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Attention; OTS-20407-0009
Ladies and Gentlemen:

Countrywide Financial Corporation ("Countrywide™) appreciates this opportunity to comment
on the April 9. q{')(}7 \Eoiice of' E mposw Rulemaking (C"NPR™) published by the Office of
Thrift Supervision (COTS™ or “agency™). which proposes LhdﬁgCS to the agency’s savings and
loan holding company E‘atmg system. Countrywide supports and endorses the agency’s
decision to enhance, and betler incorporate into 118 rating systent. the risk-focused approach it
employs in supervising saving and loan holding compantes ("SLHCs™),

Consistent with the spirit of the NPR, Countrywide encourages the agency’s past and
continuing evolution 10 a top-down, risk-based examination approach. In Countrywide’s
view. retrospective fie reviews and detailed wransaction festing are most useful when limited
t0 situations where prior governance-based examination assessments have identifled potential
problems and issues. The agency’s enhanced focus on risk management and the control
environment will encourage SLHCs 1o seek systemic resolutions to matters brought to thetr
attention during the examination process.

The following sets forth our comments on specific components of the rating system.
referenced by topic:

Adopﬂon of Five-Point Numeric Scale
Countrvwide strongly supports the migration to a Hve-point aumernic saling
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component and composite SLHC ratings. We agree that the use ot s

better articulation of supervisory assessments as sct out in the NPR



Chief Counsel™s Office
Otfice of Thrift Supervision
June 3. 2007

Composite Rating
The NP

K states that the composite rating is the overail assessment of the holding compam

enterprise as reflected by its “organizational siructore, risk management and consolidated
linancial strength.” As a result the OTS appears o have combined CORE’s wp}m and

earnings elements mto one \m;,}* measure of “consolidated financia fu ngtn.” This
reference could be interpreted as a shitt in the overall weight the OTS places on these

elements In determining a holding company’s composite rating. To avoid 1 sinterpreiation,
we recommend that the OTS further arnculate its views on this mater, particularly whether i
views capital and earnings as separate or interdependent measures for regulatory assessnient
purposes. At a minimur, we believe that the general description of the composite rating
should be reworded to more closely track the new CORE components.

in its discussion of the 17 composite rating, the NPR states that “abundant” cash flow is
required. The word “abundant™ Is also used in connection with the *17 capial rating. We do
not believe that this word has a generally accepted meaning in the Gnancial or supervisory
Hterature. It would greatly assist S[ HCs i the OTS were Lo deline or further explain under
what circumstances cash flow or capital would be determined to be “abundant.”

Countrywide shares the OTS concern that the current rating scheme can overemphasize the
eliect holding company operations have on the subsidiary thrift. The NPR gppropriately
proposes 1o eliminate these operations as a ratings criterion, while continuing to include
consideration of their effect as part of the examinations process. Countrvwide supports this
approach as i would allow an SLHC, ag part of its overall risk management strategy. 10
decide to accept more risk at the holding company level while mainiaining strong capital and
reserves at the subsidiary level

Capital Adequacy

The NPR states that the O'TS does not apply @ standardized capital requirement to SLHCs, but
considers the consolidated entity on a case-by-case basis. In the NPR’s discussion of the
capital ratings component, the OTS states that an SLUC s capital adequacy will be
determined by analyzing the consolidated capital position “from a regulatory perspective and
an economic capital perspective, as appropriate to the holding company enterprise.” The OTS
should aiso articulate (a) the regulatory considerations ¢nef the ecconomic capital
considerations that the OTS mrends 10 use in its determination of an SLHC s capital adequacy
under the new rating syster, and (b) how those considerations might differ, Moreover, the
OTS should provide greater detail about how much en ?i asis will be uLon re pulatory
considerations versus econonic capital, and what characteristics in 2 given holding company
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enterprise will affect the relative wetghting of those faciors. We bel

¢ Lmiquc characternstics
ipany’s capital

an entity’s economic capital program, which has been designed for
ol each SLEC, should be the significant factor in raling a hold ling com
adequacy.
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Organizational Structure

The OTS is to be commended for its comprehensive list and discussion of the risks that it will
evaluate in assessing an SLHC s organizational structure. o r-az*-kingz agencies,
however, do not have a ﬁngﬁc. uniform list of such }ihi\‘» 10 m iwh ing mm;’um or ba n?\'

dc';im iz and monitoring {}}Cié' apcmimﬂs for Lhcsc

Advocating for a consensus list does not mean, though, that we endorse having all institutions
adopt such a list. In our view, if an SLHC has independently identified the organizationa]
risks it faces, and such lexicon of risks is sufliciently robust, the O1'S should permit the
SLHC to use its internally generated lexicon of risks.

Lastly, we believe that all or most of the enumerated risks are more property evaluated as part
of the risk management, rather than organizational structure, compoenent. Such an approach
also would be more consistent with the ratings systems adopted by other federal banking
agencies.

Risk Management

Countrywide strongly supports the adoption of the risk management clements identified in the
NPR. We also support the agency’s pmp@ga} o change the "R component in the SLI ?(
rating system from “relationship™ to “risk management”. These chanues, taken togethe

would better reflect the agency’s top-down emphasis on the identilication. mcasurtmenl,
monitering and control ol risk at SLHCs,

As pointed out in the NPR, risk management programs at many SLMHCs are highly integrated
across business lines and legal entitics. Some SLHCS include the subsidiary bank in their risk
management program, while others have separate risk assessment rezimes at the depository.
The NPR does not indicate how the risk management rating assessment of the SLHC would
be conducted if the enterprise were to include the subsidiary bank as part of iis enterprisc risk
management program, an arrangement we pelieve should be strongly preferred for large.
compiex SLE ( 5. (“l:u‘i"“icz-uiw ol this point would assist SLHCs in uudcismmn.g how th
OTS witl mpf\ the risk management component of the rating svstem.

Earnings

We recommend that the OFS more clearly define the differences between capital and carning
for rating purposes. When it devised its new rating systen, the OTS elected 1o retain capital
s as two separate and distinet CORE components, but did not maintain the capital
and earnings rating definitons currently found in the OTS Holding Company Handbook,
Countrywide supports maintaining capital and earnings as two separate raling components,
clarity would be helpful

and ea

aut believes more delinitional
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have any questions or wish to discuss uny of our comments, please contact me.

Very t uly vours.
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