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Warning Signs on the

Road for Auto Loans...
What Should Servicers

Be Doing to Get Ready?

Written by Covius Compliance Solutions | August1, 2018



The warning signs are there: A growing reliance on new, unproven loan products; a sharp spike in early

delinquencies; and the collapse of a few smaller subprime lenders. Is auto lending in 2018 beginning to resemble

the housing market circa 2008? Maybe, but there are differences as well. The economy is stronger; the collateral is

different; and the auto market—while large—is still only a fraction of the residential loan market. With the potential

of tariffs looming over the industry, a few warning signs warrant some concern and raise the question: Are auto

servicers ready to deal with increasing delinquencies if the economy falters?

The Impact of Long-Term Auto Loans

Over the past few years, lenders have used longer-
term products to get more borrowers into new cars
and trucks. As vehicle prices and interest rates have
increased, the length of the average new loan rose
from 65.5 months in April 2013 to 69.2 months in April
2018, according to Edmunds.com. At the end of last
year, the Bureau of Consumer Financial Protection
reported that long-term auto loans (i.e., those longer
than 60 months), accounted for 42% of originations in
2017, up from 26% in 2009.

Long-term loans are often selected by lower-income
borrowers who have lower credit scores and are
typically larger loans with higher interest rates. As
prices increase, consumers take out longer loans so
that they can have a smaller monthly payment. The
average loan amount for a six-year loan is $25,300
and $32,200 for a seven-year loan. Five-year loans

Keeping Up with Compliance

If the auto finance market were to struggle similarly to
the housing market in 2008, we know from experience
that the federal government and states will likely respond
with new laws and regulations. Enforcement of consumer
protection laws, especially around required notices sent
before, during, and after repossession would become
even more important. Being prepared with compliant

notices and being able to implement any regulatory

remain substantially lower at $20,100. Moody's recently
reported that borrowers with long-term loans had an
average credit score of 725, while borrowers with short-
term loans had an average credit score of 760.

Not surprisingly, the rise in the use of long-term auto
loans has been accompanied by an increase in defaults.
According to Fitch Ratings, auto defaults reached
5.74% in February 2018—exceeding mortgage crisis
levels (5.04%). If longer-term loans tend to enter default
more often, it's logical to assume that regulators will
receive more complaints from consumers, since debt
collection is always one of the areas that receives the
most complaints. An increase in complaints will likely
lead to increased regulatory examination from federal
and state regulators, increasing risk. What's changed
since 2008 is the regulatory environment in which
companies now operate.

changes quickly would take on even more importance.
As we've seen in the past, having a robust compliance
program can save companies millions of dollars in fines
and judgments.
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How Covius Can Help

Covius has a team of regulatory compliance professionals that monitor
new legislation and regulatory trends, helping their clients stay ahead
of the curve and freeing up their internal compliance and legal teams
to use their time more efficiently. Covius can review your notices and
provide regulatory compliance updates in an increasingly complex
regulatory environment. To help companies stay in compliance, Covius
offers comprehensive solutions, including regulatory monitoring
and notification of changing requirements and our 50-State Vehicle
Template Library. Our proven expertise helps financial institutions and
banks stay compliant efficiently while reducing risk. When an update

to a notice needs to be made, it can be made by Covius in days, not

weeks or months, saving your business time and money.

If you would like to find out how Covius Compliance Solutions
can help you navigate the complex compliance landscape,
contact us at (877) 516-8121 or covius.com for more information.
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