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Ladies and Gentlemen:

| am writing on behalf of the 1.1 million members of the National Association of
REALTORS (NAR), the CCIM Institute, the Institute of Real Estate
Management (IRER), and the Society of Industrial and Office REALTORS
(SIOR) to express our opposition to the definition of Qualified Residential
Mortgage (QRM) in the Credit Risk Retention proposetl NAR believes that
the proposed QRM definition is unduly narrodiamot necessary to assure safe
and sound mortgage lending. Traditional residential mortgages, without risky
features such as teaser rates and balloon payments, coupled with sound
underwriting and documentation of income and assets, perform well with
relatively low default rates. REALTCORS8Iieve that imposing a minimum 20%
downpaymenstringentebtto-income ratio requirements, and rigid credit

@ standards will deny millionsooéditworthyAmericans access to the lowest cost
and safest mortgages.
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The National Association of REALTORSs Amer i cads | argest
five commercial real estate institutes and its societies and councils. REAE®R&ved in all
aspects of the residential and commercial real estatéeimdnstbelong to one or more of some
1,400 local associations or boards, and 54 state and territory associations of REALTORS

NAR believes that the proposed rule should be withdrawn and republished for public comment

because the rule:

9 Is inconsistent ith the standards set forth for risk retention in title IX of the Bwoddk
Wall Street Reform and Consumer Protection Act @itk Act) and violates

Congressional intent.

1 Unnecessarily defines the QRM exemption from the risk retention requiremehideo

only a narrow slice of the mortgage market.

1 Makes homeownership more expensive or unattainable for millions of creditworthy

consumers.

1 Jeopardizes the fragile housing market and general economic recovery.

1 Raises other concerns related to resadembrtgages.

1 Reduces liquidity for commercial real estate.
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I. STATUTE AND LEGISLAT IVE HISTORY
(Addressing Preamble Question 106)

rd party. Section 15G(e) (4)

trade

a

t h

consideration underwriting and product features that historical loan performance data indicate result
in a bwer risk of default, suchiad

documentation and verificati.i

borro



ii. standards related to residual income ane@eiitome ratios;

iii. features that mitigate payment shock;

iv. mortgage guarantee insurance or other insurarrceeal¢é t enhancement ,
extent such insurance or credit enhance

v. prohibiting or restricting high risk features, including balloon payments, negative
amortization, prepayment penalties, and intergsinortgages.

The proposed regulation published on April 29, 2011, would define QRM narrowly by including
among the criteria a minimum 20% downpayment requirement (without allowing a lower
downpayment coupled with mortgage insurance), lostodebbme ratios, tight ai history

standards, a 3% limit on total points and fees, and mandatory appraisals (including for refinancings).

The Act provides additional authority for the regulators to adopt other exemptions:

1 Section 15G(c)(1)(G) requires the risk retentiohr@gui ons t o provide o(I
exemption of any securitization, as may be appropriate in the public interest and for the
protection of investors.©o

1 Section 15G(e)(2) requires the regulators in establishing exemptions to:

0( A) hel p ualtyuwmderwatinghstargdérds pr the securitizers and
originators of assets . . . ; and

0(B) encourage appropriate risk mana
originators of assets, improve the access of consumers and businesses to credit on
reasonble terms, or otherwise be in the public interest and for the protection of
i nvestors.o

NAR believes that the proposed rule is not consistent with the terms of the statute or its legislative
history. The Congressional objective of reducing exceagsimglcan be achieved by adopting a

much broader definition of QRM. As described below, a much broader definition is consistent with
ensuring safe and sound lending affordable by creditworthy borrowers. Accordingly, the narrow
definition is inconsisteniwt h t he st atutory standard that the

public interest and %Thepullichirgeregtisadt serwed byaenyingf i nv
millions of creditworthy potential borrowers access to the safest and most afffiontigddges.
The | aw also requires the regulators to estahb

consumers . . . to credit on reasonable terms, or otherwise be in the public interest and for the
prot ect i on® Teefstatutorywserxis demenstrate Congressional focus on the need to
balance risk retention with the need to provide mortgage credit for consumers.

The legislative history of QRM makes clear that the Senate sponsors of the QRM amendment
intended a broad exemption. In tke&e debate, Senators Corker and Isakson expressed concern
that risk retention would o0shut down “ he secu
Even an amendment setting a 5% downpayment requirement, offered by Senator Corker, failed
because i n the words of Senat e [Bhaaniendmentp@®immi tt ee
governmentictated, haravired underwriting standards that would have very serious consequences

2 Section 15G(c)(1)(G) of the Securities Exchange Act of 1934.
3 Section 15G(e)(2) of the Securities Exchange Act of 1934.
4156 Cong. Rec. S3514 (May 11, 2010).



