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ABSTRACT

The purpose of this research project is to examine the equity
lending practices of unregulated mortgage companies in Boston,
Massachusetts from 1985 to 1990. The scope of the inquiry is limited to
the lending practices by regulated banks and unregulated mortgage
companies in Roxbury, Dorchester and Mattapan from 1985 to 1990. The
research is done in response to the so-called second mortgage scam that
affected minority residents in Roxbury, Dorchester and Mattapan.

To review these lending practices, four major questions are
answered in this report. The questions are:

1) What are the lending patterns of Boston's major banks in
Roxbury, Dorchester and Mattapan?

2) What finance structure enables unregulated mortgage companies
to operate?

3) Who are the unregulated lenders in violation of established
lending standards, and in what neighborhoods do they operate?

4) What efforts are being made at a city and state level to
Promote industry standards and prevent future foreclosures?

The research indicates that Boston's regulated banks have redlined
the areas of Roxbury, Dorchester and Mattapan, creating a demand for
home mortgage and home improvement financing that was met by unregulated
lenders. Some of the unregulated mortgage companies, particularly the
Resource Companies, have packaged loan products that are very burdensome
to the borrowers. The consequence to homeowners for borrowing from
these companies was often foreclosure.

The key findings of this report are as follows:

» Boston's major banks have redlined Roxbury, Dorchester and
Mattapan.



- There was a disproportionate amount of loans contracted by
homeowners with unregulated mortgage companies in Roxbury,
Dorchester and Mattapan.

. Available information on interest rates and terms of loans
from some unregulated mortgage companies operating in
Roxbury, Dorchester and Mattapan were usurious (in excess of
30-percent).

. The foreclosure rate on properties with a mortgage company
claim was 42.2 percent. Another 27.9 percent were at risk
of foreclosure. These figures are based on the review of
Suffolk County Registry of Deeds records of 660 properties
in Roxbury, Dorchester and Mattapan.

a This practice cheats the homeowners of the equity they have
built in their homes, and has a destabilizing effect on the
neighborhoods.

City officials and community leaders are seeking remedies to the
situation. Their efforts included regulating mortgage companies in
Massachusetts as of January 1, 1992; imposing a moratorium on
foreclosures to provide an opportunity to review the loan agreements;
and establishing a multi-million fund for the purposes of providing home
mortgage and home improvement financing in Roxbury, Dorchester and
Mattapan.

While these remedies provide short-term solutions to the problem,
the structure of the banking industry might promote such lending
practices over the long-term. Long-term solutions, such as strict
enforcement of the Community Reinvestment Act, need to be addressed to

prevent this situation in the future.
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CHAPTER ONE

INTRODUCTION
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allowing access to the equity in homes, some mortgage companies have
packaged loan products that are very burdensome to borrowers, and that
often result in foreclosure.
Statement of Purpose

This research project addresses the issue of home financing
opportunities in selected neighborhoods of Boston, Massachusetts. The
scope of the inquiry is limited to the lending practices by regulated
banks and unregulated mortgage companies in Roxbury, Dorchester and
Mattapan from 1985 to 1990. The research is in response to a "second
mortgage scam” that is alleged to be practiced by mortgage companies in
these neighborhoods.
Msjor Questions

To review these lending practices, four major questions are
answered in this report. The questions are:

1) What are the lending patterns of Boston's major banks in
Roxbury, Dorchester and Mattapan?

2) What finance structure enables unregulated mortgage companies
to operate?

3) Who are the unregulated lenders in violation of established
lending standards, and in what neighborhoods do they operate?

4) What efforts are being made at a city and state level to
promote industry standards and prevent future foreclosures?
Objectives of the Research

To begin the research, Chapter Two, Selected Neighborhood
Characteristics, will present a brief demographic profile of Roxbury,

Dorchester and Mattapan. The objective of the profile is to describe
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the median income and racial mix of the neighborhoods most affected by
mortgage company lenders. Chapter Three addresses the first major
question by assessing lending patterns of Boston's major banks. The
objective is to compare the lending patterns in Roxbury, Dorchester and
Mattapan with other neighborhoods of similar socio-economic
characteristics. Chapter Four answers the second question through a
brief explanation of the relationship between regulated banks and
unregulated mortgage companies. Chapter Four also answers the third
question in that it describes the lending patterns of mortgage companies
in Boston's selected neighborhoods, Roxbury, Dorchester and Mattapan.
The first objective of Chapter Four is to explain the financial
structure that enables mortgage companies to operate. The second and
most important objective of this chapter is to analyze the loan products
of unregulated mortgage companies, and determine the geographic
distribution of these products. Chapter Five addresses the final
question of local governmental attempts to seek an equitable solution to
the problem of very burdensome loans by mortgage companies. The
objective is to provide a sample of the legislation and programs
introduced by Boston city officials at the time of this writing to
remedy the situation. Chapter Six offers conclusions and
recommendations.
Organization

For each chapter of this research project, the objective is
restated, and the data sources are presented, followed by the
methodology used to analyze the data. The major findings will conclude

each chapter.



