
Neighi:>orWorks(!) America Board of Di rectors and expressed h.is 
a.ppre·cia.t:ion fo,r the assistance of Nei ghbor Woll!::k:s® Amer· ca"' s many 
partners, including the FDIC. 

N'ext, Ms . Diane Th001pson briefed the: Colmtit.tee on the typical 
charaicterist •cs, of mort.gage l oans sh~ saw in her legal aid practice 
in Ea.st St. Louis , I'll nois .. Sh@ ~dvisQd th.at t.h@i majority o f .her 
ca.e,es involved e)t.t.@o.sive fraud by brokors and aippraisers, and what 
sh~ characteri 2ed as ~willful blindness# by l enders, with 
inadequat,e o.r falsi f i ed d!ocumentat ion of borrower income, inflated 
property appraisal s, ~upselling N o f loan products t o generate 
gre·ater :broker eompensation, and lade of due diligence on the part 
o f lenders, typical l y r ,esulting in 2/28 or 3/27 mortgage l oans at 
excessive interest rat.es ·to marginal bor:t'owers. She noted that in 
mi)TIY instanc:eB; such loan~ were u11affo,rd,;11ble and in default even 
be fore, t.he rq1te reset ~nd that frequ,ent l y t.he borrowers we-1:e never 
told wh~t kind O·f loan they werei 9~tlting o:t" 1;raw (;my of the l oan 
doeui:nen.t:s until the t.:me of olosi n9 thereby depr'vi ng them of the 
oppo:rtun~ty to make :ration.a.I, i nformed decisions. 

Ms. ThOi'lifpson then .a,dvised the Cornmittee on the problems 
i!'neou.nc:er~d. by lega.l a.dvoca.t:es in a.eai st.ing troubled borrowers. 
She• not.@d that, despite 11:he existence of regulatory guidain,ce on 
subprime lending and non - t.radition~l m(u;tg·age l oans, forecl,osuri~ 
counsel frequently airgu@: that. compliance with guidance is not 
mandatory and, t:h@·r@for,~, un@nfot"ceable + Ms . Thompson s uggest@<! 
that oertain ha.sic principles sho'"-ld be encouraged lby the 
regulators f or servic@rs in dev~loping sustainable 'i!,!Orkoot 
arrang-ements (e-.9. 1 af f ordable loan modifications~ wi t.h borrowers 
in defaul 't, andl that such arrangem.ents ehould be available at thl!! 
outset, fo:r exa:mp l ,e,, ( l } the- _oan principal should be wri tten down 
t.o tlhe actua l v a l ue of the residenee (by ai ·properly conduc'ted 
~ppr~iaa.l) ; 12) if rt.he interest. rates have been boos.ted because of 
"'upsellin-911 " the interest ra.te should lb@ reduced to the par r a t.e; 
and (J) small l oan emergency funds; or (4) making second mortgag@s 
availabl e rather thain .f orcing the borrowe't" to refinance entire 
mortgage . 

Next, Mr . Shea, t!~hoing Mr. Apgar'.s ear.lier eomments rega rdi ng 
the lack of unifo:rrnit.y in r-ul @s a p,plicabl e to bank and non-bank 
l ,end!!-rs, st:Q. t ed that there was also a lack of uniformi t y i n r:.he 
prac:t ices and P<)l ei.es of Bl.!ID.£'.rriw.e mort.gage m:llrvicers r@sult: i n:g in 

July 16~ 2007 

mailto:e)t.t.@o.sive


17 

inequities for borrowers n default. He observ~d th&t, ~ith one or 
two not;able exception.a~ subprime- aervi.ce:r~ , .ook a case-by-case 
approach to borrow-erf:1• who f ,ell b@hind on t:.h.1.2:ir payments; t:.hat most 
subprime servicers not. affiliated with banks ,employed only 
collections p@'r.so.nn@l who were unabl,e t.o offer t.he .full range of 
loss mitigation solutions; and that., therefor,e,. a ll but a few 
subprime 11:u!!rvic@rs cont:.inued t.o place borrowers into unaffordable 
workout arrang~rn@nts rather than providing loan modificatiQJls 
O·f fe:t"ing l ong-eerm affordability. 

