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from fhe Editor. . .

Access to opportunities in home
ownership for lower-income indi-
viduals is at the core of this issue
of Communities (?vBan;eing. Our
feature article examines the use of
credit scoring in mortgage under-
writing. These risk-assessment
models are designecl bothto stream-
line the process and to reduce the
influence of su]njective human juclg-
ment. Yet the models themselves —
along with the ways lenders migh’c
use them to make Ien&ing decisions
— have sparlzecl considerable debate
over how they may affect access to
home ownership opportunities.

We also profile The Real Estate
Cafe in Cam]:riclge, Massachusetts,
which combines real estate buyer
Broleerage services with a “one-stop
shop" where customers can “surf the
‘Net” for homes, learn about neigh»
borhoods, and examine property val-
ues. The Cafe’s Buyer representa-
tion combined m’ch its many set-
vices produces a po’cenﬁaﬂy power-
ful tool to help lbwer;ixlcome people
identi{:y and burgge affor&al)}e
housing options. -

You'll also notice a new section, In-
formation Exchange, which out-
lines some of the growing resources
the Federal Reserve Bank of Bos-
ton offers t}lrouglm our Community
Information Center. The Compli-
ance Q&A section discusses the
new CRA’s community clevelop-’
ment test, and Community Devel-
opments lists resources related to
this issue’s articles and those related
to other aspects of community and
economic developmen’c. CED
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s the banlzing industry con-
solidates and individual
banks look for ways to trim ex-
penses, mortgage 1encling depart—
ments are likewise loolzing for effi-
ciencies, sometimes by using tech-
nology and automation. At the
same time, these institutions must
continue to meet fair 1ending and
CRA requirements. Credit scoring,
1ong used in the consumer 1encling
and credit card arenas, is being
touted }Jy many as a tool to help
accomplish all of these goals. Both
Fannie Mae and Freddie Mac have
recently acloptecl credit scoring as
an element in evaluating loans :
for purchase, and recommend -
its use among lenders from
whom they purchase mort- *

gages.

These new developments have
genera’ced considerable discus- |
sion among lenders, commu- -
nity organizations, and con-
sumer advocates across the
country. The discussion often -
concerns how this emerging
tec}mology interacts with the
complexities of 1ending tolow-

and moderate-income mort- Lo

gage applican’cs, and how its
use may affect mortgage un-
clerwriting decisions.

As a result, many lenders are
talzing a “wait and see” attitude
about the ’cechnology. Jim

. Where Cr

Cosman from BayBanlzs Mort-
gage, Phil Freehan from East Bos-
ton Savings Bank, and Jerry
Woodworth from Andover Savings
Bank all report that their institu-
tions are still eva]uating credit scor-
ing as a tool in making mortgage
Iending decisions. Some believe
that it will take time to refine scor-
ing models before they work prop-
erly in mortgage len&ing . And com-
munity banks such as East Boston
Savings Bank pride themselves on
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their alnlltv to assess risk on their
own. Phil Freehan from East Bos-
ton Savings Bank reports that
“We've always looked for ways to
approve loans in our community.
In 1989 we established a first-time
home ]auyer program, and throug‘h
that program we've lent more than
$10 million without any defaults.”

Many lenders recognize that the use
of credit scoring models to assess
risk may ultimatel_v become stan-
dard industry practice. “Credit scor-
ing will play a l)ig role in the mort-
gage lencling industry. It will be a
l)ig‘ time saver...[and] I believe it will
benefit both the customer and the
lender,” says Jerry Woodworth from
Andover Savings Bank. This un-
clerstanding is borne out in recent
trends: Fair, [saac & Company, the
leading cleveloper and supplier of
credit scoring models and services,
reports an increase of more than
100 percent in requests from mort-
gage lenders for credit scores in the
four-month period from January
through May of 1995. The chal-
lenge, theregore, is to ensure that
everyone involved in the home pur-
chase process — from the second-
ary market to community and
consumer advocacy groups — un-
derstand the signiﬂcance of credit
scoring and apply it appropriately
and equitably.

How Are Credit Scores
Derived?

Credit scoring models are complex
statistical formulas clesignecl to as-
sess Iending risk. These models ex-
amine borrower characteristics such
as the ﬁequency, severity, and dates
of clelinquencies; utilization of
available creclit; the number of
credit accounts availaljle; the num-
ber of recent credit inquiries; the
number of recen’cly—opened trade
accounts; and the number of fi-
nance company accounts. After
measuring an individual’s perfor—
mance under each criterion, mod-
els consider the measurements si-
multaneously and weigh each fac-
tor based on its relative influence

over future payment performance.
The analvsi< ultimatelv yielcls a
si ngle composite score.

Fair, Isaac & Co. has clevelopecl sev-
eral specializecl models, including
those tailored to evalua‘cing‘ risk in
mortgage lencling. Their scoring
systems procluce what are generally
referred to as “FICO” scores. The
three credit reporting bureaus —
TRV, Equifax, and Trans Union
— make use of the scoring models
and can produce individual scores
upon request.

Accorcling to Pete i\'lcC‘orlzeH, Vice
President and General Counsel at
Fair, [saac & Co., ongoing and ret-
rospective studies have shown that
the factors examined to yield credit
scores correlate significantly with
a borrower’s likelihood to repay
debt. McCorkell aclanowledges,
however, that such models cannot
predict a specific individual's behav-
ior. Instead, tlley evaluate the risk
of 1enc]ing to that individual ljy
analyzing historical credit and pay-
ment information of others with
similar profiles.

Credit scoring models are propri-
etary and consequently public scru-
tiny is preclucled. Suppliers such as
Fair, [saac & Co. provide substan-
tial data to support the validity of
their scores but do not publicly re-
lease information about how the
formulas work. As a result, some
question the way these models
weigh the factors that procluce the
score. Because of their proprietary
nature, the models take on a black
box-like quality and, for many
people, the results seem con£using
and sometimes ar]aitrary.

