6402 Arlington Blvd.
Suite 500
Falls Church, VA 22042

888.224.4321

www.caionline.org

Communlty

ASSOCIATIONS INSTITUTE

August 1, 2011

The Honorable Martin J. Gruenberg
Acting Chairman

Federal Deposit Insurance Corporation
250 E Street, SW

Washington DC 20219

RE: Credit Risk Retention—RIN 3064-AD74
Dear Acting Chairman Gruenberg:

On behalf of Community Associations Institute (CAl)am pleased to submit the
following comments on the jointly proposed reguatimplementing Section 941 of
the Dodd Frank Wall Street Reform and Consumereetimn Act of 2010 (Dodd
Frank).

I ntroduction

CAIl's members believe the proposed joint regulati@m particular, the definition of
gualified residential mortgage (QRM)—will profougdmpact how Americans
approach homeownership as well as the vitalithefdommunities they call home.
As the nationwide advocate for community assoamsti@€CAl believes the QRM
definition must take into account the millions afrfilies who have chosen to make a
community association their honfe.

1 CAl is the only national organization dedicateddstering competent, well-governed community
associations that are home to approximately omewény five American households. For nearly 40
years, CAl has been the leader in providing edanaind resources to the volunteer homeowners who
govern community associations and the professiomatssupport them. CAl's 30,000 members
include community association volunteer leadersfgasional managers, community management
firms, and other professionals and companies ttmatighe products and services to community
associations.

2 All community associations have three definingrelteristics: (1) membership is mandatory and
automatic for all owners; (2) certain documentgkali owners to be governed by the community
association; and (3) mandatory lien-based assessmenlevied on each owner in order to operate
and maintain the community association. Therelameetbasic types of community associations:
condominiums, cooperatives and planned communities.
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A QRM definition that implements congressional miteill protect consumers from predatory
mortgage products and offer long-term stabilityite housing finance system by ensuring that
mortgage loans are prudently underwritten. Altauedy, a QRM definition that is unnecessarily
restrictive will prevent well-qualified consumersin achieving homeownership, limiting the
very economic freedom Congress intended to profmptzeating the QRM exemption from the
credit risk retention requirements of Dodd Frankt®e 941.

In prior correspondence, CAl urged all Agenciedtorg the QRM standard to recognize the
presence of community associations in the natibaissing stocR.CAl believes the Agencies
have a duty to respect the decision of homeowethdose the community association housing
model and to ensure equal access to mortgage @oedlitiese consumers. With this
understanding, and on behalf of CAlI's membersspeetfully offer the following comments and
recommendations to the joint Agency proposal imgeting Dodd Frank Section 941.

Risk Retention Exemption for the GSEs

The Agencies propose to exempt the Government Spet&nterprises (GSEs)—Fannie Mae
and Freddie Mac—from the credit risk retention iegments of Section 941 while the
enterprises operate under a Federal Housing Finageecy (FHFA) ordered conservatorship or
receivership and rely on capital infusions from ttheted States. The Agencies further propose
an exemption from the credit risk retention requieats for any limited-life entity succeeding to
the charter of a GSE. The Agencies request comoretite appropriateness of the proposed
exemption and if prohibitions on hedging activitiysthe GSEs should be should be considered.

CAIl Supports Proposed GSE Exemption

In general, CAl supports the Agencies’ decisioexempt mortgages purchased by the GSEs
and mortgage backed securities (MBS) issued benikerprises from the credit risk retention
requirements of Section 941 while operating undé¢fA&-ordered conservatorship or
receivership with capital support from the Unitddt8s. CAl also supports the Agencies’
proposal to extend this exemption to any limitdd-éntity succeeding to a GSE charter that
operates under similar circumstances.

The GSEs currently provide critical support to nation’s distressed housing finance system,
purchasing and guaranteeing a substantial majofityortgages nationwideAbsent this

3 Appendix A—CAI letter to Agencies concerning QRMfiition dated December 16, 2010.

* Federal Housing Finance Agency: Conservator’'s Repothe Enterprises’ Financial Performance, Fsarter
2011, Figure 1.2 shows the GSEs and Ginnie Maeuatdor a combined 97 percent of MBS issued inWhéed
States in Q1 of 2011.



support, mortgage credit would not be widely avddaand further damage would be visited on
the housing market. The Agencies’ proposed exemmtidthe GSEs from credit risk retention
requirements will ensure a liquid secondary maalsgprivate capital is not currently available to
perform this vital function.

CAI Supports Hedging Exemption for GSEs

The Agencies request comment on the appropriateri¢se proposed exemption for GSE
purchases of pool insurance as a hedge againstsldssgeneral, CAl supports prudential
actions by the Agencies to preserve the abilitthefGSEs to provide support to the housing
finance system. Pool insurance will protect the &8&m incurring further losses or dilution of
available resources.

The Senior Preferred Stock Purchase Agreement teceouSeptember 2008 between the
United States and the GSEs requires that the G&Ea guarterly 10 percent dividend to the
U.S. Treasury. Cumulatively, Fannie Mae and Fredithe have remitted dividend payments of
approximately $24 billion to the Treasury sincesttine® The GSEs are now also subject to a
commitment fee paid to the United States undetdimas of the Agreement. While these
encumbrances ensure the American people receive sginrn on the capital invested in the
GSEs, these restrictions have increased the reliahihie enterprises on public capital.

Further encumbering the GSEs through a prohibtiothe purchase of pool insurance that
protects the GSEs (and by extension U.S. taxpafrers)losses is unnecessary and runs counter
to the government’s interest. Preventing the G3&® £mploying an appropriate risk
management strategy will force the enterprisestadditional government capital to account
for those risks rather than to support the houBmance system. Accordingly, CAl supports the
Agencies’ broad exemption from credit risk retentrequirements for Fannie Mae and Freddie
Mac.

Impact of Risk Retention on Availability of Creakt GSE Operations are Curtailed

CAl views the Agencies’ proposed exemption for GB&rtgage purchase and securitization
activities primarily as a means to offer contingedernment support for the housing finance
system. CAIl believes this support is necessaryagpdopriate. This view notwithstanding, CAl
shares the broad consensus that the GSEs mudbbmed and that the status quo is
unsustainable. Already the Administration and FHta&e announced a series of independent
measures designed to reduce the enterprises’ medréeg. Various legislative proposals on GSE

® Federal Housing Finance Agency: Conservator's Repothe Enterprises’ Financial Performance, Firsarter
2011, Figure 3.1.
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reform have received consideration in the U.S. ld@fRepresentatives, while the U.S. Senate
Committee on Banking, Housing, and Urban Affairs hald hearings on the future of housing
finance.

As the housing finance system adjusts to structefatms, careful consideration must be given
to the ability of the system to sustain change etiag from such multiple actors. A hasty
withdrawal of federal support for the housing finarsystem, coupled with increased capital
requirements and higher costs of funding for mayégariginators, could impede the flow of
capital to the housing finance system. To avoid thitcome, CAl urges the Agencies to
consider the impact of the proposed QRM definiborthe housing finance system post GSE
reform.

The effect of extending the government agency exiempo the GSEs is, in essence, to exempt
a very large percentage of mortgage loans (at thrment, 97 percent) from credit risk retention
requirements. Given the dearth of private capitatantly deployed in the housing finance
system, a narrow QRM standard will ensure goverrnragancies continue to dominate the
secondary market. A broad QRM standard and a methlogredictable withdrawal of the GSEs
from the market are both required if the housimgufice system is to transition to from reliance
on public capital to private capital. Failure b thgencies to contemplate the combined effect
of a narrow QRM exemption and a precipitous windiogvn of the GSEs will harm the
economy and lead to a credit crunch in housing etark

Overall Approach to Defining QRM

The Agencies have requested comment on the owgratbach taken to define the QRM
standard. Specifically, the Agencies have inquakdut (1) the appropriateness of the approach
taken by the Agencies; (2) the impact of the prepd@RM standard on securitization of QRM
and non-QRM loans; (3) the impact the proposed Gividard will have on low-to-moderate
income borrowers; and (4) ways the Agencies colaldfg the QRM standards to reduce
uncertainty as to whether a residential mortgaga bualifies as a QRM at origination.

General Approach to QRM Definition

Dodd Frank Section 941 directs the agencies to‘takento consideration underwriting and
product features that historical loan performanai@ thdicate result in l@awer risk of
default...”® The statute further provides that the QRM defimitmay not be “broader than the

® 15 USC § 780-11(e)(4)(B)Emphasis added.
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definition ‘qualified mortgage’ as the term is defd under section 129C(c)(2) of the Truth in
Lending Act. ...”

In crafting the proposed QRM definition, the Agexview the QRM exemption as a
complement to the general credit risk retentiorun@mnents of Dodd Frank Section 941. The
Agencies describe this approach in the proposexd writing that “The sponsor of an ABS that

is collateralized solely by QRMs is completely ex#rnom the risk retention requirement...This
requirement suggests that the underwriting starsdand product features for QRMs should help
ensure that such residential mortgages are ofhigtycredit quality.®

The Agencies further note that by statute the QRfiihition may not be broader than the
definition of “qualified mortgage” (QM) and proposeincorporate statutory QM requirements
in the QRM standard. The Agencies write that “Theppsed approach also helps reinforce the
goal of ensuring that QRMs are of very high crediality.”

In taking this approach, the Agencies are seelangse the QRM exemption as a tool to ensure
the broadest application of the credit risk retmtiequirement. The Agencies note that viewing
the QRM exemption in this context will have a metempact on many borrowers, writing that
“... many prudently underwritten residential mortgaggns will not meet the proposed
definition of a QRM.*°

CAIl's members believe the Agencies have taken tyoow a view of the QRM exemption from
credit risk retention requirements, proposing a Q&¥inition that is beyond the intent of
Congress. CAl does not believe Congress intende@8M exemption to force well-qualified
borrowers to pay higher mortgage costs. If thisenthe case, Congress would not have created
the QRM exemption.

Understanding that credit risk retention requireta@vould increase the cost of credit, Congress
created the exemption for residential mortgageddaravoid this consequence of risk retention.
During debate on Senate Amendment 3956 to S. 8&t&tor Johnny Isakson stated:

The committee did a great job to ensure subpriraadavould never be made
again by requiring risk retention of 5 percent. Tdrdy problem is they have
called it on all loans, which meant there wouldrizemortgage loans. You would

715 USC § 780-11(e)(4)(C).

8 Federal RegisterVol. 76, No. 85: p. 24117.
° Federal RegisterVol. 76, No. 85: p. 24118.
19bid.
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not have subprime, you would not have good loanause you cannot make it
work with a 5-percent risk retention. As | havetiaed all my colleagues, in the
1980s when the savings and loan industry failegly thad 100 percent risk
retention. Risk retention is not the cure-all taogdending; underwriting is*

Additionally, Congress included a general exempt@ragencies of the federal government that
support mortgage lending and securitization. Thengption includes mortgages insured by the
Federal Housing Administration (FHA) and securiiesied by the Government National
Mortgage Association (Ginnie Mae). FHA insured lpatiow downpayments as low as 3
percent; allow closing costs to be financed; ardodiiered to borrowers that, in general, can
represent a higher credit risk profile. If not tbe explicit QRM exemption provided by
Congress, FHA insured loans and Ginnie Mae seesntiould be subject to credit risk retention,
significantly increasing costs for these borrow&g statutorily designating FHA and Ginnie
Mae activities as exempt from risk retention, Casgrpreserved access to credit for borrowers
supported by these agencies.

The Agencies expanded Congress’ policy by qualgyhe activities of the GSEs for the general
agency of the federal government exemption in Diedohk Section 941. According to data
supplied by the Agencies, only 30 percent of mayégapurchased by the GSEs in 2009 (when
credit standards were very high) would meet th@psed QRM definitionThe percentage of
QRM loans that would have qualified in prior nonancial crisis years approaches a mere 20
percent! The statutory exemption for government-supportedtgage lending, as well as the
Agencies’ expansion of this exemption to the G3&an explicit acknowledgement of the costs
of risk retention and the benefits that will acctaeonsumers able to obtain federally-supported
mortgages.

It is doubtful Congress would have considered atapted broad exemptions to the credit risk
retention requirements, such as the QRM exemptidreaemptions for FHA and Ginnie Mae
activities, if the intent was to offer only limitedlief from credit risk retention requirements.
Further, it seems incongruous for the Agenciesnsuee the GSEs qualify (even if only during a
transitional period) for a blanket exemption froradit risk retention requirements while at the
same time proposing to limit the QRM exemptiondoch a significant portion of well-qualified
borrowers.

1 Congressional Record, Volume 156, No. 71: p. S3576.
12 Federal RegisterVol. 76, No. 83: p. 24141.
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CAl urges the Agencies to reconsider the overgltagch taken to defining the QRM exemption
and redraft the exemption to expand the numbemoérican consumers that will qualify for
mortgages that meet the QRM definition. CAl beleties general approach is authorized in the
statute, that the legislative history clearly shaks approach to be the intent of Congress, and
that this approach will attract private capitatihe mortgage markets.

