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Consumer Credit & Home 
Mortgage Lending

Instructor: S. “Rusty” Richardson 20211

A little sunshine to brighten 
your day with instructor selfie!
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Course Outline

Session 1: Credit – General

Session 2: Consumer Lending

Session 3: Home Mortgage Lending

Session 4: Course Review / Home Study
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Session 1: Credit - General
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Importance of Credit
Why is credit important to the overall banking system?

• Meeting the credit needs of the consumers is one of the most 
important  MISSIONS of a depository institution.

• Loans are an important source of income for a bank.

• For most banks, loans are the primary source of income.

• Money & Banking: take deposits from customers and use  those 
funds to make loans.
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Income Sources

A Typical Community Bank’s Revenue Sources

Income from credit  
activities: interest 
and  fees on loans

Investments

Other  
Income

Other Fees

Illustrative purposes only; no specific data used in compiling this chart.
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Roles Involved in Credit

Typical roles within the bank involved in credit include:

• Board of Directors (credit committee)

• President

• Chief credit officer / chief lending officer / senior lender

• Risk officers & audit/compliance personnel

• Mortgage loan originator & lenders

• Credit Analysts (number crunchers)

• Loan administrators & loan processors
7

The “C’s of Credit”

Primary Factors:
1. Character
2. Capacity
3. Capital

Other Factors:
4. Collateral
5. Conditions
6. Common Sense

• Varying opinions on how many “C’s of Credit” exist
• We will focus on three but discuss three more
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The “C’s of Credit”

It takes a combination of the  
factors to make a good loan.

Bad loans can result from  
applicants who exhibit:
• Character without Capacity
• Collateral without Character
• Capital without Capacity

Strive for each loan  decision to 
include all  of the factors.
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Credit Reports

Credit  
Score

Risk
10
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Credit Reports

Credit Reporting Bureaus:
1. Equifax
2. Experian
3. Transunion

Report Types:
1. Single bureau
2. Tri-merge
3. Consumer / “Free”
4. Personnel uses
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Credit Reports

What factors affect a credit score?

• Credit history (best predictor of payment behavior)

• Public records
• Amount owed
• Inquiries
• Open Accounts
• Length of credit history
• New accounts

The FICO model is complex and not always clear.
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Credit Reports

• Banks typically establish minimal acceptable scores  for their 
loans.

• Credit policies should require lenders to analyze the  CONTENT 
of a report, not just the score.

FICO credit  
score range

300 - 850
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Credit Reports

• Credit report formats vary  by 
reporting agency and  also the 
vendor used to pull  them.

• Make sure you understand  
and receive training on how  to 
read the reports from  your 
vendor.

• The credit score is NOT the 
only factor for evaluating a 
loan for approval.
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Session 2: Consumer Lending
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Types of Consumer Loans

Secured Loans:
• Automobile
• Boat / RV
• Equipment
• Stock Loans
• CD Loans (cash)

Unsecured Loans:
• Household needs
• Credit Card
• Overdraft Protection
• Short-term

Consumer loans come in a variety of types, and  
structures vary based upon purpose and terms.
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Consumer Loan Structures

• Installment – typically equal monthly payments 
of  principal and interest

• Term – sometimes called “single pay”
• Interest only – commonly associated with lines 

of  credit
• Balloon – balance due at loan maturity

Loans can involve a combination of these and/or 
other  features.
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Consumer Loan Sources

Direct Loans:
• Borrower applies directly with the bank

Indirect Loans:
• Borrower application comes from a pre-

arranged affiliation  with a third party 
origination source. For example: Car dealers
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Direct vs. Indirect Loans

Direct Loans
Advantages:

1. Customer retention
2. Cross-selling opportunities
3. Lower credit risk normally

Disadvantages:
1. More time consuming
2. Very competitive
3. Lower yield from overhead costs
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Direct vs. Indirect Loans

Indirect Loans
Advantages:

1. Higher yield with lower overhead
2. More sources = faster loan growth
3. Create strong third party alliances

Disadvantages:
1. Hard to “know your customer”
2. Higher credit risk and delinquency
3. Low customer loyalty

20
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Underwriting a Consumer Loan

In addition to analyzing an  
applicant’s credit report,  

lenders must assess capacity 
to  repay using an applicant’s  
income and debt obligations.

DTI: Debt-to-Income Ratio
21

Debt-to-Income Ratio

Existing & Proposed Monthly Debts of Applicant(s)
DTI =

Gross Monthly Income of Applicant(s)

• Include all existing monthly debt obligations and the  
proposed payment on new loan(s)

• Take income source and convert to monthly amount
 Point to ponder: W-2 vs. Self Employed with NO W-2

 Everybody does not have a W-2

Banks have different standards for acceptable DTI  ratios, but 45% or less 
is a general industry standard  for a safe level.
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Debt-to-Income Ratio

Example:

• Joint applicants have annual salaries of $70,000 and
• $50,000 with no additional income sources.