Fair, Isaac & Co. models yielcl
scores that range from 400 to
about 900, with higher scores rep-
resenting a greater likelihood of
repayment, and lower scores repre-
senting a greater risk of delin-
“Distribu-
tion of credit scores of good and
and Figure 2:

quency (See Figure 1:
bad accounts.”
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“Credit scores and default rates.”)
Data from Fair, Isaac & Co. illus-
trate the variation in mortgage loan
performance lay credit score range:
For example, a FICO bureau score
in the 600 to 609 range indicates
a 7 percent incidence of mortgage
loan charge—og or other major de-
rogatory occurrence, while a FICO
bureau score in the 670-679 range
indicates a 2.1 percent incidence.
The data also inclicate, however,
that there will al\vays be some loans
with 11ig‘11 credit scores that do not
perform well, and many with low
scores that do.

Predictive Power of
Credit Scoring Models
Robert Avery et al., in their article
“Credit Rislz, Credit Scoring, and
the Performance of Home Mort-
gages” (Fca’era/ Reserve Bu//etin, ]uly
1996) analyze proprietary informa-
tion released to them by Equifax,
Inc. that relates credit scores to
mortg’age 1oan performance. W”hile
the authors cite some limitations
to the stucly data, they indicate that
credit scores are goocl preclictors of
loan performance. The authors re-
port that “clelinquent borrowers dis-
proportionately have scores in the
low rang‘e.‘..For example, borrow-
ers with low credit scores accounted
for 2.1% of all seasoned conven-
tional fixed-rate mortgages, but
’che_v accounted for 32% of those
that became delinquent." This
same trend held true for foreclo-
sure rates. However, the authors
also note that even tllough indi-
viduals with low scores comprise a
large percentage of clelinquencies,
most borrowers with low scores are
not clelinquen’c. So even though a
low credit score signals a lender that
risk of default is statisticaﬂy higher,
an individual borrower with a low
score may actually pose little risk.
Avery, et al. a]so founcl that the
re]ationship between income and
loan perjr‘ormance appeared slig‘ht,
and that credit scores preclic’cec[
foreclosure much better than bor-
rower income.
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Credit Scores and the
Lencling Decision

The credit score assesses the rela-
tive risk a loan poses, and suppli—
ers like Fair, Isaac tout the accu-
racy of that assessment. Yet the
score does not determine what de-
gree of risk is appropriate for a
given lender or investor, nor does
it address the additional complexi—
ties of mortgage lending such as
loan-to-value ratios and debt-to-
income ratios. For this reason, sup-
pliers emphasize the limited role
that this information should play
in the mortgage credit decision.
They stress that it should be used
along with other factors in evalu-
ating a mortgage loan application,

and thata credit score should never
take the place of underwriter juclg-
ment.

Government-chartered seconclary
market institutions evaluate credit
scores in maleing their investment
decisions, but likewise leave under-
writing decisions to lenders. Fannie
Mae and Freddie Mac have, how-
ever, established guidelines for lend-
ers to use when underwﬁ’cing loans,
grouping scores into three catego-
ries inclicating the level of review

whether Basic, Comprehensive,
or Cautious — recommended for
underwri’cing a mortgage. (See box
on page 4)

continued on page 4

Figure 1

Distribution of credit scores of good and bad accounts
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Fig‘ure 2
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Credit Scoring and
Consumer [ssues
Consumers and community groups
— and some bankers — sometimes
regard the use of credit scoring for
mortgage 1encling with doubt, par-
ticularly diven its black box-like
qua]ity. Many agree that one of the
benefits of credit scoring systems
is improve(i egiciency in process-
ing loans for i’ligh-score, low-risk
appiicants using a mucil‘simpli{'ieti,
expe(iiteci review. Such efficiencies
benefit lenders ]:)y cutting costs and
maleing‘ it possii}le to serve custom-
ers more quiciziy, and consumers by
simpiiiying the documentation
process, expeciiting the decision,
and po’centiaﬂy lowering origination
costs.

Concerns arise, however, when one
considers how the use of credit scor-
ing may interact with mortgage
underwriting for popu]ations served
i)y many community organizations
and home l)uyer education pro-
grams. As Beth Prentice of Neigh-
borhood Reinvestment Corpora-
tion points out in her article en-
titled “Automated Underwriting:
Friend or Foe?” (Stone Soup, Sum-
mer 1996) the use of credit scor-
ing could have an adverse effect on
clients of her organization. In her

[T

article she cites:

o how the use of credit from fi-
nance companies — sometimes the
oniy credit option for lower-income
people — is inghi\ correlated with
increased risk in the statistical scor-
ing analysis;

o the fact that alternative docu-
mentation, used extensively in af-
fordable housing, usualiy is not
included in the credit score, and
when it is, oniy negative informa-
tion is reporteci;

° the ina]:)iiity of scoring systems
to ciistinguisil a previousiy poor
periorrner who has gonetoa “we'll
clean up your credit” company from
one who has gone ti'n‘ougii a solid
home ijuyer education program,
and has cieveioped both a new atti-
tude and new ways of using credit;

* howa credit score can cirop radi-
cauy and quicieiy with recent poor
credit periormance, while it takes
much ionger to rebuild a record of
financial responsiiﬁlity to improve
one's score.

Prentice discusses {urther how
credit scoring models do not take
into account the positive impact of

Gecondary Market Underwriting Guidelines, by Credi Score

Score fange

Underwriter Guideline

Greater than 660: Basic review. Underwrite the file as require(l
to qonfirm the borrower’s Wiﬂing‘ness to repay

?a‘s agree(i.

660 to 620:

Comprehensive review. Underwrite all aspects

. ‘of the borrower’s credit history to establish the
borrower's W‘iﬂingness to repay as agree&.

Less tiian 620:

Cautious review. Perform a particuiarly detailed

review of all aspects of the borrower’s credit
history to ensure the borrower’s wining’ness to
repay as agreecl has been established. Unless
there are extenuating circumstances, a credit
score in this range should be viewed as a strong

indication that the borrower does not show suf-

ficient willingness to repay as agreed.]

home i)uyer education programs on
the peri;orrnance of mortgage loans.
Mel S’ciiier, Executive Director of
the Consumer Credit Counseiing
Service of I\’Iassachuse’c’:s, has simi-
lar concerns, worrying that such
systems overlook the intricacies of
each person’s situation. He also
notes that mortgage payment be-
havior, particularly for those who
have received credit counseiing,
may differ su]astantiauy from credit
card payment history.

