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The Honorable Dave Stevens

Assistant Secretary of Housing/ FHA Commissioner
Department of Housing and Urban Development
451 Seventh Street, SW

Washington, DC 20410

Dear Commissioner Stevens:

As you know, amendments to the Federal Reserve’s Regulation Z, designed to protect consumers from
certain unfair, abusive, or deceptive lending and servicing practices, are scheduled to become effective on
October 1, 2009.! This regulation will prohibit any first-lien higher-priced mortgage loan? from charging a
prepayment penalty, with limited exceptions. NAR has long argued that FHA’s policy of requiring borrower
to pay interest through the end of the month when prepaying a loan is a prepayment penalty. Apparently, the
Federal Reserve agrees. This requirement amounts to a prepayment penalty since FHA rules provide for
borrowers to pay interest charges based on an outstanding principal loan amount that has already been fully
paid. There is a significant risk that starting next week FHA lenders will stop making FHA higher-priced
mortgage loans to avoid significant potential liability for violating the revised Reg Z.3

In 2004, FHA informed NAR that they could not change this policy as it is a Ginnie Mae (GNMA)
requirement. However, VA loans, which are also securitized under GNMA, do not have this policy, which
suggests that GNMA has administrative flexibility to apply the same approach for FHA loans that it uses for
VA loans. Ihave enclosed previous correspondence with GNMA on this issue, as well as the analysis we
conducted of the costs to FHA borrowers. Based on that analysis (conducted using HUD’s own 2000-2003
data), only 16% of FHA borrowers were able to avoid the penalty, and the average cost was $528 per
borrower. As homeowners face high housing and closing costs, this penalty places an unreasonable and often
unexpected burden on FHA consumers. The goal of the FHA program is to assist low- to moderate-income
families. Imposing interest penalties on FHA borrowers contradicts this goal.

! See 73 Fed. Reg. 44522 (July 30, 2008).
2 A first lien higher-priced mortgage loan is a loan with an interest rate that exceeds by at least 1.5 percentage points
the Average Prime Offer Rate (APOR ) threshold published by the Federal Reserve Board.
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FHA'’s prepayment policy unfaitly penalizes the American consumer. Effective October 1, 2009, Regulation
Z will make this practice illegal for higher-priced mortgage loans and severely restrict the number of FHA
loans lenders will be willing to make. We urge FHA to eliminate this requirement for its borrowers, who
make up a growing and significant share of the market today. According to our previous analysis, 40% of
borrowers closed on the first 10 days of the month. In just the three years between 2000 and 2003, FHA
borrowers paid over $1.375 billion in excess interest payments. If HUD would provide us the necessary data,

we would be pleased to run this analysis again, to update these numbers.

Thank you for the opportunity to weigh in on this important issue. We urge FHA to use the opportunity
provided by Regulation Z to eliminate this requirement, and bring fairness to FHA borrowers. In fact, we
believe, Regulation Z virtually compels that this prepayment penalty be abolished in order to avoid a serious
unintended consequence of removing the only mortgage option many American families have.

Sincerely,
C%% @C/c} A

Charles McMillan, CIPS, GRI
2009 President, National Association of REALTORS®

Attachment: letter to GNMA, dated January 30, 2004

cc: Thomas R. Weakland, Acting Executive Vice President, Ginnie Mae
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NATIONAL ASSOCIATION OF REALTORS”® REGULATORY & INDUSTRY

RELATIONS DEPARTMENT
| The Voice For Real Estate® 202-383-1095
REALTOR Fax 202.383.7568
700 11th Screet, NW
Washington DC 20001 Joseph M. Ventrone
Managing Director
January 30, 2004

The Honorable Ronald A. Rosenfeld

President

Government National Mortgage Association
Department of Housing and Urban Development
Room 6100

451 Seventh Street, SW

Washington, DC 20410

Dear Mr. Rosenfeld:

On behalf of NAR, I want to express our appreciation for your continued communication and
thoughtfulness concerning the issue of prepaid FHA interest that I brought to your attention in June of last
year. In response to your request of December 12, 2003, NAR also appreciates Ginnie Mae’s desire to know
the analytical basis from which we conclude that FHA’s prepayment policy unfaitly penalizes the American
consumer. We hope that the Department will use this information to make an “informed decision” on
whether or not FHA’s loan payoff policy needs to be changed or the status quo will remain in place.

