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LOAN MODIFICATIONS: ARE MORTGAGE
SERVICERS ASSISTING BORROWERS
WITH UNAFFORDABLE MORTGAGES?

Tuesday, February 24, 2009

U.S. HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON HOUSING AND
COMMUNITY OPPORTUNITY,
COMMITTEE ON FINANCIAL SERVICES,
Washington, D.C.

The subcommittee met, pursuant to notice, at 2:42 p.m., in room
2128, Rayburn House Office Building, Hon. Maxine Waters [chair-
woman of the subcommittee] presiding.

Members present: Representatives Waters, Lynch, Cleaver,
Green, Clay, Ellison, Donnelly, Driehaus, Kilroy, Maffei; Capito,
Marchant, Jenkins, and Lee.

Chairwoman WATERS. This hearing of the Subcommittee on
Housing and Community Opportunity will come to order. Good
afternoon, ladies and gentlemen.

I would first like to thank the ranking member and the other
members of the Subcommittee on Housing and Community Oppor-
tunity for joining me today for this hearing on loan modifications:
“Are mortgage servicers assisting borrowers with unaffordable
mortgages?”

Today’s hearing is the first in a series of hearings to provide Con-
gress with an in-depth understanding of loan modifications, includ-
ing their benefits and challenges. In the next few months, the sub-
committee plans to hold further hearings on this issue, including
an examination of the White House plan to modify loans and an
investigation of the for-profit loan modification industry.

Today we have before us several key regulatory agencies and
mortgage servicers who are going to tell us about their efforts to
assist borrowers with affordable mortgages. In addition to learning
about their loan modification efforts, I hope this hearing will also
serve to educate members about some of the fundamentals of the
mortgage servicing industry, including how servicers are licensed,
what kinds of contracts they have with investors, and how they re-
ceive payments for servicing loans. I believe that this basic infor-
mation is critical to understanding how the number of loan modi-
fications can be increased. I hope that our witnesses will be able
to educate the subcommittee in this regard.

Loan modifications changing the terms of the loan are essential
to ending the foreclosure crisis. According to RealtyTrac, in 2008,
2.3 million households were in some stage of the foreclosure proc-
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ess, an 81 percent increase from 2007 and a 225 percent increase
from 2006. The foreclosure crisis shows no signs of slowing down,
with Credit Suisse estimating that 8.1 million homes will enter
foreclosure over the next 4 years.

However, while the pace of loan modifications has increased, re-
payment plans which simply tack the missed payments onto a loan,
thereby delaying the inevitable foreclosure until a later date, still
offers more than other kinds of loan modifications. According to the
Office of the Comptroller of the Currency and the Office of Thrift
Supervision, in the third quarter of 2008, new loan modifications
increased by more than 16 percent to 133,106, while new repay-
ment plans increased by 11 percent to 154,649.

I am concerned that mortgage servicers simply aren’t doing
enough loan modifications. I am interested to hear the mortgage
servicers before us today discuss what barriers or capacity issues
are preventing them from performing more loan modifications and
preventing foreclosures. And if capacity is an issue, I would like to
hear about how we can streamline the modification process so that
we can prevent foreclosures quickly and efficiently.

Since day one, I have been a supporter of enacting a systematic
modification program. On the first day of the 111th Congress, I in-
troduced legislation, H.R. 37, the Systematic Foreclosure Preven-
tion and Mortgage Modification Act of 2009, to put such a plan in
action.

I am also concerned about some of the redefault rates on modi-
fied loans. According to the OCC and the OTS, modified loans have
been redefaulting at rates of 37 percent within 3 months after
modification and 55 percent within 6 months after modification,
with the rates of redefault seeming to vary by the type of loan and
the entity servicing it.

In modifying loans, servicers must ensure that the new loan is
more affordable to the borrower than it was before the modifica-
tion. It makes little sense and benefits no one to modify a loan and
to have it still be unaffordable for the borrower. It also makes little
sense to do a slight modification, such as lowering the interest rate
by a quarter of a point, for example. That makes the loan slightly
more affordable, but still out of the reach of the borrower.

The type of loan modification being offered is also important to
ensure that the modified loan is affordable for the borrower. Credit
Suisse has found that principal reduction modifications have lower
default rates than other kinds of modifications. If this is the case,
I would expect for mortgage servicers to perform more of those
kinds of modifications. I am aware that principal reduction comes
with a significant cost for the investor; however, that cost is sub-
stantially less than letting the loan enter foreclosure.

Before I close, I would like to comment on the modifications that
have yet to occur. There are millions of families out there who are
struggling with their mortgages. They have tried to contact some
of the servicers who will be testifying today, and they have not
been able to get through or to reach the right person. I have experi-
enced firsthand the challenges faced by borrowers who want to stay
in their homes and who want to get current on their mortgages,
but they either can’t get their servicers to pick up the phone, or
they get wrong, misleading, or unapproved information. I have
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called the servicers myself and waited hours for someone to an-
swer, I have been misdirected and disconnected, and I understand
the frustration borrowers have. It is unacceptable, and I think
homeowners deserve better.

I am very interested in hearing from today’s witnesses on how
they plan to improve their capacity and their outreach to ensure
that the borrowers reaching out to them for help are able to receive
the help they need. I am looking forward to hearing from our two
panels of witnesses on the benefits, the challenges, and the ex-
penses involved in modifying loans.

I would now like to recognize our subcommittee’s ranking mem-
ber to make an opening statement.

Mrs. CApITO. Thank you, Madam Chairwoman. And I would like
to thank the chairwoman for convening this afternoon’s hearing.

The difficulties in the housing market are central to the health
of our overall economy. Some States have been affected more deep-
ly by those difficulties than others. I know that many of my col-
leagues representing States that have been hardest hit by fore-
closures have constituents who are struggling to make ends meet;
however, we must be careful to those who are making their pay-
ments on time so that they would not be unfairly burdened. What-
ever form of assistance this committee produces must be equitable
to the almost 92 percent of American families still making those
payments on time.

I am looking forward to hearing from our second panel this after-
noon to learn more about their efforts to do loan modifications. We
will be hearing from five different institutions, many of whom have
different approaches to working out loans and different problems
with working out those loans. I believe it is important for this proc-
ess to remain in the private sector as much as possible.

Another proposal that has been put forth is to modify the terms
of the loan in bankruptcy court, commonly referred to as
cramdown. I have already expressed my concern in this committee
about the effect this proposal will have on the Federal programs
like FHA/VA and RHS. Additionally, I have concerns about the ef-
fect that this will have on the flow of credit on an already unsteady
secondary market.

Recently, I joined Mr. Bachus, the ranking member of the full
committee, as well as our counterparts on the House Judiciary
Committee, in sending a letter to the Treasury Secretary express-
ing our desire to work in a bipartisan manner to narrow changes
in the bankruptcy law.

Today’s hearing will shed greater light on the current status of
loan modifications as well as to educate members about the process
and any potential improvements. I would like to thank again the
chairwoman for bringing us together this afternoon and I look for-
ward to hearing the testimony of our witnesses. Thank you.

Chairwoman WATERS. I now recognize Mr. Green.

Mr. GREEN. Thank you, Madam Chairwoman. I would like to as-
sociate myself with the comments that you made. I thought that
you were quite thorough in expressing concerns, and I adopt your
language.

I do want to add only this: That there is concern with reference
to the defaults. When compared to loans held by servicing banks,
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the default rate is 35.06 percent after 3 months. Loans held by pri-
vate investors, the default rate is 42.28 percent after 3 months.
There seems to be a disparity that I am sure we can examine and
understand why it exists. I have my suspicions, but it will be more
than appropriate to receive empirical evidence of what is actually
going on from this panel.

So I thank you very much, Madam Chairwoman, and I yield back
the balance of my time.

Chairwoman WATERS. Thank you very much.

Ms. Jenkins for 2 minutes.

Ms. JENKINS. Thank you, Madam Chairwoman.

I know that many Americans are honestly struggling to pay their
monthly mortgage payments. Unemployment is on the rise, yet
more than 90 percent of homeowners are still able to scrimp and
save enough each month to pay their mortgage.

Congress and government agencies have thrown billions at the
crisis, yet we have little to show for it. Many people inside the Belt-
way appear willing to reward lenders who sold irresponsible loans
and reward people who purchased houses that were too expensive.
How is this fair to those American families who made cuts in their
monthly budget and still pay their mortgage on time? We may see
later this week on the House Floor a proposal to allow bankruptcy
judges to cramdown mortgages. While the goal of the proposal, to
help more folks be able to stay in their homes, may be admirable,
when we see redefault rates at 55 percent in only 6 months, is this
really solving the problem?

I am eager to hear from today’s witnesses to see what we can
work toward to find effective solutions. I yield back the remainder
of my time. Thank you, Madam Chairwoman.

Chairwoman WATERS. Thank you very much.

We have no more opening statements. I am pleased to welcome
our distinguished first panel. Our first witness will be Mr. Vance
Morris, Director for Single Family Asset Management, U.S. Depart-
ment of Housing and Urban Development. Our second witness will
be Ms. Grovetta Gardineer, Managing Director, Corporate and
International Activities, Office of Thrift Supervision. Our third wit-
ness will be Mr. Joseph H. Evers, Deputy Comptroller for Large
Bank Supervision, Office of the Comptroller of the Currency. Our
fourth witness will be Mr. Patrick J. Lawler, Chief Economist, Fed-
eral Housing Finance Agency.

Thank you for appearing before the subcommittee today, and,
without objection, your written statements will be made a part of
the record. You will now be recognized for a 5-minute summary of
your testimony.

Mr. Morris.

STATEMENT OF VANCE T. MORRIS, DIRECTOR FOR SINGLE
FAMILY ASSET MANAGEMENT, U.S. DEPARTMENT OF HOUS-
ING AND URBAN DEVELOPMENT

Mr. MoRRIS. Madam Chairwoman, Ranking Member Capito, and
members of the subcommittee, on behalf of the Department of
Housing and Urban Development, I would like to thank you for the
opportunity to speak about FHA’s loss mitigation practices, and in
particular loan modifications practices.
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I am the Director of the Office of Single Family Asset Manage-
ment. I am responsible for managing the servicing and loss mitiga-
tion activities of FHA-insured mortgages and also the Real Estate
Owned activities. My office responsibilities include establishing and
updating general servicing guidelines for FHA lenders, helping
homeowners remain in their homes while overcoming difficulties
that cause mortgage defaults, monitoring lenders for compliance
with loss mitigation requirements, and managing and selling sin-
gle-family properties acquired by HUD. These activities are instru-
mental in maintaining the FHA insurance fund, which currently
has over 4V%2 million insured loans at a value of $534 billion.

In 1996, HUD completed a study titled, “Providing Alternatives
to Mortgage Foreclosure: A Report to Congress,” which formed the
basis of our loss mitigation program. During the same year we in-
troduced our loss mitigation program with the primary objective of
keeping homeowners in their home in the event of a serious de-
fault, finding effective solutions to cure defaults, and reduces to the
lcl)sses to the government by effectively finding alternatives to fore-
closure.

HUD’s most utilized loss mitigation tool is loan modification.
Loan modifications account for nearly 60 percent of FHA’s loss
modification activity annually. Loan modifications are intended to
bring the delinquent borrower current. This is done by either re-
amortizing the loan up to 30 years, changing the interest rate both
up and down, and adding the delinquency into the loan modifica-
tion.

In most cases when a lender modifies the loan, they modify the
term, and the rate is unchanged. In other cases the interest rate
may increase or decrease. Typically, though, after the loan modi-
fication, the borrower’s payment increases slightly, on average $22.
The increase is due to the fact that the arrearages were included
into the loan balance, so it causes a slight increase in the mortgage
payment.

Over the past 12 years, through the end of January 2009, FHA
lenders have completed over 324,000 loan modifications. The num-
bers vary from year to year. For example, in Fiscal Year 2008,
58,000 loan modifications were done by FHA lenders. We estimate
that there will be a 12 percent increase this year to 65,000 loan
modifications.

The loan modification process is fairly simple. The lender reviews
the borrower’s qualifications prior to the loan becoming 4 months
past due. The borrower sends financial information to the lender,
who performs an analysis and determines that the information is
independently verified as correct, and then determines if the loan
modification would benefit the borrower. If so, the loan modifica-
tion—the lender at that time sets the rate, and a term, and the
terms of the modification. The lender then sends the documents to
be executed by the borrower, and the modification is recorded, and
the loan is brought current. For completing the loan modifications,
HUD provides an incentive fee to the lender of $750, plus we pay
up to $250 in title work.

HUD measures the effectiveness of its loss mitigation action by
determining if the loan ended in foreclosure 24 months following
that action. According to our Office of Evaluation, this is the best
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measure, because past 24 months, if a loan goes in default, there
were other actions or activity that caused the default. By that
measure, home applications are an effective tool, because over 85
percent of our loans that were modified, 24 months following that
loss mitigation action were still not submitted for foreclosure.

This is not to say that our loans do not redefault. We do have
an annual redefault rate of modified loans of 35 percent. However,
we continue to work with the borrowers to avoid foreclosure. Just
because a person has one loss mitigation action, that does not pre-
clude us from continuing to work with the borrower.

In closing, HUD is requesting new authority to enhance partial
claim authority to enable FHA to buy down mortgage balances. The
buydown amount would be reported as a second mortgage, but it
would be a tool that would make the payment affordable to the bor-
rower. The Administration is developing changes that would allow
FHA to assist homeowners with reductions in income that are more
than just temporary in nature.

Again, I want to thank you for the opportunity to explain FHA
loan modifications. I am prepared to answer your questions.

[The prepared statement of Mr. Morris can be found on page 146
of the appendix.]