... for firsttime homebuyers, minority home buyers, and others whelang $e attain the
American dr eam o f° Dormgrtlee debatey Senagtoh Dogd also alluded to thé
many mortgage programs that require | ess than
performing well, and have done so in the past. Ancémtdow and moderatgncome families to

go to banks and get loans, qualified &md moderatancome people . . . . We do not want to

simply shut them off to nonprofits.®TheWe want
Senate rejected the Garamendment by a vote of32

The debate on the QRM amendment offered by Senators Landrieu, Isakson, Hagan, and others
makes Congressional intent even clearer. Senator Isakson explained that the 5% risk retention
would not work and that a QRM exemptowas needed or there?® owoul d
No one can know for sure whether Senator Isakson is right that there will b&Rivhimans,

but what is clear is that he wanted to encourage lenders to make safe and sound loays that qualif
fortheQRM exempti on. The Senatords view was t ha:
is when someone is making a bad | oarmenatovhi ch m
Isakson wanted to return to the days of sound underwriting, batbegr@ i zed t hat ot he
used t'9nclwdedrmiortgage insurance where downpayments were less than 20%. No

Senators spoke against the LandseksorHagan amendment, which was enacted as part of the
Dodd-Frank Act, withouanyamendment affectirthis analysis.

This statutory language, bolstered by the legislative history, makes clear that the QRM definition was
not intended to be a narrow slice of extremelyduglity mortgages, but a broad slice of

mortgages the more the bett@rto maximizeéhe availability of safe mortgages at a reasonable cost

for creditworthy borrowers.

II. BASE THE DEFINITION OF QRM ON A STRONG D EFINITION OF QM

The regulation of the mortgage lending industry is becoming so complex that it threatens to weaken
the systempstead of curing abuses. To minimize what many believe is becoming a chaotic
situation, NAR recommends that the regulators seriously consider defining a QRM as any mortgage
that meets the Qualified Mortgage (QM) albditgpay standard of Title XIV dfea DoddFrank

Act. A creditor is presumed to have met the aloHigpay requirement if the loan is a QM. While

the law requires that the definition of QRM not be broader than the definition of QM, there is no
reason why it should not be the same. QWestandard will assure a safe and sound mortgage loan
that does not include questionable loan features but does require verification and documentation of
borrower income and assets and compliance with other sound underwritiAgQ&RFEQM

mortgage shuld bea mortgage for which risk retention is not needed for investor security.

5156 Cong. Re S3518 (May 11, 2010).
6156 Cong. Rec. S3520 (May 11, 2010).
7156 Cong. Rec. S3574 (May 12, 2010).
8156 Cong. Rec. S3576 (May 12, 2010).
91d.
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[ll. PROPOSED NARROW DEFINITION OF QRM IS
NOT NECESSARY TO ENSURE SAFE AND SOUND MORTGAGES

The proposed definition of QRM is unduly narrow and is not necessary to assutlessafed

mortgage lending. Traditional mortgages, without risky features such as teaser rates and balloon
payments, coupled with sound underwriting and documentation of income and assets, perform well
with relatively low default rates. REALTOB&ievehat imposing a minimum 20%
downpaymenstringentebtto-income ratio requirements, and rigid credit standards will deny
millions of Americans access to the lowest cost and safest mortgages.

20% Downpayment Requirement (Question 121)

The regulators ppmsed a 20% minimum downpayment requirement based on what NAR believes
is a mistaken opinion that the QRM definition should be extremely narrow and allow only extremely
safe mortgages to be exempt from risk retention. As discussed above, this watenbbthe

Congress and the proposed policy has no factual basis.

Two things happened during the housing boom: underwriting was weakeiskgraodgage

products ended up in the hands of people who could not afford them. Comparing the foreclosure
rateon FHA products with that of the At and subprime sectors contrasts the different impact

that underwriting and product type had on the same pool of relatively higher risk borrowers. FHA
allowed low downpayments but because it required strong umdgnwahiiding documentation,

its portfolio has performed far better than subprime affl lddns without the same sound
underwriting and loan characteristics, as illustrated in Exhibit 1.

