From: Scott Koerner

Subject: Reg Z - Truth in Lending (Amendments)

Comments:

Hi Paul,

Thank you for taking the time to assist us in clarifying the new MDIA reg. It
was a pleasure speaking with you the other day. Your insights are extremely
valuable to our company.

We have encountered an additional issue regarding an ARM with an odd final
payment. Here is the definition of a Balloon payment according to the reg:

(5) Balloon payments. (i) Except as provided in paragraph (s)(5)(ii) of this
section, if the transaction will require a balloon payment, defined as a
payment that is more than two times a regular periodic payment,

With equal payments preceding the balloon, the interpretation of this reg is
pretty clear. With a variable payment stream, the meaning is less clear.

Consider the following payment stream for an ARM loan:

[PmtStream Term="36" Pmt="1777.40" Rate="4.500" Begin="2011-02-28"/]
[PmtStream Term="12" Pmt="1975.27" Rate="5.500" Begin="2014-02-28"/]
[PmtStream Term="12" Pmt="2177.57" Rate="6.500" Begin="2015-02-28"/]
[PmtStream Term="12" Pmt="2383.28" Rate="7.500" Begin="2016-02-28"/]
[PmtStream Term="12" Pmt="2591.46" Rate="8.500" Begin="2017-02-28"/]
[PmtStream Term="12" Pmt="2801.29" Rate="9.500" Begin="2018-02-28"/]
[PmtStream Term="263" Pmt="3012.04" Rate="10.500" Begin="2019-02-28"/]
[PmtStream Term="1" Pmt="3009.71" Rate="10.500" Begin="2041-01-28"/]

This ARM payment stream has a rate that increments by one percent from 4.500%
up to a maximum rate of 10.500%. For perfect amortization, the last payment is

an odd final payment. Disclosing an "odd final payment" like this is common in

the industry.

This final payment is more than two times the initial teaser payment of 1777.40
(which is "a regular periodic payment"), yet it is not what most would call a
"Balloon" because it is actually less than the payments of the final stream.

Should this payment be disclosed separately as a Balloon Payment?

I will follow up with a call to discuss.

Best regards,

Scott Koerner
Sherman and Associates



