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Sovereign Bank

Juna 4, 2003

Information Collecfon Comments,
Chigf Counsal's Offico

Office of Thilk Supervision

1760 G Street, NW.

Washington, DC 20552

VIA FACSIMILE
Re: TFR Revisions, OMB No. 1550-0023 - Roplace Schedule CMR with Schedute RED
Dear Sir or Madam: |

Sovereign Bancotp, Inc. is pleased to submit this lolter presenting our cormmments on the Office of Thrift Supervision

(OTS) proposal to replace schedule CMR with schedule RED as detailed in the Federal Register on March 20,
2003,

Wa at Sovereign greatly sppreciate the efforts of the OTS to improve the NPV intorest rate risk model. We do not

use the OTS model as the primary tool to manage our interest rate risk, However, wo do compare the results of -

QTS model bo our own interest mte risk model on a quarterly basis.

Based upon our analysis, we agree with the OTS assaertion that the current model has cartain sections which lack
finer detnils which weuld make the modal more precise. Additonally, we concur with the OTS assertion that the
current OTS model docs not have the flaxbiity necessary 1o reflect signiicant changes in tha Interest rate
environment.  Accordingly, we agree that the changes auggested in the proposed schedule RED should lncrease
the granularity of mate and maturity information, which should result in a more accurate interest rate risk
measurement. Furthermors, wa agree lhat an open-ehded rmodet, such as the RED, would add the flexibility
necessary to reflect significant changes In inlerest mtes. However wo strongly dizsgree with he OTS assertion

that the proposed schedule RED will decrease the financial reporting burden (cee detpils below).

In responze to your request, we subriit our comments iswd below. Reailzing the importance of improving the
current NPV model, we are assuming that the OTS will adopt some form, or components of the schedule RED.
Accordingly, in our comrents balow, we ara suggesting changes to the RED, as proposed. in the hopes that the
final version of RED will provide a more effective interest rate management tool, while not becoming a reporting
burden. wWe have also included various other comments which relate to the NPV model.

Schedule RED may not reduce burden

While the schedule RED has dignificantly fess required Solds (balance, coupaon, mawurity. 1c...), i requires a further
breakdown of the difforant assst and lisbillty groups inte smaller pools or posltions based upon like criterta, The
number of positions an Instituion must report is determined by the "aggregation rules” of the RED insTuctions. The
aggragaon rules will break out the assels and liabilities Into different pools based upon three to five chamctenstcs
{depanding upon the asset or lablity) with each characteristic having anywhere from iwa to twenty choices.
Consaquently, an insiituion coult have well over 100 eombinations, or positidns, for Just one type of loan or
investment security. The result of this tradeoff is that institutions Wil report 3 little less information about each

pazition, while at the sarme tims be reguired 1o significantly mors PoSHORS — resulting in @ net increase In data fialds
reporled.

For example, in the CMR repont, fixed rate martgages required that 4 fielgs be reported for assets spanning 35
posttions (7 loan/MBS types over § intarest rate bands (100bp Increments)) or a total of 140 data points. HOWeVer.

. Tor fixed. rate mortgagss, the. RED report will require 5. fields over approximately. 168.positions (7 loan/MBS types
over 24 imerest rate bands (25 bp incremenis)) or a total of 840 data pointe. o

The RED will cause similar increases in information reporad in Adjustable Rate Mortgages, Second Morigage
Loans, Coemmerdial Loans, Consumer Loans, and Deposits.
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Scheduls RED - suggasted changas

As noted above, the “aggrsgation rules’ which are defined in schedule RED, will require the roporting of & saparate
pasition far each pool of assets and lisbiijes hat possess common cniteria, Accordingly, for each addltional criterion
listed, there exists multiple combinations with the criteria from other criterfa groups. and hance, an Incroased
numbar of data points. Corversaly, a reduction in any of the criteria Wil fesult in a muttiple reduetion in data polnts.

We suggest that aggregation rule oriterta bo reduced wherever possible.  Accordingly. we have listeg below
suggested changss to the aggragation rules. .

Any reduction in thase oiteria will sase the raporting burden. HWér, a reduction in these criteria may reswit in
less granularity of the model, There Is a tradeoff to cansider - which data are relevant and necessary to the modal,
and which will not add signiicant precision to the NPV modal, We feel that the following suggestions will not

significantly compromise ths effectivensss of the model.

«  Fixed Rato Loans and MBS - Intcregt Rate Bands ~ Wa believe that changing the interest rate bands from 25
to 50 basis points will significantly reduce the humbor of positions reported (probably cut data polnts in half),
while still providing relevant data for the NPV model. This suggestion iz based upon the industry standard of
packaging MBS in coupon ranges of 50 bp.  Additionally, all interest rate shoek information for MBS is
provided in no tess than 50 bp Ihcrements. : .

*  Adlusteble Rate Loans and MBS - We feel hat the aggregation njes for adjustable rale loans in RED could
result in hundreds of pesiions, This Is due to the sombinations of the rate index criteria with the margin range
critaria (margin ranges are shown in 25 bp ingrements). We feel that imiting the rate index to the p o or
three, and then suggesting all other indices be grouped logether could greatly reduca the number of positions.

“vet stll yield sufficient detall. Likewiss, the margin increments might be reduced to 50 bp bands instead of 25
hp. :

Credit Rating and L oane-Value Information

We have noted tha inclusian of new fields on schedule RED which are not on e CMR, including the optional
criteria of credit rating, loan to value ratic, and zip code, While these fields are labglod as optional, we ara curous
as to why This Information is being callectod on an interost rate Ask report. Obviously, there is a strong relationship
belwesn a guslomer's craglt rating snd the pHeing of 3 loan. However, the addition of these critetia could smultiply
the amount of positons reporad in the loans section, making the data-sorting task an ordeal. Accordingly, we foel
that the NPV model is not the apprapriate place 1o collect these types of information.

Submisslon of raw data

Wa nave & number of questions regarding the process for the submission of raw data. For example, would the
submission of raw gata be svailable to larger institutions, where cortain TFR lines might cotsist of 500,000 loans or
mere?  More information on the raw deta submission process would be halpful in understanding whether or not this
option would be useful in the supmission of schagule RED, T

Addtionally, how will the OTS address privacy issues in the submisslion of raw data? it makos sonse lhat key
personal information should be excluded from any data filos sont to the OTS. We assume that there should be

soma identifying data point for sach loan, possibly the lean number. Accordingly, it would ba usalul it the OTS
would give guidance as to the privacy issuss, :
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Conclusion

Based upon our review of the proposed scheduls RED, we have concluded that the changes suggested are
ambitious. The famat of the sehedule and the nelated instructions ars very comprebensive. However, we fos| that
there are several practical lssues that must be regolved before such comprehansive changes ars implemented.
Afer consideration of oUr supgestions and those of other savings institulions, we suggest a revised draft of
schedule RED be released for comments. We baliave that a 80 day comment period on sueh @ comprehensive
rewrite of the interest rate risk model is oD shon Tor Instihons 1o assess the impaet and potential problems —

especlally if the comment period is during the reparting cycle.  We thank you for the oppertunity to comment on the
proposal.

Sincercly,

T2 P L

Robert L. Crane, CPA
Dircctor of Regulatory Reporting