Ai’cilougii Neighimriiood Reinvest-
ment Coq)oration has experience-
and opinion—i)aseci information to
support these views, Prentice ac-
ianowieciges that experientiai infor-
mation is not adequate to demon-
strate risk mitigation. She suggests
a need for refinement of credit scor-
ing models and uncierwriting sys-
tems to take into account the nu-
ances aﬁ:ecting the likelihood that
a borrower will repay. Such refine-
ments, she also notes, could entail
considerable statistical substantia-
tion to demonstrate the mitigating
influence of credit counseling pro-
grams.

Some question what will occur
when originator or underwriter
ju(igment’ is called ior, particuiarly
when appiicants have FICO scores
under 660. Avery et al. report that
JEuily 40 percent of all mortgagde
loan appiicants fall into this grey
area, which signais an underwriter
to periorm a compreiriensive or a
cautious review. Will underwriters
take the time to amass the addi-
tional information and documen-
tation require(i for these loan ap-
piications? Will tiley ciilig‘entiy pur-
sue an equitable second-look pro-
cess? Or will tiley reject such ap-
piicants or automa.ticauy refer them
to lenders specializing in iiigiier-
1'islz, higher—interest—rate loans?

Others question the vaii(iity of us-
ing a national data base as a proxy
fora speciﬁc community’s minor-
ity and low- and moderate-income
home iJuyers. Related factors such
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as cultural differences or lack of
education in managing credit —
both of which could influence pay-
ment patterns — migh’c aclversely
affect the abﬂi’ty of minority and
lower-income people to obtain
mortgage financing at favorable
rates.

Community and consumer advo-
cates are also uneasy about second-
ary market policies, how ’cl'ley are
appliecl in maleing investment de-
cisions, and their ultimate effect on
credit cost and availal)ility for mi-
nority and lower-income home }Juy-
ers. Some private seconclary mar-
ket investors have established poli-
cies where}ay they will not purchase
loans with credit scores below 680.
And Freddie Mac'’s Peter Mahoney,
Senior Vice President and General
Counsel, confirms that some cus-
tomers have agreecl con’tractuaﬂy
not to sell any loan to Freddie Mac
with a score under 620. At the
same time, Le states that “credit
quality does not know income,”
noting that low- and moderate-in-
come people as well as middle- and
upper-income people are approxi-
mately equaHy representecl in all
score ranges.

Avery et al. echo some of the con-
cerns of consumer and community
advocates. They assert that, for
some groups under—representecl in
the data }Jase, the scores may lack
preclictive power. Moreover, they
note that developers of credit scor-
ing models report that model per-
formance deteriorates over time, so
if the unclerlying model does not
reflect current rislz,/performance
rela‘cionships p predictive power may
be compromised further.

Benefits with Cautions
and Limitations

Credit scoring for the mortgage
lending industry poses several ad-
vantages: It examines only those
factors that credit scoring model
developers have determined affect
credit ﬁsk; it does not consider in-
come, race, or ethnici’cy in its evalu-
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ation; and human subjectivi‘ry does
not enter into the assessment of
creditworthiness. Consequen’cly, its
use could create a fairer mortgage
1ending environment.

The use of credit scoring further
promises to create efficiencies for
lenders and seconclary market in-
vestors in working with high-score/
low-risk applicants. Better credit
decisions may also result from the
use of credit scoring. McCorkell of
Fair, Isaac & Co. asserts that in
swi’cching from su]:)jective to objec—
tive decision maleing, lending in-
stitutions may
either reduce
their  delin-
quency rate ljy
20 percent to
30 percent —
without reduc-
ing the accep-
tance rate; or
‘cl’ley may in-

fis
impact g
d

nh
crease their ac- Egm !}E
ceptance rate by
20 percent to
30 percent — without increasing

their dehnquency rate.

Lenders and secondary market in-
vestors could, however, apply credit
scores in ways Jchey are not meant
to be used. By ]:)asing mortdage
lending decisions largely on the
credit score, or })y using a “mar-
justiﬁca-
tion for a mortgagde loan denial

ginal" credit score as sole

froma minority applicant, particu-
1ar1y if that applicant wanted to
purchase a home in a low-income
or predominantly minority
neighborhood, lenders would over-
look their responsi})ﬂity to review
each application £air1y and
completely. When one considers
that 40 percent of credit scores fall
into a statistical grey area, the im-
pact on home ownership could be
substantial.

Credit scoring models themselves
have their limitations. They can-
not assess the risk associated with
1encling to those with non-tradi-

Hhen one considers rnaffm -
nercent of credit scores fall
into a safistcal ey area, he
ome ownership
substantial.

tional financial histories, whose
credit reports show no credit his-
tory, and who therefore have no
credit score. Fannie Mae’s Robert
Englestad confirms that they are
committed to continuing the prac-
tice of purchasing such loans, and
will evaluate them by manual re-
view. Yet lenders must first take the
time to underwrite the loans manu-

aﬂy for Fannie Mae and Freddie
Mac to purcllase them.

Credit scores do not take into con-
sideration such factors as a recent

illness, ]Olf) 105:, and the like. Un-

- derwriters may
not dive ad
equate consid-
eration to such
extenuating
circumstances,
which could
: lead to denial
of loans that
perhaps could
otherwise have
been approve&.

Finaﬂy, credit score relia]aili\‘:y de-
pends on the accuracy, comple’ce-
ness, and timeliness of the data
contained in credit reports. If the
underlying information does not
reflect current actual payment per-
£ormance, then the credit score

likewise will be invalid.