Exhibit 1
Underwriting Matters: Foreclosure Rate on FHA Loans
Lower Than Subprime and Alt-A
20% — —
18% - = S =
”
16% - - =
14% - ” XEEE L .
12% | , . .® ®e000ee"”
10% | 7
8% - 7 S
6% [ o~ . -2
4% -
2% ISP LA ________'.—-—"_
M~ [~ I~ I~ o] [v.0] o] [v0] (=] (2] (=] (=] =] o =] o —
@ 2 @ @ @ @ Q@ Q@ Q@ § Q Q@ o 4 o o o
$ 53 &8 35 38855 885588 %
FHA:Total == e=Sub-prime:Total eese+s Alt-A: Total
Source: Corelogic, NAR

As proposed, the narrow QRM definition ignores tingelling data that demonstrate that sound
underwriting and product features, like documentation of income and mortgage type, have a larger
impact on reducing default rates than high downpayments.



An analysis of | oan per ficongdataba8oe loahsioriginatédr om Cor

between 2002 dr2008 shows theg¢ducinglowrpaymentérom 20% to6% has only a negligible

impact on default rates, but it significantly reduces the pool of borrowers that would be eligible for
the QRM standard. Exhild shows the default performance of a sample of high quality mortgages
(sample QRM) based on the following attributes of loans:

1 fully documented income and assets;

fixedrate or 7 year or greater ARMSs;

Nno negative amortization;

no interest only loans

no balloon payments;

41% total debto-income ratio;

mortgage insurance on loans with 80% or greatdptoalue ratios; and
1 maturities no greater than 30 years.

These criteria were applied to more than 20 million loans originated betweeah ZDIR an
Default performance is measured by origmgear through the end of 2009

Exhibit 2
Sample QRM Aalysis: Impact oReducingDownpayment Requirements
on Default Rates and Borrower Eligibility

=4 =4 4 4 -4 -

Origination Year 2002| 2003| 2004| 2005| 2006| 2007 | 2008

Increasdn default rate* byreducing

downpayment from20% t05% 0.6% | 0.3% | 0.7% | 0.8% | 0.8% | 1.6% | 0.6%
0 0

Proportion of borrowergnadeeligible
for sample QRM if downpayment 16.9%| 14.5%| 19.4%)| 19.2%| 19.1%| 20.1%| 18.0%
reducedfrom 20% to5%

*Default = 90 omore days delinquent, plus in process of foreclosure, plus loans foreclosed.

Source: Data from CorelLogic, Inc. Analysis by Vertical Capital Solutions for Genworth
Financial and the Community Mortgage Banking Project.

While loans with 5% dowayments areertainly riskier than loans wath0% dowpaymentthe

data in Exhibits 2 and 3 show that low downpayment loans that follow the strong underwriting and
product standards outlined above can be exempted from risk retention without exposing investors,
or the broader housing market, to undue(lesls than 1% in years other than the high default year

of 2007) Once you apply the strong underwriting standards in the sample QRM definition,
reducing thelowrpayment fron20% to 5% wouldallow 14.5% t@0.1%addtionalborrowergo

qualifyfor a lower rate QRM loan

11 Source: Vertical Capital Solutions of New York, an independent valuation and advisory firm, tbimdnatgsis
using loan performance data maintained by First American CorelLogic, Inc. on over 30 million mortgages originated
between 2002 and 2008.



Importantly, this analysis showshihead market impaot asampléQRM with a 5%or greater
dowrpayment requirement compared QRM with a 20%r greaterdowrpayment requirement,
rather than simlp comparing default risk on 5% down loans to 20% down [Bkasly, moving
to higher dowpayments has a minor impact on defaultfi@téise broademarket, but a major
adverse impaoh mortgage volume aadcess by creditworthy borrowers to therloates and
safe product features of the QRMis lopsided result compromises the intent of the QRM
provision in the DoddFrank Act, which is to assure clear alignment of intemestgronsumers,
creditorsand investors without imposing unreasonasléebs to financing of sustainable
mortgageslin addition, NAR believes this is an unnecessanyofifeated would undermine efforts
to create a sustainable housing recovery.