Chairwoman WATERS. Thank you very much.

Ms. Gardineer.

STATEMENT OF GROVETTA GARDINEER, MANAGING DIREC-
TOR, CORPORATE AND INTERNATIONAL ACTIVITIES, OFFICE
OF THRIFT SUPERVISION

Ms. GARDINEER. Good afternoon, Chairwoman Waters, Ranking
Member Capito, and members of the subcommittee. I am Grovetta
Gardineer, Managing Director for Corporate and International Ac-
tivities at the Office of Thrift Supervision. Thank you for the oppor-
tunity to testify on behalf of OTS about loan modifications and how
best to keep more American families in their homes.

The importance of this topic is hard to overemphasize. Turning
back the tide of home foreclosures is an essential element in com-
bating the economic crisis confronting this Nation and much of the
rest of the world. Foreclosed homes spell tragedy for the uprooted
families, they harm neighborhoods by driving down property val-
ues, and they add downward pressure to already depressed home
values in communities.

Although about 90 percent of all home mortgages in this country
are being repaid on time, the remaining 10 percent that are delin-
quent or in foreclosure represent a historically high number and a
contagion in our economic system. My written testimony goes into
detail about the efforts the OTS has made, both in partnership
with other Federal banking regulators and on its own, to prevent
foreclosures.

In the time I have this afternoon, I will emphasize just a few as-
pects of those efforts, but the key point I want to make is that OTS
initiatives to reduce foreclosure are not new. They extend back
nearly 2 years, and they are continuing today.

Just 2 weeks ago, OTS Director Reich urged OTS-regulated insti-
tutions to suspend foreclosures on owner-occupied homes until the
home loan modification program in the Administration’s financial
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stability plan is finalized. Since then, OTS leaders have continued
their work on the interagency team, led by the Treasury Depart-
ment, to develop the details of this modification program.

On February 20, 2008, almost 1 year ago to the day, the OTS un-
veiled the foreclosure prevention plan that identified three ele-
ments that are key to a successful loan modification program: an
expedited process; an affordable monthly payment; and an ap-
proach to dealing with underwater mortgages in which borrowers
owe more on their mortgages than their homes are worth. These
elements were included in the legislation eventually passed by
Congress.

OTS has also been a central player first on its own and later in
partnership with the Office of the Comptroller of the Currency in
gathering for the first time extensive validated loan-level data on
about 60 percent of all mortgages in the United States. The data
have already yielded valuable insights and will enable us to gauge
which modification strategies work best for affordable, sustainable
solutions. With this useful yardstick for measuring progress, policy-
makers will know with greater precision where to focus scarce re-
sources to achieve the most success.

The next OCC-OTS Mortgage Metrics Report scheduled for re-
lease next month will reflect an expanded data collection effort to
zero in on the elements that make loan modifications work. The
scope of this effort is broad, covering more than 34 million loans.
The two agencies have made sizable commitments to this project,
and we intend to stick with it, especially since so many families are
being forced to pack up their American dreams of homeownership.
The OTS remains committed to continuing its efforts until the fore-
closure crisis is over.

Thank you again, Madam Chairwoman, for your commitment to
this important issue, and I look forward to answering your ques-
tions.

[The prepared statement of Ms. Gardineer can be found on page
100 of the appendix.]

Chairwoman WATERS. Thank you very much.

Our next witness, please.

STATEMENT OF JOSEPH H. EVERS, DEPUTY COMPTROLLER
FOR LARGE BANK SUPERVISION, OFFICE OF THE COMP-
TROLLER OF THE CURRENCY

Mr. EvVERS. Chairwoman Waters, and members of the sub-
committee, on behalf of the Office of the Comptroller of the Cur-
rency, thank you for holding this hearing and inviting the OCC to
testify on this important topic.

My name is Joe Evers. I am a national bank examiner, and I cur-
rently serve as Deputy Comptroller for Large Bank Supervision. In
that capacity, I am responsible for large bank analytics. Over the
past year, I have led the OCC’s project to develop more comprehen-
sive and timely data on mortgage lending and servicing activities
of national banks. This project, known as Mortgage Metrics, is now
a joint undertaking of the OCC and the Office of Thrift Super-
vision.

Since as early as 2005, the OCC has encouraged national banks
to work with troubled homeowners to prevent avoidable fore-
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closures and meet the needs of creditworthy borrowers. Since then,
the OCC has joined other regulators to urge banks to continue to
implement effective programs to prevent avoidable foreclosures and
to minimize potential losses.

Several years ago, we realized the importance of obtaining more
detailed information about the performance of mortgages held in
the national banking system. This was done to both aid our super-
visory activities and to incent servicers to implement effective pro-
grams to prevent avoidable foreclosures and to minimize potential
losses. We have continued these efforts, particularly with respect to
increasing affordable and sustainable modifications, and that im-
proved information we are obtaining is helping in that effort.

Clearly more must be done to address this challenge. The OCC
supports the Administration’s Homeowner Affordability and Sta-
bility Plan. This new plan takes significant steps towards address-
ing these issues, and we are taking additional steps as well. The
Mortgage Metrics project represents an unprecedented effort to col-
lect detailed information on the performance of loans serviced by
institutions supervised by the OCC and OTS.

Our quarterly Mortgage Metrics Report was first published in
2008. The Mortgage Metrics Report now covers approximately 90
percent of the first-lien mortgages serviced by national banks and
thrifts, and represents over 60 percent of all mortgages in the
United States.

Our report for the third quarter of 2008 gathered a vast amount
of data on the effectiveness of loan modifications. It showed an un-
expectedly high percentage of borrowers receiving loan modifica-
tions in the first and second quarters of 2008 were past due on the
new loan modification payment terms. An examination of these re-
sults led to our decision that more detailed information was re-
quired to enhance our analysis.

Since then we have been working to collect additional details on
how different types of modifications have changed monthly prin-
cipal and interest payments resulting from modifications. We plan
to present expanded information on actual changes in monthly
principal and interest payments resulting from loan modifications
in the next quarterly Mortgage Metrics Report due out in March.
Further details on modifications are planned for subsequent re-
ports.

My written testimony addresses these efforts in more detail and
the specific issues raised in your letter of February 17th by describ-
ing: one, our efforts to improve the understanding of loan modifica-
tion performance through our Mortgage Metrics data collection ef-
fort; two, findings from our most recent Mortgage Metrics Report,
including what we have learned about loan modifications; three,
current challenges facing effective loan modifications; and four, our
ongoing efforts to encourage responsible lending and appropriate
loss mitigation activities, particularly achieving affordable and sus-
tainable loan modifications.

Again, thank you for holding this important hearing. I look for-
ward to answering your questions.

[The prepared statement of Mr. Evers can be found on page 80
of the appendix.]

Chairwoman WATERS. Thank you very much.
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Now, we will have Mr. Patrick Lawler.

STATEMENT OF PATRICK J. LAWLER, CHIEF ECONOMIST,
FEDERAL HOUSING FINANCE AGENCY

Mr. LAWLER. Chairwoman Waters, Ranking Member Capito, and
members of the subcommittee, thank you for the opportunity to tes-
tify on behalf of the Federal Housing Finance Agency. My name is
Patrick Lawler, and I am Chief Economist of the FHFA.

Today the country faces an enormous challenge to stabilize the
housing market. This morning we announced that our House Price
Index declined 3.4 percent in the fourth quarter last year. That is
twice the average rate of decline in the previous four quarters.

Many borrowers are in trouble on their mortgages, or soon will
be. To address this need, FHFA and the housing GSEs are actively
working on foreclosure prevention. This is a major component of
FHFA’s efforts to ensure the housing GSEs fulfill their mission of
providing liquidity, stability, and affordability to the housing mar-
ket.

The housing plan outlined last Wednesday by President Obama
includes a prominent role for Fannie Mae and Freddie Mac. My
testimony today will summarize recent initiatives already under-
way to promote effective loan modifications and the new policies
announced last week.

FHFA began in September a foreclosure prevention report, which
is a transparent review of key performance data on foreclosure pre-
vention efforts. These monthly and quarterly reports present data
for more than 3,000 approved servicers on 30.7 million first-lien
residential mortgages serviced on behalf of Fannie Mae and
Freddie Mac of which 84 percent are prime.

The recently released November report shows that for the first
2 full months of conservatorship, October and November, the num-
ber of loan modifications increased 50 percent from the previous 2
months. These modifications were achieved using a customized,
labor-intensive process. Currently, though, servicers are challenged
by the sheer volume of borrowers requesting assistance in their
ability to effectively and efficiently modify those loans. Accordingly,
we have focused on new programs with the goal of reaching more
borrowers more quickly and making it easier and faster to execute
a loan modification.

In November, FHFA announced the Streamlined Modification
Program that was rolled out in December; 90,000 solicitations and
modification offers were mailed to a targeted population of bor-
rowers who had missed three payments. While responses to these
letters are just starting to come in, early indications strongly sug-
gest that several of the program guidelines should be liberalized to
reach a broader population and to create a lower, more affordable
payment. This feedback was shared with the Treasury Housing
Tleam working on the Administration’s homeowner affordability
plan.

In addition to the streamline program announced in November,
the enterprises have taken many additional steps to help avoid pre-
ventable foreclosures. They have suspended foreclosures and evic-
tions and developed programs to protect renters living in foreclosed
properties. They are pulling loan files back for a second look before
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fmieclosures, and they are working with credit and housing coun-
selors.

Recently FHFA has been pleased to work on the development of
the Administration’s plan. It is a major step forward in reducing
preventable foreclosures and stabilizing the housing market. It ag-
gressively builds on the FDIC’s and our Streamlined Modification
Programs. The key elements of the plan involve Fannie Mae and
Freddie Mac. The enterprises will provide access to low-cost financ-
ing for loans they own or guarantee. This will help homeowners re-
duce their monthly payments and avoid foreclosure. It is designed
for current borrowers who seek to refinance at a lower rate or into
a safer mortgage, but who have experienced difficulties due to de-
clining home values.

Second, a $75 billion program will establish a national standard
for loan modifications. Treasury will share a portion of the costs,
which will provide financial incentives to borrowers, lenders and
servicers. The enterprises will monitor servicer compliance with the
plan’s rules, and for those loans owned or guaranteed by Fannie
Mae or Freddie Mac, the enterprise will bear the full cost of the
modifications.

Third, the Treasury will support low mortgage rates by strength-
ening confidence in Fannie Mae and Freddie Mac. The Treasury
Department will double the size of its preferred stock purchase
agreements to $200 billion each. This increase should remove any
possible concerns that investors in debt- and mortgage-backed secu-
rities have about the strong commitment of the U.S. Government
to support Fannie Mae and Freddie Mac.

In addition, the Treasury Department will continue to purchase
Fannie and Freddie MBS, and is increasing the size of the GSEs’
allowable mortgage portfolios by $50 billion each, to $900 billion,
along with corresponding increases in allowable enterprise debt
outstanding. Over the next several days, FHFA will continue work-
ing with the Administration and the enterprises to finalize the de-
tails and implement this program.

I will be happy to answer questions.

[The prepared statement of Mr. Lawler can be found on page 126
of the appendix.]

Chairwoman WATERS. Thank you very much.

I will yield to myself 5 minutes for questions. My first question
is to Mr. Vance Morris, Director for Single Family Asset Manage-
ment, U.S. Department of Housing and Urban Development. You
have, maybe not in your unit, but you have HUD counselors or cer-
tified counselors who are responsible for counseling and advising
homeowners, first-time homebuyers, etc., and now they have in-
cluded in their work working with homeowners who are in trouble
and trying to help them get loan modifications. Do you think that
the HUD-certified counselors have the training or expertise to real-
ly help with loan modifications?

Mr. MoRRris. Well, Madam Chairwoman, to answer your ques-
tion, it is a two-part answer. I think the housing counseling agen-
cies have the training to effectively help the borrowers in trouble,
because really they are advising, counseling, and providing alter-
natives. But the person who has the authority to effect the loss
mitigation action is the servicer themselves. So you have a group



11

of counselors who are funded, active, and well-educated, but you
still have to get the actual work completed. It still has to go to the
servicer, the analysis has to be completed, and then the action has
to be taken.

Chairwoman WATERS. I understand that. And from what I have
been able to see and understand about what is happening between
the HUD counselor and the homeowner is the homeowners find the
HUD counselors through nonprofits and churches and other kinds
of things, but they have as many problems—the counselors have as
many problems getting to the servicer and getting the servicer, if
they get them, to do a loan modification. So I am trying to deter-
mine what is the most effective use of the HUD counselors, because
my experience is they are not able to really facilitate the loan
modifications. The servicers are not responding to them, I have dis-
covered. So how can we best use these HUD counselors?

Mr. MoRRIS. I would hate to characterize it as not responding.
What has happened from the feedback that I have gotten from the
servicers is that we have established hotlines. There is a fore-
closure crisis. So what happened is there is this gigantic influx of
inquiries and activity that had been literally pushed on the
servicers themselves. So as a result, based on this demand, it just
seems like there is insufficient staffing to cope with all the inquir-
ies and demands and loan modifications.

So if you are asking what should we do with the housing coun-
seling agencies, that is a hard question. Technically it is a separate
section. It seems as though they are playing a proper role because
the housing counseling agency does housing counseling for origina-
tion.

Chairwoman WATERS. In those activities some of them are good,
particularly with first-time homebuyers, but I have yet to see the
effectiveness of their role in dealing with foreclosures and helping
to facilitate loan modifications by getting in touch with the
servicer, helping to interpret to the servicer the particular case be-
fore them. You have homeowners with all kinds of problems related
to that mortgage, and oftentimes they do need some help in inter-
preting to the servicers, once you get them, what the problem is
with this homeowner.