Impact of Proposed QRM Definition on SecuritizattdrQRM and non-QRM Loans

Data provided by the Federal Reserve show thatgaget securitizations by commercial banks
or other private firms were valued at $724 billiar2005; $723 billion in 2006; and $641 billion
in 2007.The impact of the financial crisis on this marketsssubstantial with non-GSE
securitizations reduced from $641 billion in 2067%28.6 billion in 2008. While non-GSE
securitizations have improved from 2008 levels,rtfagket has yet to match pre-crisis
securitization levels of 2005°

Over the period of July 2010 to July 2011, theltapproximate value of non-Agency MBS
issued in the United States was $44.7 billibBy contrast, Federal Reserve data show that
securitization activity for similar loans in 2002s/valued at $213 billion and in 2003 at $296
billion. This means the current rate of non-Agency mortg&geritizations is approximately
15 percent of 2002 levels.

The current rate of non-Agency mortgage securithathows a very weak secondary market for
private label mortgage backed securities, whichldibe the market for non-QRM
securitizations. When the cost of risk retentiotalsen into consideration, non-QRM
securitizations will be at a further cost disadegetthan current non-Agency securitizations.
One estimate shows originators will require a sargé of up to 100 basis points (bps) simply to
account for the cost of risk retention. Additioshkarges are likely to be required to provide
sufficient profit motive for lenders and securitiz¢o operate in this spat&Given these factors,
CAl is not confident that non-QRM loans will be wied by markets as good candidates for
securitization.

The more likely scenario is that lenders will onigie FHA loans or loans to be purchased by the
GSEs to avoid the costs of risk retention. Not amily this likely scenario have an impact on
non-QRM securitizations, non-Agency QRM securiimas are likely to languish as lenders

13 Report to Congress on Risk RetentiBaderal Reserve System, October 2010.

4 Data obtained via Asset Backed Alert at http://wabalert.com/market_statistics.php.
' Report to Congress on Risk RetentiBaderal Reserve System, October 2010.

'® Ken Fears: National Association of Realtors at
http://link.brightcove.com/services/player/bcpid 54666 75?bctid=973945347001.
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seek to avoid risk retention through a greateanele on federally-supported mortgages. This
outcome is all the more probable if the Agencidstéabroaden the QRM definition.

This is not to say that CAI believes borrowers Wwél unable to obtain a non-QRM loan. The
more probable scenario is that if a non-QRM loamketadevelops, the loans will be held in
portfolio by the originator, subjecting mortgageiwty to capacity and risk limitations of
individual lenders and federal regulators. A reten portfolio lending will have significant
impacts on consumers and the business decisidandrs.

The cost—both monetary and regulatory—of managisigificant mortgage portfolio means
that smaller lenders are not likely to have rolmyesrations in the non-QRM market. According
to the FDIC’s Quarterly Banking Profile for 2011 Qhie average cost of funding earning assets
for FDIC-insured banks was 75 bps. When brokerbguhstitution size, the spread in cost of
funds for the first quarter of 2011 was as mucth@®bps for banks with $100 million to $1
billion in assets to as little as 68 bps for bawith more than $10 billion in asse€tsThis and

other factors will make non-QRMs originated by derdiinancial institutions more expensive
and, therefore, less attractive to consumers,rdyithese borrowers to larger lenders as smaller
financial institutions will be unable to overconmetcost of funds advantage enjoyed by larger
financial institutions.

Larger nationwide lenders could perhaps managgnafisent non-QRM portfolio given that
certain economies of scale could work in their fartowever, CAl does not believe it would be
prudent for the housing finance system to relyuichsa great extent on a limited number of
large, national lenders with substantial retain@dtgage portfolios to support the non-QRM
market. Concentrating mortgage lending activityhis manner would continue to expose the
entire financial system to risks similar to thoserppting the public rescue of Fannie Mae and
Freddie Mac. A broader QRM standard would certgmmgvent this occurrence and provide
consumers with greater lender choice and more atzpricing of credit.

Impact on Minority, Low-to-Moderate Income, andgtifime Borrowers

CAl believes aspects of the proposed QRM definitdhlikely prevent minority and low-to-
moderate income borrowers from becoming homeowa@dssignificantly delay homeownership
for most first-time homebuyers. The Agencies’ pragub 20 percent downpayment requirement,
coupled with a borrower’s inability to finance dlog costs, will dramatically increase the
financial resources required to close a mortgage.lo

" EDIC Quarterly Banking Profile: First Quarter 262Commercial Bank Performance, Table IIl.A.
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According to the Census Bureau’'s 200@erican Housing Survegn overwhelming number of
minority borrowers used a downpayment of less @apercent to purchase a home. In the case
of African American borrowers, the percentage @fdodownpayment purchases approaches 70
percent. Additionally, the survey reported that @78 percent of Hispanic borrowers obtained
mortgages with downpayments less than 20 pefé@ased on this criterion alone, the
Agencies’ proposed QRM definition will push mingrtiorrowers into higher cost mortgage
loans or simply place homeownership out of reactafsubstantial portion of this population.

The Agencies acknowledge that the proposed QRMilatdnwill have a material impact on
some borrowers. To illustrate this impact in mavaase terms, CAl examined the impact of the
proposed downpayment criterion on minority borraverthe condominium market sector. The
2009American Housing Surveshowed that approximately 14 percent of existingew

occupied condominiums are owned by African AmerscanHispanics. An additional 8 percent
of condominiums in the survey were reported as awneindividuals living below the poverty
line.® When combined, the maximum percentage of theselatigns owning a condominium
reaches a potential 22 percent. Given the abovepayment and purchase data, a substantial
number of these owners would have been denied hermeship if the proposed QRM

definition were in effect.

To further explore the material effect of the Agestproposed QRM definition on low- to
moderate-income borrowers, recent research shats tlamily with a household income of
$50,000 would need as much as 14 years to raisks fsurfficient to cover a 20 percent
downpayment and closing costs on a $172,000 H8rs.the Agencies exclude private
mortgage insurance as a factor from the proposed @&inition, the only low downpayment
option in the QRM basket will likely be FHA-insurémhns. The 20 percent downpayment
criterion alone will unnecessarily force well-quigd low-to-moderate income and first-time
borrowers to either postpone a home purchase swek FHA-supported financing.

CAl is concerned this policy will lead to an oveliance on FHA programs, exposing the
agency to unanticipated financial and operatioiséil As a case in point, FHA operates under
certain annual fiscal restraints, and borrower&isge-HA-insured mortgages will be subject to
congressionally-approved FHA commitment limitatiolmsfiscal year 2010, FHA approached its
$15 billion commitment limitation, prompting the Acy to notify Congress and the market that

182009 American Housing Surygy.S. Census Bureau: Table 3.14.

192009 American Housing Suryey.S. Census Bureau: Table 3.1.

2 proposed Qualified Residential Mortgage Definitidarms Creditworthy Borrowers While Frustrating Hing
Recoveryprepared by the Coalition for Sensible HousingdyoMay 2011: p. 3.
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its operations would be disrupted unless the linoitawas expanded. CAl does not believe that
markets or consumers are well-served by FHA opmratbeing exposed to even greater political
risk.

A broader QRM definition will offer greater opponity for all American households to achieve
and maintain homeownership. This will be a restithe cumulative statutory improvements to
protect consumers from predatory mortgage prodaradisto require prudent underwriting.
However, as proposed, the QRM definition will dehgse households access to responsible
credit, frustrating their economic aspirations. rdddler QRM definition that does not disqualify
such a significant portion of the population frootess to mortgage credit on responsible and
reasonable terms is more in line with congressiontiaht. Such a standard will allow private
capital greater opportunity to support minoritywido moderate-income, and first time buyers.
Otherwise, a material impact of the proposed QRavid#ird on these borrowers will be recurring
FHA-related credit crunches as FHA programs becowmesubscribed.

Validating QRM Status at Origination

For a lender to validate QRM status for a mortdage at origination, the lender will

necessarily rely on information supplied by numersaurces that are not a party to the real
estate transaction. Importantly, the proposed QR&fgption requires MBS sponsors to
repurchase any mortgage loan in an asset pod ifntbrtgage loan was improperly designated as
meeting the QRM standafdiThus, the potential liability of third parties piding information

to mortgage originators and securitization sponsoligely to increase. CAl does not see
evidence that the Agencies considered how thigaszd legal liability may affect the behavior

of these third parties or the pricing that may goaiated with the information provided.

CAl is concerned that some third parties may bédmgsto supply information to originators or
securitization sponsors if doing so increases tbgal liability. Specifically, CAl is concerned
that community association boards, managers, amagesent companies will be hesitant or
will refuse to supply information to lenders regaglthe periodic common expense assessment
for a unit of housing if doing so increases thegdl liability. An important example of this in

the current market is the reluctance of some comgiam associations, community association
managers and community association management coespga supply lenders with information
regarding FHA-related condominium unit mortgagesodully respond to lender questionnaires
regarding common expense assessments and spaess@ents.

2L Joint Agency Proposed Regulation—Credit Risk RiétanSubpart D § _ .15(e).
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Recent changes to FHA’s condominium unit mortgagenance programs require lenders and
condominium associations to attest under threatiofinal penalty to certain information
regarding the condominium prior to approval fortggpation in FHA mortgage insurance
programs and prior to FHA endorsement. Condomiragsociation boards and managers are
hesitant to provide information for FHA program emyal or lender loan level certifications as
the information is either not readily availabledming so significantly increases legal liabilities.
The impact on individual borrowers is that FHA-sagpd financing is not available. In fact,
FHA recently disclosed that of a potential 12,006dominiums eligible for recertification under
the Agency’s new condominium unit mortgage insuegpigram, only 1,000 have been
recertified®?

Legal Liability for Third Parties under Propose@Qualified Mortgagé Regulation

The Agencies are under statutory direction that#fenition of QRM be no broader than the
definition of “qualified mortgage” (QM); accordinglthe regulatory definition of QM must be
imbedded in any final QRM definition the Agencie®pt? In its proposed rule defining QM,
the Federal Reserve Board (Boafdttempts to facilitate lender collection of infation

material to a determination of a borrower’s abitibyrepay their loan by allowing lenders to use
“reasonably reliable” information supplied by thpdrties, including information regarding
mortgage-related obligatioidThe Board will also permit the use of estimatescfrtain
mortgage-related obligations if the estimate isedasm “information that is known to the lender
at the time the lender underwrites the mortgagigatibn™°® and complies with certain standards
for disclosure on the basis of an estinfate.

Notwithstanding this flexibility, the Board additially holds a lender liable for information
affecting a borrower’s ability-to-repay if recorslsow that a material change in this calculation
may occur after closing. Relevant Official Staffdrpretations indicate that if a lender knows a
borrower’s verified current income is likely to beduced given the borrower’s intention to retire
within 12 months of closing that the creditor mdstermine ability-to-repay on the basis of the
borrower’s future rather than current incoffi@his policy means, by extension, a lender may be
liable for any material change to any variablehia &bility-to-repay calculation that the lender

22 FHA’s new rules: more pain for condo market—caltetbphase down under way@ly 19, 2011, by Ken
Harney: www.inman.com/buyers-sellers/columnistsheeney/fhas-new-rules-more-pain-condo-market

%315 USC § 780-11(e)(4)(C).

24 As of July 21, 2011, the Consumer Financial Priadureau assumed the Board’s rulemaking andreefoent
authority under TILA. As the QM proposed rule wagmated by the Board prior to this transfer, tleiter refers
to the Board'’s proposed regulatory amendments eopbged Official Staff Interpretations rather thhe Bureau.
% Federal Reserve Board Docket No. R-1417—Propo22b8§3(c)(3).

% Federal Reserve Board Docket No. R-1417—ProposédaD Staff Interpretation Paragraph 43(c)(2)@&)-
2712 C.F.R. § 226.17(c)(2)(i).

% Federal Reserve Board Docket No. R-1417—ProposcidD Staff Interpretation Paragraph 43(c)(1)-1.
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could have discovered in the underwriting proc€s8.s members are disturbed by this aspect
of the Board’s proposal, especially as it may applynformation supplied by a community
association to a lender regarding a unit’'s comma@eRrse assessment or a special assessment.

Lenders commonly seek information from communityogsations when financing the sale of
property in an association. Such requests are coosinonly associated with the sale of a
condominium unit and seek information pertainingh® unit's common expense assessment,
any outstanding special assessment, and any pesp@aial assessment. Condominium boards,
community association managers and community assmeimanagement companies routinely
refuse to provide such information to lenders abaaragreement by the lender that the
association, in providing the information, does aibést to its accuracy.

Lender and Securitization Sponsor Reliance on TiRady Information

The Agencies’ proposed QRM definition adds to #gal liability that third parties will assume
when providing information used to validate QRMssaat origination. If a lender is subject to
penalties under the Truth in Lending Act, as wsltlee sanctions under the Agencies’ proposed
rule, third party suppliers of information will lexposed to significant threat of litigation if a
loan is subsequently determined to be in violatibthe QM definition or the QRM definition.
For the ordinary citizens who volunteer to servet@ir community association board, the
personal legal liability they assume by supplyiegders and securitization sponsors such
information may simply cause them to cease doind b is also the case for community
managers and community management companies. Aitiiemum, should community
managers and management companies opt to providerkeand securitization sponsors
information on mortgage-related obligations, thesféor doing so will increase

Acceptance of Estimated Mortgage-Related Obligation

CAI's members believe the Agencies should enswatlémders and securitization sponsors
clearly have authority to estimate and to rely stineates of mortgage-related obligations when
validating QRM status at origination and when coyimg with relevant securitization standards.
In this regard, the previously discussed QM prodasée discusses the difficulty lenders may
have in determining certain mortgage-related obibga, such as property tax payments, and the
challenges this may pose to lenders when makirapaity-to-repay determination.