Exhibit 3
Impact of Increasing Minimum Downpayment on Default Rates
for Loansthat Meet Sample QRM Standard:
Low DownmymentsNot a Major Driver of Default when Underwritten Properly
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Source: Vertical Capital Solutions of New York, an independent valuation and advisory firm
conducted this analysis using loan performance datanmedihiaFirst American

CoreLogic, Inc. on over 30 million mortgages originated between 2002 and 2008. Note:
Default rates are by origination year, through the end of 2010. The sample QRM in this
analysis is based foily documented income and assetsgfate or A/ear or greater

ARMS; no negative amortization; no interest only loans; no balloon payments; 41% total
debtto-income ratio; mortgage insurance on loans with 80% or greate+iaae ratios;

and maturities no greater than 30 years.



Thedarkesbar shows the performance of mortgages originated frord 2002 that do

not meet all of the standards and features outlined above in the note. The other bars show
the performance of mortgages that meet all of the sample QRM product andtimgderwri
features. Within this second grougarhpleéQRM bars, the bar shows how loans

performed that met all these standards, plus3%ad 0%, o20% dowrpayment or more

As expectedpans with strong standards and at least 20% down performed besterHow

the chart also shows clearly that l@egmpayment loans can be included in a strong QRM
framework can result in strong performance, and will not expose investors or the broader
market to excessive risk.

The FHA foreclosure rate experience iséurévidence that the key to safe lending is sound
underwriting and documentation, not high downpayments. Exhibit 4 shows that the foreclosure
rate for FHA insured mortgages remains in a narrow band, regardless of the amount of
downpayment. The foreclosuwate has recently increased, reflecting the housing market crisis, but
the performance remains remarkably siret@ardless of the amount of dpayment.

Exhibit 4

Foreclosure Rates on FHA Purchase Loans by LTV:

5% or Less Down are Least Risky
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Source: Corelogic, NAR

The VA foreclosure rate has been significantly lower than the rate for prime anutgeges

since 2008, according to Mortgage Bankers Association data through the first quarter of 2011
(Exhibit 5). VA loans have no dopayment requiremenExhibit 5also showthe good FHA

loan performance, based on sound underwriting and documentaitbrputs it on a par with
prime mortgages during the crisis.



Exhibit 5

Foreclosure Rate by Product Type
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Mortgage Insurance Enhances Performance (Questions 111(a), 111(b))

While eliminating risky product features and requiring traditional, documented underwriting are the
keys, no e disagrees that there is a somewhat higher detaak the amount of the

dowrpayment is reduced. To the extent borrowers make a downpayment lower than 20%,
mortgage insurance (M) should be recognized as an appropriate requirement to mitigate risk
through additional underwriting requirements and the private capital that is available to cover some
or all of the loss.

Even though the Act refers to the use of MI a
insurance or credit enhancementredude® r i sk of defaultdé the prop
with less than 20% down, with mortgage insurance, to qualify. Historically, Ml has been used to
mitigate the risk of default. In fact, Ml was recommended for use in the same NAR document cited

in the QRM preamble the proposedegulation aabasis for théow DTI proposal? Ml helps to
ameliorate the concern that securitizers shou
gamed continues for t he ¢écurifizer salisfthe selewitizedn s ur anc e
mortgage.

Recent work done by Ektl al® suggests that the risk of default is lower for a loan with MI than a

loan with a second mortgage. The authors find that while a second lien (piggyback mortgage) added
0.224 pp/g(percentage points per quarter) to the risk of default, the presence of Ml only added

0.164 pp/q. The difference suggests that there is a mitigatingiloetefd| since the default

risk was 36% less with MI than with its most common substitutey-bguidoan

A study completed by for Genworth Financial illustrates the differences in delinquency rates of
loans that carry mortgage insurance versus loans that-bagmated second loans (e.g. piggy
back loans}? The study shows that not onlyldans with mortgage insurance have lower

12National Association of REALTORS O Fi nancing the Home Purcha&e: The Rec:
Chicago: National Association of REALTORE93), at 20.

BEl ul et al, oWhat OTri gger s 0-13MadetaldiRasgree Bénk éf BhildddlpRiah . Wor ki
April 2010.
“Genworth Financial. oOPerfor momanes , d@f Glemsvwordd WS .nafmicg gyt



delinquency rates across origination years and across the FICO spectrum (see Exhibits 6 and 7), but
loans with mortgage insurance have higher cure rates across both spectrums as well (Sée Exhibit 8).
Theseresuls suggests that the incentives of mortgage insurers are aligned with markefstability
origination, mortgage insurers vet loans that they suspect may result in a claim and they are either
better able to identify borrowers who can cure or they adtitatéathe cure process. Mortgage

insurers must pay when a borrower defaults. On the contrary, banks can recoup most and
sometimes all of their costs by foreclosure.