But the reason I ask this is because I am thinking about what
to do about the HUD counselors in relationship to foreclosures, be-
cause we shouldn’t fool each other that somehow they are being ef-
fective when it is not their fault, it is more the servicers’ fault, be-
cause, as you are saying, they are overloaded or what have you.

Let’s move on to Ms. Gardineer. When did your agency begin to
understand what was happening with the mounting foreclosures,
and what took so long to get involved?

Ms. GARDINEER. Well, Chairwoman Waters, I would say that our
efforts began to really focus on the mounting loan foreclosures—in
April of 2007, we issued a statement that encouraged financial in-
stitutions to work with homeowners who were having difficulty
making their payments. We encouraged them to reach out to those
homeowners to try to modify and engage in prepayment plans at
this point.

Chairwoman WATERS. Is that the extent of your authority to en-
courage?
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Ms. GARDINEER. Well, with regard to that, Chairwoman Waters,
we wanted to make sure that our regulated servicers understood
that it was more prudent for them to reach out and make an effec-
tive modified loan as opposed to having a failure on both sides of
the transaction that would result in a foreclosure.

Chairwoman WATERS. And If they did not do this?

Ms. GARDINEER. We would look through it through our super-
visory process.

Chairwoman WATERS. Look at what?

Ms. GARDINEER. Look at their efforts to reach out to those home-
owners.

Chairwoman WATERS. And if they did not do it?

Ms. GARDINEER. Are you asking would they be—

Chairwoman WATERS. What is your authority?

Ms. GARDINEER. With regard to enforcement of this?

Chairwoman WATERS. Yes.

Ms. GARDINEER. I don’t believe we have enforcement authority.

Chairwoman WATERS. I see. So when you talk about encourage-
ment and doing whatever you can do to get them to work closely
with the homeowner, that is the best you can do with the authority
that you have; is that right?

Ms. GARDINEER. I would say that with respect to the creation of
our Mortgage Metrics Report, which we have made a part of our
supervisory process, we are looking to gain more information with
regard to how effective the modifications are being done. And be-
cause it is a part of our supervisory process, and we will examine
for this going forward, then I think our safety and soundness au-
thority will cover our ability to take more effective action.

When we look at the methodology and the data that we are gain-
ing from this report, and by making it a part of supervision, we are
helping to shape our supervisory expectations in understanding
how servicers can do more and what they are doing in regard to
what their current authority is, how we can look at how we can ex-
pand on that current authority, as well as helping them under-
stand the parameters that we as supervisors and regulators expect.

Chairwoman WATERS. How long is it going to take you to include
that in your supervisory responsibilities? You know, a lot of fore-
closures are happening every day, and I guess the numbers that we
saw here today, 2.5, or something like that, million. So how long
is this is going to take you?

Ms. GARDINEER. As far as this being our third quarter, we re-
leased three quarters’ worth of data, and with every release of the
report and our analysis of the report, it allows us to see the infor-
mation that we need to continue to understand the supervisory
process and help shape this. We are in the midst of helping the Ad-
ministration work out the details of the loan modification stream-
lined efforts to impact these foreclosures to see if we can stave
them off earlier. We want servicers—

Chairwoman WATERS. What should we do in the future to get in
front of a problem like this? We are late.

Ms. GARDINEER. Well, I think in the past, Madam Chairwoman,
we have looked at lagging indicators, we have looked at data that
has been based on model estimates as opposed to what we are get-
ting with our fellow regulator, the OCC, at this point. We are look-
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ing at original loan-level data, the actual loans of homeowners that
are being serviced by these servicers, and enabled to do that, and
our ability to now look at that data in real time, today, to see what
is happening in a specific ZIP code, geographic location, FICO
scores, income verification or employment, and how all of these im-
pact an ability for a loan to perform for that borrower. This is the
kind of information this helps us to get in front of the problem as
opposed to looking at model estimates, which we have—

Chairwoman WATERS. I have a great appreciation for that, but
what you just told me gives me even greater worry. So I am going
to move on to Ms. Capito. Thank you very much.

Mrs. CaprTo. Thank you.

Mr. Morris, can you explain to me, in your testimony you men-
tioned that in the refinancing, that $750 goes to the lender for a
successful refinancing.

Mr. MORRIS. $750 is just incentive payment for the cost of them
doing the work. It has to be tied to cost by statute. So we have to
be able to justify that they are experiencing the cost. It is the cost
of them collecting the information, analyzing.

Mrs. CAPITO. Is this similar, in your mind, to the incentive that
the President has built into his program that he has put before
Congress, or is this different, in addition to that?

Mr. MoRRIS. We have been operating our program since 1996.
And I am just talking to you specifically about FHA’s authority.
Based on FHA’s authority, according to our Office of General Coun-
sel, when we pay an incentive fee, it has to be linked to some work
that was actually performed. This is the fee structure for the work
that was performed to complete the loan modification, plus the re-
imbursement for the title work.

Mrs. CAPITO. If there is a 35 percent redefault rate recently, then
every time, if you are redefaulting and you are going to come in
to try to remanage the loan or refinance the loan, is there still a
$750 payment every time that loan gets looked at?

Mr. MORRIS. Yes, because the same analysis and due diligence is
being done every time. A 35 percent default rate is not new.

Mrs. CaprTo. That is over 10 years?

Mr. MORRIS. Over the past 5 to 10 years that I have information,
it is average, about that amount.

Mrs. CApiTO. I would like to ask Mr. Lawler, you know, I think
we encouraged folks who are in trouble, telling them, go to your
lender, try to start working on a loan modification. My under-
standing of the President’s plan is that the loan modifications have
to be done by those loans that are held by Fannie and Freddie.
How does a regular person figure this out? And what kind of out-
reach are you doing to make sure people are aware that they actu-
ally have this connection to those institutions?

Mr. LAWLER. There are two different parts to the President’s
plan. One deals with loan modifications, and for those it is not re-
stricted to loans held or guaranteed by Fannie Mae and Freddie
Mac. There is another part that involves refinances by borrowers
who are current on their loans.

Mrs. CAPITO. Let me just stop you right there. If you are current,
you are refinancing; if you are in arrears, you are modifying?
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Mr. LAWLER. Yes. Although you could qualify for a modification
in some cases if you are current if there is a hardship, for example.

Mrs. CapiTO. What is the difference between a modification and
a refinance?

Mr. LAWLER. Refinance is just changing the interest rate, if the
borrower qualifies for a new loan with a new maturity of 30 years
or 15 years.

Mrs. CAPITO. But you are modifying a loan?

Mr. LAWLER. You are paying off the first loan, and you are get-
ting a brand new loan.

Mrs. CapiTO. Okay.

Mr. LAWLER. The other is modifying the terms of an existing
loan.

Mrs. CAPITO. Which would change the interest rate or the length
of time?

Mr. LAWLER. Or the principal amount or the way the rates are
computed.

Mrs. CAPITO. In the President’s plan can you refinance or change
the principal amount; is that within the purview of this plan? I
don’t believe it is.

Mr. LAWLER. It is within the loan modification plan, yes. There
is a provision for that, and the Treasury will participate in some
of the cost in that.

Mrs. CapITO. I see.

Let me ask you another question about the kind of complaints I
have heard.

Mr. LAWLER. If I could finish?

Mrs. CAPITO. Yes.

Mr. LAWLER. If it is a refinance, then that part of the plan is only
for loans that are held or guaranteed by Fannie Mae or Freddie
Mac, and one way for the borrower to find out if that is the case,
obviously, is to call Fannie Mae or Freddie Mac. But I think on
March 4th, there will be more details about exactly how to find out.

Mrs. CaprTO. I think that is confusing to a lot of people, because
they naturally assume that wherever they got the loan or whoever
they are sending the check to is going to be the person or the only
person they will have to be aware of as they are moving through
the process.

I heard—and maybe you can help me with this. I heard com-
plaints from people who are buying the first-time loan or trying to
refinance, and they maybe have credit scores that are not up in the
700s, but they are still good credit scores, and that Fannie and
Freddie are assessing fees, and began assessing fees more here re-
cently, that are putting, again, the price of refinancing that mort-
gage out of reach for a lot of people. Can you help me with this?

Mr. LAWLER. Well, part of Fannie Mae and Freddie Mac’s prob-
lems most recently has been that this risk was underpriced, and
so they are trying to make new loans that are priced fairly, but
fairly to them and fairly to the borrowers. And they have made
more use of distinctions of relative credit quality of borrowers. The
difference between a very high credit rating and a good, but slight-
ly lesser credit rating is a matter of basis points, but that is a dis-
tinction that they are making.
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Mrs. CAPITO. Would that same standard be applied in the Presi-
dent’s plan?

Mr. LAWLER. For the refinances, Fannie Mae and Freddie Mac
will determine what terms those loans will be available on, and
there will be more details March 4th. For the loan modifications,
it is really a question of lowering payments, not raising anybody’s
payments.

Mrs. CAPITO. So the answer is, not really.

Mr. LAWLER. Not for loan modifications. Thank you.

Mrs. CAPITO. Thank you.

Chairwoman WATERS. With that line of questioning, if you would
like, I will yield you an additional minute, because you have an ad-
ditional loan modification type in the HOPE for Homeowners pro-
gram that is a refinancing program. Maybe knowing the difference
between that, the GSEs refinancing and the loan modification may
help us all.

Mrs. CAPITO. Now you have totally confused me.

Well, I guess I am getting to in my original statement looking
at the fairness equation of people who are refinancing or loan modi-
fication or however. I am mixing them all up together, but I realize
they are not the same; that if that borrower comes in and is held
to one standard, and that person maybe has been doing all the
right things, paying, working with their debt, paying all their cred-
it cards on time, all these sorts of things, and then you have an-
other person who is coming in under a different set of cir-
cumstances are not going to be assessed these fees, so it is going
to be easier for that person to stay in their home than maybe this
other person to purchase a home in the beginning or to refinance.

Mr. LAWLER. Well, people who are current can qualify for the
loan modifications if there is hardship, if there is a special need.

Mrs. CAPITO. Beyond a poor credit score.

Mr. LAWLER. Beyond a poor credit score, right. Losing a job, for
example.

Mrs. CAPITO. Or an illness or something to that effect. Thank
you.

Chairwoman WATERS. Thank you.

Mr. Green.

Mr. GREEN. Thank you, Madam Chairwoman, and I thank the
witnesses for appearing today.

My frustration with this process emanates from an inability to
understand why people won’t do what is in their best interests. All
of the evidence seems to indicate that it is in the best interests of
investors to restructure the loans and allow the borrowers to con-
tinue to make payments, but all of the actions are inconsistent
with what is in the best interests of the investors. Would someone
care to just give me a very terse comment on this in terms of why
investors are not amenable to doing what is in their best interests?

Ms. GARDINEER. Congressman, I think the difficulty lies in the
pooling and servicing agreement contracts that govern the
securitizations that many mortgages have ended up in. Those con-
tracts in terms generally allow for losses that would be incurred
under those securities to be borne by the junior persons who have
purchased into those securities, with the investors protected
against such losses such that it appears as though they would be
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moving against their interest. But I think the contracts are written
in such a way to guarantee that their interests are paramount and
protected against those losses.

Mr. GREEN. Is this when we have something called tranche war-
fare to develop?

Ms. GARDINEER. Yes, Congressman.

Mr. GREEN. If we provide a safe harbor for the servicer, do we
now overcome the consternation that servicer has by virtue of li-
ability and exposure; is that going to be a part of the key to safe
harbor?

Ms. GARDINEER. I think so, Congressman. Our servicers have
communicated to us that there are both legal and accounting im-
pediments to their ability to service those loans or modify those
loans that are in those securitizations. Our reports have dem-
onstrated that it is far easier and more effective to modify the
loans that are in portfolio. There is great latitude and great ability
to change all of those terms. However, there are legal concerns
about the way the contracts govern what a servicer’s abilities to
reach into those securities pools and modify those loans are. So
providing that safe harbor to give them some protection against the
legal liabilities and making—or having them being accused of doing
something against the best interests of the trust I think would fur-
ther the ability of the servicers to actually modify those types of
loans.

Mr. GREEN. Yes, sir?

Mr. EVERS. A little different perspective, particularly thinking of
it from an investor’s perspective. If an investor thinks the future
path of home prices is going down, and if they are looking at modi-
fication activity, and those modifications are kind of just nipping
and cutting at the edges, and there is a lot of redefaults on those,
they are thinking they could have a bigger loss down the road. If
the loan is modified and still ends up in foreclosure, and home
prices still go down, they are thinking, I could have a bigger loss
18 or 24 months down the road than if I just foreclosed today at
the current prices.

Mr. GREEN. I see.

Mr. LAWLER. I can add one more. Investors typically analyze the
problem from their own perspective, how many loan modifications
is it in my interest to do, but we are in a situation now where the
cost of foreclosures affect everybody else. There are substantial ex-
ternal costs that are not perhaps being fully taken into account,
and the sort of broader social benefits of modifications may be
greater than the benefits to the investor making the decision.

Mr. GREEN. Because my time is about up, someone tell me quick-
ly how or what percentage of the loans that are questionable and
may go into default are ARMs that are about to reset? Does anyone
know? Do we have a high percentage of ARMs that are about to
reset, or have we gotten through the ARMs?

/Mr. LAWLER. We have mostly gotten through that, the 3/27s and
2/28s.

Mr. GREEN. Right.

Mr. LAWLER. Most of those hit the first reset date through last
year. That was at one time the main cause of problems. Now we
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are past the hump on that, but we have a whole bunch of new
problems.

Mr. GREEN. Madam Chairwoman, I cannot see the clock. Do I
have any time left?