Evolution in Mortgage
Lenr}.ing’

When Fannie Mae and Freddie
Mac embraced the use of credit
scoring as a tool in mortgdage lend-
ing, the mortgage industry, along
with other related industries and
organizations, took notice. Assess-
ment of creclitworl:}ainess, often
thought to be the most difficult
aspect of mortgage len&ing, now
could be largely free of human sub-
jectivity for the majority of appli-
cants.

A new mortgage lencling environ-
ment is evolving, one that offers
substantial opportunities for better,
more efficient lencling decisions,

§




but one that also poses risks of mis-
under:tanclmg or misuse. The com-
plexi’cv of the mortgage lencling pro-
cess, combined with technolog‘y’s
newness in mortgage 1ending, has

created a lznowledge gap.

The tec}molog‘y’s effectiveness ul-
timately resides in the ability and
willing‘ness of
all participants
to adjust to this
new environ-
ment. Develop-
ers of credi

scoring models,
seconclary mar-
ket investors,
1enc1ing institu-
tions, commu-
nity organizers,
and educators
of home l)uyers
all must work to
develop prod-
ucts, policies,
practices, and
educational
programs that
work ef{ectively with these chang-
ing mortgage lending‘ systems.

To llelp ensure their predictive
power, credit scoring model devel-
opers con’cinuaﬂy upclate their mod-
els based on demograpllic and be-
havioral changes. These suppliers
could also incorporate s’ca’cisticauv
si ‘vmflcant influences of J;actor~
such as home buyer education pro-
drams, as Neighljorllood Reinvest-
ment Corporation’s Beth Prentice
advocates. By so doing, the models
migh’c examine creditworthiness in
a manner that more closely reflects
the inclividuality of each applican’c’s
situation.

Effective and equitable use of credit
scores in under\ni’cind decisions re-
quires originator an& underwriter
lznowledde of their proper use. Both
model developers and :econ(lary
market investors are well situated
to educate the lending community
in using this new technolog‘y. Sec-
onclary market investors could train

§

i new mortgage lending
environment is evolving, one
that offers substantial
opporfunifies for beft
gfficient lending decisions,
 Duf one fhat also poses risks
of misunderstanding or
misuse.

lenders in applying credit scores in
a way that is equitalale and consis-
tent with their underwriting g‘uicle-

lines.

From senior bank managers to loan
unclerwriters, staff members of
l:anleing institutions need to under-
stand what credit scoring can —
and what it
cannot - ac-
complish. They
must also apply
scores equitably

ancl

ten’cly in the

consis-

loan origina-

er, more

tion process.
S bank

managers in

Senior

particu lar
should consider
establishing‘
clear and con-
sistent omde—
lines for ’che use
of credit scor-
ing in mortgage
lencling deci-
sions. These same managers should
also consider monitoring their
bank's 1ending‘ activity to ensure
that originators and underwriters
are serving all customers, especiaﬂy
the 40 percent whose credit scores
fall in the grey area. Finaﬂy, for
those applications that require ad-
ditional attention, second- and
third-look proce&ures will llelp a
bank treat all customers equita}oly.

Community organizations may
choose to play more than one role.
They could educate their clients
about applying for mortgagdes in
this new environment; this will re-
quire a full understanding of lender
and seconclaly market guidelines
and of how various behaviors affect
credit scores. Community groups
could also advocate credit scoring
models that incorporate the effects
of home l)uyer education programs
and other inﬂuencing factors; they
could also work with banks to es-
tablish unclerwri’cing guidehnes that
do the same.

Beyoncl the Scores
Beyond the debate about the valid-
ity of using credit scoring models
in the mortgage unclelwlitin» pro-
cess, and })evond the chveléme fore-
casts of tllelr potentlal impact on
minority and lower-income indi-
viduals, banks have an ongoing re-
sponsiljility to comply with Com-
munity Reinvestment Act regula-
tions. Many bankers have learned
that, with the righ’c commitment
to cleveloping‘ lenc]ing products de-
signe ed for low- and moderate-in-
come home buyers, the pursuit of
CRA compllance can be ploﬁtabl
and rewarding. With a similar com-
mitment to unclerstancling a mort-
gage unclerwriting environment
that utilizes credit scoring models,
and to cleveloping policies that en-
sure low- and moderate- income
individuals are well servecl, bank-
ing institutions will further the goal
of the Community Reinvestment
Act and serve markets that mig‘ht

not otherwise be served.

Q&A answering
many of your
questions

on the New CRA.

S ee
Community
Developments

for mulcring information.
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The Federal Reserve Bank of Boston’s new Community Information Center features information related to

community cleveloprnen’c laws and regula’cions, ginancing community de\relopment activities, and de\'eloping pul)-
lic/private partnerships. The Center is open to the puMic la_v caHing’ Susan Cournoyer at 617-973-3174. Watch
this section for future upclates on Information Center resources. And don'’t forg‘et to visit the Fed’s home page on

the World Wide Web, at http://wnmal)os.f'rb.org.

Publicafions locuments

° Public/private partnerships ¢ CRA Hearing testimony

e Microenterprise lencling * Federal Financial Institution Examination
¢ Small business (levelopment {:inancing Council (FFIEC) Press Releases

° Women'’s business clevelopment * Consent decrees between the Department of
° Rural development Justice and financial institutions

° Home Mortgage Disclosure Act analyses and guicles ° Housing and community clevelopment laws and
° Community Reinvestment Act analy"es and g‘uicles regulations*

° Bi-weelaly upclates on cle\'elopment trends and
issues”

*An electronic database will be in place by 1007.
Electronic Informaion

e Listings of banks and local, regional and state
economic clevelopmen’c development organizations

* 1995 HMDA data

A Call for Information

The centerpiece of the Federal Reserve’s Community Information Center is a data base of New England’s com-
munity and economic clevelopment agencies and organizations. This data base includes information on specific
programs and services offered by individual organizations. It is a useful tool for anyone needing access to
information about area programs and resources.

We need your help. The data base can only be as accurate and up to date as the information we receive from you.

Please comple’ce the short questionnaire on the £0Howing‘ page and then just drop it in the mail, postage paid, to
the Federal Reserve.

