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Manager, Dissemination Branch 
Information Monogement and Services Division 
Onice of Thrift Supelvieion 
1700 G Street, N.W. 
Washington, DC 20552 

Dear Manager, 

This is in response to tho request for comments in connection with proposed changes to the ThriR Financial 
Report effective March 31,2001, as published in the Federal Register August 4,200O. ‘the following 
comments are specifically directed to the definition of subprime lending as outlined in the Pcderat Register. 

Per the Register, the definition states “Subprime loans are extensions of credit to borrowers who, at the 
time of the loan’s origination, exhibit characteristics indicating significantly higher risk of default than 
traditional bank Icndiny customers”. This proposed definition contains several phrases that can create 
siguitlcant problems for both lenders and borrowers. Each phrase with which there is concern is dealt with 
below. 

First, the term “signitlcantly” is highly subjective. What is significant for one instihrtion is not necessarily 
significant for another. This alone could potentially create a great deal of disparity from institution to 
institution and, in some cases, could ct~usr) institutions having capital difflcultics to apply a more liberal 
xlandard to the word “significantly”, thus increasing their risk without adequate regulatory disclosure, 

The phrase “higher risk of default” is troublesome in that, frequently, borrowers who utilize government 
lending programs, such as PEIA, VA or Housing Authority programs, would, under this definition, be 
classified “subprime”. Should such definitions include the90 types of loans and such loans bccomc 
subjected to higher capital requirements by the institution’s regulatory authority, government lending 
programs could suddenly evaporate for the very borrowers those programs were intended to assist. Perhaps 
a bottcr wording might be to define loans with a higher risk of 1Q99, rather than default. Aherall, ia it not 
the potential of IOSY to the institution that creates a greater risk and not mere Jcfilult? Perhaps loans that are 
covcrcd under insurance and guarantee programs, both private and government, could be exempt from the 
definition in addition to the change In reference from “default” to “loss”. 

Fin&y, the dctinition contains the phrase “traditional bank lending custotncrs”. This phrase could result in 
instihitions narrowing their lending base to customers whoso profiles mirror that of it’s own traditional 
customer base, thus preventing any significant entry into A broador credit market yuch as those currently 
encouraged by the Community Reinvestment Act, This decline in available credit to borrowers outside a11 

instihition’s “traditional” customers is counter productive to public policy and faimcss to all potential 
borrowers, 

In further response to your request for comments, below is a discussion ofeach item on which the Register 
specifically requested comment. 

I) Shortltldl intlivichral ntbprime lonns be reported in the prcl/rosed new WH items or should only thovu 
dprime locms thrrt urt! hold ix 4 segregnted porlfolio or progtm be reporteclP Do you forwee any 
rliJkulticzv Br rrportlrrg inclividual subprime lonns or st~gregcrted groups ofsthprime lonns? 
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Such scgreg;\tion could be manipulated by Institutions merely by classitication and, therefore, could 
ncgatc the effcc~ivellesa of any reporting requirement, ‘l’ho difticulties liu within both the definition 
and the retroactive nature of the proposal since an extensive review of uch loan on the books would be 
required. 

Bnsrd on the yru~osrd cle/nittotr ufsubprtme lt~urrs crbove, uppruxkntrfely whut percentage ofpur 
strvings crssocicttion ‘s locm portfolio would currently be cutegorlzed US subprime? Using your 
tissocitrtion !u own lnrernal definition of a subprime locm, what percentcrge ofyour loan portfolio does 
your sctviflgs crssocfr~tion currerttly clcrasifL OJ srrbprimrl Pleuse incllc~~te whether these percerrtuges 
tore brrsecl on CM itrtlividud srrbprlrne loan oppronch or o seg!g,~c?gate1lyortfolio or program crpprooch. 
To the extent possible, prr~vitle percentrlge~~ for your crssociccdorr ‘s bun portjollo under both 
irpprvtrches, 

It is difticult to respond to this question due to the dctInition propouctl and duo to the extensive review 
required to rcvpond in nn appropriate nnd meaningful mnaner. 

Whrrt critorirc tlors your assoclclrlon use to clefermine which l0iin.s (Ire subprime? Are the crirertu thd 
stune Jk trll type of locurs, e,g,, mortgqte, automoblle, rrnrl credit curds? If not, how do they diJep? 

Any clessitication would be based on numerous criteria including risk of loas, primarily bavctl on a 
combination of factors such aa mortgage insurance on the loan, loan to velue and credit factors. 

It, rltjhitrg subprime loons, which Jllctor$) listed below are the b&t itdicmors of 4 higher risk of 

flighcr loon fees 

(b) 

(4 

(4 

(e) 

This does not necessarily indicate P subprimo loon. 

1 ftgher interest rates. For example, should 1111 loans mnde (It a contrtlct rate 200 hods. 
points crbove the rott? that Is oflewd to (I trodltlonal savings crssocicrtton customer for the 
stunt! type of loon be tnclutied as subprime loans? 

No, interest rates are P factor influenced by indlvidual markctu, credit risk, collatcrdl risk, 
mortgage insurance, etc., ond should not be used to determine subprinre loans, 

Debt-to-incotne rutios. For example, should II loon to N borrower wlth a speclJlc debt-to- 
Income rutio nbove II stipulated level automtrtlcnlly be a subprims loan? 

No, Frequently, borrowers under government programs hove higher debt to income 
ratio3 but should not be considered subprime. 

