IV. Fair Lending — Appendix: Marginal Transactions

Marginal Transactions
Marginal Denials

Denied applications with any or all the following
characteristics are “marginal.” Such denials are compared to
marginal approved applications. Marginal applications include
those that:

*  Were close to satisfying the requirement that the adverse
action notice said was the reason for denial;

*  Were denied by the lender’s rigid interpretation of
inconsequential processing requirements;

*  Were denied quickly for a reason that normally would take
a longer time for an underwriter to evaluate;

» Involved an unfavorable subjective evaluation of facts that
another person might reasonably have interpreted more
favorably (for example, whether late payments actually
showed a “pattern,” or whether an explanation for a break
in employment was “credible”);

* Resulted from the lender’s failure to take reasonable steps
to obtain necessary information;

* Received unfavorable treatment as the result of a departure
from customary practices or stated policies. For example,
if it is the lender’s stated policy to request an explanation
of derogatory credit information, a failure to do so
for a prohibited basis applicant would be a departure
from customary practices or stated policies even if the
derogatory information seems to be egregious;

*  Were similar to an approved control group applicant who
received unusual consideration or service, buy were not
provided such consideration or service;

* Received unfavorable treatment (for example, were denied
or given various conditions or more processing obstacles)
but appeared fully to meet the lender’s stated requirements
for favorable treatment (for example, approval on the terms
sought);

* Received unfavorable treatment related to a policy
or practice that was vague, and/or the file lacked
documentation on the applicant’s qualifications related to
the reason for denial or other factor;

* Met common secondary market or industry standards even
though failing to meet the lender’s more rigid standards;

* Had a strength that a prudent lender might believe
outweighed the weaknesses cited as the basis for denial;

* Had a history of previously meeting a monthly housing
obligation equivalent to or higher than the proposed debt;
and/or

*  Were denied for an apparently “serious” deficiency

that might easily have been overcome. For example, an
applicant’s total debt ratio of 50 percent might appear
grossly to exceed the lenders guideline of 36 percent, but
this may in fact be easily corrected if the application lists
assets to pay off sufficient nonhousing debts to reduce
the ratio to the guideline, or if the lender were to count
excluded part-time earnings described in the application.

Marginal Approvals

Approved applications with any or all of the following
characteristics are “marginal.” Such approvals are compared
to marginal denied approved applications. Marginal approvals
include those:

*  Whose qualifications satisfied the lender’s stated standard,
but very narrowly;

» That bypassed stated processing requirements (such as
verifications or deadlines);

* For which stated creditworthiness requirements were
relaxed or waived;

e That, if the lender’s own standards are not clear, fell
short of common secondary market or industry lending
standards;

+ That a prudent conservative lender might have denied;

*  Whose qualifications were raised to a qualifying level
by assistance, proposals, counteroffers, favorable
characterizations or questionable qualifications, etc.; and/or

« That in any way received unusual service or consideration
that facilitated obtaining the credit.
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