:ending h is pre.s·entation,. Mr. Shea st.ated that over the past 
year, his o•rganiz.ation and ,ot.hE!rs had noticed a .reduction in the 
number of l owe:r i ncorne borr,owe rs be i .ng ste.ered into subprim~ loans , 
particularly f•or home purchases; and t.ha.t in recent. wee,ks, larger 
sub:priroe eervicers, generally those a.ffiliated with banks, ~ere 
entering in.to more loan modif ic:&t.ion Agreem.1.!!nt:s, wit.h a gr.l!:a.t.@r 
will ingness to modify .ARMs hy l o~k.ing i .n the initial ra.t.e if a 
borrower co,uld demonst.r&t.e t.hat the reset rat,e would be 
un&ffordaibl f!. 

Mr. Desmond p~ovi ded an overview on tax is~ues that could 
a:i;:-ise in connection with :i;eal est.at.,e mortgage investment conduit.s 
{""REMICs"'), cancellation of indebtedness income, and information 
r ,eport ing requi rements with res.pect. to eaincel lat:.ion of indebtedness
income. In response t o a. question. from DSC Director Thompson ,as to 
whether ext.e111sion of an initial ARM rat.e would trigger the 
information report.ing requirement. Mr. Desmond advised that 
ea.nee11&t. ion of debt only occur~ when there is a change in th@ 
principal amount of t he loan . 

During the ensuing discussion 1 ~ n~ll\ber of i ssues ~ere 
explored by Conni t t.@e and pane1 m.ernb~rs I including the higher .rates 
of foreclosure- in minority commun_ti~s and 1the ir impact on those 
comrm.mities; met.hods that oould b~ ,employed to enoo1.tra9e borrowers 
in danger of defaul t. t o be mo,re proactiv~ i n co11tacti:ng their 
lend.@rs; llind the ext.ent to ·wh ich insured f i oanciai1 inst iit:ut iofiB • 
wi11 ingnes.s to res·t rl!:l!c t Ure secur it i :z:,ed 1oans was 11 mi.ted by t h,e 
terms of compl~x and. varying Pooling and Servieing Agr@,ements 
(MPSAs#J . Also discussed were various reeommendations for 
improv ing t h e outcome for troubled subprime borrow~rs. 
Recorrnendations included development of a national foreclosure 
policy to replace i ndividua state fOlici@s ~hich, in some 
i.nst&ncea. allo>N foreclo1;1ux-e p_r;-oceed.ings 't:o be initia.ited within c1.s 
few ~s lO days from the date of default: a nationwi~e moratorium on 
foreclosures for a :sufficient period of time t:.o allow 't.h~ &dopt:.ion 
of e:taiodaraized solutions to the subpri me crisis, an i ndustrywwid~ 
incent.ive structure that encourA9~s l oan modification, rat.her than 
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r foreclosure as the initial approach to addressing defaulted 
mortgage l oans; and across-the•board voidance of prepayment penalty
provisions in subprime mortgage loans. several legislative 
remedies were a l so advanced. Mr. Henderson suggested leg islation 
to ease the restrictions on restructuring RBMIC assets , and Ms. 
Warren suggested amendment of the Bankruptcy Code to pl ace mortgage
lenders on equal footing with other secured l enders with respect to
the rescheduling of debt, thereby providing borrowers with more 
leverage in getting servicers to n~otiate loan modifications. 

Vice Chai rman Gruenberg summarized the consensus of the 
Committee by not ing that, since not every borrower would have 
access to a legal advocate like Ms. Thompson or corrmunity advocates
l ike Messrs. Shea and Wade, it was import ant to impose as much 
uni formity as possible on the handling of defaulted subprimc 
mortgage loans because, in the absence of such uniformity, many 
borrowers would lose their homes . 

