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Lam writing to 'Sha-re'-'Wfith-yQu':the-_pérs_pectives ‘of the' American Bankers Association regarding
the “risk retention” provisionsTofiSection:941rofitheDodditirank#Actwhich were intended to

“(QRM).

INTRODU,CTION |

~+ address underwriting: deficiencies in securitization transactions. Our-specific concems are with
the exernptron from those- r1sk retentron provmons for qualiﬁed residential mortgages ~ -7

- The housing-and mortgage markets have been battered in recent years and are still struggling to
- recover from the impact of the financial crisis. If is therefore imperative that we correct
~systemic problems which led to. the crisis, but'also avoid: takmg actions not necessary to address

- ystermc 1ssues and Wthh could further dcstabrhze the frag11e recovery now underway ‘The
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overwhelrmng ma}ortty of ABA: members in every asset: category and of every t,harter type and

- organizational:structure have concerns about detrimental market and economic effects which
‘could be triggered by those new risk reténtion requirements. “Our members belteve strongly

_that imposing too broad a risk retention’ requrrem nt — or: 1mposmg risk retention to achieve .
policy:goals beyond: 1mproved underwriting - is likely to cause lenders to leave the marketplace -

. and result in a constriction of credit to otherwise eligible borrowers. We urge you to-consider
these impacts and exercise:the discretion exphc1t1y provided under Sectron 941 to avoid’ such ill
effects when rrsk retentlon requtrements are 1mposed :

CONSIDER QRM N CONCERT WITH oT ER LE(:ISLATIVE ANI)
_ REGULATORY CHANGES | ~ |

.‘rrsk retentron was desnable 10 ensure that parttcrpants 1n a mortgage securrtrzauon transactton
" had-so-called “skin in the game.” The goal was to'prevent (or at least discourage) the
ortgmatlon of loans both without regard for a borrower s abthty to repay, and w1thout regard to

some mortgage loans — those wrth lower rrsk characterr strcs = could and should be. exempted

from the risk retentron requtrements Exemptrng such ¢ quahﬁed residential mortgage” loans is

important to ensure the stabrllty and recovery of the mortgage market and to avoid risk
retention and caprtal requrrements not necessary to address systemlc 1ssues

Requrnng risk retentron broadly on all - or nearly all - mortgage loans. would certamly serve ds

R strong deterrent to- many of the now dtscredrted market and busrness practtces that led to the

many other mandates of Dodd/Frank mtendcd 1o deter or eliminate these same practtces Even

| -before enactment of Dodd/Frank, there have been. ongoing dramatic changes to the regulations
- governing mortgages under the Real Estate Settlement: Procedures Act (RESPA), the Truth in

Lendmg Ac¢t (TILA), -and the Secure:and Fair Enforcement for Mortgage Licensing (SAFE)

- Act. Moreover the federal bank agencles have just announced significant changes to apprarsal .

ncert with:ether Iegrslatr ve and’ regutatory changes will defeat the purpose-of e
\V"Dodd!Frank by imposing significant and unintended costs on borrowers and lenders far beyondv :
what is: contemplated by the. leg latton thereby unnecessanly constramm g credlt markets

. Srmply stated usmg every new'regulatory too] m 1solatron to correct every problem 1dent1tted

~ during the crisis will result in an over-regulated market that is unable to address the- natron s
credit needs. An unmtended and additional risk is that many fewer lenders will remain
commrtted to. mortgage lendmg, partrcularly at the commumty bank level. Such a course would
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economy. lmportantly, dnvmg commumty banks from the mortgage marketplaw would be .
counterproductive as these lenders have been shown'to be the most responsxble underwnters

. and the, best able to serve thelr borrowers and commumtles

. Addltlonally, because thc Dodd/F rank Act requrres that the QRM exclusron must not. be

o “broader than the safe harbor established by the Bureau of Consumer Financial Protection under

Title XIV of the bill, it will be. important to correctly calibrate the interaction of these two safe
- tharbors The safe harbor to be established by the Bureau will focus not.on risk of loss

~ associated with the loan, but on risks to the consumer. Both provisions will need to use
underwriting criteria (which protect both borrower and lender) and loan product type as
benchmarks. It is vitally important both for lender and servicer compliance and for borrower :
comprehension of eli gibility.criteria that these safe harbors are well crafted and that they

~ interact in a rational manner. Therefore, we urge you to consult with the Bureau (and vice

: versa) as you and the Bureau begm craftmg these regulatmns '

o k 1oans bemg made by deposnory mstltutrons today

‘TOO NARROW A QRM DEFINITION IS INAPPROPRIATE FOR ENSUING ,
7 PROPER UNDERWRITING AND SHOULD NOT BE IMPOSED TO ACHIFVE
OTHER POLICY GOALS -

............

¢

‘:Isolatedtsuggestrons have come. from some in the mdustry for a very narrow definition of
- QRM. ABA strongly believes that creating a narrow’ definition of QRM.is an inappropriate
method for achieving the desired underwrltmg reforms intended by Dodd/Frank. Similarly,
- narrowly defining QRM to achleve goals unrelated to the mtended statutory purpose 1s equally .

o mappropnate B

Those arguing | for a narrow deflmtron of QRM have proposed basing the deﬁmuon on-a very R
- Jow loan-to-value (LTV ) raue Certainly loans with lower LTVs are hkely to have lower

. default rates, and we concur that this may be one of a number of characteristics to be.

 considered.. However, the LTV should not be the only characteristic for eli gibility as a QRM,

and it should not be considered inisolation. Setting the QRM cutoff at a specific LTV without "~

regard to other loan characteristics or features, including documentation and. ability-to-pay .

" requirements; is likely-to result in an overly broad restriction of credit. In addition, we: believe o

- -the regulators should also consider risk retention features. already:in ex1stence and that these -

- features are currently bem g enhanced by changes in regulatron and market practlce

‘ jFurther some of the argu ments that QRM ‘should be defmed narrowly are mzsdz} ected because

" they appear to be motivated by concerns that the secondary mortgage market GSEs currently
operating under conservatorship, or any successor, might somehow be able to. manage the ,
QRM to expand their market share. ABA believes this to be a legitimate concern, especially = -




: GSEs. ABA strongly be.heves that definmg the QRM exclusmn narrowly to severel y restrict
- loans from purchase by-the GSE and thereby reduce their activities is an inappropriate use of -
the QRM exclusion. Rather, GSE pohcy mist. be considered separately from the 1mproved

iunderwrrtmv goals of rlsk retentxon .

ﬁThe Admmlstratlon is expected to propose a course of action for dealmg with the on- gomg
-conservatorsmp of Fannie Mae and Freddie Mac in the near future. - We expect:

o . the Administration-and from Congress to share a common goal.of shnnkmg the fole of GSEs in - E

- supporting. housmg fi nance, replacing that. functron over time with largely private market

' “alternatives. ABA supports such goals -and perhaps risk’ retention requirements now being

- debated Wlll need to be reviewed in response to any changes brought about: by reform of the
- GSEs. As stated above, however, ABA does not regard the QRM defrmtxon ‘as an appropriate
- imeans to direct. or mﬂuence the GSE debate. .

: CONCLUSION

f ksxgmﬁcant change to. the operauon of the mortgage markets and mu%t not be undenaken hghtly
It is important that policymakers: consrder the intent of the statute, and not stray from that intent
V when unplementmg thcsc requrrements Nor shou}d the regulators dlsregazd the 1mpact that

' FrankKeatmg . o
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