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Responsible behaviour in a lending context is the practice of extending fair and reasonable
terms to borrowers during the loan origination process.

To facilitate the measurement of and highlight the extent of potentially predatory practices
within a deal or market segment, quantitative-based metrics have been developed.

Loans issued and then passed to the three different Government Sponsored Enterprises
(GSEs) (GNMA, FNMA, and FHLMC) have been considered as separate universes, due to
the different eligibility requirements. In this research, we focus on 30 Year Fixed Rate Loans
originated after the Great Financial Crisis (GFC).

Overview of Methodology

The Yield Book mortgage prepayment model has been accepted as the golden standard
for projecting borrower payment behaviour for decades. Within that framework, we have
developed the ability to closely predict an expected mortgage rate for a borrower with
given characteristics (FICO, LTV, DTI, and others), at each point in time. For each lender,
we compute the difference of the actual loan rate from the expected loan rate over

that lender’s loan production. This metric is commonly referred to as SATO — Spread at
Origination.

We quantify High-Rate Lending as systematic deviation of a lender’s loan production vs
typical loan production. In the chart below, we show the overall spread for all loans in
consideration. The distribution is nearly symmetric and heavily concentrated around zero.
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Figure 1
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By no fault or predatory intentions, some of the lender’s production will fall to the right side of zero, indicating the actual rate is higher than
the predicted rate. However, when a significant portion of a lender’s production falls to the right side, this indicates significant evidence
of systematic lending at rates above what can be justified by borrower characteristics or market conditions. Alternatively, a significant

percentage of production below zero indicates a positive tilt showcasing lenders subsidising borrowers in the marketplace. The plot below
shows examples of both. The green curve shows the global distribution.
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Results

In the three tables below, we show the top 5 lenders ordered from most right skewed from typical lender production first. The results are
presented for lenders selling into GNMA FHA, FNMA, and FHLMC.

Table 1. GNMA FHA table

Lender Loan Production % More than 80th Percentile LSEG Deviation Score
1SH 308 74% 174
AMF** 8229 54% 1.54
PR 2353 48% 148
KE** 665 47% 147
Sy 728 43% 143

Source: Yield Book

Table 2. FNMA table

Lender Loan Production % More than 80th Percentile LSEG Deviation Score
UT 5553 100% 2.00

KE*** 8262 95% 1.95

M 3487 88% 1.88

SE* 1281 85% 1.85

CO™r* 141 77% 177

Source: Yield Book

Table 3. FHLMC table

Lender Loan Production % More than 80th Percentile LSEG Deviation Score
YT 523 100% 2.00

GE™*** 272 85% 1.85

CO** 1444 71% 171

Rp 2934 68% 1.68

AL 759 67% 1.67

Source: Yield Book

This scoring methodology enables computing exposure at any level of aggregation. We focus on ranking lenders here. It is a
straightforward extension to evaluate individual security exposure to lenders and create a ranking of securities with a high exposure to
High-Rate lenders.

Related CFPB Action

It is worth mentioning that we have not incorporated data or information collected from the Consumer Finance Protection Bureau (CFPB)
into our approach. The CFPB is the primary regulatory agency charged with protecting consumers from unlawful or predatory lending
practices. When we look at lenders which we would characterise as High-Rate Lenders, we have found several examples of accusations of
unlawful lending practices. In one particularly egregious example, we see rates for 1st Alliance Lending are heavily skewed and the CFPB
has brought about legal action for unlawful lending practices.
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Figure 3. 1st Alliance through the Yield Book High-Rate analysis:
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Figure 4.

Consumer Financial Protection Bureau Sues 1st
Alliance Lending, LLC and Its Principals for
Alleged Unlawful Mortgage Lending Practices
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Source: Consumer Financial Protection Bureau Sues Ist Alliance Lending, LLC and Its Principals for Alleged Unlawful Mortgage Lending Practices | Consumer Financial Protection
Bureau (consumerfinance.gov)

So far, we have not identified a lender with left skewed / measured market subsidising rates that has been criticised by the CFPB, i.e. no
false positives.

