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LIMITS ON HOME EQUITY LOANS
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THE QUESTION
Should C.A.R. take policy on federal legislation that would allow a senior lien
holder to limit a homeowner's access to home equity loans?
ACTION REQUIRED
Required, if C.A.R. is to respond to proposed federal legislation.
POSSIBLE POSITION
1. "OPPOSE" the provision in the bill, thus preserving the authority of the
individual states to determine a homeowners' right to borrow against their
home equity.
2. "SUPPORT" first-lien holders having the right to prevent a subordinate-lien if
it places the borrower above 80-percent loan-to-value (LTV).
3. "OPPOSE" the provision in the bill unless amended to require lenders to
also offer mortgage products that allow for homeowners to access their homeequity unencumbered.
4. Other
DISCUSSION
During the housing bubble of 2003 to 2007, a large number of homeowners
took out subordinate liens on their homes to tap into the increasing home
equity. When the housing market declined and distressed transactions—such
as short sales—began to dominate the market, these subordinate liens posed
a problem for both the senior-lien holders and homeowners.
Senior mortgage holders face increased risk when a borrower uses the
property's equity as security for additional debt. As Congress debates
mortgage finance reform, lawmakers are looking at the impact that debt-toincome ratio and loan-to-value ratio changes after a senior mortgage has been
originated on loan performance. Some legislators have proposed limitations
on home equity loans.
Currently, Senators Bob Corker (R-TN) and Mark Warner (D-VA) have
introduced the Housing Finance Reform and Taxpayer Protection Act of 2013,
S. 1217. The bill, often referred to as the "Corker-Warner" bill, has been
pointed to as a bipartisan compromise on housing finance reform on which to

start the debate. The bill is also viewed as an alternative to the House of
Representative's PATH Act which C.A.R. is strongly opposed to. Included in
the Corker-Warner bill is a provision that would give the senior lien holder the
right to veto a subordinate lien on a property at any time if it will take the
combined LTV of all loans on the property above 80 percent.
SUPPORT
Proponents of this proposal say:
 In order to protect the first-lien holder they should have the right to
refuse a subordinate-lien on the property above 80-percent LTV, or
price for the risk accordingly. The default risk of a borrower with an 80percent LTV and a borrower with an 80-percent LTV first lien and a 10percent piggyback loan are different. This proposal protects lenders
from borrowers who would dangerously leverage their home equity
after origination of the first.
 It works in Texas, who only recently allowed its citizens to take home
equity loans on their property (1997), and they may only borrow against
their property up to a total of 80-percent LTV. This has been a
contributing factor for Texas avoiding much of the housing crisis by not
worrying about homeowners overextending themselves with home
equity loans.
OPPOSE
Opponents of the proposal say:
 Lenders should not be allowed to restrict access by a homeowner to
the equity in their property.
 Lenders already take into consideration individual state laws—such as
foreclosure mitigation requirements—and price their loan products
accordingly.
 This issue is better left up to the states and not handled at the federal
level.
C.A.R. POLICY
C.A.R. does not have policy that speaks directly to this issue.
NAR POLICY
N.A.R. has no policy on this issue, but supports the policy of no preemption of
state laws by the federal government.
Should C.A.R. take policy on federal legislation that would allow a senior lien
holder to limit s homeowner's access to home equity loans?

2