Delinquency history, For example, rf: crt the Itme uJ’the loan !s origination, the customer 
hd two or more payments thnt were 30 tluys past due in the 1~ I2 months or had lonn~ 
charged off In the l~~sr 12 months. would the loan be subprime? What @pe of 
clelinquency history would constitute n subprime borrower in your cr~xocintfon ‘s viewl 

Since multiple factors can impact an individual’s delinquency history, this is an 
extremely unreliable indicntor for subprime detlnition. Only excessive delinquency Is 
considered to be indicative of a subprime borrower und only then when other 
compensating factors do not exist. 

Lotu-to-value rrrrlo. Is there n loun-to-vcrlue rcltio above which n loan secureJ 11y red 
t?rrate would be considered subprtme? 

c ‘d 

Again, government programs historically have higher loan-to-value ration. Does that 
alone indicate II subprime borrower’? No. 
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Credit scores or other mtings. Ifyour crssoclntton uses cwrlit scoring to determine 
whether CI loton should be curegorlzetl us subprime, tire the scores custom or generic 
scores;’ 

Credit scores nce only a portion of the information gathered for a lending decision. Dl(e 
to the “black box” nature and the volatility of such xoceg, these alone should not be used 
to detemline whether a borrower is “subprime”. 

Bnnkruptcy stutus. For exnmple, howfilr buck in the customer’s credlr htstory would 
your ctssocinrlon go to determine whether n bankruptcy should ulfct your categorttntion 
of (1 locrn 7 

This, in isolation, should not determine subprime borrowers. 

(II) Luck ofcretlir hIstory, 

This factor, if used, could result in a denial of credit to those most in need of establishing 
credit. 

fi) Other/irctors. Please ldentifL nny otherjilctor Ihat should be considered on indicator of 
a higher risk oftlefoult and explain why It should be considered. 

None of the factors noted above alone should be used to identify subprime borrowers. 
As previously stated, the view of default in the definition should not be used. Rather a 
determination based on risk of loss should be used to determine which loans are 
subprime. 

5) Should the de~nitlon of s&prime be ltlenticd for all &pes oJ/ucvw, or should tr clt@er by type 
oflocor, e.g., mortgage, auromobike, anrf credit fxirds? 

No. Risk of loss should be used ond this risk can vary greatly from loan type to Loan type. 

6) C!~CII your ossoclati~n cletermtne from its records whether borrowers with subpritne 
churocteristic have credit support (e.g,, public or priwtte guctmntaes, co-signers, ml 
insurcurce) on speciJ2c loans? lfyes, do you ccrtegorlze Ionns with such credit support as 
subprime buns? 

This atldrcsses the primary issue at hand. These loans should not be classilied as subprime. 

7) The proposed subprime loan definition relies on differences between trcrrlltiond nrrtl “higher- 
risk” borrowers? How should the agertcles tuke into uccount shi$s in that &&encc (kg., 
what hcrppars IY “rrrrrlitionnl ” lenrltng stondrrds drop) ? 

As stated clbove - this could potentially limir credit availability to those most in need. 
Conversely, should an institution with adequate capital choose to extend credit to those 
customers, such “traditional” definitions could dcteriornta thus creating greater risks to those 
instialtions. 

S) Shordd the subprime lout ttejinllton tlistirlgul.dr between itrstirutbns that target higher rivk 
borrowers 41s opposed to those lnstttutions thclt serve c( cvmmunlty in an economic&‘y 
tiisdvcmtnged nreu where the repayment ability ofarett borrowers cw be or has been 
dvrrsely &xterl? 

Such a distinction could create an unfair odvantnge to certain institutions while crcuting a 
stnndard that would be impossible to adequately monitor. 
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~horrltl smollw SCI vlr~gs crssocludons be trecrretl &Jfet-etdy from lrrrger snvings crusocicrllotrr 
from reporrlrrg purposes? No. 

Wiuu types of loans or Ieding programs, if my, should be excludet~from the Aflniriort oJ’ 
subprim 1mm.s or, if included in the cieflMton, reporkul repctrctrely/ionr other dprimt! 
loners? Plt~sa explain the rensotrs for the exclusions or septmte reporting, 

As stated before, government programs and programs with mortgage insurance should be 
cxcludcd, Risk of loss, ra!het than mete default, should be the barometer by which subptiqe 
loans ate mcusured. This loss risk should bo cvahloted by multiple criteria, none of which in 
isolation should cause a subptime categorization. 

Slro~ltl ihe proposed TF’R Items on subprlme lotrns be b.ctrted us cot~fi~i~ntinl for o ibrdturl 
prrioti oj’tlmc in order to glut! ~rvsociat~otrs time to resolve issues .surrouading which lams 
should ml should uot be reported ns subprime? 

Absolutely. 

We hope our comments prove helpful in resolving this extremely complex issue. WC recognize the 
difticrrlty in defining subptima lending and encourage the regulatory authorities to weigh each irtm raised 
in o&t to t’cdrly and equitably address the issue. In addition, such increased tcqulremenrs are unnecessary 
and unwarranred given the current level of regulatory oversight. Putlher restticlions on an instih3ion’s 
ability to complete will not only hatm these inudtutions but also decrease available credit in the 
markutplacc for those very customers such regulations nte intended to protect, driving them to unregulotcd 
entitios for their credit needs. Protection of not only the financial health of the institutions is at stake but 
also the protection of tha availability of credit for all polcntial bottowers. 

& cry1 R. Stone 
ice President and 

Acting Controller 

E ‘d 

4 