Chairwoman WATERS. The discussion about whether we have
gotten over the hump of the resets? I have been led to believe that
we have yet to hit the height of the resets. That should be coming
in 2009 and 2010. So would you please go ahead and pursue that
question?

Mr. GREEN. Thank you, Madam Chairwoman.

Simply restating what the chairwoman has called to our atten-
tion, and I think what we were trying to get to is this: The ARMS
and 3/27s, 3 years prior to this would take us to 2006 or there-
abouts. You would still have a good number of those resetting at
this time; would you not?

Mr. LAWLER. We still have some, but the biggest volume was in
2/28s. There was a bigger volume of 2/28s than 3/27s. So it is not
that we don’t have a good number coming up, it is that we are past
the peak of them. That is what I meant.

Mr. GREEN. I understand.

My final question is this: If we provide the safe harbor, if we en-
courage loan modifications as opposed to refinance, if we provide an
incentive by way of an emolument, meaning a payment of dollars
for remodification, is this going to have a sizable impact on the
problem, or will we find ourselves with so many loans to be modi-
fied that we won’t have enough servicers to accommodate the per-
sons who are seeking modification?

Mr. LAWLER. Certainly capacity constraints are a matter of con-
cern. But we need to have a lot more modifications than we have
been having. There is certainly room to do a lot more. We need to
press that capacity.

Mr. GREEN. Does that mean we will have to hire more people is
the bottom line?

Mr. LAWLER. I think servicers will find that in many cases they
will have a need for more people, and the incentive should make
it possible for them to hire more people.

Mr. GREEN. Thank you, Madam Chairwoman. I yield back.

Chairwoman WATERS. Thank you.

Mr. Marchant.

Mr. MARCHANT. Thank you for your testimony. If I were sitting
back in my district watching this hearing, the summary that I
would have taken away from the testimony is that HUD is study-
ing and encouraging, the OTS is studying and encouraging, the Of-
fice of the Comptroller is studying and collecting data, and the Fed-
eral Housing Finance Agency is studying, evaluating, and imple-
menting monthly and quarterly foreclosure reports.

Now, nobody should be encouraged by that. In fact, there doesn’t
seem to be a workable plan in place. In HUD’s case, they have a
dual role of protecting; in fact, HUD cited a report in their study,
and they cited a report that was made in 1996. And we are work-
ing off of a plan from 1996. In the case of the Office of Thrift Su-
pervision, in many cases at the same time you are studying and
urging your members and those that you supervise to modify, at
the same time your examiners are out in those banks examining
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the very portfolios and the very loans that you are urging them to
modify. And, in fact, if they do modify them, then they are put on
a watch list, and they are required to reserve against those loans.
So the very thing that you are urging them to do your examiners
could very well penalize them for following through and doing.

In the case of the FHFA, the Federal Housing Finance Agency,
it is important. I will not argue that we have statistics and knowl-
edge of the redefaults, etc., etc., but, in fact, all of the information
that is brought forward in these reports actually reinforces, in my
view, a lender’s resolve probably not to modify and not to reset the
mortgage, because what shareholder in any institution would urge
its institution or board member would urge its institution to modify
or extend or renew a loan that has one in three chances of relaps-
ing?

And, as was stated, it might be more beneficial to let them take
the loss now, get the thing back on the market.

So, Madam Chairwoman, the frustration on my part, and I know
that everybody is concerned about it, is that we continue to pile
study, letters, urgings, statistics, reports on top of reports, and in
fact, your HUD counselors don’t have anybody to turn to because
we have as many disincentives built into the system to not modify
and not extend and to foreclose than we have to do that. And it
has been proven in the fact; it has been proven in the failure. I
don’t fault the attempts to come up with these programs, but it is
very clear after, what, we have been working on it a year, that
most of the things that we have tried have been counterproductive.

So, thank you.

Mr. Morris. Madam Chairwoman, am I allowed to—I just want
to be accurate by my testimony. Can I make a comment?

Chairwoman WATERS. Please, yes, go right ahead.

Mr. MORRIS. I am Vance Morris from the Department of Housing
and Urban Development. The 1996 study that was referenced in
the testimony was the basis for our loss mitigation program. By
statute, if a lender does not engage in loss mitigation and they file
a claim with us and we find out, we charge them 3 times the claim
amount. That means if we paid $30,000 and they failed to execute
loss mitigation strategies, if we paid them $30,000, they would
have to pay us $90,000.

We monitor lenders electronically. We review thousands of loan
files per year. So we do have an active loss mitigation program. We
would like to have more expansive authorities, but we are not in
the study mode. We have been active in modifying loans, doing par-
tial claims which brings people’s arrearages current. We do special
forbearances. And we have been very active with trying to actively
manage our portfolio.

So if I misspoke and made it seem that we are studying, we don’t
have a study program. We have an active loss mitigation program.
Lenders are penalized if they don’t follow the program. But we do
like to see additional authority.

Chairwoman WATERS. We didn’t misunderstand you. Mr. March-
ant didn’t misunderstand you. But we are quite frustrated because
of what this country is experiencing. And when you talk about loss
mitigation, we have discovered what some of these loss mitigation
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programs are in the banks. How do you regulate loss mitigation
programs that are basically handled offshore?

Mr. MorRris. Well, the loss mitigation activities for FHA are cur-
rently not outsourced. It has to be done by an FHA-approved
servicer. It is not an outsourced activity.

Chairwoman WATERS. I am sorry. So you are only speaking for
the FHA?

Mr. MORRIS. Yes, ma’am.

Chairwoman WATERS. Thank you very much. I am going to move
on to Mr. Lynch.

Thank you.

Mr. LYNCH. Thank you, Madam Chairwoman, and Ranking Mem-
ber Capito.

I want to thank the witnesses on this panel and others for com-
ing to help this committee with its work.

I want to go back to a point that Madam Chairwoman raised a
little earlier, a good point. The Federal Reserve does a very good
job in my district in terms of the data that they provide me. They
can actually, the Boston office of the Federal Reserve, can actually
tell me the number of mortgage resets that are going to happen in
my district. Actually, by town, they can tell me these mortgage
resets. And while right now, the mortgage resets are for the most
part very low because the rates are low, the volume of those mort-
gages, as the Chair pointed out, in 2009 and 2010 are very high,
and we really don’t know what the picture will be at that point,
although we heard Mr. Bernanke today say that rates would have
to stay historically low for some time.

More troubling for me, though, is what I am seeing now is, rath-
er than reset-related defaults, I am seeing layoff-related defaults.
People are getting thrown out of their jobs, and so a sound and sta-
ble mortgage is now in trouble.

Here is my question. We have a provision that is being consid-
ered this week for a so-called cramdown provision, where a home-
owner in bankruptcy would have the opportunity to have their
mortgage modified in bankruptcy if the judge determined that was
the right thing to do.

If this cramdown provision succeeds, what impact do you see it
having on the voluntary modification framework that you are deal-
ing with, where—what I am saying is, are we going to see lenders
and servicers incentivized to deal? Remember, it is all voluntary.
Or are we going to see homeowners who are saying, I am so far
underwater, I might as well just roll the dice, not go for a vol-
untary modification, and see what I can get out of the bankruptcy
court?

I know this is conjecture. It is opinion, but in your case, it is edu-
cated opinion. What do you think will happen if we do adopt that
provision?

Mr. MorRris. Well, I looked at the legislation as well, and the net
effect is still being ascertained by the Department.

But your question refers to voluntary modifications. The author-
ity that I talked about that we are requesting is additional author-
ity to do larger voluntary modifications; it is actually called partial
claim authority. We think with that authority, it gets us further
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ahead so someone would avoid bankruptcy, because it would actu-
ally be an alternative.

Currently, the way our loss mitigation programs work, it helps
you if you have a temporary but not permanent disruption in in-
come. That means 12, 14, 16 months. But what is happening now,
as you pointed out, Congressman Lynch, is that families are having
permanent reduction of income. So we have to have a tool to bring
the payment down to an affordable level. We are hopeful that we
will get the authority to have this voluntary modification, then it
will not push people to bankruptcy, because that will just cause the
cascading effect of all the borrower’s credit.

Mr. LYNCH. That is helpful. Could I get a couple more opinions
on that, just different perspectives?

Ms. GARDINEER. Congressman, I think that what we are seeing
with regard to the bill, I have looked at the Helping Families Save
Their Homes Act, the proposal that will be on the Floor this week,
and at OTS, we believe that another tool that would help us reach
as many homeowners as possible if it is effectively done that can
reach those homeowners would be a good thing.

Whether or not this would incentivize servicers to engage in
more modifications, I think that another point that Congressman
Green raised is also important to note: Servicers are constrained by
the contracts, the pooling of servicing agreements, that are in place
with regard to securitizations.

What we have seen from the data that we collect is that if there
is a modification, a mortgage that is in portfolio, the modification
is often far more sustainable because the powers to modify that
loan are greater. Again, the ability to provide some legal insulation
through additional legal action for the servicers would assist in
that as well. So, again, the more tools that we see that can get to
the most homeowners to effectively stave off the foreclosures is the
better approach.

Mr. LyNcH. Thank you, Madam Chairwoman.

Chairwoman WATERS. Thank you very much.

Ms. Jenkins.

Ms. JENKINS. Thank you, Madam Chairwoman, and thank you
all for your testimony today.

I would like to share with you an excerpt from an article I read
recently in Business Week, and I would just ask maybe a few of
you to comment on the problem it describes. Federal banking regu-
lators reported in December 2008 that 53 percent of consumers re-
ceiving loan modifications were again delinquent on their mort-
gages after 6 months.

A law professor, Allen M. White, says the redefault rates are
high because modifications often lead to higher rather than lower
payments. An analysis that White did of a sample of 21,219 largely
subprime mortgages modified in November 2008 found that only 35
percent of the cases resulted in lower payments. In 18 percent, pay-
ments stayed the same, and in the remaining 47 percent, they rose.
The reason for this strange result was lenders and loan servicers
were tacking on missed payments, taxes, and big fees to borrowers’
monthly bills.
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Now, it seems to me that payments that rise after the loan is
modified is counterproductive. Could some of you just comment on
this particular problem?

Mr. LAWLER. I would be glad to. The program that we have been
working on with the Administration is designed specifically to
avoid that kind of problem. It is specifically targeted at the debt-
to-income ratios of the borrowers and working them down to 31
percent. In many cases, they will have been much higher. And so
the whole focus is to make an affordable mortgage, not simply to
tack on all the arrearages, to figure out how much that will amor-
tize over to over the existing life of the loan.

Mr. EVERS. I just would add, there may be some cases where the
loan payment may increase, and that may be a situation where it
is a temporary credit repair strategy going on where the borrower
has a temporary situation and, fees and stuff are getting rolled into
the loan getting reset. But we want to know the answer to that
question. We want to know if this is a pattern of practice, just how
many of these types of mods are out there. That is why we are col-
lecting changes in monthly payments before and after the mod to
know what is going on, and then looking at the redefault rates for
the various classes for loans where there has been an increase in
payment, where there has been no payment change, and where
there has been a decrease to get a better understanding of that.

Mr. MORRIS. Congresswoman dJenkins, as I mentioned in my tes-
timony, that is a correct statement. On average, after the loan
modification, the average increase is about $22. And that is the re-
sult of the past due amount being put into the new loan balance.

The reason why I keep emphasizing this is the way that the loss
mitigation program is set up currently is to help people who have
temporary reductions in income. So what the servicers do is, when
they do the financial analysis, they analyze the payments so that
they can determine that it is an affordable payment. What is hap-
pening now, though, there is a permanent reduction in income, so
we need a way to effectively reduce the payment in a tangible way,
and that is why we are requesting the additional authority, so we
will have additional tools to assess people in this situation.

Chairwoman WATERS. I am going to turn to Mr. Cleaver at this
point. Before I do, has there been a formal request for additional
authority so that you could basically reduce the amount of the
mortgage payment?

Mr. MoRrRris. I was looking at the legislation yesterday. It was
written in the Help Families Save Their Homes Act. It was in that
authority. But I don’t know exactly at what stage it is, and I will
follow up.

Chairwoman WATERS. We will take a look.

Mr. Cleaver.

Mr. CLEAVER. Thank you, Madam Chairwoman.

With some concern, perhaps even fear, that the redefault rate
will be used by opponents to fight most of what some of us are in-
terested in doing with either cramdown or loan modification, is
there anything that we can do to reduce the redefault rate, consid-
ering of course, I mean, obviously, if you go by the percentages
with the subprime primers generally having a redefault rate high-
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er, is there a way that we can undergird them or do something to
reduce that? Anybody?

Ms. GARDINEER. Congressman, I think that, as my colleague Mr.
Evers said, one of the things that our mortgage metrics report after
the release of the third quarter data showed the increase in the re-
defaults at the 30- and 60-day past due mark; we did go out for
a broader data collection to look at how loans were modified that
resulted in an increase in principal as well as payment, where
there was no change to the payments, to reduce payments by 10
percent or less, or reduce payments by more than 10 percent. And
our goal in getting that information and then sharing it with the
Administration’s working group, which our agencies are continually
working to help find the right criteria that we believe we can get
from looking at how these modifications were done so we can see
which ones were more effective and what that structure was.

In sharing that with the working group with the Administration
and with Treasury, we hope to find that streamlined effort where
we can show the most effective modifications as demonstrated from
the information we get. And hopefully we will be able to look at the
lower rates of redefaults and see a correlation between some of
these criteria, and utilize that to give some structure to our
servicers as far as trying to make the most affordable and sustain-
able modifications as opposed to the ones that could easily slip
back into a redefault situation.