Before delving into the statistical analysis, I would like to take this opportunity to reiterate what I believe to
be the facts, maybe filled with anecdotes on my part, but still the facts to the average consumer:

e Whether the homebuyer closes one day before the end of the month or any amount of days before the
end of the month, they continue to pay interest on a loan, which has been paid off. No other loans of
any type that I know of in the consumer arena are handled in such a manner. For example, the VA,
which is also securitized under Ginnie Mae, does not charge their borrowers interest beyond the payoff
date. Since Ginnie Mae does not object to having borrowers pay the interest; this allows lenders the
leeway to charge this interest to the consumer.

e Although lenders may lose interest (which they are not entitled to) on the previous house, they start
charging interest on the new loan on the day of closing. It does not start at the beginning of the next
month (i.e. - a loan payoff of $150,000 at 6.5% interest paid off 10 days before closing is $267.12 of
interest penalty and if the new loan is $200,000 at 6% interest the 10 days would be $328.76, both paid
by the consumer at the time of closing on FHA loans only).

e Some may argue that if most loans close near the end of the month anyway, why would you need to
change current policy? In actuality, how many people would be helped by changing FHA’s loan payoff
policy? Setting aside the fairness issue, I would argue first, that even if it helps a few consumers that
could use the extra funds to purchase their next home, this is good for the economy. If we based all of
our efforts on only assisting a critical mass, there would be a number of existing programs and
assistance avenues that would never have been started in the first place. Secondly, as will be discussed
in the analysis, more than 40% of borrowers close in the first 10 days of the month.
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Others may contend that if the FHA loan payoff policy were changed so consumers do not have to pay
the prepayment penalty then lenders would no longer offer FHA financing or they would price it in to
the cost of the loan. I would argue that the free market system in this country would take care of this.
If a number of lenders made a financial decision to not participate in the FHA program, there would be
astute lenders who would step in and see the opportunity to continue to meet this portion of the
mortgage market. The FHA mortgage product has uses in the marketplace that the conventional
mortgage cannot fill and thus will continue to be used by the consumer especially first time
homebuyers. In addition, lenders continue to offer the VA loan product, which does not have this
penalty. And based on a cursory analysis of current lending rates, VA loans price the same, or lower
than FHA loans, so there does not appear to be an impact on loan rates.

Finally, I bring it back to this; the economic gainer or loser in this situation is the one who least can
afford it, the consumer. Neither myself, my fellow REALTORS® nor NAR will receive any financial
gain in this. It is an issue whether visceral or not of simple fairness.

The attached analysis, which is based on HUD’s own data, clearly illustrates how much of a financial burden

the consumer has to bear because of the prepayment penalty. The data is self-explanatory but I would like to

point out a few facts:

In 2003, 55% of FHA borrowers paid an average of $528 in excess interest fees.
In 2003, over 425,000 FHA borrowers paid an average of $622 in excess interest fees.
In 2003, only 16% of loans were prepaid on the last 5 days of the month.

Every year for the last three years, approximately 25% of FHA loans were prepaid on the first 5 days of
the month.

In 2003, FHA borrowers paid a cumulative $587,425,543 in excess interest fees.

Since January of 2000, FHA borrowers have paid over $1.375 BILLION in excess interest payments.

NAR would hope that a decision that directly impacts the ability of the home buying public to purchase a
home would not be solely based on empirical data. Making an “informed” and deliberate decision entails

weighing the tangible and intangible consequences, but the ultimate decision has to be based on fundamental

fairness. On behalf of NAR, I want to thank you for the opportunity to present our views on why FHA’s

payoff policy should be changed. We look forward to continuing our good working relationship and if you

have any questions you can contact me at 763-535-1471 or Peter Morgan at 202-383-1233.

Sincerely,

John W. Anderson
2003 Chair, Federal Housing Policy Committee
NATIONAL ASSOCIATION OF REALTORS®

cc: The Honorable John C. Weicher
Assistant Secretary

Housing/FHA Commissioner

Attachment: FHA Single Family Mortgage Insurance: Loan Characteristics By Day of Month of

Mortgage Prepayment.



