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My Theses

 Existing disclosure laws failed to convey
to subprime borrowers their payment
obligations.

* Consequently, many borrowers unwittingly
assumed payment obligations they could
not discharge, leading to defaults and the
Great Recession.

* Better consumer protection laws could
have prevented that from occurring.
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HOW Did Consumer Protectioh
Laws Fail?

* The disclosures were misleading.

 The disclosures did not cause consumers
to withdraw from bad loans for a variety of
reasons.




Consumer Interests Volume 56, 2010

Legal Background

The Truth in Lending Act, 15 U.S.C. 1601
et sed., first enacted in 1968 and amended
from time to time since then, together with
Its Implementing regulation, Reqgulation Z,
12 C.F.R. Part 226, as interpreted by the
Official Fed Commentary, lays out the
disclosure requirements for consumer
credit.



" \NWhen Do You Get TILA™™
Disclosures?

« Early disclosures:

— For adjustable rate loans: booklet and program
disclosures

— For certain loans: Good Faith Estimates
(circumstances under which borrowers receive these
disclosures has been expanded since the subprime
lending debacle)

 Later disclosures:

— Until July 30, 2009, borrowers received final
disclosures at closing

— Under the Mortgage Disclosure Improvement Act,
effective July 30, 2009, borrowers receive final
disclosures three days before closing
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Program Disclosures (provided at outset)
From 12 CFR Part 226 App. H:

« [For example, on a $ 10,000 [term] loan with an initial interest

rate of ---- [(the rate shown In the interest rate column below for
the year 19 ----)] [(in effect (month) (year)], the maximum
amount that the interest rate can rise under this program is ----
percentage points, to ---- %, and the monthly payment can rise
from a first-year payment of $ ---- to a maximum of $ ---- in the -
---- year. To see what your payments would be, divide your
mortgage amount by $ 10,000; then multiply the monthly
payment by that amount. (For example, the monthly payment
for a mortgage amount of $ 60,000 would be: $ 60,000 / $
10,000 = 6; 6 X ---- = $ ---- per month.)]
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Program Disclosures (provided at ou’tsiet)
From 12 CFR Part 226 App. |

* The example below shows how your payments would
have changed under this ARM program based on
actual changes in the index from 1982 to 1996. This
does not necessarily indicate how your index will
change in the future.

The example is based on the following assumptions:

« Amount $ 10,000 Term--------- Change date---------
Payment adjustment (frequency) Interest adjustment
(frequency) [Margin] fn*--------- Caps ----- [periodic

Interest rate cap]-----[lifetime interest rate cap-----
[payment cap] [Interest rate carryover] [Negative
amortization] [Interest rate discount]
fn**Index....... (identification of index or formula)
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Program Disclosures (provided at outset)
From 12 CFR Part 226 App. H:

* fn* This Is a margin we have used
recently, your margin may be different.

fn** This Is the amount of a discount we
have provided recently; your loan may be
discounted by a different amount.]



TICATCTOmmentary § 226.17(c){(1)-8,
12 C.F.R. Part 226 Supplement |

8. Basis of disclosures in variable-rate transactions. The
disclosures for a variable rate transaction must be given
for the full term of the transaction and must be based on
the terms in effect at the time of consummation.
Creditors should base the disclosures only on the initial
rate and should not assume that this rate will increase.
For example, in a loan with an initial rate of 10 percent
and a 5 percentage points rate cap, creditors should
base the disclosures on the initial rate and should not
assume that this rate will increase 5 percentage points
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moninly payment before the aeffective date of any change. The notice will ncude normation reguired by law 1o be
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the notice.
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ADJUSTABLE RAFE RDER<:--~ - -
(LM BOR Six-Month-index (As Published in the Wall Street Journal)- Rate Caps)

] E RATE RIDER i de this 24th of May , 2004 and is hocorporated int
Consumer}h’bﬁﬁi’iﬁﬁm 1o mmend and 'xppelament the o= ev. Deed of Trust or Security Deead olume 56, 2010
{the "Security Instrument™) of the sames date given the - N = RO PO ef't to secure
Borrow: . ’the de Yy of

ar's Adjustable Rate Note (the “Note”) 1
the same date and covering the propeny descr od

oE—— .

THE NOTE CONTAINS PROVISIONS ALLOWING FOR CHANGES IN THE
INTEREST RATE AND THE MONTHLY PAYMENT. THE NOTE LIMITS THE
AMOLUNT THE BORROWER'S INTEREST RATE CAN CHANGE AT ANY ONE
TIME AND THE MAXIMUM RATE THE BORROWER MUST PAY.