Methodology

The methods used in this research project include a review of
published research on redlining in Boston, Massachusetts, by the Federal
Reserve Bank of Boston (Bradbury 1989) and the Boston Redevelopment
Authority (Finn 1989). Mortgage company lending patterns were
determined by a review of an unpublished research document by the
Federal Reserve Bank of Boston (Munnell and Browne 1991), and other
unpublished data. Identification of legislation and program initiatives
directed at preventing future home foreclosures was made by a review of
newspaper articles on the topic. The author recognized that news items
constitute secondary data and are sometimes prone to editing and
typographical errors. Therefore, further information on laws and
Programs was compiled and verified through telephone interviews with key
informants.
Data Sources

Data used in this research project include published and
unpublished material. Chapter Two, Selected Neighborhood
Characteristics, is based on statistics from the U.S. Census. Chapter
Three, Lending Practices of Boston's Major Banks, is based on data
published by the Federal Reserve Bank of Boston (Bradbury 1989), and the
Boston Redevelopment Authority (Finn 1989). These two published studies
were based on Community Reinvestment Act and Home Mortgage Disclosure
Act reports required of regulated banks. Chapter Four, Alternative
Financing Opportunities: Mortgage Companies, is based on published and
unpublished materials. Published material include essays on mortgage

markets by Fannie Mae. Unpublished data include those gathered by the












The Worst Consequence, Foreclosure

By law, foreclosure notices must be printed in local newspapers.
Foreclosure notices are a source of information for other mortgage
company loan originators. Unregulated Boston-based loan originators
commonly used such information to solicit the affected homeowners with
the promise of saving their homes with more financing. Typically, those
subsequent loans were also short-term, balloon debts which allowed the
homeowner to pay off the original debt and prevent immediate
foreclosure, but at an increasing amount of debt. Eventually, many
properties were sold to pay the debt. Second or third mortgage
companies often foreclosed on properties (Marks 1992).
SUMMARY

Such practices have a destabilizing effect on both the affected
households and their neighborhoods. Homeowners lose the equity built in
their homes, which can cause financial difficulties. The homeowner is
also forced to leave after the foreclosure. To maximize the income from
rental properties, maintenance is reduced resulting in deterioration
that can spread throughout the neighborhood, further destabilizing the
community (Achtenberg and Marcuse 1986). Most of the housing units in
Roxbury, Dorchester and Mattapan are multi-family dwellings. Review of
the Suffolk County Registry of Deeds records indicate that many of the

foreclosed homes were purchased by absentee landlords.






NEIGHBORHOOD CHARACTERISTICS

The objective of this chapter is to describe the income and
minority population of Roxbury, Dorchester and Mattapan. This
information is useful in determining which households are likely to be
granted or denied credit. Selected neighborhoods in Boston are
discussed, including the area name, planning district, median household
income levels for 1980 and 1987, and the percent of black population.
Data Sources

Sources of statistical information on neighborhood characteristics
include census data and statistics compiled by the Boston Redevelopment
Authority (BRA). Geographic units of analysis include planning
districts, defined by the BRA; census tracts; and neighborhood
statistical areas (NSAs). NSAs are used in this discussion. Planning
districts are used only to identify the respective communities.
Neighborhoods, Median Incomes, and Populations

The following list includes information regarding the

neighborhoods most affected by the hardlenders:
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CHAPTER THREE

LENDING PRACTICES OF

BOSTON'S MAJOR BANKS



BANKING PRACTICES: REDLINING IN BOSTON
INTRODUCTION

Deregulation of the banking industry has had broad effects across
the housing market, particularly in New England. Speculative
investments in condominiums, commercial real estate, and much of the
single family housing stock in urban areas has weakened the solvency of
many financial institutions, resulting in less mortgage credit
availability throughout the industry. The credit crunch that affects
the housing market for many low-income, minority New Englanders today,
however, is the continuation of a long-standing trend of disinvestment
in certain socio-economic neighborhoods.

