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August 5, 2011 

Ms. Mary L. Schapiro, Chairman Mr. Ben S. Be rn anke, Chairman 
U.S. Securities and Exchange Co mmiss ion Board of Governors of the Federal Reserve 
100 F Street, NE 20th Stree t a nd Constitution Avenue, NW 
Washington, DC 20549 Was hington, DC 20551 

o _ " ~ 
Mr. Martin j . Grue nberg, Acting Chai rma n Mr. Edwa rd DeMarco, Acting Direcf§)- - ;Cl 
r ederal Deposit Insurance Corporation Fed era l \-l ousing Finance Agency ';;,?, ~ j.i 
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Mr. John Walsh, Acting Co mptrolle r Mr. Shaun Donovan, Secre tary 7:";~ ~ CJ 
Office of the Co mptroll er of the Currency U.S. Department of Hous ing and Urban'J!eveloEJl1 ent 
250 E Street, SW 451 7,10 Stree t SW 7' ....J 

Washington, DC 20219 Washington, DC 20410 :::, 

Dear Chairman Schapiro, Chairma n Bern anke, Acting Cha irman Gru enberg, Acting Director DeMarco, 
Acting Comptroller Walsh, and Secretary Donovan: 

We are writing to ex press our concerns w ith the proposed Cred it Risk Retention rule that implements 
Section 941 of the Dodd-Frank Act. While there have been a number of issues ra ised related to the rule's 
definition of Qualifi ed Residentia l Mortgage (QRM), we believe attention also must be focused on the 
proposed QRM cred it his tory s tanda rds that as now writte n will not serve as a s trong predi ctor of default 
risk. If the QRM is to include cred it hi s tory s tandards as part of its el igibili ty requirements, it should 
incorporate the reasonable use of credit sco res tha t refl ect the need for strong credit risk standards 
withou t posing an unreasonable barri er to accessing QRM's. 

The proposed QRM credit history s tandards a re limi ted to a se t of derogatory factors that appea r on the 
borrower's credit report. While the proposed rule fai ls to include any s pecifi c da ta tha t demonstrates the 
effectiveness of using these derogato ry factors to measure credit ri sk, concerns exist that the proposed 
credit history s tanda rds wo uld actua lly result in SO me of the ris ki es t borrowers being included under the 
QRM, w hile exclud ing other low-r isk borrowers. Clear ly, such dis torted outcomes a re neither desirabl e nor 
appropriate and do not s upport the Co ngress ional intent of creating a pool ofa hi gh quality, accessible, low 
ri sk loans that warrant exemption from ri sk retention requirements. 

However, t hese same low ri s k and hi gh ri sk consumers are easily identifi ed by the empiri cally deri ved, 
credit scoring models that have been used in the market for decades to effective ly manage cred it ri sk and 
avo id unfair or illega l discrimination. As outlined in the Federal Reserve Board's 2007 Report to Congress 
on "Credit Scoring and Its Effects on the Availability and Affordability a/Credit," credit sco ring promotes a 
more efficient marketplace and provides va luab le benefits to consumers : 

"Credit sco ring ...increases the consistency and objectivity of credit eva luation a nd thus may 
dimini sh the possib ili ty that credit decisions will be in flu enced by persona l characte ri s tics or other 
factors prohibited by law, includ ing race or ethni city. In additi on, quicker decision-making also 
promotes increased competition because, by receiving informati on on a timelier basis, consumers 
can more eas ily shop for cred it. Fi nally, credit scor ing is accurate; that is, individuals with lower 
(worse) credi t scores are more li kely to defa ul t on their loans than individuals w ith hi gher (better) 
scores. [po 0-5]" 
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Furtherm ore, while not a ll borrowers have high credit scores, most can improve their scores over time and 
actively reduce their risk profile. Also, by bu il ding credit sco res in to the criteri a for determining QRM 
eligibility, we can reduce costs and risks associated with manual underwriting. A manual review of 
derogatory factors in the credit fil e can be acco mpanied by added cos ts, delays, errors and transparency 
concerns. 

Moreover, there are several impl ementation cha ll enges to the proposed QRM credit hi story standards. 
Some of the data re li ed up on in the proposed standards, such as the timing of s hort sa les and 
repossessions, is not readily ava ilab le to lenders at the time of underwriting. The proposed standards also 
permit lenders to determine QRM status on data that is up to 90 days old, th is could lead to many of these 
important decisions being made based on s tale in formatio n. Additionally, we are concern ed that small and 
medium size financial institutions with scarce compliance resources will be forced to comply with an 
ineffective, check-the-box regulatory requirement that could result in some institutions taking the 
disastrous step of substituting the proposed standards for sound underwriting practices. 

Today, Regulation B (implementing the provisions of the Equal Credi t Opportunity Act) sets standards for 
lenders to use approved credit sco ring models that are "empirica lly derived, demonstrably and statistically 
sound." As a result, guidance and ove rsight exist to try and make certain these sco rin g mode ls operate 
effectively and provide an objective assess ment of a borrower's credit risk. Congress has and will continue 
to work to ensure the current system furth er benefits consumers and a ll other participants in the 
residentia l mortgage market. 

Credit risk reten tion is in tended to help fos ter a strong and healthy securiti zation market, one that wi ll help 
us to avoid a repeat of the recent housing crisis. As a result, it is important for us to ensure that we get all 
elements of this rul e right. For the reasons outli ned above, if the QRM is to include credit history 
standards, we strongly urge you to inco rporate credit sco res in the fina l rul e. 

Sincerely, 

hn Campbell £l~rney
Member of Congress Member of Congress 

Erik Paulsen Grego ry Meeks 

Member of Congress Member of Co ngress 


Keith Ellison 
Member of Congress 

eYlo!t,-·
Ed Royce 
Member of Congress 

PRI NTED ON RECYCLED PAPER 