CAlI's members believe this is an appropriate apgndar the Agencies to consider as it
recognizes the difficulty that lenders and seaatibn sponsors may face when complying with
the proposed QRM definition. The use of reasonablenates of association assessments or
special assessments will improve market functiahemsure that mortgage closings can proceed
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in a timely manner. Should a lender encounter tast® from a community association where
the association board has a policy of not respanttinender questionnaires due to the risk to
the association this may pose, permitting the letmestimate a borrower’'s common expense
association assessment will allow the transacbqmréceed. Further, if a lender is permitted to
request an estimate of the borrower’'s common expassessment, community associations are
more likely to provide the requested information.

Reliance on Borrower as Source of Association Assesit Information

Many states have adopted the Uniform Common Int&@esership Act CIOA), drafted and
supported by the National Conference of Commiss®aoa Uniform State Laws.Under

UCIOA, property owners are required to provide @ierinformation to a buyer if the unit or
property is located in a community associationluded in the information the owner must
provide the purchaser is the current periodic comepense assessment for the unit or property
as well as any unpaid common expense or speciésment. CAl notes that UCIOA requires
that the owner provide information to a purchaset,the association; however, associations are
directed to supply resale certificates to selleithiw a specified amount of tint8.To cover the
association’s costs in producing resale certifieated to account for legal risks associated with
doing so, associations charge a fee for the préparaf resale certificates.

In the proposed QM rule, the Board permits lentiergly on certain information supplied by

the borrower, such as a self-prepared tax retulnigiwis material to a lender’s determination

that the borrower has the ability-to-repay a Id@Al believes it may be useful for the Agencies
to consider a similar approach, permitting a boenwacting through the seller, to provide
information regarding (actual or estimated) comrmagpense association assessments or special
assessments. This approach places the burdenctdslise and associated liability on the actual
parties to the transaction, which is likely amolhg most efficient means of obtaining required
information and limiting the chain of liability.

Mortgage-Related Obligations and Ability-to-Repay

Membership in a community association creates awambond among homeowners. Under the
community association structure, associations #iem oesponsible for waste removal expenses,
maintenance of community infrastructure, utility\sees, and insurance premiums.

Additionally, the association is responsible foggaring an appropriate operating budget that

% The most recent version of the Uniform CommonrgeOwnership Act may be viewed at:
http://www.law.upenn.edu/bll/archives/ulc/ucioa/3fial.pdf
30 Uniform Common Interest Ownership Act (2008) §68(g).
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funds current association obligations and adegestrve funds for anticipated future major
repairs and maintenance. All association memberapsessments that fund these critical
association services. To ensure each member alsaiation pays their fair share, association
assessments are mandatory and lien-based.

Most States Require Disclosure of Association Assests Prior to Sale

In general, CAl supports the Agencies’ view thaoasation assessments should be a required
element in mortgage-related obligations under tiopgsed rule. A homeowner’'s community
association assessments are critical to the pfapetioning of the association. When a
homeowner is unable to pay assessments, all otimeedwners are forced to bear the expense of
the delinquency. Ensuring that borrowers are gedlibn the basis of their ability to pay all
mortgage-related obligations will reduce assessmelimiquencies in community associations,
protecting homeowners from unanticipated housirgjsco

While the Agencies’ proposal does not address aabbkpsources of information concerning
mortgage-related obligations, relevant informagentaining to a borrower purchasing or
refinancing property in a community association \ikkely be supplied by the association. To
satisfy the requirements of the proposed QRM dafimj community associations will therefore
be subject to ongoing requests by lenders for m&tion concerning (at the very least)

individual unit or property common expense asseatsnéurther, as lenders and securitization
sponsors are now subject to new and significanalpies for failure to comply with QM and

QRM standards, the liability of associations andhaggers will also significantly change. Given
that community associations vary greatly in bo#e €ind operational capacity, CAl reiterates the
above recommendation that the Agencies clarify lgraders may estimate or obtain any required
information regarding current common expense ass&a®S or special assessments from unit
owners if this information is supplied consisteritvstate law.

Inclusion of Association Assessments in MonthlysimuDebt and Total Monthly Debt

CAIl supports borrowers being qualified on the basigheir ability to pay all mortgage-related
obligations, including common expense assessm@utifying borrowers on this basis will
reduce incidence of assessment delinquencies, piraptbe overall fiscal health and stability of
other owners in the association.

CAI's 2010 Association Impact Surv&yillustrates the impact on a community associatibien
owners cease paying association assessments. Augtodhe survey, 35 percent of community
associations reported delinquency rates of less3h@ercent; 32 percent of associations reported

*! Community Associations Institute: September 2016o&#tion Impact Survey

Community Associations Institute | Page | 14



a delinquency rate of 6 to 10 percent; and 32 p¢ereported a delinquency rate of more than 20
percent. Community associations indicated thatmacames due to foreclosure, abandoned
properties, and other factors, such as lenderakfadake title to a foreclosed property, were
causal factors in increased rates of associatisesament delinquencies. Contrasted with pre-
financial crisis levels, the differences are stémk2005, community associations across the
country reported low rates of assessment delingesred5 percent of associations reported
delinquency rates of less than 10 percent withedtenmt reporting delinquency rates of less than
5 percent. Unsafe and unsound underwriting by nagedenders has had a significantly
negative impact on the community association motlabusing.

CAl strongly supports underwriting requirements texify a borrower’s ability to repay a
mortgage at the fully-indexed rate and to proHimins with predatory characteristics.
Qualifying borrowers on the basis of all regulasgurring mortgage-related obligations,
including common expense assessments, is an inmpadenponent of the ability to repay
standard and will ensure that both homeowners lagid tcommunity associations remain in good
fiscal health.

Inclusion of Special Assessments in Monthly HouBielgt and Total Monthly Debt

Community associations raise revenue through lamteans: periodic common expense
assessments; user and other fees; and speciarasses. The last category of revenue, special
assessments, occurs when an association facegeanian-budgeted expense and the owners vote
to assess an additional amount to cover these. costs

The Agencies propose to include special assessnmethis calculation of a borrower’s total
monthly housing debt and total monthly debt wheteiaheining if the borrower meets the
proposed debt-to-income ratios for QRM loans. HaveZAl notes the Agencies provide no
definition of the term “special assessment” or goance on what is or is not considered a
special assessment.

While the Agencies fail to define or qualify therte“special assessment,” CAl notes again the
relationship of the Federal Reserve Board's prop@&3®l regulation to the Agencies’ QRM
rulemaking. In its rulemaking, the Board seeksnteead its Official Staff Interpretations to
define special assessment as, “... assessmentseahat@sed on the consumer at or before
consummation, such as a one-time homeowners’ aggciee that will not be paid by the
consumer in full at or before consummatich.”

32 Federal Reserve System: Docket No. R-1417—PropO$fimal Staff Interpretation Paragraph 43(b)(8).
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CAIl's members have strong reservations regardiagtitential inclusion of special assessments
as an underwriting requirement to determine if ads@er will have access to mortgage credit or
to govern mortgage rates and terms. This concduntiser heightened as the term special
assessment is not defined in the QRM proposaielftgencies intend the Federal Reserve
Board’s proposed Official Staff Interpretation &g as the definition of “special assessment,”
CAl offers the following observations and recommeinmhs.

1. Special Assessment Criterion Unfairly PenalBegowers in Community Associations.

CAIl's members are concerned that criteria regardperial assessments may reach beyond the
intent of Congress, applying extraordinary undeimgi criteria to borrowers seeking to purchase
a home in a community association or to refinancexasting mortgage. Special assessments
occur when associations face unexpected expengay; lFomeowner faces unanticipated costs
from time to time, yet the Board does not proposkvidual underwriting criteria to address this
fact for all borrowers.

A key difference between homeowners in a commuasgociation and non-association
homeowners is that community associations are redjto set aside reserves for the anticipated
replacement costs of common infrastructure. Thityabo share in these expenses through
reserving and through special assessments, r&idweicovering such expenses individually,
provides a substantial advantage to owners in araamty association.

CAl believes that by including special assessmasits factor solely for borrowers in community
associations, the Agencies are subjecting thiosetthe market to a different set of
underwriting requirements, effectively penalizihg$e consumers for purchasing housing of
their choice. CAI's members believe this is fundatadly unfair, as this policy will restrict
access to credit for these otherwise well-qualibedowers not due to any credit impairment but
simply due to regulatory fiat.

2. Statute Addresses Regqularly Occurring Mortgagkted Obligations.

Dodd Frank Section 941 contains no specific refeedn mortgage-related obligations or to
community association assessments, special onageerSection 941 does refer to “monthly
obligations,” “housing payments,” and “monthly iakent payments®® Notwithstanding this,
the Agencies have proposed an extensive list oéfumed terms that constitute mortgage-related
obligations and direct lenders to include thesa#tén a borrower’s total monthly mortgage
payment. Rather than define these terms in thegsexpQRM definition, the Agencies have

%315 USC § 780-11(e)(4)(B).
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simply used similar terminology (absent descriptargguage or relevant guidance) as is found in
the Federal Reserve Board’'s QM proposed rule.

CAl is strongly urging the Board to reconsider aspef its proposed QM rule that pertain to the
treatment of community association special assessméen determining a borrower’s ability

to repay. The general ability to repay standardthedQM rule are required by Sections 1141and
1412 of the Dodd Frank Act, which read in relevaant as follows:

Section 1141
8 129C. Minimum standards for residential mortgémpns
(a) Ability to Repay.—

(1) In General.—In accordance with regulations présed by the Board,
no creditor may make a residential mortgage loaless the creditor
makes a reasonable and good faith determinatioedas verifiable and
documented information that, at the time the laaoansummated, the
consumer has a reasonable ability to repay the l@acording to its
terms, and all applicable taxes, insurance (inchgdmortgage guarantee
insurance), and assessments.

Section 1412
(b)(2)(A)—

(iv) in the case of a fixed rate loan, for whicle timderwriting process is
based on a payment schedule that fully amortize¢otn over the loan
term and takes into account all applicable taxasurance, and
assessments;
(v) in the case of an adjustable rate loan, forehhihe underwriting is
based on the maximum rate permitted under the tlhiaimg the first 5
years, and a payment schedule that fully amortizedoan over the loan
term and takes into account all applicable taxasurance, and
assessments;

The statute, which discusses “taxes, insuranceasselssments,” is concerned with payments
that are regularly occurring and predictable ad agbther terms that are regularly occurring,
guantifiable and clearly defined in loan documentatCAI supports the inclusion of common
expense assessments as a variable in the abHigpty calculation, as these are expected
periodic payments in the same manner that propaxgs and hazard insurance payments are
both widely expected by borrowers and predictaleyqalic in nature.
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Further, the statute does not require common expassociation assessments to be indexed at
the maximum rate of increase under applicable saten the ability-to-repay calculation.
Congress was explicit in its concerns over paymesoalation and payment shock due to changes
in interest rates and other loan characteristiasdbntributed to borrower default. It is

instructive that Congress did not treat increasgsaperty taxes, insurance or assessments in a
similar manner, as these are costs that all homesAear and have exposure to irrespective of
their being located in a community associationar @ongress did not intend to insulate
homeowners from the actual costs of homeownershgaopting the ability-to-repay

requirement; rather, Congress was protecting barsdom predatory mortgage terms.

The Agencies’ inclusion of the Board’s proposeatmaent of special assessments in the ability-
to-repay standard moves away from this standardwhdause economic harm to homeowners
in community associations with an active speciatasment and all future homeowners in
community associations that adopt a special assFgsm

Unlike the specific loan terms Congress soughtitoieate from the market, special assessments
directly benefit properties subject to the assessnpeotecting values. This promotes borrower
stability; it does not harm it. Further, speciadessments are enforced for a set period of time
and then expire. This reduces future mortgageeelabligations, further contributing to

borrower financial stability and stability of vakiePunishing community associations that have
taken the prudent step of addressing unanticipadetnunity costs through a special assessment
by disqualifying these owners from receiving mogg@redit will have negative consequences.
Such an approach by the Agencies will cause adswtsato dramatically increase common
expense assessments, forego necessary major repséidefault on payments to contractors, or
to seek loans to cover these expenises.

Accordingly, CAl urges the Agencies to remove “speassessments” from the proposed QRM
definition or to substantively revise the propospgroach.

2. If Special Assessments are Included in AbildgyRepay, only Current Special Assessments
Should be Included in Mortgage-Related Obligations.

