Removing DTI Ratio From QM ‘Appropriate Step’ for CFPB
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Meg Burns is the Housing Policy Council’s (HPC) SVP of Mortgage Policy. She supports HPC’s
engagement with policymakers on various housing finance issues, including housing finance and
regulatory reform.
Before joining HPC, Burns was a partner at the Collingwood Group, a Washington D.C.,-based
housing finance advisory firm. Prior to Collingwood, Burns served as the Senior Associate Director of
the Office of Housing and Regulatory Policy at the Federal Housing Finance Agency (FHFA),
overseeing the policy activities of the GSEs in conservatorship, including several high-impact
projects, like the Servicing Alignment Initiative, redesign of the HARP program, and development of
the new representation and warranty model.
Burns spoke with MReport on the much-debated issue of the debt-to-income (DTI) ratio, what it
means the removal of it could mean for homeowners, and what’s next for the CFPB and the QM
Rule.
Could you please explain the law surrounding the debt-to-income ratio and the QM
Rule?
A lot of people, as a result of the GSE Patch, have forgotten how the law is actually structured and
what it really means. So, let’s go back to the Dodd-Frank Act, the actual foundation for the ability to
repay qualified mortgage regulation; the law stipulates that for every mortgage made in America,
the lender must evaluate the consumer's ability to repay and the law specifies how the lender must
do that.
The law stipulates a list of the underwriting variables that include current income, expected income,
obligations, debt to income, and credit history. These are common underwriting variables that you
would see in most standards, such as the GSE or FHA underwriting guidelines, or frankly, in private
proprietary underwriting standards. The ATR mandate is the foundation of the law. Every mortgage
in America requires that the lender ascertain the customer's ability to repay the mortgage on the
basis of that information -income, obligations, DTI, credit history, and more.
On top of that, the law actually says there is a segment of mortgages, all of which must meet ATR,
that are designated qualified mortgages and those qualified mortgages are presumed to fulfill the
ability to repay standard. They are presumed to fulfill the ability to repay standard based on a set of
safe products and safe practice requirements also stipulated by law.

This QM section of the law is the place where Congress was addressing the predatory practices that
were of concern leading up to the mortgage crisis. This is a place where they were essentially saying
we are going to prohibit the kind of lending products and practices that we think contributed to this
crisis. So, this section of the law specifies that a qualified mortgage cannot have risky features, like
negative amortization, interest-only payments, extended terms, stated-income, high rates, and
fees.
To give some color, negative amortization means that the loan balance is growing over time
because the principal balance is not being paid down and the loan could ultimately exceed the value
of the property. That is prohibited. Similarly, interest-only mortgages are prohibited from QM
because a consumer is paying only the interest on the loan and therefore the principal balance isn't
being paid down, so they're not gaining any equity. A concern with this approach, of course also, is
the same - that the loan balance exceeds the value of the property at some point in the future. That
is prohibited. Another example, the lender must collect and validate income for all consumers.
Stated income and liar loans are not permissible. To go on, extended-term mortgages, where the
borrower would carry the indebtedness over a very extended period of time—any terms greater than
30 years—are prohibited under the QM section of the law. Mortgages with points and fees greater
than 3% are prohibited from QM. High-cost mortgages are prohibited because these practices were
used in a predatory manner to compensate lenders for excessive risk in lieu of rejecting consumers
who lacked the capacity to repay.
These two sections of the law—ATR and QM—go hand in hand. Every mortgage in America must
fulfill the ability to repay with underwriting standards that meet the factors built into the law. Some
segments of these loans are QM and QM loans are presumed to fulfill ATR because they are safe
products, originated in accordance with the mandated practices and features of the QM provisions of
Dodd-Frank.
The intent with the interplay between ATR and QM is that the products and practices that the law is
prohibiting for QM loans were the kinds of things that enabled a lender to circumvent the
fundamental ATR requirements leading up to the crisis. By prohibiting these in QM, the law makes
clear, "If the lender is meeting these QM requirements, we can presume that this loan fulfills the
ATR mandate of this law." This is the fundamental structure of the law—ATR as the foundation and
QMs are a segment of ATR mortgages.
On top of this structure, the CFPB actually added something authorized but not defined by law, a
legal liability pricing lever. You've heard people refer to this as Safe Harbor. For QM loans only, if the
annual percentage rate on the loan is at no more than 150 basis points over the average prime offer
rate (APOR), the presumption of compliance with ATR is conclusive. These loans are essentially
considered prime rate loans and the pricing reflects the lower-risk nature of these loans. For these
loans, the consumer may not challenge whether the lender fulfilled the ability to repay requirement.
If the annual percentage rate on the loan is greater than 150 over APOR, then the presumption that
that loan fulfills ATR is rebuttable and the consumer has the right to say, "I just went delinquent and
now I'm questioning whether you ever really assessed my capacity to repay on this loan at the
outset."
What are your thoughts on the possible elimination of the debt-to-income ratio?
The CFPB layered into the regulation of the DTI requirement for a qualified mortgage. The law
mandates safe product features, but not the DTI. The law simply provided the Bureau the authority