Committee Chairman Taylor announced that the meeting would 
recess for l unch. Accordingly, at 12:52 p.m., the meeting stood in
recess . 

• • • • • • • 
The meeting was reconvened at 1:30 p.m. that same day at which

time Committee Chairman Taylor introduced Jack M. Guttentag, 
Prof~ssor of Pi nanca, Em~ritus, Wharton School, University of 
Pennsylvania, to discuso the role of mortgage brokers in the 
subprime mortgage i ndustry , 

Professor Guttentag began by stating that, in his op1n1on, the
immediate cause of the crisis in the subprime market was not 
mortgage brokers, which were a consistent presence in the market, 
but the rising rate of foreclosures triggered by the general 
decl i ne in real property price appreciation, which had previously 
allowed horr~owners to refinance before ARM resets. He 
acknowledged, however, that brokers were central actors in a system
that delivered l oans at high cost, discouraged escrow accounts, and
steered borrowers into un favorable loan products such as 2/28 ARMs. 

Offering proposals to address the problem of l oan overcharges,
Professor Guttcntag advised that one proposal , i ncluded in 
legislation currently pending before Congress, was a requirement
t hat brokers act as agenta of the borrower. He suggeoted that such
a requirement would onl y be effective i f it set forth specific
broker obligations. As an alternative proposal, Professor 
Guttentag suggested adopt ion of a rule mandating that any rebate 
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paid by a lender be c~~dited to the borrowQr, not paid to tne 
br,oker, thereby requiring borrower arutl:torization of tho a.moun'I: paid. 
tot.he- !b.rok:er. He cautioned that under the second proposal, it was 
import ant. to define "brok.,er_fl' as a loan provider i,,1h,o does not take 
market risk:. He explained that. the curren.t def initf.on of a 
"hroke-r,. as sam~one i.nvolved in providing loans t.o borrowers but 
who does not advance funds exclmies corr,espondent lenders who , 
except .for on@ minor difference, provide servioes i dentical to 
thos,e provided hy brok<~rs. For l oan officers, h@ proposed th.!ilt t:he 
S:!lm.@ rule shoul d include a provis,ion that proni:bi t;,s lenders .from 
deviating from their posted rat.es. the:r·eby prev,enting loan officers 
from mark 'n9 MP lender ·p~ice shee~e + 

ln the discu,ssion 'that fo!lowed1 Committee members- sought to 
clarify what was meant by ""overage'!' and "upa:elling·. 11 and asked 
questions to clarify the s,pecifics of Pr ,o fee,sor Guttent -ag ' s 
recommendations. Ms. w r .ren stat~d. thait It ahould. be rni!.de clear 
t ha. t. the proposa.1 t ,o eredit 1ende-r rebBiIt~s to th~ borrower f ,or 
brok,e-r compensation s hould be accompanied by a diae! l oaure that tbe 
amount of the rebate was directly correl a t ed 'l:.o the horroW4!!!r' si 

acceptance of an above par rate . She stated that without sui:ih • 
disclosure, ex-editing the rebate to, the borrower would h@ 
meaining les,s. 

Corr.n ' ttee Chairman Taylor th@n intr,oducad Sara A. iCelsey; FDIC 
General Coun~el ,. to d • scues the existing legal ll:ram@rwor.k for 
c1.ddr,e~:!,;ll i ng t.he c"t"isis in the subpri.me rnor.tgage industry . Ms. • 
Kel ,sey bri!:!fly e:ufJMl~ri:zed the laws pursuant to which federa l b~nk 
regul .!!ltors oouldl promllllgate rule.e and guidelines. relative: to 
subprill!M!! l o.!!lns, including t.he CAA 1 the Homeowners: Equity Prot~otion 
Act:. ("HOEPA"'), and Federal Trade co~ission 1'.ct . She indieati!-d 
that al though r:he federal fina,ncial institution regu l a t ory a9~nciea 
had issu@d gu id~nce on non- tradi tional and subprime mortgages, the 
problem with guidanc~ was its lack of enforceabili ty~ She not~d, 
however, that the .Board of 1Gova::r-nor.e o:f' the Federa l Reserve ,System 
( .,.FRS11 

) had recently held hearings; on 1 ta .!i.ut.hority under HOEPA and 
e.xpressed hope that the FRB would soon initia,te rul ema.king on 
eubprime mortgage l 1 oains t ha1; would be a.ppl i cable to both bank ,and
non- bank entiti,es. 