Exhibit 6

Ever 90+ Delinquency Rates by Origination Year
Weighting by Piggyback Profile
35.1%

40%
35%

30%

25%

20%

15%

10%

5%

0%

M Insured [ Piggyback

Source: Corelogic, Genworth Financial

“Note that while the delinquency rates in these three exhibits are extremely high, this is because the
mortgages analyzedliinade t he 01 ow dbwnpdymeotlodns thai woald rebt ba o
allowed under QRMrainder theAbility-to-Repay/QM requirements of Title XIV of the Dadd

Frank Act.

10



Exhibit 7

Ever 90+ Delinquency Rates by FICO Score
Weighting by Piggyback Profile
50%
’ 45.8% 44.0%
40% 36:6%
28.1 29.1 e T~ a
30% 755 26-9%
21.6%
20% - 14.8
10% -
0% -
<620 620-659 660-699 700-719 720-739 740-759 760-950 All
® Insured £ Piggyback
Source: Corelogic, Genworth Financial

Exhibit 8

Cure Rates On Ever 90 Day Delinquencies by Origination Year

Weighting by Piggyback Profile
45%

40% 38.1%
359, 3.6%
30% -
25% -
20% -
15%
10%
3%
0%

2003

m Insured ElPiggyback

Source: Corelogic, Genworth Financial

The incorporation of Ml allows lenders and taveso recognize levisk borrowers who merit a

loan but who may not meet the QRM standsyled as
or because the borrower may be at a high cost point in their life cycle. It also acts as an important
checkon the process of origination and should be allowed in the final QRM rule.

Stringent Debt-to-Income (DTI) Requirements (Question 123)
The proposed rule requires a QRM mortgage to have a ratio of (1) monthly housing debt to the

borrower 6 s mmeof 28% gr legs(dpst BTI)j ande(2) total monthly debt to the

11



borrower s mont hly gr oeendsDTIl). Tioe®@836 ratios weBeadbinor | es
routine use in the late 1980s and are simply too restrictive to be practical, particulagpndor
moderateéncome families, firiime homebuyers, and homebuyers indoghareas.

I n the preamble to the Federal HRbilgy¢or ve Boar do
Repay/Qualified Mortgage (QM) provisions of Title XIV of the D®@ohkAct, in the context of

discussing the two QM options, the Board questions whether DTI criteria should be a criterion for a
QM.' It questionswheth@D T1 rati o has a oO0significant predi
after considering credit historygridype, and loao-v al ue r ati os. Il n conduc
creditors, the Board was informed that creditors often question whether taedriit is a

strong predictor of whether the borrower has an ability to repay. The Board states that a DTI te

omi ght 6 ensure the consumerds ability to repa
specific DTI |l evel or residual i ncomeetthgevel ¢
benefits. o One t hi n cboutsvhethér BT is an accurdtegpreddctoof d h a
default risk NAR does too.

NAR believes that the marginal reduction, if any, in default rate that results from a low DTI is not
worth the impact on consumers and that the DTI requirement should be droppie: fQRM
definition. The Feder al Ho u s i n g ddfinitianghowese A gen
that relaxing the DTI hassmalleimpact on delinquency comparethi® manageable impact of

relaxing the LTV (see ExhiB)t An a | y s i sanlevél data Bes Shows that the delinquency

rate on loans that meet the QRM standard except for-@maiiTI between 30% and 34% was

only slightly higher than that for borrowers with a front end DTI between 28% and 30% (see

Exhibit 10)

Exhibit 9

FICO Is the Strongest Determinant of Ever-90 Day Delinquency:
Marginal Impact of Relaxing the QRM Standards
8%

7% : _

6%

5%

4%

3%

2%
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0%

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

W QRM QRM + <=28 DTI <30 E QRM + 80<LTV<90 ElIQRM + 690>FICO> 660
Source: FHFA

1676 Fed. Reg. 234 and 2746D(May 11, 2011).

" QRM and relaxed QRM estimates were generated using the LPS dataset excluding FHA loans and where QRM
reflects fully documeed, fully amortized, firsen loans, fixed rate or ARM with initial adjustment period of 7 or more
years, no Balloon, no 10O, no option ARMs, with feord DTIO2 8, OI8DY a ok 9MI. CO
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Exhibit 10

Impact of Relaxed Front End DTl on the Ever

90-Day Delinquency Rate
10%
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Source: LPS, NAR

Intuitively, it seer likelythatthe initial DTIshouldr e f | ect oneds ability to
obligation and should be correlated with default. However, academic research suggests that the link
is not clean.