This chapter examines the practice of redlining in Boston, and
addresses the first major question of the research: what are the
lending practices of Boston's major banks? The first section,
Redlining, defines redlining, and the predictable stages of neighborhood
transition. The second section, Evidence of Redlining in Boston,
reviews some of the fundamental causes of bank lending restrictions in
inner-city neighborhoods (the Federal Reserve Bank of Boston Study).
This is followed by a review of the effects of redlining on lower socio-
economic neighborhoods of Boston (the Finn Study).

Section One, Redlining

The Prevalence of Redlining Over Time
Redlining is defined as the failure of financial institutions to
provide loans in certain neighborhoods for buying and fixing houses

(Stone 1986). While federal legislation, such as the 1977 Community
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The Federal Reserve Bank and The Boston Redevelopment Authority Studies

A thorough examination of traditional lending opportunities
offered by banks throughout the city of Boston was completed in two
studies released in 1989. The first was produced by the Federal Reserve
Bank of Boston, and written by Katharine Bradbury and others. The
second was conducted by Charles Finn and commissioned by the Boston
Redevelopment Authority.

Both studies utilized Community Reinvestment Act (CRA) reports.
Neighborhood statistical areas (NSAs) defined by the Census Bureau and
the Boston Redevelopment Authority were used to examine banking
activities at a neighborhood level. Both studies used Home Mortgage
Disclosure Act (HMDA) reports as a source of primary data, in addition
to data on mortgages maintained by the Suffolk County Registry of Deeds
and published by Banker & Tradesman, a weekly publication offering
specific information on real estate and banking matters. In addition,
the Finn study used Massachusetts Housing Finance Agency (MHFA) data on
loans applied to the area NSAs (Bradbury 1989) (Finn 1989).

Bank lending practices in the city are summarized in Table 3.1
(page 20). Banks are ranked according to levels of banking activity
from the largest banks (with more than one billion dollars in deposits),
to the smaller banks (those with deposits of less than one billion
dollars.) Clearly, the majority of banks in the city are not investing
in the minority neighborhoods, as indicated by the white/minority
lending ratios.

Some of the institutions listed in the table have gone out of

business since 1989, These include First American Bank and Eliot
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Table 3.1 MORTGAGE LENDING BY BOSTON'S BANKS, 1981-1987
o

Vhite/Minority Ratio Excluding Total Deposits
Seighborbood Gov't Guarasteed (D-billions,
Bank Ratio Loans H-nillions)
First Nat'l Bank of Boston 2.1:1 2.1; $7.4828
Bank of New England 1.9:1 .6:1 $6.029B
State Street Bank t t $3.983B
Shawsut Bank 2.3:1 12.0:1 $3.131B
Boston Five 0.9:1 0.9:1 $1.466B
The Provident 4.2:1 8.0:1 $1.146B
HomeOwners ILMY NLMN $1.1068
U.S. Trust Company 1.6:1 1.8:1 $888.891X
South Boston Savings 7.4:1 7.6:1 $766.185M
NeWorld Bank for Savings 1.9:1 2.0:1 $764.816M
First Mutual of Boston 2.5:1 2.4:1 $563.696M
Baybank of Boston,
Harvard Trust and
Norfolk 11.7:1 11.7:1 $433.230M
First American Bank 0.6:1 0.7:1 $355.451M
Capitol Bank and Trust 10.2:1 10.2:1 $328.718K
Raymarket Cooperative NLNN NLMN $325.606X
Boston Trade Bank t t $246.611M
Eliot Savings Bank 1.5:1 2.0:1 $228.320M
East Boston Savings Bank 43.3:1 42.8:1 $217.651M
Olympic International ¥ t $179.480X
Workingmen's Cooperative 3.6:1 3.5:1 $176.211M

Overall ratio {all banks)

N
o
-
—
w
o~
.o
—

t Nade too few mortgages to calculate s ratio
TLEN: ¥o mortgage loans in minority seighborboods
Sources: Decision Research Scieaces, Inc. and Nome Bortgage Disclosure Act, (Fimn 1989)

Savings Bank. The Bank of New England has since been purchased by the
Fleet/Norstar Group.
The Federal Reserve Bank Study

The authors of the Federal Reserve Bank study assert that Roxbury,
Mattapan and parts of Dorchester are not receiving a fair share of
financing opportunities. Various non-racial factors are included in the
analysis, including adjustments for less wealth, lower incomes, lower-
valued housing, and less housing development. Such adjustments reduce
the size of the discrepancy in lending by race, but there remains a 24
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statement can be interpreted as awareness of the impact of a negative
perception.
The following section of this report, Chapter Four, will examine
the lending practices of mortgage companies throughout the city. For
minority neighborhoods, this resource appears to be a major opportunity

for financing not afforded by banks.