You can find out more about speciﬁc Information Center holdings
by calling Susan Cournoyer at 617-973-3174,

or you can reach her }Dy e-:mail at susan.nl.cournoyer@ibos.ﬁb.org‘.
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Consolidated CRA
|

Examr'ncc/ L]’y the Federal
Dapasi Insurance Carpomfion
Union Savings Bank
Dan]_)my, CT

Farmington Savings Bank
Famling'ton, CT

The Putnam Trust Company
Greenw‘ich, CT

MidCon Bank
Kensington, CT

Salishury Bank and Trust
Company

Lakeville, CT

Liberty Bank
)’lidcﬂetown, CT
American Savings Bank
New Britain, CT

The New Milford Bank and
Trust Company

New Milford, CT
Newtown Savings Bank
Newtown, CT

Norwalk Savings Society
Norwalk, CT

Ridgeﬁel& Bank
Ridgefield, CT

The Bank of Southington
Southington, CT

First Union Bank of

Connecticut

S’tamforcl, CT

American Bank of Connecticut
\\"aterbury, CT

First Bank of West Hartford
West Hartford, CT

The Westport Bank and Trust
Company

Westport, CT

Amesbury Co-operative Bank
Ames}:)ur_\’, MA

Hyde Park Savings Bank
Boston, MA

Mercantile Bank and Trust
Company

Boston, MA

Roslindale Co-operative Bank
of Boston
Boston, MA

The Boston Bank of Commerce
Boston, MA
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Wainwright Bank and Trust
Company

Boston, MA

Bridgewater Co-operative
Bank
Bn'clgewater, MA

Brookline Co-operative Bank
Brookline, MA

North Cambridge Co-
operative Bank
Cambridge, MA

United Bank
Conway, MA

East Bridgewater Co-operative
Bank
East Bn’clgewater, MA

B a. nle

Dukes County Savings

Edg‘artown, MA

MetroWest Bank
Framingham, MA

Dean Co-operative Bank
Franlalin, MA

Cape Ann Savings Bank
Gloucester, MA

Greenfield Co-operative Bank
Greenfield, MA

Pentucket Five Cents Savings
Banlz

Ha\'erhiﬂ, MA

Eastern Bank

Lynn, MA

Northmark Bank

North Anclover, MA
Norwood Co-operative Bank
Norwood, MA

Randolph Savings Bank
Randolph MA

Stou
to

hton Co- operative Bank
ou llton, MA -

U) U)
. Uu

walpole Co-operative Bank
"alpole, MA
Ware Co-operative Bark
Ware, MA
United Co—operative Bank
West Springﬁekl, MA
Woronoco Savings Bank

V\"est{ield, MA

Winchester Savings Bank
Winchester, MA

Wrentham Co-operataive

Bank
Wrentham, MA

M
Ul

Kennebec Savings Bank
Augusta, ME

Biddeford Savings Bank
Biclcleforcl, ME

Norway Savings Bank
Norway, ME

Key Bank of Maine
Portland, ME

CFX Bank
Keene, NH

Laconia Savings Bank
Laconia, NH

The Siwooganoclz Guaranty
Savings Bank

Lancaster, NH

Peoples Bank of Littleton
Littleton, NH

First NH Bank
L\'lanchester, NH

First Signature Bank and
Trust Company
Portsmouth, NH

Piscataqua Savings Bank
Portsmouth, NH

Andover Bank
Salem, NH

Domestic Loan and Invest-
ment Bank

Cranston, RI

PierBank
Narragansett, RI

First Bank and Trust
Company

Providence , RI

Key Bank of Vermont
Burlington, VT

Examined Z?y the O/’/ICC q)[
T/zr::{t Supervision

Naugatuclz Vaﬂey Savings and
Loan Association

Naugatucle, CT

Windsor Federal Savings &
Loan Association

Winc{cor, CT

Union Fecleral ::avm s Ban]e
Boston, MA

Examined l?y the Of/;'cc of the
Comptra//er of the Currency

First Brandon National Bank
Brandon, VT

Schedule

Patriot National Bank
Stamford, CT

Bevetly National Bank
Beverly, MA

Millbury National Bank
Millbury, MA

First & Ocean National Bank
Newburyport, MA

The Lancaster National Bank
Lancaster, NH

Rhode Island Hospital Trust
National Bank
Providence, RI

Examined lvy the Common-
wealth of Massachusetts,
Division of f Banks

Aldenville Credit Union
Chicopee, MA

Berkshire County Savings
Bank
Pittsfield, MA

Boston Globe Employee
Credit Union
Boston, MA

Braintree Co-operative Bank
Braintree, MA

Cambridge Savings Bank
Cambridge, MA

Cape Cod Bank & Trust
Company

Hyannis, MA

Cl’xicopee L\"Iunicipal Employ-
ees Credit Union
Chicopee, MA

Commonwealth Co-operative

Bank
Boston, MA

Commonwealth Gas
Employee Credit Union
Soutllborough, MA

County Schools Credit Union
Pittsﬁelcl, MA

Easthampton Savings Bank
Easthampton, MA

Economy Co-operative Bank
Merrimac, MA

Embeco Credit Union
E. Longmeadow, NLA

Foxborough Savings Bank
Fox]:)orough, MA
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Great Barrington Savings
Bank
Great Barrin,_d.ton, MA

Grove Bank for Savings
Boston, MA

Haverhill Teachers Credit
Union

Haverhill, MA

Leicester Savings Bank
Leicester, MA

Lowell Fireﬁghters Credit
Union

Lowell, MA

Mass State Employees Credit
Union

Boston, MA

L\'Ieetinghouse Co-operative

Bank
Boston, MA

Monson Savings Bank
Mouson, MA

Newton Municipal Credit
Union
Newton, MA

Pyralart Credit Union
Leominster, MA

Roslindale Co-operative Bank
Roslin&ale, MA

Saint Vincent Hospital Credit
Union

Worcester, MA

Saugus Co-operative Bank
Saugus, MA

Somerset Savings Bank
Somerville, MA

United States Trust Company
Boston, MA

US Trust

Boston, MA

Wa'mwright Bank and Trust
Company

Boston, MA

Webster Five Cents Savings
Bank

We])ster, MA
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1ergy from several congre-
gations gather at  Bill
Vendel’s Real Estate Cafe in
Laml)riclge, Massachusetts along
with real estate l)rolzers, banleers,

and representatives of city and non-
profit agencies. Wendel hosts the
session, at which the group dis-

(o]

usses plan~ to create an ecumeni-
al organization to clevelop afford-
able housir ing units in Cam]ouclce

ancl surroundmg communities.