• They have a $1,000 monthly mortgage payment

• Each applicant has a car loan. One payment is $400  monthly 
and the other is $600 monthly.

• One of the applicants has a student loan with a required
• $700 monthly payment.

• Your proposed loan will have a $500 monthly payment.

What is the resulting DTI?
Should you consider the loan request further?

23

Example of a Vehicle Loan

When a loan is collateralized by a vehicle, what must 
the lender do?
•Prepare a security agreement
This is commonly done within the promissory note
 Or, may be a separate document from the promissory note

•Perfect the lien
In SC this is done by filing a lien with the SC DMV
Dealer purchase vs individual purchase to be discussed

•If you do not have both of the above bullets, you may 
have a problem if the loan goes bad. 
Can anybody explain why?
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Consumer Lending Laws and Regulations

Consumer lending is a highly regulated industry

The primary purposes of consumer lending laws and 
regulations are as follows:

• Help protect consumer identities
• Prohibit lending discrimination
• Help ensure fairness in lending

• ECOA and Fair Housing Act as examples

25

Session 2, Continued:  
Home Mortgage Lending

26
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Residential Mortgage Loan Types

Residential loans for consumers come in a variety of 
shapes  and sizes, but some common types include:

• Loans to finance a home purchase
• Loans to refinance a home mortgage
• Construction loans
• Lot loans
• HELOCs – Home Equity Lines of Credit
• Home improvement loans

27

Home Loan Placement

Portfolio Lending
Bank originates residential mortgage loans with the intent
to hold them on their books to maturity and structures
may differ from Fannie/Freddie typical standards

Conventional Mortgage Lending
Bank originates residential mortgage loans with the 
intent  to never hold them or hold them temporarily 
before the  loans are sold into the secondary mortgage 
market

28



6/25/2021

15

Portfolio vs. Conventional Loans

Portfolio Loans
Advantages:

1. Longer-term income stream
2. Customer retention & cross-sales
3. Additional flexibility in structure

Disadvantages:
1. Greater interest rate risk
2. Increased regulatory compliance
3. Long-term servicing overhead
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Portfolio vs. Conventional Loans

Conventional Loans
Advantages:

1. Fee income from the loan sales
2. Lower bank capital requirements
3. Less interest rate risk

Disadvantages:
1. Lower customer loyalty/retention
2. Less flexible loan structures
3. Loan not long-term income stream
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Home Loan Structures

• Installment – typically equal monthly payments 
of  principal and interest

• Interest only – commonly associated 
with  construction loans or HELOCs

• Balloon – balance due at loan maturity
• Adjustable rate mortgage – interest rate varies  

during loan, and payments change

Or a combination of these and/or other features.

31

Adjustable Rate Mortgages

ARM
Loans

Common Features:
• Fixed rates for an introductory  period, 

such as 3, 5, or 7 years
• Periodic rate change caps
• Lifetime rate change caps
• Limitations on the frequency of rate  changes

Pros & Cons:
• Excellent tool for bank to manage  interest 

rate risk with mortgages
• Perceived as ‘tricky’ to customer and  carry 

excess compliance and  disclosure 
requirements
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Home Construction Loans

• Common terms are 6-12 months for  
construction period

• Payments are often interest-only  
during construction period

• Additional risks to ensure home  
construction is completed

• Most banks require periodic  
inspections by bank personnel or  
third parties

• Multiple closings required if dual
phase, but single closing possible
with construction-perm loans

Construction  
Only

Construction-to-
Permanent

33

Home Equity Lines of Credit

• Popular customer retention and  
loyalty tool by many banks

• Revolving lines, “open-end”
• Allow borrowers a chance to  “cash-

out” some of the equity in  their 
homes

• Payments often interest-only or a  
percentage of the outstanding  balance

• Often very competitive and many  banks 
offer them at low-to-no  origination cost

• Uh Oh – what has changed in the last 
few years Mr. Instructor?

HELOC
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Session 3: Home Mortgage 
Lending  (Continued)

Course Review & Home Study

35

Home Mortgage Regulations
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Home Mortgage Regulations

Just a FEW of the MANY regulations impacting home mortgage  
loans:

• RESPA – Real Estate Settlement Procedures Act
• HMDA – Home Mortgage  

Disclosure Act
• ATR/QM – Ability to Repay  

and Qualified Mortgage
• TRID – TILA-RESPA  

Integrated Disclosures

37

RESPA

Real Estate Settlement Procedures Act

• Enacted to ensure consumers provided with more information about 
cost  of a mortgage and protected from high charges & abusive 
practices

• Originally created ‘Good Faith Estimate’ (now changed by TRID)

• Eff. 2011, RESPA administered by Consumer Financial Protection  
Bureau (CFPB)

• Also governs a bank’s relationships with affiliated companies in  
providing services connected to a mortgage loan transaction

• Applicable to any consumer purpose loan on a 1-4 family property,  
including HELOCs

• More information available via HUD.gov RESPA aka “Reg. X”