In addition to that, I think it is important to note that we do see
a correlation with unemployment as well as underwater mortgages.
All of those things, I think, that we get the increased data and we
share that with our fellow agencies, it allows us to have the ability
to try to form that more sustainable mortgage and avoid those re-
defaults.

Mr. CLEAVER. Mr. Evers.

Mr. EVERS. I would just follow up on what Grovetta said. We
have interagency retail credit company guidance, and in that guid-
ance, it basically requires servicers to try to do one mod, not mul-
tiple mods for a borrower. And that is in there to make sure that
they do the mod right and they are not doing multiple mods. And
the only time they would do a multiple mod, if the borrower has
some life-changing event, like loss of a job or unemployment or
some medical problem or major loss of income. But the real issue
is, do the mod right, install for affordable, sustainable payment,
and structure it properly.

Mr. CLEAVER. Is there way to do this with triage? That is, can
it also be done in a just way?

Mr. EVERS. In terms of doing more?

Mr. CLEAVER. No, no. Is there a way—I mean, there are some
loan modifications that we—I think Ms. Gardineer has just done a
little, some loan modifications that we should know are not going
to work. And so there is—it is pointless to try to force it to work,
and we actually feed the people, we feed our opponents when we
do that because they use that to, you know, say you are throwing
away money, and the whole 9 yards. And I like to feed everybody,
but I don’t want to feed my opponents.

Mr. MorRris. Congressman Cleaver, I think I can respond to that
question. As I mentioned in my testimony, it is really not the re-
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default rate. It is really that you end up foreclosing. The cost be-
tween throwing someone on the street and doing another modifica-
tion through FHA is $750. So we will spend another $750 to try
to keep somebody in the home, because what happens is, 2 years
after the fact, more than 85 out of 100 people are still in their
homes, and we are saving a lot of money as opposed to saying, oh,
the redefault didn’t work this time; let’s not try it again.

What happens is it takes time for people to recover from change
in household income. It could be a disability. And it is—because,
like I said, the current tools now, you have to go back to essentially
your full payment. So we do have the redefaults, but still we work
with them again to make certain that it sticks. And for another
$750, if we can save another 60 families from losing their homes,
that is what we are doing. So your opponent is going to look at the
redefault rate, but my question is, has a person still been living in
the house 2 years after the fact? Because 2 years really is the
measure that says they fully recovered from any type of activity.
If something happens 5 years down the road, it is probably another
life event.

So the question, this is just my opinion, is, what happens to the
family? Are they ultimately foreclosed? And is it worth $750 to try
to keep somebody in their house by doing another loan modifica-
tion? FHA says it is worth another $750.

Mr. CLEAVER. Thank you, Madam Chairwoman.

Chairwoman WATERS. Mr. Lee.

Mr. LEE. I will try to be brief, but it is such an important issue,
and I just want to touch on a few points because this has been such
a major issue in my district. I have a district between Buffalo and
Rochester, New York, and a very hardworking community who this
group, we never really had a boom to bust in the housing market.
And in some way, that has been a blessing because people have
been able to, up until now, been able to stay within their homes.
But we are now starting to see the job losses, and people who,
through no fault of their own, now are starting to have issues, be
it a medical illness or they had two incomes and a wife or husband
has been laid off. And these are people who have been paying their
credit cards. Every day in and day out, they have been meeting
their mortgage payments, but it has been harder and harder.

And the calls that I am receiving by the dozens is the fact that
they are making their payments, and they now go back to their
service provider—and I won’t name names of the institutions—but
some are finding, in some cases, are finding relief through a service
provider A, but service provider B under no circumstances really
has been willing to either remodify the loan amount, lower interest
rates, or try to work with them. And it is very hard to go back to
them and say, we don’t have a policy.

I would be curious to know, can we—and I know most banks do
have a process in place, but it doesn’t seem to be consistent. I
would like to hear your views. Do we, without trying to hamstring,
I am not a big believer in Big Brother, but do we have the ability
to come with some standard uniform process so that we can tell
those who are struggling that these are options that are available
to you, those people who are struggling but are making their pay-
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ments right now, to try to assist them? And then I have a follow-
up.

Mr. LAWLER. This is something we are definitely trying to ad-
dress in the program we have been working with the Administra-
tion on, and we will have further details on March 4th.

What we are trying to do is set up a standardized program that
can be adopted throughout the country, and that will include peo-
ple who are extremely stressed and therefore in imminent danger
of default even though they are currently making their payments.
And we are very hopeful that this will work, as we are certainly
directly trying to attack this problem.

Mr. LEE. And in follow up to that, because that is the number
one call, then the follow-up call is the fact that, again, these hard-
working individuals are frustrated because I think they are worried
a percentage of individuals who misrepresented their income who,
be it in different parts of the country where there was escalating
prices, where they took advantage of that system. And is there any
way, because I don’t think there is anybody who wants to, if some-
one was trying to do this for personal gain versus those who have
been truly hardworking citizens, how do we protect and make sure
that we are not bailing out those who are trying to make a profit
from this housing issue?

Ms. GARDINEER. Just to follow up. We are also working with the
Administration to develop this loan modification program. And key
to that is going to be verification of things such as income and em-
ployment. We believe it is important not only to reach as many
homeowners as we can to put them into sustainable affordable
modifications, but to be able to verify the veracity of the informa-
tion that the borrower provides to that servicer.

But the uniformity that we are striving for, I think, gets to the
heart of your first question, which is the disparity that may be in-
cumbent upon different servicers and the approaches that they use
to modify different loans, and going to servicer A, who is willing
to use a certain set of criteria, but that may not be utilized by
servicer B.

Our hope is that we will be able to create the streamlined modi-
fication effort that is able to verify, to weed out fraud, to make sure
that those who are owner-occupied properties are able to get that
sustainable affordable modification that will allow them to stay in
the home and avoid an avoidable foreclosure.

Mr. LEE. Thank you.

Chairwoman WATERS. Thank you very much.

Before I call on Mr. Clay, keeping in line with that testimony,
Ms. Gardineer, I have seen loans that—mortgages that people got
involved in, in 2006 and 2007, where they were predatory loans,
and the interest rates were 9 percent, 9.5 percent, and I had one
at 10.5 percent. When you are constructing a model that can be
used to do modifications, is there some consideration given to the
high price of mortgages when the interest rates were basically at
5 or 6 percent? I mean, could we say or is it advisable to rec-
ommend that all of those interest rates be reduced to 4.5 percent
or something that would be consistent with somewhere what the
mortgages would be today?
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Ms. GARDINEER. Chairwoman Waters, I believe that part of the
criteria that we are looking at may not be an across-the-board in-
terest rate, but certainly looking at the home price depreciation as
well as the interest rate at the time of origination and the pay-
ments that the borrower would be able to afford, looking at the
debt-to-income ratio as well as the loan-to-value. So taking all of
those things into consideration as well as the highest rates that
may have been advanced at the origination, I think it is possible
for us to come up with a streamlined approach that would indeed
include a reduced interest rate in order to make that modification
an affordable payment for that borrower.

Chairwoman WATERS. I do understand that, now, with the modi-
fication efforts that I have been involved in helping some of my
constituents, all of those things are taken into consideration for the
most part. But I was really asking about the reduction of interest
rates based on what appears to be a predatory interest rate that
was given at a time when the market interest rates were 5 or 6
percent, that you see, I mean, it just jumps out at you that this
person is charged 10.5 or 9 percent. Wouldn’t that kind of be an
automatic reduction without all the other considerations?

Ms. GARDINEER. Congresswoman, I believe that you made an ex-
cellent point that I will take back to the working group this after-
noon and include in our dialogue as we move towards our March
4th deadline to provide that criteria and the parameters for the
servicers. But that is an excellent point that we should be consid-
ering as we move forward.

Chairwoman WATERS. I appreciate that, because I have run
across a few of those.

Mr. Clay.

Mr. CrAY. Thank you, Madam Chairwoman, and I thank the
panel for being here today.

Let me start with Mr. Lawler.

Mr. Lawler, in your testimony, you state that it is important to
note that when calculating and analyzing redefault rates, common
definitions are required, and there is much debate within the in-
dustry as to what those definitions are, how redefault rates should
be measured, and over what timeframes.

I am curious as to how you would define redefault terms and def-
inition. When reporting your data, what do you consider a modi-
fication, and is a repayment plan a modification?

Mr. LAWLER. A repayment plan that doesn’t change the terms of
the mortgage but simply when it can be paid is not a modification.
If it were a major change like a change in the term from a 30-year
mortgage to a 40-year mortgage, that would be a modification. If
it is simply taking the existing amount owed and saying, you can
make up payments that you are behind at the end of the 30 years,
that would just be a repayment plan or redistributing those
amounts owed so that your payment goes up. Those are just repay-
ment plans.

As far as the definitions of redefault, the key things are, how
many days delinquent, and over what timeframe? So, for example,
Mr. Morris is suggesting that if you are still in your house 2 years
later, that probably shouldn’t count as a redefault. Sometimes you
don’t have as long a period. You don’t want to wait 2 years to see
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how you are doing, so you compute how the loans are doing that
you modified in a more recent time period and you want to know,
well, how many 30-day delinquencies do I have, how many 60-day,
how many 90-day and so forth.

Mr. CLAY. Thank you for that response.

Let me ask Mr. Evers.

Mr. EVERS. I just want to follow up on that. We agree that there
needs to be clear, standard definitions. You need to have a clear
definition of what is a mod and what is not. A repayment plan, an
informal repayment plan is not a mod. A mod is when the contrac-
tual terms of the payment have been changed in writing. And we
only count that when it is done; nothing before that, nothing infor-
mal. And then we track subsequent performance, post-modification.
And we look at the number of payments the borrower has made
subsequent to that. That is, in our opinion, the best way to get an
apples-to-apples comparison in terms of monitoring performance of
post-modification loans.

Mr. CrAy. Thank you for that response. How do we establish a
guideline to ensure that we take into account the trend of the day
that has several people in the household contributing to the mort-
gage payment? Many of these households stayed current in their
payments until this current crisis. When considering a workout
with the applicant, what do you include as gross income? Do you
include the wife or other family members living in the home as ad-
ditional sources of income if they are not on the mortgage? And
anyone can take a stab at it on the panel.

Ms. GARDINEER. Congressman, currently, the person who is actu-
ally on the note is the—or the couple or whoever is actually on the
original note, that is the income that is the measure by which you
are looking at how to modify that loan. There can be, and we recog-
nize and it is a continued topic of discussion in the working groups
right now working on the Treasury and Administration plan, recog-
nizing that there are many households with contributors to the
monthly mortgage income that are not actually on the note and
how to recognize or work within that structure to create an afford-
able modification. But the current legal requirements would limit
our ability to look at only those who are actually on the note for
repayment modifications.

Mr. CLAY. But you know that is not traditional.

Ms. GARDINEER. I do recognize there are many households, as
you described, and the working group is aware of that as well.

Mr. CrAY. I think, Mr. Morris, you may be able to help me with
this. Are we trying to force the choice of a modification over that
of a refinance? The new charges added by Fannie Mae and Freddie
Mac in December add up to about $15,000 to refinance costs for the
borrower. Why is that? They have added up to 5 points. They have
new terms like adverse market fee, adverse credit fee, and non-
owner fee. Can you give me an answer to that? Do you know why?

Mr. Morris. Candidly, Congressman Clay, I think Mr. Lawler
would have to speak about the fees.

Mr. CLAY. Mr. Lawler, could you tackle that?

Mr. LAWLER. Certainly the fees on many mortgages have gone
up. The risks have also gone up. It is a lot riskier to make a loan
when the expectation is that the value of the collateral is going to
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decline over the period of the loan, than in a time when you expect
the value of the collateral to get greater. And in recognition of that
risk, it is necessary to make some charges.

At the same time, whenever it is possible, a refinance is probably
on average going to be more successful than a modification if the
borrower can qualify for the refinance.

Mr. CrAY. But don’t we want to kind of look at what is reason-
able here? I mean, what is actually doable for the average con-
sumer?

Mr. LAWLER. We certainly do. And the most important thing in
that area that we can do is try to get the general level of mortgage
interest rates down.

Mr. Cray. Without Fannie and Freddie adding onerous fees and
arbitrary fees?

Mr. LAWLER. I hope they are not arbitrary.

Mr. CrAY. I bet they are.

I yield back.

Chairwoman WATERS. Thank you very much.

As we wrap this up, and since you are making recommendations
that supposedly will be unveiled on March 4th in the President’s
plan, I would like you to give some thought to the fact that I have
run into constituents who say they are the victims of fraud. Even
though all of us would like to think we are all responsible and we
know what we are doing, I am told that certain individuals had in-
come that was noted on the documents that was much larger than
their real income, and that that is not what they told the loan
initiator; and they placed it on there in order to get the loan fund-
ed, the mortgage funded. I am told that people did not sign certain
documents.

What do we do where there is an indication of fraud? How do we
follow that up? And how do we help the homeowner, and how do
we penalize somebody? I mean, that is something I would like to
give some consideration to. And FICO scores. If you have an ad-
justable rate mortgage and the margin is, I don’t know, 3 or 4 per-
centage points higher, and you obviously cannot pay that large a
mortgage payment, and so you are delinquent, but you are trying
to get a loan modification. If you were being considered, say, by,
I don’t know, Fannie or Freddie or anybody else who would con-
sider your FICO score as part of those things you consider before
you do the loan modification, what do we do about that? Should
you be penalized for that now having damaged your credit while
you are trying and you have been working very hard to do a loan
modification so that you could keep your home and you could make
payments that you could afford? So I would like you to give some
thought to that.

I would like to note that some members may have additional
questions for this panel which they may wish to submit in writing.
Without objection, the hearing record will remain open for 30 days
for members to submit written questions to these witnesses and to
place their responses in the record.