If the Agencies opt to retain special assessmaerttsei calculation of a borrower’s ability-to-
repay, CAl members strongly urge that the stanbardearly limited to only those special
assessments actually in force at time of disclosboenmunity association boards, community

34 As of August 1, 2011, FHA will not certify any cdominium project for participation in FHA mortgage
insurance programs if the condominium associatemadn active or pending special assessment ortatanding
loan.
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association managers, community association maragesompanies, and lenders should not be
required to speculate if a future special assessmiérbe adopted. Neither should these parties
be asked to speculate on the amount of any fupeeia assessments that may be applied to
individual units or properties. Absent such clead anambiguous guidance, community
association boards, managers and management carapatiilikely refuse to provide

information on special assessments to lenders.

3. If Special Assessments are Included in the Abib-Repay Standard, Lenders Should Follow
Pro RataMonthly Payment and Offer Flexible DTI Ratios.

The structure of special assessments can varydssmciation to association. For example, it is
common for some associations to require a one-{p@ayenent of special assessments, while other
associations will accept quarterly payments or paysion a schedule negotiated between the
association and the owner. Further, some assacsatwdl adopt a fixed special assessment for a
certain period of time. If the Agencies pursue ecsgl assessment criterion for the ability-to-
repay standard, CAl strongly urges the Agencigadoide lenders flexibility when qualifying
borrowers on the basis of a special assessmertifisakly, CAl members urge (1) where
practical, a creditor use tlpeo ratamonthly payment of a special assessment rather tha
gualifying a borrower on the basis of a one-timguarterly payment, and (2) lenders be
authorized to use a flexible DTI standard that $akéo account the reduction in the borrowers’
mortgage-related obligations once the special ass® expires.

CAl notes the Agencies appear to offer lenderdléhability to usepro ratamonthly payments

in the ability-to-repay calculation with regardgpecial assessments. If special assessments are
to be included in mortgage-related obligations lifiag a borrower on gro ratabasis is likely
the only means of ensuring the ability-to-repaydead can be fairly applied. Otherwise, the
benefits of the ability-to-repay standard wouldds for such borrowers, having the effect of
punishing rather than protecting these consumers.

The Agencies have, in proposing at least two delittome tests, demonstrated a willingness to
consider that in certain circumstances a borrowarbe well-qualified, having the ability to

repay a mortgage loan where total monthly mortgegenent and total monthly debt payment
ratios are higher than other borrowers. If the Agesiretain special assessments as a factor in
mortgage-related obligations, CAl strongly urges Agencies to offer borrowers subject to
special assessments flexibility when limiting dedincome ratios. CAl believes this is
consistent with the flexibility provided to the Agges in statute that permits certain exemptions,
exceptions, and adjustments that “... improve thesgof consumers and businesses to credit
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on reasonable terms .>**Given that a borrower’'s mortgage-related obligaiwill be reduced
upon a special assessment’s expiration, CAl bedighve Agencies should acknowledge this fact

in the underwriting process, protecting accese#sonably priced credit for these consumers.

Adoption of Government Agency Underwriting Guidedin

CAl urges caution as the Agencies consider a rement that lenders generally adopt
underwriting standards of housing-related goverrtragencies. Such agencies have statutory-
based missions to serve specific populations antbdeaphic groups, and are not intended to
serve as the primary means by which the generallppn accesses mortgage credit. CAl's
members believe that while seemingly prudent, supblicy could apply criteria appropriate for
the target populations served by these agencigtgeneral population, whom are not well-
served by certain restrictions required for thenageo serve its mission-related consumers.

Definition of Points and Fees

The Agencies propose to limit total points and fieethe QRM definition to no more than 3
percent of the total loan balance as required layi&e129C(b)(2)(C) of the Truth in Lending
Act.*® In general, the Agencies propose to include re@te-related fees in the definition of
points and fees unless the fees (1) are bona fideeasonable; (2) are not paid, directly or
indirectly, to a creditor or mortgage originatonda(3) the charge is not paid to an affiliate @& th
creditor or originator. As with other aspects & thgencies’ proposed QRM definition, the
definition of points and fees and the limitatioridaial points and fees are subject to the Federal
Reserve Board’s proposed QM rulemaking.

CAIl's members are concerned the Agencies’ propasék sufficient guidance on the process of
determining whether certain transactional feed,astate-related or otherwise, are exempt from
the 3 percent limitation. In particular, CAlI's meetb are concerned that this lack of guidance
may harm the economic interests of homeowners valve purchased a unit or property in a
community association if the Agencies determing teatain community association-related
transactional costs must be included in the calicuiaf points and fees.

CAIl's members strongly urge the Agencies to moeaty define the process of determining
total points and fees so all market participanisshzertainty regarding the applicable standards.
CAlI's members are concerned that lenders will prietrlimitations on points and fees either too
strictly or unevenly absent clear guidance. Itiialthat consumers understand the regulatory-

%15 USC § 780-11(e)(2)(B).
%15 U.S.C. 1639¢(b)(2)(C).
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based factors that may increase their cost of caadi ensure that these factors are established
and considered in a fair manner well in advanceading. To that end, CAl offers the following
commentary on practices that are long-standingcangmonly associated with the purchase of

real property in a community association.

Charges for Association Expenses Relating to Chah@avnership

It is a long-standing practice that many commuaggociations assess a fee to purchasers to
fund costs associated with a change in ownershgufit or property. Associations opt for this
approach rather than requiring all residents teslitee expenses related to a change in
ownership each time a unit or property is solchmform of higher common expense
assessments. This arrangement is fair to all ownehat each purchaser is required to cover
costs to the association for the change in owngrshi

Charges for Association Expenses Relating to Pragjgam of Required Resale Certificates
Many states require (and CAI strongly supportspmdisclosure of material information to a
purchaser regarding their personal rights and respiities with regard to ownership of
property in a community association. CAl believestsprior disclosure is fundamental to a
purchaser making a fully informed decision base@ssential information relating to their new
home as well as the governing community associaRoior disclosure ensures the purchaser is
fully aware of all obligations with respect to theperty before transfer occurs.

According to CAlI's public policy, Disclosure Befo8ales in Community AssociatioRsCAI
supports state law requiring disclosure of:
» Pertinent financial information describing the fic&l condition of the association
* The projected amount of common expense assessments
* The projected amount of approved special assessment
» Association governing documents, including bylasleslarations and deeds, as may be
required by statute
* Pending legal action or outstanding judgments
* Pees pertaining to transfer of ownership
» A statement of remedies at the association’s dadgoscollect delinquent assessments
and association collection policies
» List of association amenities

37 CAl Public Policies (2010), p. 25. CAl Public Ruiéis may be viewed at
http://www.caionline.org/govt/policies/Documentsifia%20Policies%20November%202010.pdf.
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While it is the duty of a seller to provide a puasbr with the information contained in a resale
disclosure package, in practice, associations pedpa required disclosures on behalf of the
seller. Given the expenses associations incurasudt of preparing resale disclosures,
associations routinely charge a fee to sellersestijug a resale disclosure package. As
associations will be exposed to legal liabilitiesane lenders and securitization sponsors obtain
this information from an association and rely otoivalidate QRM status, it is reasonable to
expect an increase in fees to offset these additmsts.

Community Transfer Fees

In the preamble discussion of the Federal Reseoa®s proposed QM rulemaking, there is a
single reference to homeowners association trafesést The Board “... solicits comment on
how to address any issues that may arise in caonestth homeowner’s association transfer
fees and costs associated with loans for energyieff improvement3® Given the impact of
this rulemaking on the Agencies’ QRM definition, T#fers the following discussion on
community transfer fees, their use, and the emesgehharmful third party transfer fees in the
market.

Some federal financial regulators, most notablyRederal Housing Finance Agency (FHFA),
have recently examined the evolution of deed-bgs@ehte transfer fees in the housing market
and the impact such fees have on consumers. Addiljp some national trade associations have
expressed concerns over the market impact of daseeb private transfer fees where fee
proceeds flow to third parties with no interesthe encumbered land (third party transfer fees),
and attempts to sell securities on the basis ckthigird party transfer fees.

Third party transfer fees are substantially différfieom deed-based transfer fees remitted to a
governing community association. These fees, knasvoommunity transfer fees, directly
support association activities and, therefore, jpl@a direct benefit to the encumbered
properties. Community transfer fees have long wegarded by the Courts as falling within the
traditional interpretation of the Law of Servituagled meeting the burden-benefit test.

Community transfer fees are a long-standing andmapt component of community
associations and constitute a critical sourcerafrfcial support for association activities. IlI-
conceived regulations restricting the use of comiguransfer fees or restricting access to credit
for homeowners living in a community associatiobjeat to a community transfer fee would be
devastating. CAl strongly encourages the Agenoisewrite established legal precedent

3 Federal Register, Vol. 76, No. 91: p. 27415.
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governing land use to restrict the use of communaysfer fees or to red-line via regulation
communities with such fees.

1. CAl's Members Oppose Third Party Transfer Fees

CAI's members unequivocally oppose deed-basedfeafees where fee proceeds are
transmitted to third parties with no interest ie tmcumbered land. CAl strongly believes such
deed-based fees do not meet the traditional ird&pon of the Law of Servitude, which, in
general, requires that any fee that burdens theedad purports to run with the land also benefit
the land. Clearly, a deed-based transfer fee paadthird party with no interest in the land does
not benefit the land. Accordingly, CAI supportsoets by several state legislatures to void or
render unenforceable third party, deed-based eafesés. CAl also supports aspects of a
pending FHFA rulemaking that will not permit FanMeae, Freddie Mac or the Federal Home
Loan Bank System to support mortgage lending opgts subject to a third party transfer fee.

2. Community Transfer Fees Provide Direct Benefi Rositively Affect Valuation.

CAlI's members strongly support the long-standiracpice of transfer fees that are payable to a
governing community association. These communéydfer fees support governance,
maintenance of common elements, and operationsmfmunity associations, providing a direct
benefit to the encumbered land. Indeed, in its @sed rule concerning deed-based transfer fees,
FHFA found that “transfer fees paid to associatiomstribute to the value of the burdened
property through the amenities and maintenancethiestfund.®

CAI's members will strongly oppose any attempt eégidral agencies to limit the extension of
mortgage credit or to condition the terms of anytgenge credit extended to a consumer on the
basis of a community transfer fee. In this cont@4] believes the intent of Congress in
establishing the ability-to-repay requirement arkiMQexemption was to improve mortgage
underwriting, not to create a new federal reguiasbructure for community associations.

Conditioning access to mortgage credit for resisl@hcommunity associations on the basis of a
community transfer fee does not improve mortgagkeaariting; rather, it will in many cases
irreparably harm the economic interests of thespgmty owners. This is because federal
financial regulators lack the legal authority ttate or render unenforceable private contracts
that are lawful under both federal and state lagddral financial regulators may only refuse to
allow federally-related mortgage credit to flowstach properties or create other regulatory

3912 CFR Part 1228, RIN 2590-AA4Eannie Mae, Freddie Mac and the Federal Home LBanks Restrictions
on the Acquisition of, or Taking Security InterdstsMortgages on Properties Encumbered by CerRrinate
Transfer Fee Covenants and Related Securitiege 18.
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machinations intended to prevent the flow of créalproperties encumbered by a community
transfer fee. In either case, the transfer feepaitkist, but the owners of these properties will
have no ability to market these assets, whichsuitistantially lower values.

3. CAl Members Support Prior Disclosure of Homeow@éligations.

CAI strongly supports prior disclosure of all exigtobligations purchasers undertake when
living in a community association. CAl's public poy, Disclosure Before Sales in a Community
Associatiori'® clearly states our members’ belief that stateshauld require prior disclosure of
all fees, including any community transfer feesptaspective purchasers well in advance of
closing. Such existing prior disclosure requiremsantmost states allow purchasers meaningful
opportunity to negotiate with sellers the paymdrdargy transfer fee along with otheona fide
costs associated with the transfer of real progareycommunity association. Further, the
Uniform Common Interest Ownership Act provides aonsrs the right to rescind a purchase
contract without penalty on the basis of their eawiof resale certificate disclosures required
under Section 4-109 of the Act.

CAIl's members have urged the Federal Reserve Boarfarify that community transfer fees
paid at closing should be excluded in the calcoihatf points and fees and urge the Agencies to
make a similar clarification in the QRM definitioBommunity transfer fees directly benefit
encumbered properties and directly support assogiattivities, association reserve funds, and
maintenance of common elements. As community tegsirise proceeds provide a direct benefit
to the purchaser, the fees are bona fide and slallidithin the exemption provided by statute.

Loss Mitigation Requirements

The Agencies propose that mortgage loan origindtave a written servicing policy requiring
loss mitigation. Further, the Agencies propose libgg mitigation policies be included in loan
documentation; that the policies be transferablnpparty assuming servicing rights for the
loan; and that loss mitigation policies be expldit@consumers at or before closing.

CAlI's Members Generally Support Effective Mandalargs Mitigation Requirements

The experience of community associations durindhthesing crisis has been that financially
troubled borrowers cease paying required assoniassessments prior to defaulting on their
mortgage. Associations have a history of workinthwidielinquent borrowers to restore their
good standing with the association, but, incredgjrarcumstances have led associations to

40 See note 36 for information on how to view CAlisiiiic Policies.
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undertake more substantial efforts to collect dplant assessments to protect the financial
interests of all other owners in the community.