CHAPTER FOUR

ALTERNATIVE FINANCING OPPORTUNITIES:

MORTGAGE COMPANIES












that the long-term success
Table 4.1 TOP TEN INDEPENDENT MORTGAGE
of mortgage companies will COMPANIES, 1988
- ]

be determined by their Rank Among All

relationship with the Birs Mortgage Companies
sunking sotvetey (@een 3 lmelmwem e
19907 v st ilsen 5
moenis st BB
bank activity has been ; gz;:i::;‘g:t:::z““ :g
tncreasing in recent years. 1 yu¢ LEES o

it
The opportunity to assume Source: Awerican DBanker (1989), froa D.A. Olsoa's article ia

the role held by savings and Journal of Nousing Research (1990)

loan institutions before S
banking regulation has proven to be profitable. In periods of decline,
the wholesale banks can simply reduce the number of mortgage purchases
from brokers rather than reduce personnel or close branch offices. The
top 58 largest wholesale mortgage banks volume purchases nationally rose
from $28.5 billion in 1988 to $50.9 billion in 1989, and was expected to
reach $60 billion in 1990 (Olson 1990).

Banks that have extended lines of credit to mortgage companies
operating in Boston are listed in Table 4.2 (page 35). Of the
affiliated banks listed in the local list, Fleet Mortgage/Real Estate
Funding was ranked number one in the nation’'s top ten wholesale mortgage
banks in 1990, with planned purchases of $7,300,000,000 (Olson 1990).

This evidence suggests that recent activity in mortgage lending is

for larger banks to establish wholesale mortgage banks to do business

with mortgage brokers (Olson 1990).
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Table 4.2 LOCAL. MORTGAGE COMPANIES AND THEIR BANK

AFFILIATES, 1990
L ]

Mortgage Companies

Bank Affiliates

Chrysler First

First Commonwealth Financial
Leader Mortgage

Money Store

New England Financial
Consultants

Northeastern Mortgage

Resource Equity

Resource Financial Corp.
Resource Lending of W.H.
Resource Northeast Inc.

Sterling Mortgage Co.

Sun Financial 6roup Inc.
The Resource Group Inc.

Citicorp

Bockland Trust Co.

Bank Five for Savings

¥ew Jersey Bank WA

Horizon Bank NA

American ¥at'l Bank

Saugus Bank & Trust Co.

Lynn Five & Colonial Bank

First Colonial Bank for Savings

First Wat'l Bank of
Louisville

First Colonial Bank of

Louisville

First Bat'l Bank of Boston

Banc Boston Leasing Inc.

Bank Five for Savings

Lincoln Trust Co.

Fleet Nat'l Bank

Fleet Nat'l Bank

Fleet Nat'l Bank

Worcester County Inst. for
Savings

Baybank Middlesex

Bank of New England (now

Fleet) Worcester County

Faples Federal S & L Assoc.

Fleet Nat'l Bank

Source: Uniform Commercial Code, 1991

Mortgage Company Lending Practices 1n Boston

This section of the chapter on lending reviews the loan patterns

of unregulated mortgage companies in Boston, Massachusetts. The general

pattern of such activities is provided by unpublished research compiled

by the Federal Reserve Bank of Boston. The general nature of this

analysis, however, fails to completely assess the impact of unregulated

mortgage company practices in minority neighborhoods. Therefore, for
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Federal Reserve researchers. The local media had reported that the so-
called scam was particularly prevalent in minority areas, so the first
assumption made by the Federal Reserve researchers was that Roxbury and
Mattapan would be appropriate neighborhoods for their research.
Subsequently, the researchers’' decision identified a number of mortgage
companies active in these areas. A second assumption was made by the
Federal Reserve researchers that if mortgage companies are not making
high-risk loans in these areas, they are probably not making them
elsevwhere. Therefore, mortgage companies offering standard interest
rates were omitted from the search. Thus, the research task became more
manageable.

The next stage in the analysis by the Federal Reserve researchers
was to define categories according to loan product terms and interest
rates (Munnell and Browne 1991). Three such groups were defined:

1) Group 1 lenders offering typically short-term maturities (up

to five years) with high interest rates (18-percent or more).