Attachment

FHA Single Family Morigage Insurance
Loan Charactenstics By

Day of Month of Morfgage Frepayment

%ﬂd Giay ol Monih of Mortigage Pay Off
2000 1.6 &.10 1116 16-20 2138 2631 I Grand Total
Numbar of Leans” 145,547 100,023 T a2 a2504 §1,782 115,414] 616,552
Share of Loans” 24. 5% 16.2% 14.2% 13.4% 13.5% 18.7% 100.0%
Average Unpaid Balanos" 3 E5501 | 5 83630 | & STETE | % 55065 | 3 SeE| s G424 ) & 61,706
Average Manthly Payment” 3 44| 5 Sx)E 47B 1% 498 1% 423 | 5 SO0 E 511
Avarags Interest Rate® T80 793 805 8.00) TET 7 92] 7.a7
Average Age at Payoffin Years™ 7.8 .64 B foBed 86 g B9
Average fge at Payolf in Months” 5 103 118 111 116 11 107
Inbarest Share of Payrment™ B2.E% B1.7% B0.3% B1.0% B3 % B1.0% 81.4%
Average Daily Inferest™ 3 1468 (5 43| % izB3 | % 1344 |2 1335 (8 13461 & 1386
Average Excess Inberest lo Monlbeend™ | 3 404 [ 5 ME] 5 28] % 175 | 3 g 400 % 218
= Total Excess inferest bo Month-end™ ] G0.505.068 | § METRITE | & 19,060,423 | § 13,508,081 | % 7502638 | § 0T E 136,338,712
2001
Humber of Loans. 237,056 131,875 117,575 135,864 108,704 TES, 1340 20,208
Share of Loans 27.9% 14.3%] 12.8% 14.8% 1.8% 18.4% 10000%
Average Unpaid Balanoe 3 B232|§ TEIEG | B T20ME] % 72468 |3 725845 74z27a s 78,070
Average Marthly Payment 3 7228 GT| % BT | & B38| 3 B35 | § 5N BEE
Average Interest Rale 774 a1 7.85) 781 788 7 Bﬂ 781
Average Sge al Payoffin Years 8.3 7.5 &0 78 78 7 73
Average Age at Payoffin Months 76 ag = | &5 85| a2 = |
Interest Share of Paymen 64.0% B3.00%) B2 2% 82.2% G2.4% B2.T% B3.0%
Average Daily Indzrest 3 N3 (s B8] % 171E]| & 1742 |3 1744 (& 17e0]) s 1642
Avsrage Excess Inbenest lo Monlh-end 3 = ] 407 | § 25215 Pl 1x|5 =1 B 300
Tofal Excess Interest to Month-end 5 120431576 | & SiTag1ar | £ 34361 855 | § 20420841 | 3 13,200,762 | & G062 574 § £ 276 355,505
2002
Rumber of Loans 3208 165851 147,287 160,730 156955 215,602 1,185,633
Share of Loans 28.2% 13.4% 12.8% 13.8% 13.5% 18.5% 100.0%
Average Ungaid Balanoa 3 BE148 | 5 0555 | & T817E | 78483 |3 TTES S 80957 | & 81,38
Average Marthly Payment 3 TET | & TIT) & L B o) 2 L= ] TIZ|E 725
Average Inerest Rale 7T 7.85 7.65 ] TAT 785 7.E3
Average Sge al Payoffin Years 8.2 6.5 72 71 7.3 .84 |
Ayerage Age at Payoffin Months 74 a3 2 | E5| fi'cl a2 &2
Inberest Share of Paymen B84.3% B3 7% B3.4% 83.4% 53.2% B83.8% B37%
Average Daily inderest 3 MES|S ol AT S 1948 | 3 1935 & <RI B 2023
Average Excess Interest bo Monlb-end 3 382 |5 4401 % 341E 533 135 | § L] k3 323
= Total Excess Interest bo Month-end [ 199,715,623 | § GEE04B0E | 8 48151872 | § 37627023 | % 21,167.00% | § BET B3 % ITEA53,454
2003
Ruimber of Loans 42530 238818 245,827 230,854 XI5 416 263, 790 1,642,808
Share of Loans 25.8% 14.4% 15.0% 14.1% 14.5% 16.4% 100.0%
Average Unpaid Balanos 3 B2OTE |5 aar| s 91,8355 EFE12]3 BESE3 |5 armse s 89,455
Average Manthly Payrmen 3 823 | § aT|E me s el 3 TED | § TEIQE 504
Average Inferest Rate 751 756 7.63) 7.56 .58 781 7.57
Average Age at Payoff n Years 5.6 5.5 Enﬁa &1 8.3 Bﬂ B
Average Age at Payoff in Months 87| 7 73 75 72
Inberest Share of Payment 64.0% E3.E% B43% a338% 563.5% B3.5% a838%
Average Daily Intzrest 3 XS (8 2538 2320 % 2185 )3 7|8 2176 ) & 2244
HAuvarage Excess Inberest lo Monlh-end 3 il ] - JE1E _msld 15215 G50 % o sic]
Todal Excess Inferest bo Month<nd [ 54550 104 | & ERFETET H ETEENETE I G0.TOT 560 | % 15744 576 | & TR 507 425 543
Mobes: * Dala provided by U3, Depariment of Heusing and Urban Development, Office of Evaluation in the Cifiee of Finanoe and Budget in the Cffice of Housing

! HATIONAL ASSOCIATION OF REALTIORS" calcubalions based an HUD data
° Interest Share of Average Morghly Payment caleulsted basaed on Average Age ai Payalf in Months and Average Inberesi Rate
£ Average Daily Interest caloulaled s inlerest porfion of Average Monthly Payment divided by 30 days
® Ayerage Evcsss Imerest fo Month-end caloulsted @ Average Daily Interest mulliplied by number of days 1o =nd of manth from date of prepayment
! Tatal Evcess Intarast to Manth-srd calculated as fyerage Excess Inlerest to Month-end mulliplied by Number of Loans