This panel is now dismissed. Thank you very much.

I would like to welcome our distinguished second panel. Our first
witness will be Mr. William C Erbey, chairman and CEO of Ocwen
Financial Corporation.
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Welcome.

STATEMENT OF WILLIAM C. ERBEY, CHAIRMAN AND CHIEF
EXECUTIVE OFFICER, OCWEN FINANCIAL CORPORATION

Mr. ERBEY. Thank you, Chairwoman Waters, Ranking Member
Capito, and distinguished members of the subcommittee. My name
is William Erbey, and I am chairman and chief executive officer of
Ocwen Financial Corporation, an independent mortgage loan
servicer.

First, let me thank you for the opportunity to participate in this
hearing today. I share your sense of urgency to find a lasting solu-
tion to our daunting foreclosure crisis, a crisis that lies at the very
heart of our economic problems and threatens millions of families
with the loss of their American dream, their home.

I applaud the leadership of the chairwoman and subcommittee
members in relentlessly advocating, ever since the inception of this
crisis, the need for bold action to assist homeowners with
unaffordable mortgages and to prevent avoidable foreclosures.

I also applaud President Obama, Secretary Geithner, and the
President’s economic team for answering the call for bold action in
a matter of a few weeks into the new Administration by launching
the Homeowner Affordability and Stability Plan. This plan includes
a substantial loan modification component that is the subject of to-
day’s hearing.

Prior government-sponsored loan modification initiatives were all
good first steps in the right direction, but the President’s new plan
is exactly the kind of insightful and decisive action that is needed
to make a material impact on the foreclosure crisis.

As one of the few remaining independent mortgage servicers,
Ocwen is very proud of our achievements in foreclosure prevention
through loan modifications. We are not loan originators. We do not
make mortgage loans. Rather, Ocwen is engaged as a loan servicer
under contracts with mortgage investors, i.e., the securitized
REMIC trusts.

Currently, our servicing portfolio contains approximately 325,000
mortgage loans of which approximately 85 percent are subprime.
Beginning in early 2007, we proactively prepared for an increase
in mortgage delinquencies by increasing our home retention con-
sulting staff by 50 percent. When the mortgage meltdown hit with
full force later that year, we increased staff by another 35 percent
and were the first in the industry to adopt an aggressive and com-
prehensive loan modification program. Our program reengineers
lower mortgage payments that are both: (A) affordable for the
homeowner; and (B) will return greater cash flow to investors than
the net proceeds that would otherwise be realized in a foreclosure.

Loan modifications crafted in this way are consistent with our
contractual obligations and result in a win-win-win solution for all
involved. The homeowner keeps their home; the investor avoids a
substantial loss; and the loan servicer retains the loan in the serv-
icing portfolio. Since the inception of the crisis, we have saved over
90,000 homes from foreclosure. And for investors, according to an
industry study by Credit Suisse, Ocwen’s loan modification pro-
gram generates the highest cash flows by any servicer on 90-plus



29

day delinquent loans, an amount that is twice the industry aver-
age.

If loan modifications are to have an enduring impact, the reduced
mortgage payments must be sustainable by the homeowners. The
salient measure of success, therefore, is the redefault rate, i.e., the
percentage of loans that go into default after modification. We are
pleased to report that loan modifications engineered by Ocwen
have a redefault rate of 19.4 percent compared to an industry aver-
age of 42.9 percent, according to the most recent report issued by
the OCC and the OTS.

The superior sustainability of Ocwen’s loan modifications is the
result of our customized approach that addresses homeowners’ de-
linquencies on a loan-by-loan basis. By combining our proprietary
loan analytics technology with behavioral science research, we first
comprehensively re-underwrite each delinquent loan we service,
i.e., the way it should have been done with the broker or the lender
at origination. Second, we determine whether modification is both
affordable by the homeowner on a sustainable basis and maximizes
the net present value for the loan owner as compared to a fore-
closure. And, third, we provide one-on-one financial counseling to
the homeowner aided by interactive scripting engines to maximize
the likelihood of their keeping current on the modified loan.

Another key to sustainability is principal reductions where nec-
essary to achieve affordability: 18.7 percent of our loan modifica-
tions include writing down of the loan balance. This allows us to
help more distressed homeowners with solutions. As reported by
Credit Suisse, Ocwen leads the industry with 70 percent of the in-
dustry’s principal reduction modifications.

Early intervention is critical to foreclosure prevention. Prevailing
industry standards, as confirmed by the American Securitization
Forum, make it clear that it is permissible to modify loans not only
when the borrower is actually in default but also when default is
imminent or reasonably foreseeable in the good faith judgment of
the servicer. Adopting this standard, our early intervention unit
has successfully avoided upwards of 9,000 foreclosures through
proactive modifications.

If a loan modification program is to have a material impact to
redress the national foreclosure crisis, it must be scalable. Ocwen
has invested over $100 million in R&D in building an automated
large-scale platform that incorporates artificial intelligence,
decisioning models, and scripting engines. This robust technology
allows us to take on many multiples of the volume of delinquencies
we have already cured in our portfolio.

I would be remiss if I did not recognize the critical assistance
provided to us by our nonprofit consumer advocacy partners. When,
for whatever reason, a homeowner in distress does not respond to
our letters or phone calls, we are unable to help them. Through
grassroots outreach and educational initiatives, community groups,
such as the National Training Information Center, Home Free
U.S.A., National Fair Housing Alliance, National Association of
Neighborhoods, National Council of LaRaza, St. Ambrose Housing
Aid Center, and so many others, have greatly assisted us in mak-
ing that key communication link with our customers. We have also
recently established a relationship with National Community Rein-
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vestment Coalition to broaden our homeowner outreach, and we
will continue to support the foreclosure prevention efforts of the
HOPE NOW Alliance.

[The prepared statement of Mr. Erbey can be found on page 70
of the appendix.]

Chairwoman WATERS. Thank you very much.

I must move on to Ms. Mary Coffin, executive vice president of
Wells Fargo Home Mortgage Servicing.

STATEMENT OF MARY COFFIN, EXECUTIVE VICE PRESIDENT,
WELLS FARGO HOME MORTGAGE SERVICING

Ms. CofFrIN. Chairwoman Waters, Ranking Member Capito, and
members of the subcommittee, I am Mary Coffin, head of Wells
Fargo Mortgage Servicing.

Throughout this crisis, the mortgage industry and the govern-
ment have collaborated on ways to reduce foreclosures and stabilize
the economy. The homeowner affordability and stability plan is yet
another positive step in addressing these challenges. As further de-
tails of the plan are defined, we fully support striking the delicate
balance between providing aggressive solutions for those in need
and guarding against moral hazard.

Last year, we made it possible for half-a-million families to pur-
chase a home, and we refinanced another half-a-million families
into lower mortgage payments. At the end of 2008, for 8 million
mortgage customers Wells Fargo services, 93 of every 100 were cur-
rent on their mortgage payments; and for the 7 who were not, we
have worked hard at keeping them in their homes. Since our serv-
icing is predominantly held by other investors, this has required
gaining consensus to honor our contracts.

Over the past year-and-a-half, we have delivered more than
706,000 foreclosure prevention solutions. We work with all of our
customers, including those who are not in default, to determine if
they qualify for a modification. They simply need to prove they
have experienced a hardship that significantly changed their in-
come and/or expenses. When we do modify a loan, about 7 of every
10 customers remain current or less than 90 days past due 1 year
later. We connect with 94 percent of our customers who have 2 or
more payments past due. To be responsive to requests for help, we
have more than doubled our staff to 8,000 default team members,
all U.S.-based.

These times are unprecedented, and we certainly are not perfect,
but we do our best. And we thank you for taking your personal
time to reach out to us when our servicer does not meet the stand-
ards we have set so that we can immediately work to correct the
situation.

When the foreclosure crisis began 2% years ago, the first cus-
tomers challenged were those with subprime ARM loans. To ad-
dress their needs, streamlined processes to modify these loans into
fixed products were created. But, clearly, as the housing and eco-
nomic crisis has compounded, servicers have needed to go deeper
with modification tools to provide sustainable solutions. In the
fourth quarter of 2008, we provided 165,000 solutions, including
term extensions, interest rate reductions, and/or principal forgive-
ness. Also, given the unique nature of the Wachovia option ARM
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loans, we used more aggressive solutions through a combination of
means, including permanent principal reduction in geographies
with substantial property declines. In total, 478,000 customers will
have access to this program if they need it.

As the number of customers in need rises, Wells Fargo has advo-
cated the creation of a standardized modification process that is
aligned across all investors. The one described in the Administra-
tion’s plan will significantly improve our ability to serve more cus-
tomers and to set appropriate consumer expectations for a modi-
fication. According to third quarter 2008 FHA statistics, 56 percent
of the Nation’s 55 million mortgage loans are owned by Fannie and
Freddie who are already aligned with this process. But more crit-
ical are the 16 percent held by private investors, which represent
62 percent of the serious delinquent mortgage loans.

In the modifications we do today, loan terms are adjusted to
achieve at least a 38 percent affordability target. By bringing bor-
rowers to a 31 percent target as defined in the Administration’s
plan, we further increase the odds they can better manage their
overall debt, thereby lessening the likelihood of redefault.

Even though the details are not finalized, Wells Fargo has al-
ready begun to operationalize the standard modification program.
We stood ready to assist our customers with information imme-
diately following the President’s announcement and our analysis to
find those who may qualify is underway. We also will continue to
stress the importance for FHA to be granted the authority to ex-
pand the 601 program to allow the assignment of mortgages to
FHA and the payment of claims upon modification. We also sup-
port the recommended changes to HOPE for Homeowners.

When asked what makes it difficult for us to help more bor-
rowers, it is simply that their challenges are complex. Income dis-
ruption is at the root of the issue with many customers who are
in variable or commissioned income situations that began desta-
bilizing in the early part of the crisis, and the full impact of unem-
ployment or underemployment is still unknown. While there are
many tragic hardship cases, there are also people who got caught
up in the excess of the growing economy and the real estate values
who can no longer sustain the lifestyles to which they have become
accustomed. No loan modification alone can solve this dilemma. In
certain circumstances, counseling which considers full debt restruc-
turing is required.

In conclusion, we look forward to continuing to work with you on
ways to turn the housing and mortgage industry around, and we
will assist in any way possible to advance the issues we have ad-
dressed today.

Thank you for your time.

[The prepared statement of Ms. Coffin can be found on page 67
of the appendix.]

Chairwoman WATERS. Thank you very much.

Our next witness is someone who has been here more than once,
Mr. Michael Gross, manager and director for loss mitigation, Bank
of America.

What do you have new to tell us today, Mr. Gross?
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STATEMENT OF MICHAEL GROSS, MANAGING DIRECTOR,
LOAN ADMINISTRATION LOSS MITIGATION, BANK OF AMER-
ICA

Mr. GrRoss. Madam Chairwoman, and Ranking Member Capito,
I must confess, it is a pleasure to be here before you again.

Chairwoman WATERS. I bet.

Mr. Gross. Good afternoon, and thank you for the opportunity
to appear again to update you on our efforts to help families stay
in their homes.

As the country’s leading mortgage lender and servicer, Bank of
America fully appreciates its role in helping homeowners through
these difficult times. We want to ensure that any homeowner who
has sufficient income and the intent to maintain homeownership
will be assisted using any and all tools we have available.

Bank of America applauds the Obama Administration’s Home-
owner Affordability and Stability Plan’s focus on assisting finan-
cially distressed homeowners with their mortgage payments using
their refinancing and loan modification program. Ken Lewis, our
chairman, has assessed the plan as very thoughtfully constructed,
and believes it has a very good chance to make a significant and
positive impact on today’s crisis. We strongly support the Adminis-
tration’s focus on affordability in the loan modification processes in
order to achieve long-term mortgage sustainability for homeowners.
Bank of America recently announced a moratorium on foreclosure
sales that is in effect until receipt of guidelines for implementing
the President’s plan. Simply put, we want to have every oppor-
tunity to help eligible homeowners who can be assisted by these
new initiatives. We have already begun working with the Adminis-
tration to develop guidelines for the implementation of the Home-
owner Affordability and Stability Plan modification and refinance
initiatives in order to ensure its success.

The Administration’s focus on affordability and sustainability is
consistent with the approach that we have implemented which has
led to more than 230,000 loan modifications for our customers in
2008 and 39,000 customers in January 2009 alone. In 2008, Bank
of America committed to offer loan modifications to as many as
630,000 customers over the next 3 years to help them stay in their
homes, representing more than $100 billion in mortgage financing.

I would also like to provide a brief update on our mortgage busi-
ness. We strongly believe that long-term recovery in the economy
and housing markets relies upon lenders’ responsibility and effec-
tively providing loans to credit-worthy borrowers. In April, we will
unveil our new Bank of America home loans brand. This launch
will confirm our longstanding pledge to be a responsible lender and
t(})l help our customers achieve successful sustainable home owner-
ship.

Importantly, I want to emphasize that we are very much open
for business and making new loans. In January, we produced $21.9
billion in new mortgages. We are now routinely publishing public
updates on the Internet regarding our lending activity.

Since I last appeared before Congress, Bank of America launched
the Homeownership Retention Program. The program, launched in
December, is designed to achieve affordable and sustainable mort-
gage payments for borrowers who financed their homes with
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subprime or pay-option adjustable-rate mortgages serviced and
originated by Countrywide prior to December 31, 2007.

The centerpiece of the program is a streamlined loan modifica-
tion process designed to provide relief to eligible subprime and pay-
option ARM customers who are seriously delinquent or at the risk
of imminent default as the result of loan features, such as rate
resets or payment recasts. The program’s goal is the same as the
President’s: to reduce monthly mortgage payments to affordable
and sustainable levels.