Ms. fee.lsey al sio ad'vis@d that the st.at-es, wh 'ch had pr.opos@d & 

wide range of legislative and r~gul c1.to:ry proposals with ~spect 1:0 
Sl!J.bp~ime lending.. were a major souroe of innovat.ion . She obsel"Ved, 
however, that thi'!' dif'faring state rul es ~nd regulac ions contributed 
t.o the lack of uni formity. She suggc:st~d that any federal 
regula.tion should be vie11r1ed as a floor. rather th.an a ci@i ling, 
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r thereby a llowing continued state i nnovations to determine the most 
effect ive and efficient means of regulating the subprime indus t ry. 

The Committee members then discussed at l e ngth issues for 
nationa l s tandards relative to the subprime mortgage i ndustry , 
including how best to def i ne '"subpr ime, » the stigma associated with 
current usage of the word '"subprime , " and the distinction between 
subprime and predatory loans. Chairman Bai r expressed the genera l 
consensus of t he Committee that defining '"subprime" according to 
the number of percentage points above par woul d provide a clearer 
indi cator for the purposes of HOEPA rulemaking than defining based 
on borrower character i st ics . The Corrmittee also discussed a number 
of o ther issues , including disclosure and account abil ity, 
prepayment penalt i es , assignee l iability for abusi ve loans, a nd 
whet her lenders who offer only s ubprime loans have a responsibility 
to r e fer borrowers who qualify for prime loans to other lenders who 
can better serve their needs. 

The Committee then made the following sugges tions for the 
f1>IC' s consider ation: (1) t hat •\subprime" be defined on the basis 
of the extent to which a l oan exceeds a specif i ed number of 
percentage poi nts above par rate as defined i n the Home Mortgage 
Di sclosure Act (HMDA) and include fees i n the ca l culation; (2) 
that prepayment penalti es be prohibited, except to the extent 
necessary to cover administrative cos ts for processing the loan; 
(3) that s econda ry ma rket liability be established for securitized 
loans and loans underl ying collaterali~ed debt obligations ; (4) 
that escrow accounts for t axes and i nsurance be requ ired for al l 
l oans balow a certain dol l ar amount threshol d, with the option for 
a l l borrowers to pay additional funds into an escrow account; {5) 
that mortgage brokers be subject to u.ni form education and licensing 
requirements and standards of behavior, e nforceab l e through 
regulatory oversight, with primary oversight responsibility at the 
state level and federal preemption only i n the event state laws 
fail to meet a minimum federa l thresho ld; (6) that meaningful, 
b inding , and timely disclosure of mortgage terms, sufficient to 
f acili tate marke tplace comparisons, be mandated, wi th the specifics 
of recommended d iscl osures t o be determined a f ter Commi ttee members 
had an opportunity to review a model disclosure form developed by 
the Conference of State Bank Supervisors; C7) that s t ated i ncome 
l oans should be prohibited, with provision for use of alternative 
documentation of i ncome by solf •employed individual s ; and {8) that 
mortgage loans be underwr i tten , at a minimum, to the fully i ndexed,
ful ly amort ized rate. 

r July 16, 2007 
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There being no further business, the meeting was adjourned . 

July 16, 2001 

..., v:: I.. • ,,, 

Ex7cutive/secretary 
Federal Deposit Insurance Corporation 
And Committee Management Officer 
FDIC Advisory Committee on Economic 
Inclusion 
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