These loans were defined as "very burdensome”;

2) Group 2 lenders offering more manageable products with

maturities from five to twenty years and interest rates of 15~ to

18-percent. The Federal Reserve researchers felt the Group 2

products offered flexibility and the opportunity to refinance if

necessary;

3) Group 3 lenders offering products that are long-term

(typically five to twenty years) with some moderately high

interest rates (15- to 18-percent), and some conventional interest

rates (under 15-percent).

4) Group & lenders offering conventional rates (under 15-percent)

and conventional terms (typically up to twenty years).

These groupings, as defined, are used in subsequent analyses of this

research project for purposes of clarity and continuity.






throughout
Suffolk County.
Additionally,
Dorchester has
not been
included in this
total, making it
impossible to
determine if

these products

Table 4.3 SUMMARY OF MORTGAGE COMPANY LOANS BY RATE,
1987-1990
L ]

Total Ssifolk Rozbery/ Rest of
Interest Rate Comnty Hattapan Suffolk Comaty
182 or wmore 698 207 491
157 to 18X 1,630 298 1,332
Under 152 39,581 2,147 37,434
Unidentified 9,314 1,370 7,944
Total 51,223 4,022 47,201

Source: Federal Reserve Bank Memo to Dick Syron from Alicia
Munnell and Lynn Browne, Re: Second Mortgages in Suffolk County:
1987-90, Dated August 14, 1991. Figures are estimates based on
data from Registry of Deeds and Banker & Tradesman.

are specifically targeted to a geographic area or spread throughout the

city using the data from the Federal Reserve study. Dorchester is

located between Roxbury and Mattapan in the south-central area of the

city.

The
Federal Reserve
Bank study also
categorized the
lenders
according to
rates and terms.
Table 4.4 offers
a summary of the
number of
transactions by

lender group.

Table 4.4 SUMMARY OF MORTGAGE LENDERS, ROXBURY/MATTAPAN

AND SUFFOLK COUNTY
L]

Roxbury/ Rest of
Total Lttapa Suffollk
GROUP 1 LENDERS: Righ Rates, Generally Short Ters
Total 762 179 583
GROUP 2 LENDERS: Noderately High Rates, Generally Long Teram
Total 1,591 304 1,287

GROUP 3 LENDERS: Conventional Rates, Some Moderately High Rates
Total 1,983 394 1,589

GROUP &4 LENDERS: Conventional Rates
Total 23,150 1,775 21,375

Source: Federal Reserve Bank Memo dated August 14, 1991
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UNAC RESFARCH OF MORTGAGE COMPANY LENDING PRACTICES

Data Sources and Methodology

The review of Federal Reserve Bank data are supplemented in this
project by unpublished data collected by Union Neighborhood Assistance
Corporation (UNAC). UNAC researchers took a different approach than the
Federal Reserve researchers in identifying the high-rate lenders.

UNAC researchers compiled a list of mortgage companies that
offered products with high rates and short term maturities (Group 1
lenders by the Federal Reserve definition), or moderately high rates and
longer term maturities (Group 2 lenders by the same criteria). UNAC
researchers were able to verify the interest rates through examination
of the actual loan agreements signed by victimized homeowners.

UNAC researchers brought the list of suspected mortgage companies
to the Suffolk County Registry of Deeds. The Registry data base is
capable of sorting by mortgage or loan grantee, that is, the institution
or individual that holds a note on a property. This search identified
all properties in Suffolk County that had a mortgage originated by the
listed mortgage companies.

UNAC researchers then conducted a search of each property address
in the Registry records to review all legal claims held on that
property. Worksheets were completed on each owner-occupied property
(investment properties were not included), recording each entry made by
the Registry Clerk advising on the status of the property from 1985 to
1990, including the street address of the property, the neighborhood
(Roxbury, Dorchester, Jamaica Plain, etc.), the owner's name, the date

of the mortgage, the name of the mortgage company, code of the
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Further Analysis of Mortgage Company Lending Patterns

The Dorchester information was obtained from the UNAC worksheets.
Two Group 1 mortgage companies (i.e. short maturities, high interest
rates) have been particularly active in Roxbury, Dorchester and
Mattapan. The companies are the Resource Companies (including all loans
originated under the owner's various names) and Growth Mortgage. It is
interesting to note that the Federal Reserve study did not include
information on Growth Mortgage in any of its lender categories.
Information that was available on this company from interviews by UNAC
with affected homeowners indicated that the loans were balloon payment
debts. Registry of Deeds records demonstrate that foreclosure notices
were issued on many properties approximately one year after contracting
the loan. Growth Mortgage was included in the Group 1 category of
lenders as it appears to meet the defined criteria.