I would also like to update the committee on additional progress
we have made to date on our entire home retention operations.
Since early last year, the home retention staff for Bank of America
has more than doubled to nearly 6,000 staff members. We also are
continuously improving the training and quality of the profes-
sionals dedicated to home retention.

As we have learned through experience, early and open commu-
nication with customers is the most critical step in helping prevent
foreclosures. In 2008, we participated in more than 350 home re-
tention outreach events across the country. We are also proactively
reaching out to customers by making more than 10 attempts per
month to contact delinquent homeowners. In January alone, we
placed nearly 12 million outbound calls.

In addition to sharply increasing the pace of workouts, we have
been more aggressive in the types of workout plans completed.
Loan modifications are now the predominant form of workout as-
sistants. In 2008, loan modifications accounted for nearly 75 per-
cent of all loan modification plans. Of these loans, interest rate
modifications accounted for approximately 80 percent of all of the
loan modifications.

I want to thank you for the opportunity to describe our ongoing
home retention efforts. We recognize there is still much more to be
done, and we look forward to working with Congress and the Ad-
ministration.

Thank you.

[The prepared statement of Mr. Gross can be found on page 111
of the appendix.]

Chairwoman WATERS. Thank you very much.

Ms. Molly Sheehan, senior vice president, Chase Home Lending,
JP Mortgage Chase.

STATEMENT OF MARGUERITE SHEEHAN, SENIOR VICE
PRESIDENT, CHASE HOME LENDING, JPMORGAN CHASE

Ms. SHEEHAN. Chairwoman Waters, Ranking Member Capito,
and members of the Subcommittee on Housing and Community Op-
portunity, we appreciate the opportunity to appear before you
today on this most important topic of helping homeowners.

My name is Molly Sheehan. I work for the home lending division
of JPMorgan Chase in housing policy.

Chase is one of the largest residential mortgage servicers in the
United States, serving more than 10 million customers located in
every State of the country with mortgage and home equity loans
totaling about $1.4 trillion. Chase is also one of the largest residen-
tial mortgage lenders, and we continue to make mortgage credit
available even in these difficult times. We provide loans directly to
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consumers, and we purchase loans from smaller lenders so that
they can lend to their customers. In 2008, Chase originated or pur-
chased more than $105 billion in mortgage loans, even as mortgage
applications declined significantly.

At Chase, we are not only continuing to lend; we are also doing
everything we can to help families meet their mortgage obligations
and keep them in their homes. We believe it is in the best interest
of both the homeowner and the mortgage holder to take corrective
actions as early as possible, in some cases even before default oc-
curs. We apply our foreclosure prevention initiatives to both the
$325 billion of loans that we own and service, and the $1.1 trillion
of investor-owned loans that we service.

We expect to help avert 650,000 foreclosures, for a total of $110
billion worth of loans, by the end of 2010. We have already helped
prevent more than 330,000 foreclosures, including modifying loan
terms to achieve what we expect to be long-term sustainable mort-
gage payments. We are well underway to implementing the com-
mitments we made in announcing our expanded foreclosure preven-
tion plan last October. We have commenced mailing proactive
modification offers to borrowers of Chase-owned option ARM loans
at imminent risk of default. We have selected sites for 24 Chase
homeownership centers in areas with high mortgage delinquencies
where counselors can work face-to-face with struggling home-
owners. We will have 13 of these centers in California and Florida
open and serving borrowers by the end of this week. The other 11
around the country will be open by the end of next month.

We have added significantly to our staff, and we continue to add
more capacity in our operations to help struggling homeowners. We
initiated an independent review process to ensure each borrower is
contacted properly and offered modification prior to foreclosure as
appropriate. We have developed a robust financial modeling tool to
analyze and compare the net present value of a home foreclosure
to the net present value of a proposed loan modification, which al-
lows us to modify loans proactively while still meeting contractual
obligations to our investors.

We believe programs like ours are the right approach for the con-
sumer, all consumers, and for the stability of our financial system
as a whole. We support the Administration’s proposal to adopt the
uniform national standard for such programs and to encourage all
sekr)llsible modification efforts short of bankruptcy as much as pos-
sible.

As our CEO commented last week, we believe the Homeowner
Affordability and Stability Plan announced by President Obama is
good and strong, comprehensive and thoughtful. We think it will be
successful in modifying mortgages in a way that is good for home-
owners. Most particularly we applaud the fact that the plan focuses
on making monthly payments affordable; will create a national
standard and create fair and consistent treatment across the indus-
try; and the standard will include verification of income and ex-
pense. We also applaud the partnership with government to reduce
interest rates and payments for borrowers and the expanded ability
of borrowers to take advantage of today’s lower rates through refi-
nancing. We look forward to working with the Administration, Con-
gress, and others as we work forward on this plan.
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As we advised Chairman Frank and the members of the House
Financial Services Committee on February 12th, we have stopped
adding loans owned by Chase into the foreclosure process as the
Administration’s plan is being developed.

Thank you.

[The prepared statement of Ms. Sheehan can be found on page
152 of the appendix.]

Chairwoman WATERS. Thank you very much.

Mr. Steve Hemperly, executive vice president, real estate default
servicing, CitiMortgage.

STATEMENT OF STEVEN D. HEMPERLY, EXECUTIVE VICE
PRESIDENT, REAL ESTATE DEFAULT SERVICING,
CITIMORTGAGE, INC.

Mr. HEMPERLY. Chairwoman Waters, Ranking Member Capito,
and members of the subcommittee, thank you for the chance to ap-
pear before you today to discuss Citi’s loan modification efforts. My
name is Steve Hemperly, and I am the executive vice president for
CitiMortgage Real Estate Default Servicing.

Citi services approximately 7 percent of the loans in the United
States. In this enormous difficult housing market, Citi has moved
aggressively to help distressed borrowers. We have a high degree
of success in keeping borrowers in their homes when we are able
to make contact with them and they want to remain there.

Citi specifically focuses on finding long-term solutions for bor-
rowers in need. In support of this, a key loss mitigation tool is loan
modification. A modification agreement is typically used when a
customer has a significant reduction of income that impacts his or
her ability to pay and lasts beyond the foreseeable future. This
agreement makes the mortgage more affordable for the customer.
We have found modifications to be effective in helping borrowers
manage through difficult times and avoid foreclosure.

Citi has a specially trained servicing unit that works with at-risk
homeowners to find solutions short of foreclosure and tries to en-
sure that, wherever possible, no borrower loses his or her home.
Citi continuously evaluates each of its portfolios to identify those
customers who can save money and reduce monthly payments and
offers them timely loss mitigation solutions. We also provide free
credit counseling, make loss mitigation staff available to borrowers
or counseling organizations, and provide work-out arrangements
and other options.

In keeping with our commitment to help borrowers stay in their
homes, we are implementing the FDIC streamline modification pro-
gram for loans that we own where the borrowers are at least 60
days delinquent or where the long-term modification is appropriate
even if the borrower is not yet delinquent.

In November of 2008, we announced the Citi Homeowner Assist-
ance Program for families in areas of economic distress and sharply
declining home values. For those borrowers who may be at risk al-
though still current on the mortgages, we are deploying a variety
of means to help them remain current on the mortgages and in
their homes.

Citi’s foreclosure prevention activities have good resolution rates
for distressed borrowers whom we are able to reach. For example,
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for those going through the foreclosure process with whom we are
in contact, we are able to help approximately 70 percent of them.
However, we are not able to reach every one, and in those cir-
cumstances, there are limits to what we can do.

To better meet the increased needs of the struggling borrowers
we service regardless of delinquency status, we have dedicated sig-
nificant resources to our loss mitigation area. We have stepped up
our loss mitigation staffing by almost 3 times from last year, since
last year’s staffing levels, and we will be providing additional train-
ing to all of our staff.

Additionally, as promised by our CEO, Vikram Pandit, to the
House Financial Services Committee on February is 11th, Citi initi-
ated a foreclosure moratorium on all Citi-owned first mortgages
that are the principal residence of the customer as well as all loans
Citi services where we have reached an understanding with the in-
vestor. The moratorium became effective February 12th and will
continue until March 12th, before which time we expect finalized
details on President Obama’s loan modification program.

Citi will not initiate any new foreclosures or complete pending
foreclosures on eligible customers during this time. This commit-
ment builds upon our existing foreclosure moratorium for eligible
borrowers who work with us in good faith to remain in their pri-
mary residence and have sufficient income to make affordable
mortgage payments.

In order for policy makers, regulators, consumers, and market
participants to better understand the extent of the current situa-
tion and our efforts to ameliorate it, we think it is important to
share what we know. To assist in this effort, for the past four quar-
ters, we have produced and publicly released our mortgage serv-
icing report, which provides specific detail on our originations, de-
linquency trends, ARM resets, loss mitigation efforts, loan modi-
fication, foreclosures in process, and new foreclosures initiated. Our
soon-to-be-released fourth quarter report will also include detailed
information on our modification redefault rates for the first time.

Our report will show that distressed borrowers serviced by Citi
who received modifications, reinstatements or repayment plans
outnumbered those who were foreclosed on by more than six to one
in the fourth quarter. The number of borrowers who were serviced
by Citi who received long-term modifications in that quarter in-
creased by approximately 51 percent as compared with the third
quarter.

Our redefault rates, meaning the percentage of borrowers who
have become 60-plus or 90-plus days past due at a given period of
time after the loans are modified, do not exceed 23 percent for
loans modified over the past year. For example, of the loans modi-
fied in the second quarter of 2008. Only 14 percent were 90-plus
days past due 6 months after the modification. The fact that these
borrowers are delinquent does not mean that will result in fore-
closure. In fact, we will continue to work with those borrowers to
make sure that we are able to find some kind of a long-term solu-
tion to keep them in their homes.

I want to assure the committee that we share your interest in
helping homeowners, and we strongly support this committee’s
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leadership in foreclosure prevention and its tireless efforts to solve
the housing crisis.

Thank you, I will be happy to answer any of your questions.

[The prepared statement of Mr. Hemperly can be found on page
120 of the appendix.]

Chairwoman WATERS. Thank you very much.

I would like to start with Mr. Erbey.

Mr. Erbey, you are an independent loan modification—a servicer,
servicer, I am sorry. Who do you contract with? Who do you do
business with?

Mr. ERBEY. Our customers are the securitization—

Chairwoman WATERS. I can’t hear you.

Mr. ERBEY. Our customers are the securitization trust. When
Wall Street put together securities, they would contract with
servicers to service those loans. That was our main line of business.

Chairwoman WATERS. And how do the customers who are in
trouble find you?

Mr. ERBEY. We are a servicer much like the other bank-owned
servicers. In other words, we send out bills and statements. We
have call centers. We are not affiliated with the bank, and we do
not originate mortgages, but we actually, whenever you take over
a portfolio, you send out hello letters and you call the people up
and verify the information with regard to that. So there is exten-
sive contact with our customer base much like any other servicer
would have.

Chairwoman WATERS. Have you found any claims of fraud by
complaining mortgage holders that they were tricked, they were
misled, that they did not sign certain documents, that they did not
falsify, but it was done by a loan initiator?

Mr. ERBEY. Yes.

Chairwoman WATERS. And what do you do?

Mr. ERBEY. We try to basically, in all those cases, we try to basi-
cally re-underwrite that loan specifically to the person’s ability to
pay that for that loan and to get them on to a modification plan
that is sustainable and get them going in a stabilized situation
going forward.

Chairwoman WATERS. We don’t have anything in the system to
go after those loan initiators who appear to be guilty of some kind
of fraudulent operation, do we?

Mr. ErRBEY. Unfortunately, we do not.

Chairwoman WATERS. Do you think that is needed?

Mr. ERBEY. Yes, I certainly do.

Chairwoman WATERS. I appreciate that, thank you.

Ms. Coffin, I thank you for being here today. You know of my ex-
perience with Wells Fargo. And I am appreciative for your CEO
who sent us a letter apologizing for any inconveniences, saying this
is not typical of the way your servicing operation works.

Now let me understand that the Wells Fargo home mortgage
servicing is separate from the bank; this is a separate institution
or business, is that right?

Ms. CorrIN. Well, we are part of Wells Fargo.

Chairwoman WATERS. I cannot hear you.

Ms. COFFIN. Is the microphone on?

Chairwoman WATERS. Pull it closer.
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Ms. COFFIN. We are definitely a part of Wells Fargo bank, so any
customer who is in need of our services can either call our centers,
can walk into any of our branches, can look through our Web sites.
We are very connected with the banks.

Chairwoman WATERS. So you are only servicing Wells Fargo
loans, is that right?

Ms. CorFFIN. No, that is not correct.

Chairwoman WATERS. What other loans do you service?

Ms. CorrIN. We also service loans under ASE, which stands for
America’s Servicing Company, or to the loans, just like the gen-
tleman from Ocwen just mentioned—

Chairwoman WATERS. So you have contracts with investors also.

Ms. CorFIN. Right.

Chairwoman WATERS. The contracts you have with the investors,
do they have clauses that prevent you from doing loan modifica-
tions? Do they set that out in the contracts with you that you sign
sometimes?

Ms. COFFIN. There are a few.

Chairwoman WATERS. What percentage?

Ms. COFFIN. A very small percentage.

Chairwoman WATERS. I have run across this where I am told,
sorry, there is nothing we can do, because we signed a contract
with this investor where we said we would not use loan modifica-
tions as a way of servicing the customers.

Ms. CorFIN. When we do have those contracts today, in the cur-
rent environment that we are operating under, we still reach out
to those issuers and ask, based upon the net present value that we
have calculated, if they would like us to do the modification.