CAlI's members have two general areas of concerardary the proposed servicing standards in
the Agencies’ proposed rule. The first concern stéom the fact that while showing modest
improvements, to-date loan modification and certegs mitigation strategies have a
demonstrated record of failure. The second aregéral concern is for financially-healthy
owners in community associations with a large catre¢ion of homeowners in loan
modification or loss mitigation programs.

1. Mortgage modifications and loss mitigation couighroperly constructed and administered,
offer substantial benefits to troubled borrowers.

CAI's members support policies that encourage sersito offer meaningful relief to troubled
borrowers to help them remain in their homes wipessible. Modifying mortgages with new
payment terms based on reasonable ability-to-refsmdards could provide troubled borrowers
meaningful assistance.

Regrettably, loan modification and loss mitigatmmograms offered by the federal government
have been widely reported as unsuccessful. For gheaiNeil Barofsky, Special Inspector
General for the Troubled Asset Relief Program (SABP), testified before the House Financial
Services Committee that there is “near universgitament that one of the most significant
federal government loan modification programs,Hieene Affordable Modification Program
(HAMP), has failed to offer meaningful relief faoubled borroweré' The Government
Accountability Office has confirmed this view bypating earlier this year that HAMP had
produced approximately 522,000 modifications withrenthan 735,000 loan modifications being
cancelled®?

While CAI's members greatly desire that troubledrbwers receive reasonable offers of
assistance from lenders and servicers, the veefiaack record of these efforts is disheartening.
Accordingly, CAlI recommends the Agencies to usdioauwhen requiring blanket modification
or loss mitigation strategies that are demonstratddy failures. Not only could this harm
mortgage lending, but it may also sustain a pdhay is known to harm borrowers. According to
Mr. Barofsky,

“1 Statement of Neil Barofsky before the House Corremibn Financial Services Subcommittee on Insutance
Housing, and Community Opportunity: March 2, 2011.
*2 Statement of Mathew J. Sciré before the House Gttearon Financial Services Subcommittee on Insgan
Housing, and Community Opportunity: March 2, 2011.
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Failed trial modifications often leave borrowerstwimore principal outstanding
on their loans, less home equity, depleted saviengs worse credit scores. And
even in situations where they never missed a payserh borrowers may face
back payments, penalties, and even late fees #tainbe due once their trial
modification is cancelled. The impact of these dduléerdens becomes even
greater when trial modifications are allowed to tione long past the three-
month period called for by the program. While ityniee true that some
homeowners benefit from the “temporary relief’ ofreal modification even
though the modification ultimately fails, Treaswyépeated references to the
benefits of failed modifications ignores the reatlaften debilitating harm that
such modifications have influenced on many familes appears to be little
more than an attempt to define specific failuresascesse’’

CAl urges the Agencies to consider both the bemafid potential risks of embedding such
policy in what is likely to become the nationwidargdard for mortgage servicing. Absent such
careful analysis, policies intended to protect howreers could end up causing them harm.

2. Housing costs for financially healthy borrowars rising as a result of ineffective loan
modification and loss mitigation policies.

Offering troubled borrowers a false sense of hbpeugh what have to-date been poorly
coordinated and ineffective loan modification aaslsl mitigation policies can be harmful to
financially-healthy borrowers in community assoicias. Borrowers entering loan modification
and loss mitigation programs have a greater tendinice delinquent on other housing-related
payments such as association assessments. Whilesi& programs, association delinquencies
continue to increase and, given the percentageanf tnodification failures, the economic
interests of all other property owners in the comityuare harmed.

CAlI's members are concerned over the financial $tapdvisited upon otherwise healthy
borrowers whose housing costs increase due todhgpayment of association assessments by
other owners. These hardships are compounded wiemidable foreclosures are delayed or
when troubled borrowers are offered mortgage maatifons only to default again within a short
period of time. Increasingly, community associasi@ane unwilling or unable to offer such
delinquent owners the flexibility once extended wha& owner experienced financial difficulty.

“3 Statement of Neil Barofsky before the House Coremibn Financial Services Subcommittee on Insurance
Housing, and Community Opportunity: March 2, 2011.
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If the Agencies’ proposed loss mitigation standangsto be successful in community
associations, the Agencies have a duty to ensase tftandards do not harm the economic
interests of other homeowners in the communitys Hairm comes in the form of higher
assessments, special assessments or reductidresvariy services that prompted the property
owner to purchase their home. It is unfair to fateese homeowners to accept increases in
housing costs and reductions in services, whicepme cases, can threaten their own financial
stability. Accordingly, the Agencies must be mindftithe full range of impacts that all aspects
of the proposed QRM definition will have on theigas sectors of the housing market,
including community associations.

Impact of Underwriting Criteria Specific to CommiynAssociations on Loss Mitigation

In responding to the housing and financial crif@deral agencies and regulators have expanded
the reach of underwriting standards to include comity associations. New FHA condominium
unit mortgage insurance program guidelines and\fencies’ proposed QRM definition offer
clear examples of new underwriting standards #rget community associations. Unfortunately,
these policies are likely to frustrate the suca#dess mitigation strategies.

Under current FHA program rules, the agency will m@vide mortgage insurance in
condominium projects that do not meet stringent FH&ndated criteria. Under this policy, all
gualified borrowers in affected condominium progeate denied access to FHA-supported
mortgage credit, if, for example, a certain peragatof unit owners are delinquent in their
condominium association assessments. Accordinghyda@minium associations are strictly
enforcing all rules and guidelines (including takection to collect on assessment
delinquencies) so that all owners in the condonmmare eligible to seek FHA-insured
mortgages.

Additionally, the Agencies’ propose to conditiore thxtension of mortgage credit on the basis of
a special assessment through the proposed QRMtaefirlf adopted in current form by the
Agencies, any community association voting to apera special assessment will be denying
homeowners and prospective buyers access to oretlite best possible terms. These policies
may reduce the incidence of special assessmenishwiay be the Agencies’ intent), but would
also result in many negative and unintended coresesps for residents of community
associations.

This intersection of federal government policy wiitle lives of community association residents

is increasingly rendering it impossible for asstioias to work with delinquent property owners,
forcing outcomes that do not benefit the delinquember. Indeed, these and other federal
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government underwriting standards actively impédtts of community associations to work
with financially-troubled homeowners because teddarms all other owners in the community
by limiting their access to credit at the best@@and on the best terms.

Association boards have a duty to owners to enssgessment delinquency rates do not violate
federal underwriting standards if the delinqueratg will limit the flow of mortgage credit to

the community. Further, association boards havatytd all owners to not allow delinquencies
to lead to special assessments, which, under tpoped QRM definition, limits access to
mortgage credit for residents of community assamat If federal agencies continue to
promulgate and rigidly enforce such lending stadglavithout regard to market impact,
association-initiated foreclosures and other legaledies pursued by associations to collect
delinquencies will increase as a direct consequdngsrating the success of loan modification
and loss mitigation programs. This is not an oute@®/l desires in the least.

Coordination Key to Successful Loss MitigationTooubled Borrowers

CAl is not aware of any ongoing program of outrebghmortgage servicers or any federal
agencies involved in loss mitigation to include coumity associations as part of the overall
solution to mortgage delinquencies. Rather, CAlesswbers report that federal underwriting
requirements are forcing associations to aggrelygiesue delinquencies and other legal
remedies that are beneficial to the overall commyumit may not be in the best interests of
troubled borrowers.

Further, CAl is not aware of any ongoing effortfbgeral regulators to facilitate dialogue
between mortgage lenders, servicers and commusstycations regarding foreclosures. This
lack of communication has led some associatioffisettiens or initiate foreclosures to avoid
substantial harm to other homeowners in the comiywuni

CAl members have grown increasingly frustrated avstances where lenders refuse to
foreclose on properties where a modification ispassible and the most responsible outcome
for all parties is foreclosure. To make mattersseptenders delay foreclosure as long as
possible to avoid taking title and being requiddas any owner, to pay assessments to support
the community association. While it may be profieeto lenders with substantial REO to avoid
paying association assessments, this greatly eb@esrassessment delinquencies and vacancy
rates for community associations, especially iresely depressed housing markets. Further,
private lenders are not the only parties thattéapay association assessments. CAl members
have reported significant delinquencies on HUD-odvpeoperties as well.
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Irrespective of the delinquent party, refusal tg pasociation assessments forces all other
homeowners in the affected community to cover tloes¢s. This is as unfair as it is harmful.
Laws adopted in California and Florida have progidely limited relief in such circumstances,
which has come too late for many communities anddawners and is simply not widespread
enough to have a meaningful impA&tt.

In still other instances, the lack of coordinatias led certain groups, ostensibly acting on
behalf of homeowners, to pursue policies at thie $éwvel that would prevent associations from
collecting delinquent assessments. Purporting ljo th@meowners, these efforts cause significant
harm to the financial health of all owners in conmityiassociations and have the potential to
deny these homeowners access to mortgage crediifi8ally, North Carolina recently enacted

a statutory restriction governing the means by Wiaicommunity association can seek
collection of delinquent assessmetitin this instance, state statute will actively et
condominium associations from maintaining FHA dliliiy and will likely increase the rate of
special assessments in all of North Carolina’s comityg associations as these associations
attempt to cope with reductions in revenue.

CAl strongly urges the Agencies to encourage lendad servicers to communicate and work
with community associations as appropriate to enthat any loss mitigation requirements in
the QRM definition are successful and effectivertiker, CAl strongly encourages the Agencies
to examine the impact of existing loan modificatanmd loss mitigation programs on community
associations and the financial stability of healboyrowers. CAI's members greatly desire that
troubled borrowers be restored to financial stgbdnd wish to work cooperatively to that end.
Regrettably, some lenders, as well as new fedachktate government policies, are frustrating
efforts of community associations to do so.

General Borrower and QRM Limitations

In June 2011, CAI surveyed its members regardiegihencies’ proposed QRM definition. The
results of the survey show that CAI's members gfiypsupport reforms to the housing finance
system to prevent lenders and borrowers from retgro the unsafe credit standards that
precipitated the housing and financial crisis. émeral, 67 percent of survey respondents
indicated their support for changes to mortgagditenstandards that balanced access to
mortgage credit against commonsense underwritidgegulatory standards. At the conclusion

4 See California Senate Bill 1511 (2008) enrolle€CasCivil Code Section 2924b.
> General Assembly of North Carolina Session 20Ess®n Law 2011-362.
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of the survey, CAl members were asked if the Agesigroposal achieved this commonsense
balance: 61 percent of respondents said the prdg@B# standard was too extrefffe.

A closer examination of CAlI's QRM survey shows the&anced view of CAI's members on
reforms to mortgage lending standards. Members@tipprtain approaches the Agencies have
used in developing the proposed QRM definition,dsb oppose, by substantial margins, other
aspects of the proposal.

CAIl Members Oppose Owner Occupancy Requirement

When asked if only owner occupied properties shqulaify for a QRM loan, 56 percent of
survey respondents responded negatively. CAI's neesnbelieve that the cost of credit should
reflect a borrower’s credit risk. The fact thatamner may not occupy a property as a primary
residence should not automatically result in treatdover paying a higher interest rate and face
substantial hurdles in obtaining mortgage credit.

CAIl Members Support ARMs with Proposed Protections

An overwhelming 78 percent of survey respondenppst the continued availability of ARMs

in a future housing finance system. CAI's membé&engly support the limitations on ARMs

the Agencies have proposed that will protect boema#rom volatile increases in annual interest
rates as well as the overall limitation on the nmaxin potential increase in interest rate over the
life of the loan.

CAl Members See Value of Walk-Through Appraisallé&v Purchases

CAlI's members support the use of a full walk-throwagppraisal to determine the value of a
property at purchase with 55 percent of surveyardpnts supporting a full walk-through
appraisal for purchase mortgages. However, CAl'mbyers do not support this approach for all
mortgage transactions. Only 25 percent of respdsdedicated that full walk-through
appraisals should be a requirement for all mortgaGembined, 75 percent of survey
respondents opposed the proposed appraisal cdiemaitten, with a strong majority supporting
the proposed appraisal criteria for purchase mgeganly.

CAIl Members Strongly Support Elimination of CertBiredatory Mortgage Terms

Survey respondents offered strong support for thensies’ proposed elimination or restriction
of loans with certain terms from the QRM definitidWhen provided a menu of loan
characteristics that would be banned from the QRfihdion, 60 percent of respondents
supported the elimination of pre-payment penalied negative amortization from the QRM

6 Appendix B—CAI Member Survey: Qualified Residehtiéortgage Proposal (June 2011).
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standard. Other mortgage terms that were scoreatinety by respondents included interest-
only payments, and high points and fees.

CAIl Members Oppose 20 Percent Downpayment Requiteme

CAI's members are overwhelmingly opposed to then®ges’ proposed 20 percent
downpayment requirement. Believing a 20 percentrgmyment is too great of a hurdle for
most borrowers, 62 percent of survey respondedisated the downpayment criterion should
be lowered. CAlI's members believe a 20 percent gayment requirement will needlessly
delay homeownership opportunity for first-time mwers and price many low-to-moderate
income buyers out homeownership.