The Resource Companies contracted a total of 336 loans in
Dorchester, Roxbury and Mattapan. This figure is higher than the
Federal Reserve Bank total of 232 because the Federal Reserve study
covered the period from 1987 to 1990, while the UNAC research began in
1985 and continued through 1990. Of the total 336 loans, Resource made
192, or 57.1 percent of its loans in Dorchester, 38, or 11.3 percent in
Roxbury, and 61, or 18.2 percent in Mattapan. Combined, this indicates
that 86.6 percent of their lending activity throughout all of Suffolk
County is distributed in the three neighborhoods analyzed in this
research project.

Growth Mortgage followed the lending pattern of the Resource

Companies. A total of 98 loans were made throughout Suffolk County,
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with 59, or 60.2 percent in Dorchester, 14, or 14.3 percent in Roxbury,
and 9, or 9.2 percent in Mattapan. These figures suggest that
Dorchester has experienced a higher proportion of Group 1 lender
products than all other neighborhoods combined.

For comparison, the authors of the Federal Reserve study tabulated
the total number of loans made at less than 15-percent interest rates in
Roxbury and Mattapan at 2,147, which represents 5.4 percent of the total
throughout the city. The citywide average of all loans with traditional
interest rates issued by mortgage companies represents over 77 percent.
These figures suggest there is a real disparity in the lending practices
of mortgage companies in different neighborhoods throughout the city.
Number of Loans per Property

The preceding figures have focused on the loan types and their
neighborhood distribution. The following analysis concentrates on the
properties and the number of loans attached to each. These data are
compiled from the worksheets collected at UNAC.

The sample size for analysis is 269 properties contracted with
Group 1 lenders. The Federal Reserve study states the Suffolk County
total is 762. The sample size is believed to be large enough to offer
an accurate representation of Group 1 lender patterns.

Typical banking industry standards provide that no more than two
loans be attached to a property (Couture 1992). Generally, these would
include the first mortgage and a second "equity"” loan, a product that
became popular during the 1980s. Equity loans have replaced fixed-rate

home improvement loans, in that the interest rates generally vary,
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usually one or two interest points over the prime interest rate. Banks

adjust interest rates accordingly, reducing their risk (Couture 1992).

Analysis of Table 4.5 NUMBER OF MORTGAGES ON PROPERTIES
-]

the sample Dorchester Roxbury Nattapan Others
Number of Loans Attached to Properties

properties leads to 1-2 34 1-2 34 1-2 3+ 1-2 34+

the conclusion that 62 88 14 17 17 32 21 18

h .
the majority of Soarce: Property records, Suffolk Couaty Registry of Deeds

properties in "

Dorchester, Roxbury and Mattapan had over three loans attached to them
(Table 4.5). Dorchester data alone produced 150 properties for
analysis. Of these, 62 properties had one or two loans, and 88 had
three or more; many of which had five or six loans, and two properties
had eleven loans attached. Of the total properties throughout the
county under contract with Group 1 lenders, 42.4 percent of the sample
satisfied banking standards, with one or two mortgages, while 57.6
Percent exceeded (i.e. did not meet) the two-loan maximum industry
standard.
Interest Rates

Determining the interest rates contracted with the Group 1 lenders
was difficult. This industry had not been regulated, and mortgage
companies were not required to make such information public. The
property records of the Suffolk County Registry of Deeds offer some
interest rate information. The following list, compiled through a
review of the court case, the Commonwealth of Massachusetts v. Resource
Companies, offers an example of information that is available on the

Resource Companies:
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Property at 848 Huntington Ave., Boston. Amount financed:

$6,751, annual interest rate: 39.45-percent, finance charge:

$5,327.28, total payments due: $12,078.28

Properties at 14 and 16 Abbott St., Dorchester. Amount financed:

$30,800, annual interest rate: 34.09-percent, finance charge:

$21,000, total payments due: $51,800

Property at 9 Mt. Bowdoin Terrace, Dorchester. Amount financed:

$30,800, annual interest rate: 34.09-percent, finance charge:

$21,000, total payments due: $51,800

Property at 18 Mascot St., Dorchester. Amount financed: $10,750,

annual interest rate: 33.68-percent, finance charge: $7,242.68,

total payments due: $17,992.68

Property at 22 Rutland St., Boston. Amount financed: $56,082.16,

annual interest rate: 30.86-percent, finance charge: $34,618.32,

total payments due: $90,700.32

Property at 40 Oak St., Hyde Park. Amount financed: $6,830,

annual interest rate: 42.09-percent, finance charge: $5,750,

total payments due: $12,580

Property at 82 Rosewood St., Mattapan. Amount financed $18,100,

annual interest rate: 31.77-percent, finance charge: $11,500,

total payments due: $29,600

Rates above 24-percent interest are usurious by industry standards
(Couture 1992). The courts, as well, have found the rates to be
exceptionally high. A summary of the court charges will be offered in
the Chapter Five.