to either add to the statutory elements for qualified mortgage or subtract from them. The Bureau
added the 43 DTI element to the QM definition in the 2014 rule. They then actually worried that the
43 DTI was at a level that might constrain the market and they added the GSE Patch as a
mechanism to ensure that those borrowers who couldn't meet the 43 DTI requirement had another
option. So, the GSE Patch served as an exception to the 43 DTI.
Those elements of QM, the DTI and GSE Patch, were not required. They were add-ons and the
Bureau in its evaluation of the regulation, performed in 2018, actually identified those as the most
problematic features of the regulation. If you read the CFPB “look back” report, they actually say the
GSE Patch distorted the marketplace and they say that the reason that people turn to the GSE Patch
is because of the DTI requirement. The DTI was stringent, set at 43 percent, but also troublesome
because the associated instructions provided to the lending community regarding how to fulfill the
43 DTI were insufficient. We often refer to these instructions as Appendix Q, because they are
included in Appendix Q of the regulation. These instructions, as recognized by CFPB itself, are
problematic.
In the assessment report, the Bureau presented these two aspects of the regulation to be a
challenge and as elements that constrained and/or distorted the market in ways that they were
negative for the industry and consumers. The look-back evaluation is mandated by the Dodd-Frank
law and the conclusions affirm and support the proposal that the Bureau is putting forward now - to
allow expiration of the GSE Patch in January 2021 and simultaneous removal of the DTI from QM
with the related Appendix Q.
We at the Housing Policy Council agree with their direction; given that these elements, the GSE
Patch and DTI, generated negative impacts for the industry and consumers and that these
elements are not required by law. We think that their removal makes a lot of sense. We led a policy
discussion on the future of QM with a diverse coalition of 23 organizations, both industry
associations, and consumer advocacy and civil rights organizations and we all agree that removal of
the DTI makes a lot of sense. It's consistent with the law in the purest form. And, we appreciate
that the CFPB identified these two problematic features and is now signaling that the Bureau plans
to eliminate them. Elimination of the DTI preserves access to credit in the future. It's not disruptive
to the functioning of the market. It clearly does not introduce new credit risk to the equation
because every mortgage in America must fulfill the fundamental obligation of the law, the ability to
repay standards.

“The law mandates safe product features, but not the DTI. The law simply
provided the Bureau the authority to either add to the statutory elements
for qualified mortgage or subtract from them.”
How could millennials, minority, or low-income buyers be impacted by the elimination of
the DTI ratio?
The 23 organizations that got together discussed this issue and we actually tried to highlight that
point in our letter. We speak very directly to our concern that the marketplace continues to serve a
population that is changing as a result of shifts in demographics. We cite some statistics to help
frame the issues; we fundamentally believe that by removing the DTI at the time of the expiration
of the GSE patch, we will be able to continue to serve this new millennial and more diverse
population.

One of the things that we point out in the letter—and this is actually true of all new homeowners—
the future population of new homebuyers will generally have lower incomes. They generally have
thinner credit histories. They generally have a profile that is not the same as second-time buyers
whose income increases as they advance in their careers and who have accumulated more wealth.
The letter states: "The Bureau has a unique opportunity to modify the ATR QM rule to meet the
needs of changing housing market. Elimination of the DTI requirement for prime and near-prime
loans would preserve access to sustainable credit for the new generation of first time home buyers
in a safe and sustainable way and in accordance with the fundamental ATR requirements. This
change is especially important for reaching historically underserved borrowers, including low to
moderate-income households and communities of color. Household formation growth is being
largely driven by communities of color throughout the nation."
According to projections by the Urban Institute in 2030, 10.4 million new households will be people
of color. Of these total new households, 46% are projected to be Hispanic, 18% are AfricanAmerican, 24% are other races and only 12% are projected to be non-Hispanic white. If we look at
just homeowners, Hispanics for example, are projected to account for 56% of all new homeowners
during 2020 and 2030. Communities of color are more likely to have lower-incomes, live in multigenerational households, have thin to no traditional credit history, be self-employed, and participate
in the gig economy.
If the mortgage market fails to support these potential new homeowners along with their home
buying journey, the nation will share the economic consequences. But, the bottom line is the
changes that we are proposing and that we understand the CFPB may pursue to remove the DTI
and the Appendix Q instructions at the time that they remove the GSE patch, will certainly enable
the lending community to serve these customers. Fulfilling the fundamental ATR underwriting
requirements that include evaluation of current income, expected income, obligations, debt to
income, credit history, et cetera, but off also offering them safe product features that under QM are
required, they would end up getting safe, affordable, well-priced loans and that's our goal.
What are the next steps in this process?
We know that the next formal public part of the process will be the release of the actual proposed
regulation by the Bureau and we expect that to be this spring. I think they indicated in the letter
that they were shooting for May. At that juncture, all of the organizations that were part of this QM
Coalition will likely coalesce again and we hope to support the proposal for removal of the DTI that
we believe may be forthcoming and make the case for it.
Between now and then, there probably will continue to be some industry-wide, consumer advocacy
wide conversations. One of the things that we as an industry are most concerned about is the
number of articles that have suggested that by removing the DTI from QM, mortgage loans will no
longer be underwritten in accordance with traditional standards that include DTI. That is incorrect.
We want to make it clear in the public domain, in the press, however we can, that this notion that
removal of the DTI from QM is the same as removal of the DTI from ATR is absolutely not true. In
fact, as I’ve tried to describe, the way the law reads, all mortgages must be underwritten in
accordance with the ability to repay and the additional requirements that apply to the QM segment
of those ATR-compliant loans reinforce that mandate. And so, this potential change by the CFPB, to
remove the DTI from QM only, cannot and will not contradict or change those ATR standards. It
can't. The law stipulates that ATR must include DTI as an underwriting factor. This is a fact and,
absent Congressional action, cannot be changed. Removal of the DTI from QM does not result in
any change to the ATR mandate to underwrite the loan using DTI and those who continue to say as
much are just dead wrong.