CAIl Members Support Financing of Closing Costs

Respondents, at a rate of 70 percent, supportegiaty borrowers to finance closing costs when
obtaining a QRM loan. CAI's members did not beli¢ve Agencies offered a significant enough
rationale for prohibiting the financing of closingsts, especially given the barrier that such a
policy would mean for certain borrowers.

CAIl Members Urge Agencies to Amend LTV Limitations

CAlI's members oppose the high loan-to-value (LTaf)as required for rate and terms refinance
mortgages as well as cash-out refinances. By incating such rigid LTV requirements, the
Agencies will limit access to household wealth anevent homeowners from accessing
mortgage credit with more favorable rates and terms

CAIl members acknowledge that LTV ratios can begaiicant predictor of borrower default or
delinquency, but CAIl does not view LTV as the gmledictor of either of these outcomes.
Accordingly, CAl urges the Agencies to view LTVica in the overall context of borrower
gualification and the protections offered to orajiors and investors through private mortgage
insurance.

CAIl Members Urge Changes to Borrower Credit Craeri

Survey respondents offered strong support for reaspects of the borrower credit criteria
developed by the Agencies, but were strongly oppts@thers. Respondents overwhelmingly
oppose the proposed 30 day delinquency on anysti@hdard with 94 percent stating the
criterion is too stringent. Additionally, 65 per¢exi respondents opposed the criterion on 60-day
delinquencies on any debt. CAl members believeetbdteria, as currently constructed, are
simply too restrictive, offering no flexibility fdlenders to determine if a borrower is a low risk
borrower notwithstanding negative credit factorghiese areas.
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Survey respondents did, however, offer strong stgpoother borrower credit criteria as
proposed by the Agencies. In general, support RMQestrictions on borrowers who filed for
bankruptcy protection, were subject to a court otdeepay a debt, or were a party to a lender
foreclosure, short sale or deed-in-lieu-of foreateswas high. Support for these credit
restrictions ranged from 60 percent to 76 percent.

As the response to the Agencies’ proposed borraveslit criteria suggest, CAI's members
support reasonable restrictions for borrowers wittemonstrated inability to manage credit.
However, respondents also encouraged a more cagubach to the 30-day and 60-day
delinquency criteria. CAlI's members believe the Agjes have sufficient flexibility in the
statute to address the 30- and 60-day delinqueniteyia as the Agencies jointly designed these
criteria. CAl's members urge the Agencies to coasttie total dollar amount of delinquencies
when refining these criteria and to allow borrowerprovide supplemental information that
accounts for delinquencies violating these stargddvidre broadly, 63 percent of survey
respondents indicated that a borrower violating @rtye disqualifying criteria should have the
right to appeal to a lender’s business judgment.

Conclusion

CAl members appreciate the difficult charge giviem Agencies by Congress to craft an
exemption to the credit risk retention requiremait®odd Frank Section 941. The Agencies
acknowledge this difficulty by writing in the joiproposed rule that

... sound underwriting practices require judgmentuttibe relative weight of
various risk factors ... These decisions are usumled on complex statistical
default models or lender judgment, which will difkeross originators and over
time. However, incorporating all of the tradeoffist may prudently be made as
part of a secured underwriting process into a regioin would be very difficult
without introducing a level of complexity and cttstt could undermine any
incentive for sponsors to securitize, and origimatm originate, QRM&’

As the above excerpt shows, the Agencies addredgdifficulty of writing lender judgment into
regulation by refusing to attempt the task of pnityebalancing the exercise of lender judgment
in the QRM basket of loans with policies to minieia repeat of the current crisis. Thus, the
Agencies have proposed a narrow QRM basket witlintieat of maximizing lender business

" Federal RegisterVol. 76, No. 91: p. 24118.
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judgment in a broader non-QRM mortgage market. @#ds not believe this policy option is
practical.

The Agencies’ proposed narrow QRM loan basket hdlle a significant effect on mortgage
originators and consequently the cost of credit’€/members, by a rate of 2 to 1, believe these
costs far outweigh any benefit the proposed QRNhd&i may provide to the housing finance
system. This is particularly the case over thetsttamedium term.

CAIl's members believe the Agencies have proposetttime the QRM exemption based on
numerous criteria where a borrower’s violationusdtjone of those factors, however minor, will
obligate a lender to disqualify the borrower fromseiving a QRM loan. Unfortunately, some
such criteria are required by statute and the Aigsritave limited flexibility to address any
legitimate issues that may subsequently arise. Mexy¢his is not the case for many other
criteria, and CAl's members do not believe, forrapée, that a $50, 60-day delinquency on a
department store credit card should necessarigudify a borrower from obtaining a QRM
loan. Yet, this is the practical effect of the Ages’ QRM definition as proposed.

CAIl's members are further concerned about aspddtecAgencies’ proposed rule that appear
to have negative consequences for borrowers chpésipurchase a home in a community
association. Ownership in a community associatiahthe benefits accorded to a property due
to the activities of the association far outweigly potential encumbrances. Working
cooperatively together as neighbors allows thesedwovners to address community issues in a
coordinated and effective fashion. Homeowners m-association neighborhoods have no
comparable structure in place to manage abandaogeénies, ensure properties are maintained,
or to offer assistance to troubled borrowers. Tdheatages of community associations are
unparalleled, and the Agencies seemingly ignoreftitt by proposing criteria that may
disadvantage borrowers choosing the community &sgsmt model of housing.

When CAI's members were asked their opinion ofAgencies’ proposed QRM standard, more
than 60 percent of respondents said the Agenciesfladed to achieve the proper regulatory
balance that will allow America to remain a natadiresponsible homeowners. CAlI's members
do not wish a return to the market malfeasanceptetipitated the housing crisis, but CAIl's
members do not want to see the government limisimguchoice and prevent legitimate
transactions from taking place in the housing miaekéer.
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On behalf of CAl, | appreciate your consideratidnh@se comments. If you have any questions,
or if CAl may provide any additional informationgalse do not hesitate to contact me or Mr.
Andrew S. Fortin, Esq., CAI's vice president of gavment and public affairs, at (703) 970-
9224,

Sincerely,

Normos V). xbw

Thomas M. Skiba, CAE
Chief Executive Officer
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Appendix A

CAlI Letter to Agencies Concerning
Development of QRM Definition



December 15, 2010

The Honorable Timothy F. Geithner
Secretary

U.S. Department of the Treasury
1500 Pennsylvania Ave, NW
Washington DC 20220

The Honorable Shaun Donovan
Secretary

U.S. Department of Housing and Urban
Development

451 Seventh Street, SW

Washington DC 20410

The Honorable Mary Schapiro

Chairman

U.S. Securities and Exchange Commission
100 F Street, NE

Washington DC 20549

Ladies and Gentlemen:

The Honorable Ben S. Bernanke

Chairman

Board of Governors of the Federal Reserve
System

20" Street and Constitution Ave
Washington DC 20551

Mr. John G. Walsh

Acting Comptroller of the Currency
250 E Street, SW

Washington DC 20219

Mr. Edward DeMarco

Acting Director

Federal Housing Finance Agency
1700 G Street, NW

Washington DC 20552

The Honorable Sheila Bair

Chairman

Federal Deposit Insurance Corporation
550 17" Street, NW

Washington DC 20429

On behalf of Community Associations Institute (C&I) am pleased to submit the following
discussion and recommendations as you continuiidy and develop proposed regulations as
required by Section 941 of the Dodd-Frank Wall &tfeeform and Consumer Protection Act of
2009 (DFA). CAI's members are keenly interestethendevelopment of the regulatory
definition of “qualified residential mortgage” atite process by which this definition and other
exemptions to the risk retention requirements «tiSe 941 will be derived.

Community Associations’ Access to the Housing Finae System and the Financial Crisis

* CAl is the only national organization dedicateddstering competent, well-governed community asstimmis
that are home to approximately one in every fiveetiman households. For nearly 40 years, CAl hans bezleader
in providing education and resources to the volembt®meowners who govern community associationdtzand
professionals who support them. CAl's 30,000 memlrerlude community association volunteer leaders,
professional managers, community management fiams other professionals and companies that prgrioléucts
and services to community associations.



Community associatiofiShave long been the housing option of choice fdlions of American
families with more than 60 million American housktsocurrently located in a community
associatiorf. These homeowners choose to live in a communéigaation for any number of
reasons, but chief among them are a desire fepagstommunity identity, to protect the value
of their home, to enjoy amenities that may not otiee be available, to mutually share some of
the expense of property maintenance, and to previiscent home and suitable living
environment. While community associations have be@&xistence for more than 150 years, the
community association model of homeownership hasie more popular and widespread in
the past several decades.

Role of Federal Agencies in Supporting Standarinadf Community Association Governance

As the community association model of housing dgwedl, the housing finance system, led in
large part by the U.S. Department of Housing anolldrDevelopment (HUD), began to offer
mortgage insurance for condominium project mortgagel for condominium unit mortgages in
the early 1960s. These program offerings begaprbeess of standardizing financial
management and operational requirements for contgnassociations as HUD published model
governing documents for community associationsei,abward the end of the 1960s and during
the early 1970s, HUD, via the Federal Housing Adstiiation (FHA), worked with the Urban
Land Institute, the Department of Veterans Affg§iyé) and the National Association of
Homebuilders to create Community Associations taggi(CAl)—recognizing that none of the
existing housing organizations were able to prowoletinuous and credible information about
best practices in the development, management@retigance of community associations.

The government sponsored enterprises or GSEs @&fae, Freddie Mac and the Federal
Home Loan Bank System) followed HUD’s leadershigwealoping programs to serve the
community association market. State legislaturesiged a strong legal foundation, as well, by
devising and implementing statutory frameworksdommmunity associations. Taken together,
actions by FHA, the GSEs and state governments éraseuraged the standardization of
association development, management and governalhoéwhich are significant benefits to
the residents of community associations.

While the residents of community associations tydagnefited from healthy associations and
increased access to mortgage credit, over timgyribgram standards of the individual agencies
became less harmonious. This situation createdisaf in the community association housing
market as associations were required to meet diffggrogram criteria to ensure that mortgage
financing would be available to residents. In 199A] requested the GSEs, FHA and VA form
a working group to facilitate a harmonization obgram criteria.

The interagency working group met periodically otrex course of two years seeking to
eliminate individual program requirements that weesdonger necessary given market
developments and to achieve standardization thrpugdram reciprocity where possible. In

* All community associations have three definingrelteristics: (1) membership is mandatory and aatinfior
all owners; (2) certain documents bind all ownerbé governed by the community association; andnéd)datory
lien-based assessments are levied on each owoetténto operate and maintain the community assonialhere
are three basic types of community associationsd@miniums, cooperatives and planned communities.
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some circumstances, a statutory directive focusedgencies on different sectors of the housing
market, and these differences prevented the puioiicaf a unified set of recommendations
among the agencies. The process did, however, peadngible and positive results for the
residents of community associations by allowingéleomeowners to more easily connect with
the housing finance system and live in well-govdraed prudently managed communities.

The basis for the movement to standardize criferisommunity association programs is the
fact that residents of community associations leameutual interest in the performance of the
association. The fiscal condition of a communityagsation has always had a direct bearing on
the value of property in the association and thktybf the association to deliver the benefits
that residents expect. While community associatioag vary in scale, the basic requirements to
maintain adequate reserves, prepare a realistitahbndget, obtain important insurance
coverage, govern in a responsible manner, anddeudycollect appropriate assessments are all
similar, regardless of whether the community i®sadominium, cooperative or planned
community.

CAl's goal was, and is, to build a “partnershipgcommunity” among the many parties involved
in making the community association model of homeenship successful, which includes the
GSEs, FHA and VA. In many cases, CAI's effort t@@inate community association programs
at the GSEs, FHA and VA led to stronger commursigogiations. This has protected the value
of the real property, securing mortgages purchasedred or guaranteed by these agencies.

How the Financial Crisis Impacted Residents of Comity Associations

As the financial crisis developed in 2008, it beeaapparent that lax mortgage underwriting and
securitization standards, so pervasive from 208&utih 2007, exposed the entire financial
system to substantial losses. Similar to other loymners across the country, some residents of
community associations purchased homes duringpdried with exotic mortgage products,
which they could not have reasonably been expdotegpay. As household budgets became
severely constrained, many troubled borrowers mroanity associations ceased paying
association assessments and, shortly thereafeesedenaking mortgage payments. In some
cases, homeowners simply walked away from theirdggmmortgages and associations.

The common bond between homeowners living in conityassociations caused the housing
crisis to have a unigue impact if the associatias ¥aced with a significant foreclosure rate. It is
well documented that a foreclosure lowers propeatyes for most neighboring homes,
compounding any financial distress these homeownessbe experiencing. For residents of
community associations, the impact of widespreaéelcdlosures was magnified as a high number
of homeowners ceased paying the assessments ktpuitend association operations. In many
community associations, the association is resptmfr waste removal expenses, maintenance
of community infrastructure, utility services amgurance premiums. When an association has a
sudden reduction in income and is forced to usageney reserve funds to cover ongoing
expenses, the only available means to recapitdilese funds are through assessment increases,
special assessments or a combination of the twothése costs are borne by residents of the
association, homeowners who are otherwise in ahyefhancial condition can be subjected to
significantly higher housing costs, thereby inchegshe number of financially distressed

owners in the association. To further aggravateshuation, many associations have taken on



the expense of maintaining vacated homes and adjeacenmon areas for security and fire
safety reasons, while mortgage lenders have imesity delayed unpreventable foreclosures
and failed to take title of properties to avoid ipgyassociation assessments.