The burden these loans impose on homeowners can be seen in the
number of foreclosures that have occurred in Roxbury, Dorchester and
Mattapan. Of 348 properties analyzed, 147, or 42.2 percent, were
classified as Group C, the homeowners lost their homes either by
foreclosure or deed. Another 97, or 27.9 percent, were classified as
Group B, evidence of financial difficulties are evident and homeowners

are at risk of losing their properties. Only 57 properties, or 16.4

percent show no evidence of losing their homes (Group A), and 47, or
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Additional information was offered on some on the contractors that
have provided home improvements at various levels of completion and
satisfaction. Little information is available on this group from the
data sources. Perhaps this question should be the focus of another
research project using different data sources, such as the records of
the Better Business Bureau or records maintained by the Office of the
Commission of Licensing and Consumer Affairs.

Responses to a sample of surveys completed by victimized
homeowners suggest that violations of truth-in-lending laws was a common
practice of the loan originators of Boston-based mortgage companies.
This information, however, must be classified as anecdotal as the actual
contracts signed by the borrowers were, in most cases, not made
available.

Chapter Five will review the efforts of the city of Boston and
community groups to seek an equitable resolution to the unfair practices

that have occurred in the city's minority neighborhoods.



CHAPTER FIVE

EFFORTS TO REMEDY THE

"SECOND MORTGAGE SCAM"



THE CITY RESPONDS TO THE "SCAM"

Mortgage companies have met the demand for mortgage and home
improvement financing, but have done so through the use of products that
are unacceptable by banking industry standards. Community groups and
activists brought the lending practices into the public awareness
through the media, and the city of Boston has responded by attempting to
seek an equitable resolution to the problem.

One of the first and most effective remedies was to regulate
mortgage companies in Massachusetts. The new regulation is
Massachusetts General Law 255E that became effective on January 1, 1992.
Under the provisions of the new law, mortgage companies must maintain a
$100,000 net worth, while contractors are allowed to post a bond for
this amount. Rate and term disclosure requirements are included,
administered by the Massachusetts Banking Commission. Temporary
licenses have been given to existing mortgage companies while they are
investigated by the Banking Commission. At the time of this writing,
thirty-three mortgage company licenses have been suspended for non-
compliance with the regulation.

An incentive to the banking industry had been their ability to use
loans originated by mortgage companies in minority neighborhoods as
credit toward their CRA responsibilities. H.6021, An Act to Further
Regulate Mortgage Lending, addressed this issue. The state CRA, Section
14, Chapter 167, had allowed a bank that buys loans from a high interest
lender or that provides financing to such a lender to receive positive
CRA credit. The new law, H.6021, reduces this credit, and also caps

interest rates.
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services and in the provision of mortgage and other loan services in
connection with financing home improvements services. These acts are in
violation of the Massachusetts Consumer Protection Act., G.L. Chapter
93A, Section 2 (A).

The Commonwealth of Massachusetts also brought charges against
Resource Financial Group, Inc., Resource Lending, Inc., and Resource
Services, Inc., all of 175 Derby St., Hingham, MA. The charges included
unfair and deceptive acts and practices in violation of the
Massachusetts Consumer Protection Act, and charges that the companies
engaged in oppressive and unconscionable acts or practices. Such acts
included charging full interest rates made to customers on funds held by
Resource as "security funds or deposits”™ without providing any use or
benefit to the customers for the use of these funds, and for charging
such interest on the security funds as to be oppressive and
unconscionable. Additional charges were brought against Resource
Companies for violating truth-in-lending laws. Hopefully, these court
cases will discourage mortgage companies from engaging in unfair lending
practices in the future.

Bank regulators have agreed to assert their authority and require
banks to meet their CRA responsibilities as well. It is assumed that if
the demand for home financing is met by traditional sources, the need

for alternative financing will be reduced.