By the time the CFPB has adequate consumer complaints or uncovered unlawful / predatory practices, the behaviour is widespread and
the impact on consumer well-being is substantial. Utilising Yield Book’s scores gives market participants the opportunity to be proactive
and avoid patronising or supporting High Rate lenders.


https://www.consumerfinance.gov/about-us/newsroom/consumer-financial-protection-bureau-sues-1st-alliance-lending-llc-and-its-principals-for-alleged-unlawful-mortgage-lending-practices/
https://www.consumerfinance.gov/about-us/newsroom/consumer-financial-protection-bureau-sues-1st-alliance-lending-llc-and-its-principals-for-alleged-unlawful-mortgage-lending-practices/
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About Yield Book

Yield Book is a trusted and authoritative source for fixed income analytics that enables market makers and institutional investors to perform
complex analysis of their portfolios, benchmarks, trading decisions, historical performance, and risk. Yield Book products offer analytical
insight into an extensive range of financial products in the fixed income space including governments, agencies, corporates, high yield,
emerging markets, mortgages, ABS, CMBS, CMOs, CLOs, and derivatives. The platform utilizes dedicated centralized servers that help
ensure reliable, prompt data delivery. Yield Book forms part of London Stock Exchange Group (LSEG)'s Data and Analytics division.

Contact us

To learn more, contact us at sales@yieldbook.com or visit our website: solutions.yieldbook.com

Americas +1 646 989 2200 Asia-Pacific
EMEA +44 20 7334 8963 Tokyo +813 64411015
APAC +886 2 8729 5130

© 2023 London Stock Exchange Group plc and its applicable group undertakings (the “LSE Group”). All rights reserved.

“The Yield Book®” is a trademark and/or service mark owned or licensed by The Yield Book Inc., and all other trademarks and service marks used herein (whether registered or
unregistered) are trademarks and/or service marks owned or licensed by the applicable member of the LSE Group or their respective licensors. Microsoft and Excel are trademarks
of the Microsoft group of companies.

All information is provided for information purposes only. All information and data contained in this publication is obtained by the LSE Group, from sources believed by it to be
accurate and reliable. Because of the possibility of human and mechanical error as well as other factors, however, such information and data is provided “as is” without warranty
of any kind.

No member of the LSE Group nor their respective directors, officers, employees, partners or licensors make any claim, prediction, warranty or representation whatsoever, expressly
or impliedly, either as to the accuracy, timeliness, completeness, merchantability of any information or of results to be obtained from the use of the

Yield Book products, including but not limited to data and analytics or the fitness or suitability of the Yield Book products for any particular purpose to which they might be put.
Any representation of historical data accessible through Yield Book products is provided for information purposes only and is not a reliable indicator of future performance.

No responsibility or liability can be accepted by any member of the LSE Group nor their respective directors, officers, employees, partners or licensors for (a) any loss or damage in
whole or in part caused by, resulting from, or relating to any error (negligent or otherwise) or other circumstance involved in procuring, collecting, compiling, interpreting, analysing,
editing, transcribing, transmitting, communicating or delivering any such information or data or from use of this document or links to this document or (b) any direct, indirect, special,
consequential or incidental damages whatsoever, even if any member of the LSE Group is advised in advance of the possibility of such damages, resulting from the use of, or
inability to use, such information.

No member of the LSE Group nor their respective directors, officers, employees, partners or licensors provide investment advice and nothing contained herein or accessible
through Yield Book products, including statistical data and industry reports, should be taken as constituting financial or investment advice or a financial promotion. Past
performance is no guarantee of future results. Charts and graphs are provided for illustrative purposes only.

This document may contain forward-looking assessments. These are based upon a number of assumptions concerning future conditions that ultimately may prove to be
inaccurate. Such forward-looking assessments are subject to risks and uncertainties and may be affected by various factors that may cause actual results to differ materially.
No member of the LSE Group nor their licensors assume any duty to and do not undertake to update forward-looking assessments.

No part of this information may be reproduced, stored in a retrieval system or transmitted in any form or by any means, electronic, mechanical, photocopying, recording or
otherwise, without prior written permission of the applicable member of the LSE Group. Use and distribution of the LSE Group data requires a licence from Yield Book and/or their
respective licensors.
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