In a 2009 study, researclarhe U.S. Federal Reserve and the University of Geneva (Foote,

Gerardi, Goette, and Will&rfpund that the initial DTI had a strong impact on default among

subprime mortgages, but less so for prime borrowers. In addition, subprime borrowers with high

FI CO scores oOar e bet jwkidq sugdedtsehattthese boordwers raaly leaveh i g h
been able to make good predictions of their future income and of the likely variation in these

i ncomes. 0 Finally, the a highhndial BTlsfweremode likeh at pr
to prepay.

Addi ti onal recent research finds that the DTI
prime loans is not significantly correlated with defaults, except for loans originated in 2007, but it
mattes consi stently f%r subprime borrowersé.

An excessively stringent DTI will inhibit many otherwise creditworthy borrowers from attaining a
reasonably priced mortgage. As the academic literature suggests, a young couple with good credit
who have studeidans and a new daan may have a high DTI ratio, but tasymore likely to

prepay, likely refinancing into a more affordable position as these debts are paid off. The definition
of QRM should not impodinits onDTI ratios, in light of these studaesd the relatively small

impact DTI ratios have on default rates.

8Fpoote, Gerardi, Goette, and Willen. OReducing Forecl os
Paper 20025. May 2009.
YAmromin and Paul son. o0Comparing Patsebnfeder Bef Reber v

Chicago. 2Q 2009.
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IV. RIGID CREDIT STANDAR DS
(Questions 115, 117(a))

The proposed QRM definition would require the creditor to verify and document that within 90
days before closing:

1 The borrower is not 3fays or more currently past due on any debt.

1 Within the previous 24 months, the borrower has not been 60 days or more past due on any
debt.

1 Within the previous 36 months, the borrower has not been in bankruptcy, had any personal
property repossessed, adla 1to 4-unit property subject to foreclosure, dieddu of
foreclosure, or short sale.

The problem with the proposal is that it fails to allow for compensating factors. What if a consumer
had missed several payments 22 months ago but hadsetbtlar credit and an excellent credit
score? What if the consumer had struggled successfully almost three years ago to avoid a
foreclosure by electing a short sale, without ever being deliagdi¢ratd rebuilt his or her credit

history?

NAR undertands why the regulators chose not to adopt a credit score approach, since that raises
concerns about favoring one commercial enterprise over éthegually serious problem is that

it makes no sense to ldoka particular a credit score becausd soede values need to be

adjusted, up or down, to maintain the same risk exposure over time. A 740 minimum score, for
example, could mean a 1% propensity to default today, but, when consumer debt management
behavior improves, perhaps when jobs beconmepteottiful, the overall amount of systemic risk

also improves. Therefore, the minimum score for QRM would also need to be lowered to maintain
the same 1% propensity to defalilie regulators should assess the feasibility of QRM qualification
based on propensity to default, a measurement that will remain static, providinstentdexsel

of risk over time.

V. NARROW QRM DEFINITIO N DENIES CREDITWORTH Y CONSUMERS
ACCESS TO AFFORDABLEMORTGAGES

The impact of the proposed narrow definition of QRM wioil curtail the ability of

creditworthy households from obtaining mortgages to purchase a home. Focusing the QRM
exemption on underwriting factors that do not significantly improve loan performance means
millions of families will fail to qualify for & mortgage andlill have to pay higher rates and fees

for a nonQRM mortgage, if they are even able to qualify. As an example illustrated in Exhibit 2, a
review of loans originated in 8@@veals thaeducinghe dowmpayment fron20% to 5%

increasethe default rate by only 0.6%, but mal@smoreborrowers eligible for a QRM loaks

a practical matter, a narrov QRM exemption creates a permanent bar to homeownership for
creditworthy families unless they are able to obtain an FHA or, while Faramd Ffaeldie Mac

are in conservatorship, a GSE loan.
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Impact on the Ability of Median Income Households to Achieve a 20% Downpayment
(Question 121)

Based on NAR estimates, assuming that 100% of family savings are dedicated towards a
downpayment and closiogsts, it would take more than a decade for a family with a median
household income to save enough for a 20% downpayment for a $150,000 home (lower than the
current median). Even a 10% downpayment would take a family more than eight years to save.
Exhibt 11 shows at a glance how difficult it will be for families to save for large downpayments, and
the discussion below of the high cost of a@BM mortgage explains why this is so important.