ADDITIONAL COVENANTS. In addition 1o the covenants and agreements made in the
Security Instrument, Borrower and Lender further covenant and agresa as follows:

A INTEREST RATE AND MONTHLY PAYMENT CHANGES
The Note provides for an initial interest rate of 6.300 %. The Note provides for changes n the
ntere=st rate and the monthly payments, as follows:

- INTEREST RATE AND MONTHLY PAYMENT CHANGES
(A} Change Dates
The interest rate | will may change on the firsti day of June, 2006 ., and on that d avery
Ei:dh month thereafler. h date on which my interest rate could change Is called a hange
ate.”

{(B) The Indeax
Beginning with the first Chan Date, my interest rate will be based on an Index. The “Index™ is
the average of interbank ered rates for six-month U.S. dollar-denominated deposits in the
Londorn market ("LIBOR"), as published in the Wall Street Joumal. The mosat recent Index figure
avallable as of the date 45 days bafore each Change Date is callied the "Current Index.”

If the Index is NO longer available, the Note Holder will choose & new ndex which is based
upon comparable information. The Nota Haolder will give me notice of this chalce.

Initials

Loan Number: —

OLE2472004 92520 A

BEO-t [Raw 128T) Page 1 of 3
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{C) Caiculation of Changes

Before sach Change Date, the Note Holder will calculale my new imerest rate by addng
six percentage points { 6.000 %) to the Current Index. The Note Holder wil then round Ihe

rasut of this addition to the nearast one-aighth of one parcentape point {(0.125%). Subject to th
Consumer [ntergmwd .B Section 4{D) betow, this mounded amount will be my new interest rate unti I.unme 56 2010
nex nge Date.

The Note Holder will then detarmmine the amount of the monthly payment that would be
sufficient to repay the unpaid principal that 1 am sxpecied to owe at the Chan Date in full on
the maturity dale at my new nterest rate in substantially equal payments. result of this
calculation vuri! be the new amount of my monthly payment.

{D) Limits on Interest Rate Changes
The interest rate | am required to pay at the first Change Date will not be greatar than 8.200% or
lass than 6.300%. Thereafler. my interast rate will never be increased or decreased on any
singls Changs Dats by more than One( 1.000 %) from the rate of interest | have been paying for

b pr)g,"eeding six months. My interest rate will never be greater than 12.300)% or less than

(E) Effective Date of Changes
My new interest rate will become eoffective on each Change Date. | will pay the amount of my
new monthly payment beginming on the first monthly payment date after the Change Date until
the amount of my monthily payment changes again.

{F}) Notice of Changes
The Note Holder will deliver or mail to me a notice of any changes in m Nnterest rate and the
amount of my monthly payment before the effective date of any change. 4110 natice will include

information required by law to be given me and aiso the title and telepbone number of a person
who will answer any question | may have regarding the notice.

B. TRANSFER OF THE PROPERTY OR A BENEFICWAL INTEREST IN BORROWER
Section 18 of the Security Instrument is amendead to read as follows:

Transfer of tha P or 2 Baneficlal Interest In Borrower. As used in this Section
18, "interast in the Prop means any legal or beneficial interest in the Propcrty inchuding.
but not tmited to,. those beneficial nterests transfermmed in a bond for deed, contract for deed,

instasliment sales contract or escrow agreement, the htent of which is the transfer of title by
Borrower at a future date to a purchaser.

Loan Number: SNV

B10-2 {Pew 1/01) - Page 2of 3 -
. OS/2472004 9:25:20 AM
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One Sentence:

The Note Holder will then determine the
amount of the monthly payment that would
be sufficient to repay the unpaid principal
that | am expected to owe at the Change
Date in full on the Maturity Date at my new
Interest rate in substantially equal
payments.
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Mertgage Disclosure Improvement
Act of 2008

* Lenders must provide “worst-case” scenario
showing what payments would be If interest
rates went to highest amount under note.

* Won't take effect until Fed promulgates
Implementing regulations. Fed proposed
regulations last summer. The Fed'’s proposal,
based on consumer testing, provides for
disclosures that are much easier to understand.

 Effective 1/1/2010, RESPA disclosure forms
(HUD-1) provided at closing state maximum
monthly payment on page 3




ceme s ditional Reasons to Believe "
Consumers Didn’t Understand Their
Payment Obligations

 Lots of anecodotal reports in the media
about consumers surprised by their loan
terms, especially when adjustable loans
reset with higher rates, increasing
payments

« 2007 FTC study of Truth in Lending
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