As reported in CAI's September 2010 AssociationdatSurvey?, the impact of the crisis was
broad and profound for community associations. Agnately 54 percent of responding
community associations described the impact ohthesing and financial crisis as serious or
severe. Vacant homes due to foreclosure, abandooedrties and other factors increased with
more than 25 percent of communities reporting vegaates of greater than 6 percent. Most
telling are data regarding association assessnatinfjdencies. In 2005, community associations
across the country reported low rates of assesstedéinfjuencies—95 percent of associations
reported delinquency rates of less than 10 pergght81 percent reporting delinquency rates of
less than 5 percent. In 2010, approximately 35qdraf associations reported a delinquency
rate of less than 5 percent; 32 percent of assoogteported a delinquency rate of 6 to 10
percent; and 32 percent reported a delinquencyofatere than 20 percent.

Association boards, comprised of homeowners eldotea the community, have responded to
the crisis through a variety of means. The mostroomly reported means of managing the crisis
have been postponing planned capital improvemeanegts; laying-off staff and/or reducing
work hours; reducing contributions to or borrowingm emergency reserve accounts; and,
levying special assessments or increasing regatasaments. The economic impact of these
actions is significant. In 2009, residents of comityuassociations assessed themselves more
than $41 billion for the purpose of funding asstioraoperations. Additionally, association
boards maintain investment accounts of more th&fiBon for the long-term maintenance and
replacement of commonly held propetfyThe contraction of operations forced on community
associations by the housing and financial crisssri@ only impacted the residents of those
associations, but also the economies of the atielstowns in which they are located.

Community Associations Support Return to PrudentialUnderwriting Standards

CAl strongly supports new public policies demandingt mortgage originators and securitizers
adhere to more strict credit underwriting standdod$orrowers. CAl has supported the efforts
of both the federal financial regulators and the@ess to require that mortgage originators
verify a borrower’s ability to repay a mortgagete fully-indexed rate and to prohibit loans

with predatory characteristics. Further, CAl stiyrgupported regulatory and congressional
efforts to require that originators qualify borrawen the basis of all monthly payments required
to keep a mortgage current. The DFA contains sjgdaiiguage requiring that association
assessments, which are lien-based and mandatoall fwmeowners in the association, be
included in the calculation of a borrower’s mandatmonthly mortgage obligations.

The return to prudential management and operatardards in the nation’s federally-insured

financial institutions and non-bank lenders, ad aglthe imposition of new regulatory discipline
on secondary mortgage market actors, is welcomedlAyA renewed focus on the fundamental
business of banking—taking deposits, underwritind making loans, and earning a reasonable

>! Community Associations Institute: September 2016o&#tion Impact Survey
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return on the interest rate spread of these aeswitwill ensure that mortgage financing is
available to creditworthy individuals and familiesd that they are prepared for the financial
burden necessary to maintain homeownership. Cosigtearly intended to require that
mortgage originators and securitizers employ funetaally sound and historically valid loan
underwriting standards as a means to avert a fisomsing crisis of this magnitude.

Regrettably, there have been recent instancesichvideral agencies have not acted in a
manner consistent with the new congressional martdagnforce sound and historically
verifiable underwriting standards for mortgageg] Hrese actions have harmed the housing
market. The FHA has implemented economically hakaufia significant changes to its
condominium insurance program without providingiceand opportunity for public comment.
Additionally, the Federal Housing Finance AgenciiiA) has sought to restrict the use of
certain private transfer fee covenants in commuasgociations and has proposed guidance
directing the GSEs not to purchase or otherwispat@ny mortgage where the underlying
property may be encumbered by a private transéerGél believes these actions go beyond the
pale of prudential regulation, and CAI believed tlagher than protecting the interests of
homeowners these agencies are causing homeowmasnec harm.

FHA Condominium Program Guidelines

On June 12, 2009, FHA released Mortgagee Letter) @009-19° announcing economically
significant changes to the process by which condami associations are certified to participate
in FHA insurance programs. The announcement wapnegeded by a notice in thederal
Registerand, therefore, was not subject to prior noticpudslic comment. ML 2009-19 does not
explain or justify how the new program guidelinestpct borrowers or the associations they live
in, nor did FHA offer any examination of complianmests or the economic impact of the
guidelines on condominium residents or associatibRg\ followed ML 2009-19 with the

release of ML 2009-46A and 48Bon November 2, 2009, which made further changéiseto
agency’s condominium program, again, without prongdhotice to the public in thiéederal
Register

The changes executed to FHA’s condominium prograitiedines have a material effect on the
economic interests of many groups such as homeegvamer their volunteer board members,
attorneys, managers, insurers, planners, and demsloYet, there is no evidence of outreach by
FHA to communicate the need for such sweeping pal@anges or to provide justification for
the specific policy changes being implemented. Give inclusive and deliberative process that
FHA has used in the past to improve its condominmumogram guidelines, the agency’s failure
to seek public input is uncharacteristic of its lpukeputation. Put simply, FHA failed to follow
the statutory requirement of Section 941 of the DR& will guide your collective efforts to
define the term “qualified residential mortgage.”

The DFA provides guidance and direction to the ageninvolved in the joint rule-making to
define “qualified residential mortgage,” statingthhe agencies shall take fnto consideration
underwriting and product features that historicaih performance data indicate result in a

>3 ML 2009-19
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lower risk of default..”>®> FHA offers no empirical data demonstrating itslaterally imposed
condominium program guidelines are based on amuatiah of historical loan performance data
and, therefore, fails to meet the rule-making séatcet in Section 941. CAl urges your
agencies to use a more inclusive and compreheapp®ach to this rulemaking and reject a
closed process that hinders rather than facilifatéic input.

In addition to failing to meet the data-driven, engally verifiable standard applied to the
agencies in the formulation of a joint definitioh“qualified residential mortgage,” FHA has
implemented its new condominium guidelines withadopting a new regulatory framework that
could then be available in HUD Handbooks as arether FHA programs. The Housing and
Economic Recovery Act of 2008 moved the statutoharity for FHA’'s condominium

program from Section 234(c) of the National Houstwg to Section 203(b) of the Act.FHA

has yet to engage in rulemaking to transfer regufaduthority from Section 234(c) to Section
203(b). While these legislative and regulatory deswere implemented as long as two years
ago, FHA has made no effort to update its regutatiar relevant HUD Handbooks, which
provide specific guidance to homeowners and inglysdrtners on the administration of FHA’s
condominium program. This has exposed many homesvarme community associations to
legal uncertainty and constantly changing prograquirements that are implemented differently
across the country.

FHFA's Proposed Guidance on Private Transfer Fees

On August 16, 2010, FHFA published proposed guidanthe Federal Registatirecting that
the GSEs not purchase, invest in securities ompa@secollateral for advances any mortgage or
security where the real property securing the nagyégor security is encumbered by a private
transfer fee covenant.The proposed guidance, as published, would halevastating impact
on millions of homeowners living in community assbions across the nation by denying up to
an estimated 11 million households access to ttenskary mortgage market through the
GSEs™® Given the breadth of impact, it is not surprisihgt more than 2,600 individual
comments (an overwhelming majority in oppositio®revsubmitted to FHFA in response to its
proposal.

CAI's members commend FHFA for publishing the pregubguidance to the GSEs in the
Federal Registeeven though no statutory requirement to do soedistet, given the number

of and the content of comments the agency recdreed the public, it appears the agency may
not have clearly understood the impact its propa@gedance would have on the housing market.
Further, in its proposed guidance, FHFA arrivedeatain conclusions, yet failed to provide or
make available the data used to support its coleissBY failing to employ a data-driven,
empirically verifiable process in developing it®posed guidance, FHFA failed to meet the
statutory standard to be used in the joint ruleingakrocess to define “qualified residential
mortgage.”

> P.L. 111-203: Section 941(b)(e)(4)(BRualified Residential Mortgage

> pP.L. 110-289: Section 211 7Hsurance of Condominiums

>" FHFA No. 2010-N-11Guidance on Private Transfer Fee Covenants

*% For the Common Good: Use of Community Transfer BgeSommunity AssociationSeptember 27, 2010.




The Response to the Housing and Financial CrisaushAddress Causal Factors

CAIl's members have been greatly disturbed by thierms of FHA with regard to the agency’s
condominium program and FHFA'’s proposal to restimtess to credit for any property
encumbered by a transfer fee (regardless of whetheot the fee provides a direct benefit to the
property). These policies seem to target commuasbociations as a contributing factor to the
housing and financial crisis. CAlI's membership sgly rejects this notion.

Community associations are organized under stateuha are comprised of individual
homeowners bound together by private contract. &iason boards are populated by volunteers
from among these homeowners through fair and ofgeti@ns governed by state law. These
volunteers serve their neighbors by managing aasogioperations, enforcing association rules,
and ensuring compliance with federal and state Tdws can be a tough assignment, but it is one
that 2 million homeowners take on each y&ar.

CAl is not aware of any published or credible stiudbntifying a causal link between community
associations, and the lax mortgage underwritingdsteds and secondary market operations or
the excessive leverage in the financial systemgtetipitated the housing and financial crisis.
Association boards do not set loan underwritinginegnents for homeowners nor do
associations select the lenders that owners masHwneowners living in community
associations did not cause the crisis; rather, nohtlyese homeowners experienced significant
economic loss due to poor business decisions ginatiors and secondary mortgage market
actors. This is why CAI strongly believes the feddinancial regulators should focus efforts on
restoring sound underwriting practices in the maggfinance industry and the secondary
mortgage market rather than attempting to regubegrivate contractual obligations between
homeowners living in community associations.

Recommendations on Definition of “Qualified Residetial Mortgage”

Residents of community associations understandebd for, and strongly support, improved
underwriting standards for the mortgage lendingigty and the secondary mortgage market.
CAI strongly supports the return to sound mortgageling and securitization practices. As
mentioned earlier, CAl also has a long historywugdorting and working with housing-related
federal agencies and federal financial regulamenisure that community associations are
financially stable and well-managed. With this grdkund and recent experience in mind, CAI
respectfully offers the following recommendations your consideration.

The qualified residential mortgage definition mrestognize the presence of community
associations in the nation’s housing stock, respgdhe decision of homeowners that choose
the community association housing model and thal lpgavernments that support it as the most
effective means of land planning and ensuring suglde housing that does not require public
financial support.
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* Section 941 is concerned with aligning the inteyedtoriginators and the secondary
markets with those of the borrower by focusing orréwer qualification and the
borrower satisfying the ability to repay standard.

* Regulators should avoid conditioning the extensibaredit to qualified borrowers
meeting all requirements of the ability to repagnstard solely on the basis of a common
ownership element of the real property securingtioetgage.

* Housing-related government agencies and indivitkralers should retain the
responsibility to determine whether or not to egteredit to qualified borrowers for the
purchase of a home in a community association efésis of their own statutory and
risk requirements.

» A qualified residential mortgage standard that prtes sustainable mortgage lending to
creditworthy borrowers will allow qualified consursgo purchase housing of their
choice and promote healthy, vibrant, and sustagaeighborhoods and community
associations.

The qualified residential mortgage definition shbnbt restrict access to mortgage credit
and/or the secondary mortgage markets for resideht®mmunity associations.

» CAl urges you to carefully consider the legal bésighe structure and governance of
community associations in recorded covenants, #sawestate and common property law
when constructing the definition of qualified resndial mortgage.

* Given that more than 300,000 individual communggaxiations exist across the nation,
CAl encourages a careful and deliberate analyst®wimon legally valid concepts in
recorded covenants and state and common propertiptaany element of the qualified
residential mortgage definition that may affect thenagement and operation of
community associations.

» As residents of community associations are govebysativate contractual obligations
duly authorized by state law and/or conventional estate transaction, the federal
government has limited authority to interfere wiitle terms of these contracts.

* Any criteria included in the definition of qualifieresidential mortgage that compels
community associations to amend existing and eaéie contractual obligations will
have a significantly negative effect on millionsAvherican homeowners by restricting
their access to mortgage credit.

» CAl notes that in correspondence to your respeetgancies on the development of the
gualified residential mortgage definition, the Myaje Bankers Association states:

The potential impact on the availability of cresiemming from
the QRM risk retention exemption cannot be overeged. The
design of the QRM and the “Qualified Mortgage” (QMhder the
“ability to repay” provisions of Title XIV of the PA will largely
govern who can and cannot achieve homeownershipefans to
come. Few loans to ordinary customers are likelggaonade



outside the QRM construct; the loans that are maillebe costlier
and likely to be made only to more affluent custsife

* As loans not satisfying the qualified residenti@rtgage definition will be severely
limited, CAl is concerned that unanticipated consgages of any underwriting criteria
specifically applied to community associations wiivastate millions of American
households by rendering their largest asset unrtedrke

Strict adherence to the statutory directive that tlefinition of qualified residential mortgage be
based on empirical data that is verifiable, subjecpublic review and scrutiny, and is
historically-demonstrated to have a significantredation to reduced borrower default.