CONCLUSIONS

This author described the lending practices of banks and mortgage
companies in the selected Boston neighborhoods of Roxbury, Dorchester
and Mattapan. Because city officials and community groups are currently
seeking remedies to solve the problems of usurious lending practices by
unregulated mortgage companies, this research project cannot address all
the issues involved with the lending structure in place in
Massachusetts. Nonetheless, these findings provide a base-line of
information to assist other researchers in subsequent investigations.

The evidence presented in this report indicates that the regulated
banking industry has not met the needs of low- and moderate-income
neighborhoods in Boston as required by the CRA. Even with adjustments
for wealth and income, it is evident that neighborhoods with a majority
of black residents have been redlined by the banking industry. The
resulting credit crunch in Roxbury, Dorchester and Mattapan has created
a demand that was met by unregulated mortgage companies.

No attempt was made by this researcher to determine if mortgage
company products were marketed specifically to residents in the subject
neighborhoods. However, it seems more than coincidence that the
usurious mortgage companies would market the highest proportion of their
products in precisely the same neighborhoods that the banks have
redlined. Whether by coincidence or design, the equity lending
practices of these mortgage companies were found to adversely affect
disproportionate numbers of poor black residents in Roxbury, Dorchester

and Mattapan.
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® Finally, those individuals who have abused the unregulated

environment and violated consumer protection laws have had

complaints charged against them by the Commonwealth of

Massachusetts. Several individuals have been convicted and are

currently serving jail sentences.
RECOMMENDATIONS

These findings show that Boston's major banks have not met the
needs of low- and moderate-income residents as required by the Community
Reinvestment Act. The economic recession of the early 1990s makes it
doubtful that this situation will change in the near future without
strict enforcement by bank regulators. Additionally, the current
structure of the banking industry, and the recent expansion of wholesale
mortgage banks that purchase loans originated by mortgage companies
provides evidence that mortgage company activities will continue to grow
in the future. 1If regulated banks continue to place their resources
into loan purchases rather than branch offices, community needs will
likely remain unmet. The current status of the industry policing itself
does not appear to be effective. Perhaps it is time to place CRA
enforcement requirements beyond the banking industry.

The current structure of the banking industry allows abuse which
may well continue in the future. Mortgage companies do not replenish
their funds through deposits in the same manner as banks. Mortgage
companies are able to offer loans through a line of credit they maintain
with banks. Home loans originated by mortgage companies are sold back
to banks that, in turn, sell many of the mortgages in the secondary
mortgage market. The banks purchasing these mortgages do not review all

applications in the same manner they would if they originated the loans.

Bank examiners select a few loans as a sample for review, but complete
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information on interest rates, especially over 18-percent, has not
always been provided by the mortgage company (Marantz 1991). Those
mortgages sold in the secondary mortgage market that default are insured
by the federal government. Under this structure, banks enjoy an
insulated position. They have not been held responsible for usurious
lending practices because the mortgage companies originated the loans.
Loans so0ld in the secondary mortgage market and subsequently default are
insured by the federal government. It appears that the banks have
little to lose in this situation.

In the interests of economic stability, it is desirable to
financially support the banking industry against major losses. Yet this
author believes that the taxpayer has a right to expect banks to promote
industry standards in return for the safety net the federal government
provides the banking industry. This includes meeting the obligations of
the Community Reinvestment Act to provide products and services to low-
and moderate-income households, as well as reviewing the loan
applications originated by mortgage companies.

If banks were to be held culpable for the destabilizing effect
that, in fact, they are promoting by financially supporting the
hardlenders, it seems likely they would review the loan contracts wmore
thoroughly as they purchase the loans from mortgage companies. Banks
could simply refuse to purchase questionable mortgage company loans.
Such efforts would serve to promote industry standards and prevent
usurious interest rates and the subsequent foreclosures that result from

very burdensome debts. These efforts might serve to reduce the number
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interest home improvement loans which can provide needed capital to
homeowners with less risk of foreclosure.

Finally, it would be of interest to learn the extent to which
victimized homeowners were helped by state or federal programs to enable
them to become homeowners in the first place. Historically, such home
purchase programs have been established without concern for continuing
maintenance responsibilities. Information about the needs of assisted
households could lead to recommendations for ongoing support for low-
and moderate-income homebuyers/owners. Within this context, it would
also be of interest to learn the costs associated with a long-term
government commitment to low- and moderate-income homeowners. It would
be useful to compare the costs of such support programs against the
costs to the taxpayer for mortgages in default because of very
burdensome debts. While these questions are beyond the scope of this
research, determining the answers might help to solve some of the

problems of housing in Boston.
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