[¢]

Imbued with a civic focus evidenced
in events like this one, the Cafe also
embodies a number of trends in the
residential real estate inclus’cry
which could hold promise for low-
to moderate-income home ]Juyers,
inclucling access to ]Juyer represen-
tation and to tecln1olog‘y.

The Cafe specializes in providing
lauyer brolzerage ser-
vices to home l)uyers.
During the day, it
functions as a self-ser-
vice llousing informa-
oﬁering
books as well as

tion center,

Internet resources.
‘Cafe’ refers to the
store's smorgasl;ord of
housing resources and
activities. The combi-
nation of lmyer repre-
sentation and techno-
logical resources posi-
tions Bill Wendel and
the Real Estate Cafe
among the new breed
of aclvisory pro£ession-
als in the residential
real estate inclustry.

{ommnifies & Banking

The ez
Serving Home Ownership in Greafer

by Susan Cournoyer, Federal Reserve Bank of Boston

PROFILE

T

Advisory Role of Buyer
BI’OIZQI‘S

Traclitionauy, residential real estate
agents have had a {iduciary respon-
sibility to act only in the best in-
terests of the seller. Over the past
cleca(le, changes in the residential
real estate inclustry have allowed
ljuyers access to fic{uciary represen-
tation throug‘ll buyer brokers. Low-
to moderate-income home Luyers
may find that the various services
of l)uyer brokers can lower the
hurdles involved in huying a home.
(See box on page 8.)

Buyer agents plovic]e advice and
services that seller agents often can-
not. Wanv of them cons1cler it their

ol) to 1191

home purc}lase process. Ill S0 ClO—

]Juyela navigate the

ing, I)uyer brokers can identi£y re-
sources for l)uyers to use in evalu-
ating metropolitan as well as sub-
urban communities where afford-
able housing options may exist.
They may work with louyers to iden-
tify properties for sale or to target
neig‘hl)orhoods with affordable
properties; they can recommend
analyses of properties to detect po-
tential zoning issues, environmen-
tal hazards, and negative events in
the history of the house; and tlley
may work with ]Juyers to explore
mortgage options and to advise on
the home appraisal process. Finauy,
accorcling to Constance Proleop of
Custom Real Estate Services of
Concord, Massachusetts and a
member of the Massachusetts As-

continued on page 8

STty




sociation of Buyer Agents
(MABA), })uyer agents can “pro-
vide expertise in structuring and
negotiating a transaction that op-
timizes the ]:Juyer's al:)ili’cy to pur-
chase a home at the best price.”

More Options in
Purchasing Services
Changes in the field of residential
real estate have led to the develop-
ment of an array of new compen-
sation options for l:)uyer brokers.
The traditional lis’cing agent pro-
vides services up front, and receives
a sales commission based on a per-
centage of the sales price at the
closing. For buyer brokerage ser-
vices, compensation arrangements
vary. Many buyer agents and list-
ing agents sph’c real estate commis-
sions. However, lis’cing agents vary
in their wil]ingness to consider spli’c
commissions. Some buyer brokers
negotiate fees with their clients.
These fees are then either paid sepa-
rately or are included in the pur-
chase price. Still other lauyer
agents are charging “a la carte” for
their expertise, aﬂom’ng consum-
ers to select only those specific ser-
vices they need or want.

The Cafe’s Menu Services
The Real Estate Cafe’s menu re-
flects most of these trends in buyer
broleerage. Owner Biﬂ Wenclel has
developed an unusual concentra-
tion of services over the last six
years. He traces his interest in the
housing field back to his father, who
was involved in the Model Cities
programs in the 1960’s. After at-
tending a Jesuit high school,
Wendel cornpletecl architecture and
planning course work at MIT and
at Harvard University. The Cafe
unites his interests in technology,
home buyer education, and the
civic benefits of ex*tending home
ownership to low- and moderate-
income people.

Prospective ]auyers can sample free
seminars at the Real Estate Cafe
to start to explore their options.

According to Wendel, “the Cafe
8

hosts the ‘Renters’ Blues Night’ on
the first of each month. We have
an hour-long presentation Ly some-
]:Jody who is &oing an innovative
affordable housing program that's
of interest to first-time l)uyers.” In
Fe}aruary, this seminar included a
presentation by The Boston Com-
pany on loan programs for first-
time home buyers. Other recently
schedu_led seminars include “Buy-
ing Foreclosed Properties” and
“Saying Good-bye to Your Land-
lorcl," which outlined the pros and
cons of termi-
nating leases
early.

The Cafe is

organize& asa
series o
twenty sta-
tions modeled
after the
home l)uying
process, cov-
ering suc

steps as se-
Iec’cing com-
munities,
iclen’ciﬁring properties, and locating
a lender and a mortdage product.
The Cafe stocks a wide rangde of
books and videos and also offers
access to computer applications
speciﬁc to the real estate field. For
instance, home buyers can view the
Multiple Listing Service (MLS),
the centralized data base used to list
residential properties for sale. Us-
ers can also access a Case Shiller
Weiss site that permits a home
}Juyer to evaluate the stated price
for a property. Wendel states that
he and the Cafe’s three other bro-
kers “sift through the real estate
sites on the World Wide Web so we

can guicle ]Juyers through them.”

