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The State of the Law: 
Prepayment Penalties Bans 

 

November 25, 2008 
State Prepayment Penalty Bans 
 

 Five (6) states ban prepayment penalties on all home loans: AL,1 AK,2 IA,3 MD,4 NM,5 VT6 
 

 One (1) state, NJ, bans prepayment penalties on all loans with an interest rate that exceeds 6%, which includes 
all subprime, and most Alt-A and prime loans.7 

 
 Four (4) states ban prepayment penalties on all subprime loans:  CT,8 MN,9 NY,10 NC11 

 
 Four (4) states ban prepayment penalties based on the amount of the loan: PA ($217,873 or less);12 NC 

($150,000 or less);13 SC ($150,000 or less);14 OH (less than $77,400).15 
 

 Four (4) States have other broad bans on prepayment penalties:   
• ME bans prepayment penalties on high cost, high fee loans, and on “alternative mortgage transactions”16  
• AL bans prepayment penalties on mortgages originated by state-regulated independent mortgage 

lenders.17 
• IN bans prepayment penalties on junior liens and refinance loans.18 
• MA bans a prepayment penalty that “significantly deviates from industry wide standards,” or “is 

otherwise unconscionable.”19  
 
Federal Bills & Regulations 
 

 Regulation Z bans prepayment penalties in subprime20 loans that adjust within 4 years, and limits them to 
two years in length for other subprime loans.  These rules apply to loans originated by any/all lenders. 

 
 H.R. 3915 bans subprime prepayment penalties; passed the U.S. House with a bipartisan 291-127 vote 

 
 

                                                 
1 Ala. Code § 5-19-4(c).  Bans for “any debt” but with broad exceptions: for mortgagee under National Housing Act, and for creditors exempt from licensing 
under § 5-19-31 (“banks chartered by this state or any other state, banks chartered by the United States, trust companies, savings or building and loan 
associations, savings banks and other thrift institutions, credit unions, life insurance companies, and federally constituted agencies). 
2 Alaska Stat. Ann. § 45.45.010(g).  Exception for federally insured loans that require PPP. 
3 Iowa Code Ann. § 535.9 (eff. Aug. 3, 1978).  
4 MD Commercial Law Code § 12-105(d) (eff. Apr. 3, 2008). 
5 N.M. Stat. Ann. § 56-8-30 (1980). 
6 VT Stat. Ann. Tit. 8 § 2232a (eff. Jan. 1, 1997); Vermont Stat. Ann. tit. 9 § 45 (1967) (all loans). 
7 N.J. Stat. Ann. §§ 46:10B-1, B-2 (eff. June 6, 1968). 
8 Sec. 26, Substitute House Bill No. 5577, Public Act No. 08-176.  Exception for FHA loans. 
9 Minn. Stat. § 58.137(2)(c).  Banned for loans under conforming loan limit. 
10 N.Y. Banking Law § 6-m(m) (subprime ban) (eff. Aug. 5, 2008). 
11 N.C. Stat. Ann. § 24-1.1F(b) (eff. Jan. 1, 2008). 
12 PA Stat. § 6020-155 (ban); PA Stat. § 6020-101, as amended (defining residential mortgage loans as ≥$217,873) (eff. Sept. 6, 2008) 
13 N.C. Gen. Stat. § 24-1.1A(b)(1). 
14 S.C. Code Ann. §§ 37-23-80; 37-10-103. 
15 Ohio Rev. Code § 1343.011, as adjusted January 1, 2008, http://com.state.oh.us/dfi/pub/PrepaymentPenaltyLoanLimit.pdf.  
16 9-A Maine Rev. Stat. Ann. § 8-206-A(6); 9-A Maine Rev. Stat. Ann. § 9-308.  “High-cost, high-fee” mortgages have an 8% APR trigger or 5% points/fees 
trigger including YSPs & PPPs.  “Alternative mortgage transactions” include mortgages with an adjustable rate feature, a balloon payment, a shared 
appreciation feature, or other terms not common in fixed rate fixed term loans.  12 U.S.C. 3802(1) (cited in 9-A Maine Rev. Stat. Ann. § 9-302). 
17 Ala. Code § 5-19-4(c).  Exceptions for mortgagee under National Housing Act, and for creditors exempt from licensing under § 5-19-31 (“banks chartered 
by this state or any other state, banks chartered by the United States, trust companies, savings or building and loan associations, savings banks and other 
thrift institutions, credit unions, life insurance companies, and federally constituted agencies). 
18 IND. CODE  ANN. § 24-4.5-3-209 (limitation on penalty); § 24-4.5-3-104 (definition of “consumer loan”); § 24-4.5-3-105 (explanation of “primarily 

secured by land”)) 
19 940 CMR 8.06 (Massachusetts Attorney General regulations). 
20 Regulation Z defines “higher priced loans” as a mortgage loan “with an annual percentage rate that exceeds the average prime offer rate for a comparable 
transaction as of the date the interest rate is set by 1.5 or more percentage points for loans secured by a first lien on a dwelling, or by 3.5 or more percentage 
points for loans secured by a subordinate lien on a dwelling.”  12 C.F.R. § 235(a).  This is generally considered to capture all subprime loans. 