Exhibit 11

It would take more than a decade for the median American family*
to save enough for a 20% downpayment on even a modest home
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*Based on NAR estimate of 2000 median household gross income of 350,474
and 2010 national saving: rate of 5.2% of grois income
[hgh®st annual rate since 1992, other than 2009)
**®Assumes Closing Costs of 5% of loan amount 6/16/2011

Impact on Homebuyers, Including Minority and First-Time Homebuyers (Question 108)

As bad as the effeat the proposed QRM definitiam the median income household would be,

the impact on minority and fitine homebuyersouldbe even worseAs evidenced by data in

Exhibit 12 from the 2009 Americans$ing Survey, Black and Hispanic borrowersaeelikely

to make smaller dowayments than all other minority groups. Roughly 50% of Black and Hispanic
borrowers put down 15% or less for their downpayih&ntcluding these groups, the average is
34% asignificant drop.

20The 16% to 20% category was excluded because many borrowers put down exactly 20% to get better mortgage rates.
These loans would meet the QRM requirement for downpayment.
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Exhibit 12

Black and Hispanic Borrowers are More

Likely to Make Low Downpayments
20%
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Less than 3 3-5 percent 6-10 percent 11-15 16-20 21-40 41-99
percent percent percent percent percent

mBlack [[Hispanic E Total excluding Black and Hispanic

Source: American Housing Survev 2009

Furthermore, as shown in Exhibit 13, Black and Hispanic home buyers are more likely to rely on
savings to finance their home purchase and less likely to use inheritance, gifts, investments, or
proceeds from previous home s#ten other groups. The current downpayment requirement of
the QRM would narrow the field of affordable financing options for most Black and Hispanic
borrowers to FHA and VA loans.

Exhibit 13

Black and Hispanic Buyers Are More Dependent on
Savings for Their Down Payment than Other Groups

Inheritance or gift
Borrowing (non-mortgage)

Sale of other investment

Savingsorcashon hand [ T RN S

Sale of previous home |

0.0% 20.0% 40.0% 60.0%
B Total Excluding Black and Hispanic [CHispanic m Black
Source: American Housing Survey 2009

The proposed QRM definition would also have an unsettpagtion the ability of firsime

buyers to enter the market. Like Black and Hispanic borrowetisydifsbrrowers rely heavily on

their savingto finance their initial home purchase (see Exhibit 14). From 2006 through 2010, an
average of 86.8% ofdittime homebuyers who used a mortgage put less than 20% down. Not
surprisingly, repeat buyers are less reliant on savings and are able to use the proceeds from previous
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home sales in their subsequent purchase. Fewer eligiineefipstyers, howevevpuld lower

demand and undermine the ability of current homeowners to sell ang taddarger home for a
growing family. Moreover, with the impending surge of baby boomers seeking to downsize, the
impact of the proposed QRM definition could alsastrang the plans of this large segment of the
population.

Exhibit 14

First-Time Borrowers are More Dependent
on Savings for Their Home Purchase

Loan from friend or relative [&
Inheritence [
401k/pension fund including loan

Gift

Proceeds from Sale of Primary Residence r

S

0% 20% 40% 60% 80%
Ed Repeat Buyer M First-time Buyer

Source: NAR

The reach of the QRM is likely to be more broadly felt than jusbhfedtuyers and minority
groups.Research conducted by economists at Econonyfeond that an increase in nyatje

rates of one percentage point would reduce home sales by roughly 425,000 per year and depress the
median existing home price by 8.5%. An increase of rates by 1.5 percentage points would have an
even stronger impact, reducing home sales by ned@00680ts annually and causing prices to fall

13.8%. Furthermore, the economists at Economy.com point out that the estimates are not linear
and t hat 0.taedasedon raising theefisged mortgage rate from 6% to 7%. The

housing marketimpacs woul d be measurably greater i f fi x
While the average-86ar fixed rate mortgage is below 5% today, it is likely to rise over the next 5 to

10 years with inflation and economic growtlsimple forecast of loigrm mortgage ratassing

t he Congressional Budg e t-yed® firéasucyearid she Wistorical apregd f o r
between the 3@ear fixed rate mortgage published by Freddie Mac and/das Toeasurplaces

the average 3fear fixed ratmortgage at 6.5% for 2013 through 2016 and roughly 7.2% for 2017
through 2020.