The fee structure at the Real Es-
tate Cafe permits clients to pur-
chase only those services they need.
Use of computer resources may be
purchased on an hourly basis, with
caps of $100 per month and $300
per year. Computer instruction is
also offered on an hourly basis. In

turn, these fees can be appliecl to
fees incurred for lnuyer ]:)rolzerage
services. Buyers who elect to use
the Real Estate Cafe’s }Juyer bro-
leerage services pay total fees rang-
ing from $2,000 to $5,000.
Wendel explains, “If somebody is a
self-service client, after $2,000 we
spli’c the commission ﬂ&v-{j&v with
them. We never charge more than
35,000." In return for these dis-
counted fees, buyers agree to do
some of the work themselves, includ-
ing driving })y properties and attend-
ing open houses
on their own.

Clients at the
Real Estate
Cafe have a wide
range of in-
comes. Most are
prospective Luy-
ers seelzing
properties in the
price range of
$100,000 to
$150,000. Us-
ing the Cafe’s
resources, they
are able to icientify Boston neigh-
borhoods such as Dorchester and
East Boston as well as Greater
Boston communities such as
Medford and Waltham where Jchey
may find housing in their price
range. Clients consider most types
of housing, inclucling condos,
townhouses, and single Jr'amily, two-
family, and mul’ci-{amily dweﬂings.

More Consumer Options
Fannie Mae's 1996 Housing Sur-
vey notes tha’c, for low- to moder-
ate-income renters, owning a home
is their most important life goal.
Changes in the residential real es-
tate industry are }Jeginning to yielcl
more resources to assist }:)uyers in
reaching this goal. “New informa-
tion technologies are reclucing
costs,” observes Bill Wendel.
“That’s our philosophical corner-
stone. We're a funnel for these new
’cechnologies and our goal is to
make sure that consumers benefit
from the savings.”
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What kinds of activities genera//y

qua/ify as community L{CZJC‘/O;L”NZQ”f./

Under the new CRA, community
clevelopment activities are consid-
ered separately from the bank’s
other lenc]ing, investment, and ser-
vice activities. Consequently, activi-
ties considered for community de-
velopment credit cannot be con-
sidered for credit under any other
category of the regulation. To
qualify for this credit, a bank may
provicle loans, investments, or fi-
nancial services that further one of
the jr'oﬂowing purposes: affordable
housing; community service; eco-
nomic clevelopment; or community
stabilization/revitalization.

What geograp]zic area(s) must be

SQTL'QC{?

Onl_v loans , investments or services
located within a retail institution’s
assessment area(s) or an area that
includes its assessment area(s) will
quali{y. Some activities in over-
lapping areas will also quah£y, in-
clucling those that: 1. encourage
cooperative activities with commu-
nity development corporations,
other financial institutions or com-
munity organizations, government
programs and other community
institutions; and 2. where there are
limited opportunities in its assess-
ment area, allow and encourage a
lender to provide loans, investments
or services in underserved areas.

Are there any restrictions on the types
of/oans that will count?

There are three types of loans that
will not be considered community
development loans:

1. Smaﬂ })usiness and smaﬂ £arrn

{ommunities & Banking

10&1’15, even when ’chey serve amn eco-

nomic clevelopment or community
clevelopmen’c purpose, will not
count as community development
loans. Information will be consid-
ered under the Large Bank Lend-
ing Test. There are some excep-
tions. Because lenders do not re-
port commercial loans under one
million dollars that they do not
capture in the Consolidated Re-
ports of Condition and Income,
Schedule RC-C, Part1], and in the
Thrift Financial Report, Schedule
SB, these loans are not considered
in the 1enc1ing test. Therefore, t}ley
will count as community clevelop-
ment loans.

2. Loans that are HMDA -report-
able. For retail banks required by
HMDA to report residential lend-
ing, these loans will be considered
as part of the bank’s lencling per-
formance. There is one exception:
Loans for mul’ci—£amily (five- or
more unit) affordable housing are
considered community clevelop-
ment loans.

3. Loans collected as Optional
Data for consideration as 1enc1ing‘
activity. If a bank chooses to col-
lect data on consumer and other
1oans, it will be considered as part

of the bank’s 1ending performance.

What will count as a Community

.
Deue/apmcnf Investment?

Any investment that meets a com-
munity clevelopment purpose is eli-
gible, including: 1. lawful invest-
ments; 2. deposits or membership
shares in community clevelopment
institutions; and 3. grants or chari-
table contributions, such as subsi-
dies or grants to eligﬂale consum-
ers or organizations (reduced fees,

closing costs or below-market in-
terest rates.) Examiners may con-
sider the entire bank port{'olio of
quali_{iecl investments, not just those
made since the last examination.

What kinds o_;[ services qua/{fy?

Services must relate to the provi-
sion of financial services. Moreover,
they cannot have been categ‘orizecl
Ly the bank as a retail service. For
example, if a banker serves on a
loan committee of a micro-enter-
prise lending program, that activ-
ity would qualify. However, if the
activity does not draw on the bank’s
financial expertise — if that same
banker served food at a local home-
less shelter — the activity would

not qualify.

How does the new CRA chfne ‘Af-
fom]aé/e Housing?”

Loans, investments or services
must serve households with in-
comes under 80% of the area me-
dian. Housing may be located in a
low- or moderate-income area, or
it may be located in a higher—in~
come area, but serve low- and mod-
erate-income people. For one- to
£our~famil_v homes, condominiums,
or cooperatives, the beneﬁciary of
the mortgage, investment or service
must have an income under 80%
of the area median. For multi-fam-
ily (5+ units) the housing must
primarily benefit low- and moder-
ate-income residents. Special needs
housing targeted to low- and mod-
erate-income residents also quali-

fies as affordable l’xousing.

Wdraf community services qua/ify as
. o ey Lo}
community Jeztc/opmenf activities?

Loans, investments or services that

9




meet the needs of low- or moder-
ate-income people qualify. Services
include 11ea1tl‘1, eclucational, clay
care, and recreational services and
those related to credit counseling‘,
housing, small business or economic
clevelopment. Services must prima-
rily serve households with incomes
under 80% of the area median.

What qua/i_}l;bS as economic a/cve/op—
ment under the new CRA?