» CAl urges that the qualified residential mortgagérdtion be developed through strict
adherence to the statutory directive that undeivgitriteria be clearly demonstrated by
verifiable and testable data to reduce the likelthof borrower default.

» Data driven standards that are testable and, trereferifiable will ensure only those
underwriting criteria shown to reduce the likelildoaf borrower default will define the
gualified residential mortgage basket of loans.

» CAlurges that data sets and tests demonstratengftitacy of individual underwriting
requirements for the qualified residential mortghgeket of loans be published in the
Federal Registeand available for public review.

» To ensure the efficacy and relevancy of the undéngrcriteria and to provide
opportunity to address unintended market impactd,ucges the rule defining qualified
residential mortgage establish a regular pericghgew of the definition.

To ensure transparency in the development and egidn of the qualified residential mortgage
definition, the Department of Housing and Urban Blepment should publish the historical and
actual performance data used to support its undeimg criteria for all single family FHA
insurance programs.

* The statutory exemption granted FHA insured loaosfthe risk retention requirements
of Section 941 of DFA confer upon FHA programs dieal residential mortgage status.

» Given the substantial concern that this statutagmgtion will lead to increased usage of
FHA programs and the likely adoption of FHA undating criteria by a substantial
portion of the mortgage finance industry, markeis eonsumers will benefit from
additional transparency and disclosure of thefjaation for FHA program underwriting
criteria.

* CAl believes FHA's newly developed condominium piayg guidelines offer a case
study on the need for additional transparency asdabure in FHA operations.

* To date, FHA has imposed the following restrictionsits condominium program that
have eliminated access to FHA programs for mangaomnium owners:

0 Rental restrictions:

% |_etterfrom the Mortgage Bankers Association to FinanBiafjulators Developing Qualified Residential
Mortgage Definition: November 9, 2010.



= Condominiums may not have less than 50 percemité awner-
occupied.

» FHA has prevented condominiums from adopting pedico restrict the
percentage of leased-units to less than 50 peoééatal units in order to
comply with FHA guidelines.

o Delinquency rates:

» FHA will not insure loans in a condominium wheregdéscent of
association assessments are more than 30 dayeansar

» FHA includes REO properties that are delinquenassessments in its
calculation, despite the fact that the delinquemtg criteria disqualifies
many of its own REO from borrowers seeking FHA ficag.

o Commercial space limitations:

» FHA restricts to 25 percent the amount of spacd fsecommercial
purposes in mixed-use developments.

» This policy is in direct conflict with other fedéq@rograms, many
sponsored by HUD, to encourage more environmenrtadgdly housing
in locations convenient to employment, healthcaodifies, transportation
hubs and other services.

» CAl urges additional transparency and disclosurd-f&éA program guidelines to ensure
that further revisions in its single family prograwomply with the standards applied to
all other underwriting criteria required for theadjfied residential mortgage exemption.

* Additional transparency in FHA'’s single family pragns will ensure that residents of
community associations will be protected from anintended consequences of changes
to FHA programs that may affect their eligibilitgrfFHA-insured mortgages and/or
refinancing based not on their creditworthiness,dvua regulatory determination
regarding their association’s governance and ojoisat

To ensure consumer choice and attract private eqpitthe mortgage market, the qualified
residential mortgage definition should be as breadhe statute permits.

* To guard against overutilization of FHA due tostatutory exemption from DFA Section
941 risk retention requirements, CAl urges thatdégnition of qualified residential
mortgage be broader than FHA's traditional market.

» Given the limitations of Section 941 on the scopthe qualified residential mortgage
definition placed on regulators, CAl believes ipegpriate for the standard to be as broad
as the statute allows.

» CAl believes an overly restrictive qualified regitial mortgage definition will limit
consumer choice and ensure that public resourtesrridnan private capital will support
the housing finance system as the mortgage finemleestry will have a substantial
incentive to mainly originate mortgages eligible Fd1A insurance to ensure legal safe
harbor.

» CAl urges that FHA program standards serve asaa for the definition of qualified
residential mortgage and that the “Qualified Moggastandard in Section 1412 of the
DFA serve as the definition’s ceiling.

» By taking as broad a definition as the statute alibdw, the qualified residential
mortgage exemption can be crafted to allow the G8Etheir successors) and private



firms to compete in the secondary market, providiffigiently priced and appropriately
constructed mortgages to qualified borrowers.

CAl appreciates the difficult and sensitive workaived in crafting a definition of qualified
residential mortgage that fulfills the intent ofr@@wess and that promotes the return of private
capital to our nation’s housing finance system. fideent experiences of community
associations discussed in this letter demonstnatenipact that seemingly narrow regulation can
have on homeowners living in community associatibnst carefully constructed. CAIl's
members are committed to the principle that quedithorrowers should have access to credit on
fair terms so they are free to live in housingtdit choice—an American aspiration that the
housing and financial crisis has jeopardized. Ve flmrward to working with you to attain this
shared goal.

Sincerely,

Thomas M. Skiba, CAE
Chief Executive Officer



Appendix B

CAlI MEMBER RESPONSES TO PROPOSED QUALIFIED RESIDENT IAL
MORTGAGE REGULATIONS

Background

The Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 granted seven federal
agencies the power to set mortgage lending standards. This past March, the bank regulators
released draft guidelines for mortgages that will meet the new Qualified Residential Mortgage
(QRM) standard. Major mortgage lenders and large investors that purchase mortgage loans in the
secondary mortgage market have said that mortgage loans meeting the QRM standard will be in
high demand. Because banks would have to retain a share of any loan that does not meet the
standards of QRM, it is anticipated that buyers who do not meet the new requirements will have
limited options for homeownership. As a result, the proposed QRM standard has the potential to
radically change the way Americans approach homeownership.

Because more than one in five homes in the United States is in a community association, CAI
members have a stake in the outcome of any rulemaking process. The common ownership element
that is the foundation of community associations also means that homeowners in community
associations are actively engaged in the governance of their neighborhoods in a manner above that
of a homeowner who does not live in a community association. It also means that the value of their
property and its marketability are linked to the overall financial health of the community
association in which they live. As result, CAl member comments have a uniquely informed
perspective that will benefit regulators.

Amidst agency discussion and justification for the decisions taken in crafting the proposed rule, the
proposed rule seeks public comment on 174 issues. Public comment on the proposed rule must be
received by August 1, 2011. This survey was a mechanism for participation by CAIl members in the
QRM rule making process.

Survey Process

CAI's Proposed Mortgage Regulation Member Survey contained 12 questions on the topic of the
QRM standard. The survey was sent to all CAl members. The survey was open May 20-31,2011. A
total of 331 members responded. 10 questions contained multiple choice answers, and 3 of those
questions allowed for the respondent to provide their own comment, limited to 300 words.
Respondents were asked to exclusively provide their comments on 2 questions.

A QRM Frequently Asked Questions document was attached to the member survey request. The
FAQ was created by the CAI's Government and Public Affairs Department and may be found here.



Survey Highlights

67 percent of the respondents believe that fedegailators need to be careful moving forward to
make sure Americans can still afford to buy a home.

61.5 percent of the respondents believe that riexguir 20 percent down payment would create
too great a hurdle for most potential homebuyes/grcome.

55.7 percent of the respondents disagree witheegirement that only owner occupied
properties may qualify for the QRM standard.

55.5 percent of the respondents feel full walktigftoappraisals should only be required for
purchase mortgages and should not be require@fioeance mortgages.

Respondents do support the QRM proposal to bagstriat certain types of mortgage practices,
including:

0 Negative amortization (60.1 percent)

0 Prepayment penalties (59.8 percent)

o Balloon payments (43.3 percent)

69.8 percent of the respondents feel that requisorgowers to finance closing costs, in addition
to a 20 percent minimum down payment is unnecessatyunrealistic.

51.9 percent of the respondents disagree withekelimitations in the proposed QRM standard
on retained equity

Respondents are supportive of the QRM proposabktudlify buyers from mortgages if the
buyer:
o Had property repossessed in the prior 36 month® (@&rcent)
0 Reported bankruptcy, short-sale, or deed-in-liefogclosure in the prior 36 months
(74.1 percent)
0 Were subject to a court order to repay a debtarptior 36 months (59 percent)

63.6 percent of the respondents believe the borrel@uld have a direct right of appeal with the
lender on an issue that disqualified the borrowm@mfmeeting the QRM standard.

60.5 percent of the respondents feel federal bgnidgulators have not struck an appropriate
balance in crafting the proposed QRM standard.



Survey Findings

Should the government set mortgage lending
guidelines that apply one standard across all
homeowners in all regions of the country?

In addition, some respondents provided their ovgpoases to the question of whether they believe the
federal government should set standard mortgagkrgmuidelines. The most common responses were:

» The federal government should not over regulatértthgstry with a one-size-fits-all lending
standard (9).

» The federal government should not be involvedlagallending is between the buyer and private
sector (8).

* The federal government should heavily regulategbeivenders (6).

Respondents were asked if they agreed with theéreegant that only owner occupied properties may
qualify for the QRM standard. 55.7 percent of tbgpondents do not agree with the requirement. 44.3
percent of the respondents agree with the requiteme

Respondents were asked if they agree with the QaWlard of interest rate limitation on Adjustable
Rate Mortgages (ARMs). 78.4 percent of the respotsdegree with the QRM’s standard of interest rate
limitations on ARMs. 21.6 percent of the respondeit not agree with these limitations.



Which loan terms should be banned?

Negative amortization 60.1%
Prepayment penalties 59.8%
Balloon payments 43.6%
Interest only payments 39.9%
Combined interest points and loan fees exceedil 39.3%
0 0
percent of the loan
Loans longer than 30 years or less than 12 mon 31.6%
| believe all of these loan terms should be 20.2%

prohibited in the QRM standard

No, all these forms of mortgages are useful

provided the terms and rules are fair and 17.5%
reasonable.

Respondents were asked whether they feel borraherdd be able to finance closing costs. 69.8 merce
of the respondents feel borrowers should be aki@ance closing costs. 30.2 percent of the respotsd
agree that closing costs should not be financed.



Do you believe that a 20 percent cash
downpayment is too high?

In addition, respondents were asked whether theefartment of Housing and Urban Development’s
suggested minimum 10 percent down payment appligdmandatory mortgage insurance is a more
appropriate standard, or if they had a better mmuB9.9 percent of the respondents provided el
of the best policy solution. Below were the mosnown answers:

» The 20 percent down payment is too high; buyerh wxicellent credit, stable job history and

proper mortgage insurance should qualify for thg@éent down payment (41).

* Mortgages are very individualized and the markeusdhset the standard not the federal
government, so the government should not inter(&Rpe

* The down payment should vary with the borrowertoime-to-debt ratio and credit history (12).

Respondents were asked if they feel the new lifaitatin the proposed QRM standard on retained yquit
are appropriate. 51.9 percent of respondentstiesktlimitations are not appropriate, because many
borrowers need access to the equity in their hdordegitimate purposes. 48.1 percent of the
respondents feel these limitations are approprieause equity is one of the leading indicators in
mortgage default, and homeowners with more equéyess likely to default on their mortgage.

What Negative Credit History Terms Should Disqualify a Borrower from Meeting the QRM
Standard?

Borrower(s) had property repossessed in the pian8nths. 75.9%

Borrower(s) has a reported bankruptcy, short-skded-in-lieu of foreclosure in the prior 36| 74.1%
months.

Borrower(s) was subject to a court order to repdeglat in the prior 36 months. 59.0%
Borrower(s) has one or more 60-day delinquencydciste credit report in the prior 24 34.6%
months.

Borrower(s) has one or more 30-day delinquencynynexisting debt. 6.2%




Respondents were asked if they feel federal bani€gglators have struck an appropriate balance in
crafting the proposed QRM standard. 60.5 percetiiefespondents believe the federal banking
regulators have not struck an appropriate balaarue yegulators need to rethink the QRM proposal and
come back with a policy that will promote respotesilending and homeownership. 39.5 percent of the
respondents believe the federal banking reguldiave struck an appropriate balance, and the higher
standards will mean better loans, with more stablamunities and lower foreclosure rates.
Respondents provided their own response to whétbdiederal banking regulators have struck an
appropriate balance in crafting the proposed QRididrd. The following were the most general
comments:

* The federal government should not be involved.

» There needs to be room for case-by-case scenarios.

* The federal government has not done enough toatgldnders and the industry.

* More requirements should be made against the bersow
60.5 percent of the respondents feel federal bgnidgulators have not struck an appropriate balance
crafting the proposed QRM standard.
Finally, respondents were asked if there were ampoitant issues related to the QRM standard thet we
not covered in CAl's Proposed Mortgage Regulaticeanier Survey. The following were the two most
common questions:

* What steps are being put forward to limit predatending practices in the United States?

* What QRM standards regulate the banks and lendstgutions?