Higher Costs for Non-QRM Mortgages and the Impact (Question 107, 108)

The regul ators have informally suggested that
point increase in rates for ”RQIRMs compared to exempt QRMs (although no methodology for

21 http://lwww.economy.com/marzand/documents/ReworkingriskRetentiod062011.pdf?src=DS.
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this estimate is providéd)However, most private estimates of the cost of risk retention-on non
QRMs are significantly higher.

NAR estimates higher cost for a #iRM mortgage would range from 80 to 185 basis points (see
Exhibit 15). Since banks must hold back 5% of eaeQRMhMBS issuance, they will not be able

to reuse that capital for further MBS issuance or other more productive ventures. The sidelined
capitl will need to be managed, incurring costs. Furthermore, since each issuance will begin to
lockup the capital of an issuing entity for an extended period of time, only those with large
portfolios will be able to compete in this spacand that quajifas QRM will likely be perceived

as less risky than rR@QRM loans. Finally, with fewer regulations, the larger variety of mortgages in
the nonQRM space might make it more difficult for securitizers to create standardized securities.
These costs will lpassed on to the consumer.

1 Discussions with economists and analysts familiar with the securitization process put the
impact on mortgage rates of 5% retention at an increase of 40 to 100 basis points. At this
time there are several unknowns regardingebleanics of the QRM rule. Issuers do not
like to hold loans with long terms, like thg&dr fixed, because rising rates can eat away
profits. Consequently they are asking for a sunset provision that would allow them to sell
off their retention aftehe loans have successfully performed for a number of years. In
addition, the proposed regulation would cr
it difficult for issuers to reap profits in the stenn, reducing their incentive to issue MBS,
or to offer loan features like interest rate locks. This estimate of basis points could rise or
fall as these uncertainties are resolved.

1 The banking industry experienced consolidation since the housing boom that has placed
upward pressure on the rate spi@etween the primary and secondary mortgage markets.
Similarly, only a few entities have portfolios large enough to securitize mortgages with a 5%
retention requirement. Consequently, securitizers-@IRbhloans are likely to exercise
their market poer in light of limited competition, driving rates upward. Likewise, it
remains unclear whether the private securitizers will have the ability to handle the volume of
securitization under the current system. During periods of financial distress,dtoth inve
and securitizers will likely choose to pull back. Together these facets will add an additional
30 to 60 basis points to the full impact of a system under QRM, or more.

1 MBS investors underpriced the risk of borrowers witlfQiivl characteristics ihe past
and are likely to command a higher risk premium going forward. Furthermore, portions of
the nonQRM market will become idiosyncratic and have trouble pooling into sellable MBS.
The void in lending that would result suggests an additional $g@&dss points and
possibly more due to liquidity issues.

20FDI C'"s Bair Would Rat her HRinearican BaakereJun@ OMROIHr om Ri sk Ret ¢
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Exhibit 15

Source: NAR estimates. 8#p://economistsoutlook.blogs.realtor.o?@11/06/17/qrm-

highermortgageaateson-the-horizon/ for additional details.

Similarly, a June 20, 2011 analysis by Mark Z
that borrowers of ne@RM mortgages would be saddled with interest ral€@asis points

higher than QRMligible borrowers. Based on the rangéestimates ithe NAR and Zandi

esti mat e $,contraot date Jolbasdeat fix&tate loan that did not meet the QRM

requirements would become a % 2ate, at best, and cogid as high as 6%5

The American Securitization Forum comment letter, subtoitteslagencies @une 10, 2011,
estimates that interest rates would be two percentage points higher due solely to the proposed
premium capture rule, exceeding both the BiddRZandi estimates. If the ASF is right, the total
impact on interest rates for a FRM loan would be catastrophic in terms of eligibility for
virtually all borrowemsho are not eligible for a QRM loan

A simple forecast of loigrm mortgage ratessvcreated and displayed below using the
Congressional Budget Otyéar Tceastirg and therhistaricayspréad r e c a s
between the 3@ear fixed rate mortgage published by Freddie Mac and/das Toeasury. For
simplification, the ta for QRM loans assumes the forecast baseline, while spreads are added to
reflect the low and high estimates of the@RBiM rates. The impact of the spread on the non

QRM market is significant and heightened by the rising baseline mortgage rateiit $36e Ex

ZMar k Zandi and Cristian deRitis, Moody dse2@® R0dl. yt i cs Spe
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