Any activity will be considered that:
clirec’cly or indirectly finances busi-
nesses or farms with gross annual
revenues under one million dollars
or; meets SBA's standards for its
Development Company or Small
Business Investment Company
Program. There is no income-tar-
geting requirecl.

Loans, investments or services that
create, retain, or improve jobs may
also be considered. They include
loans or grants to nonprogit or for-
profit community organizations
that support micro-enterprise lend-
ing programs, sma business incu-
bators or other such programs.

77 . . .
W /zat constitutes community rcvlta/—

ization and stabilization?

Community revitalization and sta-
bilization activities must benefit
low- and moderate-income areas.
Middle- and upper-income house-
holds may also benefit, but the
loan, investment or service must
help stabilize or revitalize a low- or
moderate-income neighborhood.

Community revitalization and sta-
bilization encompasses a wide range
of loans, investments and services,
such as: ﬁnancing of environmen-
tal clean—up; redevelopmen’c of an
industrial site; and purcl’xase of mu-
nicipal bonds for infrastructure.

Rehecca Cartr

10

More ]1?][oz'mation on the New CRA and

Community Economic Deve/opmenf

oo Credit Scoring ®© .
“Credit Risk, Credit Scoring, and the Performance of Home Mortgages,”
Robert B. Avery, Raphael W.: Bostic, Paul S. Calem, and Glenn B.

~Canner. From the Foderal Reserve Bulletin, }uly,. 1996, pp. 621-648.

This article presents new information about the disfcril)u{:ion of credit
scores across population groups and the way crecli{: scores relate to the
performance of mortgages. For a copy of the article, call Beclzy Carter
at the Federal Reserve Bank of Boston, 612-/973'3813; Ly e-mail:
rel)ecca.carter@bos.frl).org.

“Low- to Moderate-Income and H igl? z\{[inority’ﬁrea Case Studies.” From
Fair, Isaac & Co. This paper examines the impact of credit scoring on
minority and low- and moderate-income neigh}:prhoocls. It also pro-
vides Lackgrounc} on credit scoring and outlines ’g}}e differences be-
tween credit scoring and judgmen’cal decision‘—malz‘iug. For a copy of
this paper; call Beclzy Carter at the Federal Resefve,Bank of Boston;
617/973-3813; by e-mail: rebecca.carter@bos.frb.org. '

“Automated Una[erwriting: Friend or Foe,” }Jy Beth Prentice. From Stone
Soup, Summer, 1996, pp. 18-19. This article presents some of the
questions that community organizations have about credit scoring in
mortgage lending. For a copy of the publication, call Beclzy Carter at
the Federal Reserve Bank of Boston, 617-973-3813; by e-mail:

relaecca.carter@bos.frb.org.

Viewpoints. A newsletter from Fair, Isaac & Co. that addresses market-
ing, technical, and Iegal issues related to credit scoring. To receive this
publication; call Faix, Isaac at 1-800-777-2066.

On the ‘Net. For Fair, [saac & Co.’s home pa\ge‘éhtitled “Frequen’cly
Asked Questions about Mortgages,” see http://www.homeowners.com/
faq.html. For “Understanding Credit Bureau Scores,” visit http://
www.nceredit.com/underscores. html. For “Credit Scoring: The Impact
on Mortdage Loans,” see ht’cp://www.mortgage-mar’c.c‘om/cwa’ds.h’tml.

oo Affordable Housing ¢ © .
A Way Home. This guidebook is designet} to 11ely communi’cy—})asgcl
organizations set up their own home buyer education and assistance
programs. This publication discusses cleveioping a home Luyer coun-
seling program; conducting‘ outreach; provicling individual counseling;
matcl’xing huyers with available properties; and more. From Citizens’
Housing and Planning Association. To order, call 1-800-HOME-

111. $5 for members; $10 for non-mgmbers.

continged on page 11
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Community Developments contined FEED
- OEET 2
ee New CRA oo Z;iz;
Reg’ulation - =
Community Reinvestment Act Inter-
agency Questions and Answers, is-
sued ]Jy the Federal Financial In-
stitutions Examination Council. r———
This Q&A answers many of the :
questions received from financial s
institutions, examiners, and others Em——

about the new regulation. To re-
ceive a copy; contact Beclzy Carter,
Federal Reserve Bank of Boston,
Community Affairs Department,
P.O. Box 2076, Boston, MA
02106-2076; 617-973-3813; by
e-mail: rehecca.carter@hos.{r}a‘org.

Community Reinvestment Act Regu-
lations, Joint Final Ru]g, issued }Jy
the Office of the Com’ptroﬂer of

LL BE PAID BY ADDRESSEL

the Currency, U.S. Department of g
the Treasury; Board of Governors hpgen &
of the Federal Reserve System; 1] ‘z
Federal Deposit Insurance 2 e
Corporation; Office of Thrift Su- @
pervision. Revisions prov-ide guicl- > 3
ance to financial institutions on the E &
assessment of their CRA-related Q) Z°
activities. To receive a copy, contact M =
Becky Carter, Federal Reserve wm 5
Bank of Boston, Community Af wn
fairs Department, PO. Box 2076, L =
Boston, "MA 02106-2076; ,S( ZA
617/973-3813; I)y e-mail: n =
rebecca.carter@]:;qs.fr}a.org. Cg r:)'z
Examination Procedures fqr the New

POSTAGE Wi

I

Community Reinvestment Act Regu-
/atfon, issued Ly tlle;QH‘ice of the
C‘omp’croﬁer of the Cﬁrrency, U.s.
Department of the Treasury; Board
of Governors of the Federal Reserve
System; Federal Deposit Insurance
Corporation; Office of Thrift
Supervision. Procedures outline
guidelines for compliance examin-
ers to follow when conducting a
CRA examination. To receive a
copy, contact Beclzy Carter, Federal -
Reserve Bank of Boston,
Community Affairs Depa‘rtmen’c,
P.O. Box 207(), Boston, MA
02106-2076; 617/973-3813; by
e-mail: rebecca.carter@hos frb.org.
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