38



6/25/2021

20

HMDA

Home Mortgage Disclosure Act

• aka “Regulation C” and administered by CFPB
• Requires the publication of public loan data for mortgage loans
• Applicable to all dwelling-secured loans, including those which may 

be  considered commercial in nature which certain stipulations.
• Collection of demographic information formally called “GMI“.
• Regulators have adopted a zero-tolerance stance for errors
• HMDA output is now used for a variety of reasons, including 

assessing  fair lending and census data
• Banks publish a loan application register (LAR) annually detailing 

their  HMDA loans
• Originated and declined/withdrawn loans reported

39

HMDA

Home Mortgage Disclosure Act, continued

• New rules went into effect at the start of 2018 (then changed)
• Prior “purpose test” replaced with more focus on loans secured by  

dwellings
• A dwelling is a residential structure, regardless of attachment to real  

property only if permanent financing is being done.
• Home improvement loans no longer reportable unless secured by a  

dwelling with agriculture loans exempt even if a dwelling securing the 
loan.

• Expanded information collected and reported, but changed as a result of  the 
Economic Growth, Regulatory Relief & Consumer Protection Act  (guidance 
issued late 2018)

• Construction loans reportable, unless the loan is specifically to construct a  
dwelling to be sold (builder loans) or with intent to get permanent  financing 
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HMDA

Home Mortgage Disclosure Act, continued

• BREAKING NEWS!

• HMDA is now not required to be reported by small creditors who 
have  had fewer than 100 applications per year for two consecutive 
years and also has a CRA rating of “Satisfactory” or better in each of 
the last two years.

• New rule became effective July 1, 2020

41

ATR / QM

Ability to Repay / Qualified Mortgage

• New regulations via Dodd-Frank, effective early 2014

• Specific factors to be examined under borrower ability to 
repay

• Most banks were already performing ATR, but this put a 
formal  approach together to make it more uniform

• Qualified mortgages are loan types the CFPB has given a “safe  
harbor” in litigation; they are presumed to comply with ATR

• Small creditors allowed some exemptions for QM, if elected
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ATR / QM

Ability to Repay: Factors

1) Income and Assets

2) Employment Status

3) Mortgage Payments

4) Payments for Other Loans on Same Property

5) Other Monthly Fees (taxes, insurance, HOA dues, etc.)

6) Other Debts, Alimony & Child Support Obligations

7) Debt-to-Income

8) Credit History

Banks may also elect to consider some additional factors.
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ATR / QM

Qualified Mortgage: General Requirements

• No interest-only, negative amortization or balloon features

• No terms in excess of 30 years

• Limit on DTI threshold eliminated under new QM rules effective 
March, 2021 with mandatory compliance date of October, 2022

• Limitations on points and fees assessed with a mortgage loan

• Income sources and other data must be verified; no more ‘stated  
income’ or ‘low doc’ loans would qualify

• KaBoom – blast from the past on toxic trouble

When a bank demonstrates compliance with the QM terms, it has a safe  
harbor in litigation over that certain mortgage transaction, should it  
become necessary.
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TRID

TILA – RESPA Integrated Disclosures

• Amended sections of the prior Truth-in-Lending Act and RESPA 
to  create new disclosures and timing requirements

• Governed by the CFPB

• Loan Estimate (LE) replaced the former Good Faith Estimate and 
is  designed to aid a consumer in comparing banks’ loan terms

• Closing Disclosure (CD) replaced former Settlement Statement 
and  strict guidelines for preparation also ease a consumer’s 
ability to  understand the transaction and associated costs

• Specific timing requirements: LE must be delivered within 3 days of 
an  application, and CD at least 3 days before closing (E-sign)
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Course Review

• Name the three primary “C’s of Credit”.
• Is it important to consider more than just a 

credit score for evaluating a loan for approval?
• Should we seek loans with DTI above or below 

45%  (or whatever our bank’s minimum level)?
• Name the four home mortgage lending 

regulations  we covered in class.
• Do banks exist solely for the purpose of 

collecting  deposits?
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Course Review

• Is Portfolio Lending an intent for a bank to keep 
the loan on its books? (True/False)

• Name three advantages to direct loan lending

• Name some positions in the bank associated 
with  the lending function.

• What is the primary source of income for 
most  traditional community banks?

47

Course Review

• Are residential mortgage loans often tied to 
a  variable rate that changes daily?

• Name some advantages to ARM loans.
• What is the best predictor of a potential 

loan customer`s payment behavior?
• Know what RESPA, HMDA, ATR/QM & 

TRID  acronyms represent.
• What loan structure is often associated 

with a  residential construction loan.
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Home Study Project

• CEO Interview
• Lending practices & recent changes
• Competitive advantages
• Regulatory changes and impact upon  residential 

mortgage lending
• Challenges impacting lending
• Advice to offer an aspiring banker

• Output
• CEO Answers & Your Analysis
• Explain why you agree/disagree
• 2+ pages total (generally 4-5 max)
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Rusty, do we still have to take a 
test this week?
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