Chairwoman WATERS. How many say, go ahead and do it?

Ms. COFFIN. Some do, and some don’t.

Chairwoman WATERS. What do you think we should do about
that? Should we support those kinds of contracts that will not give
the servicer the opportunity to do a reasonable, credible loan modi-
fication?

Ms. COFFIN. As I stated in my testimony, what I think is most
important right now is the Administration’s plan that provides a
standardized modification program that all investors should follow.

Chairwoman WATERS. All right.

Now have you reduced the wait time on customers calling in to
get some help? I waited over an hour or more. You know, that is
a deterrent To people trying to get loan modifications.

Ms. CorrFiN. I do understand.

Chairwoman WATERS. Have you increased the employment, so
that you have more servicers?

Ms. COFFIN. Yes, we are. We continuing to hire all the time be-
cause of what is before us. And we strive for an 80 percent, which
means within 3 to 4 rings, we hope to answer 80 percent of our
calls, at all times, every day of the week.

Chairwoman WATERS. Who trains your servicers?

Ms. CorFIN. We do.

Chairwoman WATERS. There is no licensing of servicers. This is
kind of an unregulated part of the industry. Is that right?

Ms. CorrFIN. That is correct. We train them in-house.
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Chairwoman WATERS. Describe their training. Do they train for
1 month, 2 months, a year? What kind of training do you give
them?

Ms. COFFIN. 6 to 8 weeks, and what we normally do—

Chairwoman WATERS. What kind of background do they have to
have?

Ms. COFFIN. In our default shop, it is a collections background.
What we are looking for is people who have understood how to
solve problems for people who are stressed, who are in these type
of situations with affordability issues. When we bring them first on
and they are trained, we do a buddy system. We make sure that
they are sitting—

Chairwoman WATERS. What is a typical job they would have had
prior to coming to your businesses?

Ms. COFFIN. A collections job or loss mitigation, which is people
who help borrowers through modifying the terms of their loan.

Chairwoman WATERS. Any particular education?

Ms. CorFIN. No.

Chairwoman WATERS. Any particular requirement that they
would have worked in a bank or worked with loans, mortgages?

Ms. CorFIN. What is most important to us is what we train them
on in—

Chairwoman WATERS. Yes, but that is not the question I asked
you. I am asking about qualifications. I am trying to determine
how you select and identify these people that you train for 6 to 8
weeks. Do they have to have any background in finance or in work-
ing with mortgages or anything like that?

Ms. CorrIN. We will always look for people with a background
in finance.

Chairwoman WATERS. But they don’t have to have one, is that
right?

Ms. CorFIN. No.

Chairwoman WATERS. So you are training people who may come
from almost anywhere for 6 to 8 weeks. Do you think they are able
to take every aspect of this mortgage and make decisions about
whether or not or what kinds of loan modifications? They have a
lot of flexibility there.

Ms. CorrIN. We normally don’t bring people straight in as we
hire them and bring them straight into a loss mitigation area of
our operation. What we will often do is bring them in, train them,
put them in a buddy system, which means they will first answer
what we call the easier questions, and what we do is continually
move our well-trained people who now have had months, some-
times years, of experience and continue to move them to our area
which takes more skill and is more complicated, which is actually
working through the loan modifications.

Chairwoman WATERS. Thank you.

Mr. Gross, we have talked about this before, and you know, it is
a particular little problem with me. Your loss mitigation, you still
have some offshore?

Mr. Gross. Yes, we do.

Chairwoman WATERS. Why?
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Mr. GrosSs. Because we find that the job responsibilities that we
have assigned to that staff, which is primarily customer-service ori-
ented, answering questions that homeowners may—

Chairwoman WATERS. Give us an example of where these off-
shore operation are? India?

Mr. Gross. In India and Costa Rica.

Chairwoman WATERS. In India, we have people who are helping
Americans who are in trouble who understand the system and
what we are doing and are able to make decisions?

Mr. Gross. No, that is not what I said. The people in India will
receive calls from homeowners who are typically—the homeowner
is calling in to make a promise to pay or to say a date specific on
when a payment will be received. If they say, I am not able to
make this payment this month and I am going to need long-term
help, that call is immediately transferred back to State-side and
will be worked by one of our State-side loss mitigation staff mem-
bers.

Chairwoman WATERS. Well, what if I said to you, if you are going
to get TARP money, you have to hire people in this country to do
loss mitigation? Would you agree with that, since we are trying to
create jobs?

Why are you smiling?

Mr. Gross. That was probably more of a grimace. I understand
the question, but that is really outside my frame of reference.

Chairwoman WATERS. No, you have been here long enough to
know that you were going to get this question from me. You always
do. And I am sure you anticipated it.

Mr. Gross. The—

Chairwoman WATERS. It seems to me you would have come here
today and said: You know, we appreciate the American citizens
having given us so much money. We are coming back to ask you
for more. We are going to take all of our offshore operations and
bring them home and create jobs for the taxpayers who are under-
writing us. Well, I have said that.

The other thing about Bank of America, you talk about this home
retention program. I discovered in doing loan modification imple-
mentation work with my constituents that you have several depart-
ments. Have you merged them all, or do I need to go through with
you the different ways you can end up in several different depart-
ments at Bank of America when you are trying to get help?

Mr. Gross. They have not yet been merged, but we are actively
working on our phone systems to make sure that when you call in
or a homeowner calls in, that they are immediately connected with
the appropriate individuals.

Chairwoman WATERS. Well, how long is that going to take you?
This has been going on for an awfully long time. If you call in and
you say, I am late on my payment, you go one place. If you call
in and say, I am not late on my payment, but I went to talk to
somebody so I don’t get in default, you go another place. If you call
in and you say, I have a loan modification, but I may reach a de-
fault on it, you go to another place. So what is this home retention
consolidation that you have when you still have all of these dif-
ferent departments that you send people to.
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Mr. Gross. The process that you described, when a homeowner
calls in and they are current on their mortgage, they are automati-
cally routed to our customer service environment, since the vast
majority of those calls do not deal with delinquent payments; they
deal with other questions.

So when a homeowner calls in and reaches the customer service
staff and says, I am not going to be able to make a future payment,
and they need in-depth assistance, then that call will then be
transferred to the home retention department, and that staff mem-
ber will then work with that current homeowner on what their
issues are. That process I do not envision changing.

Chairwoman WATERS. Well, let me just say this, the system that
you use is confusing to constituents. I was on the phone with Bank
of America for hours, and your people sent me all over the country
to different departments. And nobody seemed to understand what
I was asking.

And if you have something called home retention, it seems to me
it would be consolidated so that when someone called, they would
not be transferred around to several different departments and
that the people who were directing them to supposedly the correct
department would know exactly what to do.

So would you consider it fair for us to say to the President, you
must do something to force the Bank of America to have a consoli-
dated effort to help homeowners in trouble before they get any
more TARP money?

Mr. Gross. I am not prepared to comment on the TARP funds.

What I will commit to is that within a very short period of time,
we will deliver back to the committee an in-depth description of
what we do and how we do it, so that you have a complete written
understanding of our processes.

Chairwoman WATERS. Thank you very much.

Ms. Sheehan, you—well, before I leave Mr. Gross, are you doing
all of Countrywide’s loan modifications?

Mr. Gross. Yes, we are. There is still the Countrywide mortgage
servicing operation that in April will be changing over to the Bank
of America name.

Chairwoman WATERS. But right now, Countrywide is still doing
some of its own servicing, is that right?

Mr. Gross. They are, yes.

Chairwoman WATERS. Okay, and Ms. Sheehan, you also contract
with other entities to do their servicing, is that correct?

Ms. SHEEHAN. Yes, we do service our own loans as well as loans
for third parties, including Fannie and Freddie.

Chairwoman WATERS. Would you give me an example of those
third parties?

Ms. SHEEHAN. Well, it is Ginnie Mae for FHA loans, obviously
for our GSE loans, which the bulk of the portfolio is Fannie and
Freddie. And then there are other private investors for whom we
service—

Chairwoman WATERS. So GSEs, Fannie and Freddie, are not
doing their own?

Ms. SHEEHAN. No, we do the servicing for them. They are the in-
vestor in the loan.

Chairwoman WATERS. Okay, all right.
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Mr. Hemperly, do you do servicing for anyone else other than
Citigroup?

Mr. HEMPERLY. We do. Our answer is very similar to Ms.
Sheehan’s that she gave for Chase. We do a substantial amount of
servicing for GSEs, Fannie and Freddie, in addition to loans we
s}elrvice for the FHA and also our loans that we hold on balance
sheet.

Chairwoman WATERS. My last question is, for those of you who
do loan initiation and then sell those mortgages to Fannie and
Freddie, you do the loan initiation, you sell it to Fannie or Freddie,
then they give it back to you to do the servicing?

Mr. HEMPERLY. Yes. We originate the loan. We deliver it to
Fannie or Freddie, and we bore the loan on to our servicing system.
So the loan is actually what we call servicing retained by us, and
then we are responsible for all the servicing activities that occur
on those loans.

Chairwoman WATERS. Fine, we need to take a look at that.

And I would like to thank my members for indulging me. I ap-
preciate it so much.

Ms. Capito.

Mrs. CApITO. Thank you, Madam Chairwoman.

Mr. Erbey, in your testimony, you mentioned that in your modi-
fications, that you did a write down of the loan balances. Does that
mean you write down the principal in some?

Mr. ERBEY. On 18.7 percent, yes.

Mrs. CapiTo. 18.7 percent of your loan modifications you are
writing down the—

Mr. ERBEY. The principal.

Mrs. CAPITO. Does anybody else here in their loan modifications
write down the principal?

Mr. HEMPERLY. We write down principal on occasion, not 18.7
percent of the time, though.

Mrs. CapPITO. Like how many?

Mr. HEMPERLY. It is a minority of the time. I don’t have the per-
centages. It I think is probably less than 1 percent of the time.

Mrs. CapiTO. Mr. Gross, you said you do?

Mr. Gross. Yes, it is on a small amount, and if I could expand
on that answer. We are contractually bound in most cases to
present the investor for whom we service the loans the best return
or smallest loss that we can. And in most cases, we can achieve a
smaller loss or better return to the investor by doing an interest
rate reduction, having an affordable and sustainable payment for
the homeowner without having the principal reduction.

Mrs. CApITO. I understand that, but you were looking at a pro-
gram here in the next—{first of all, let me ask another question. Of
all of you all on the panel, who has used or worked with the HOPE
for Homeowners Program?

Ms. CorrFIN. We have.

Mrs. CAPITO. And how has that worked?

Ms. CorFrIN. We have set up a separate segmented group who
were fully educated on the HOPE for Homeowners program. We
dedicated and analyzed our portfolios to look for those borrowers
who looked like they were eligible. We proactively reached out with
letter campaigns and calls to those borrowers, and then we began



43

the screening process to find those borrowers who would actually
be eligible. Unfortunately, we found very few under the current re-
quirements of HOPE for Homeowners who met the standards.

Mrs. CAPITO. My understanding is when you came, I am general-
izing here, institutions have come before this committee before,
showing great hope for the HOPE for Homeowners products as a
way to help people who are in trouble. And it hasn’t turned out
that way, and that is deeply troubling to all of us here.

I think part of it, and correct me if I am wrong, is part of it the
write-down on the balance has prevented, maybe contractually, but
otherwise because it is considered financially to your disadvantage
to go this direction, so now the President’s program is going to
incent your institutions to do what Mr. Erbey’s does 18 percent of
the time? Am I interpreting the new program correctly?

Mr. HEMPERLY. The new program, as I understand it relative to
loan modifications, is not going to be very different from the pro-
gram that we are headed towards currently with our commitments
to the FDIC modification program. The FDIC program is essen-
tially an affordability-based model, which is not terribly different
than what we have done in the past. So we are headed down that
path where we are going to try to get customers with affordable
payments and they prove to us how much they make, and then, as
a percentage of that, 31 percent, as a housing ratio, we give them
an affordable payment to keep them in their home. That program
is not terribly different at all from what we have done historically,
and our redefault rates, we believe, are quite good.

Mrs. CaPITO. And on the FDIC program, is there a fee when you
write down principal?

Mr. HEMPERLY. No, there is not a fee.

Mrs. CAPITO. I mean, a reward payment of $1,000; I believe that
is the program we are looking at.

Mr. HEMPERLY. Well, on the Administration’s program, my un-
derstanding is that there is an incentive fee to the servicers for
booking loan modifications.

The FDIC program is basically going to be for, our commitments
there are for balance sheet held assets. There is no fee that we will
collect under our current commitment to that program. The benefit
that we get is, hopefully, we will get the kind of performance
through that program that we have seen on our redefault rates
that I shared in my testimony, that we believe keeping home-
owners in their home is great for communities, and also we believe
that it is the best way to minimize our own losses.

Mrs. CAPITO. Let me ask you just a question out of the air, it just
kind of hit me. You are talking to people every day who have mort-
gages who either are in trouble, anticipating being in trouble, and
I am sure you are talking to your folks who are scrimping, saving,
paying those mortgages everyday, are you hearing anything about
what we are hearing in some fashion, is this fair? Is there a fair-
ness quotient here? And I don’t know if I am asking too much of
an opinion here, but I would like to see if you have one on that
and if you are hearing from your customers on that, who obviously
are not going to qualify for any of these loan modification cat-
egories.
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Mr. Gross. I would say, yes, that we do hear this from our cus-
tomers, the questions about the fairness issue.

On the flip side of that coin, we hear from the same customers
regarding the trauma that is caused in their communities and in
their neighborhoods with the foreclosure events. And ours is a bal-
ancing act to try and make sure that we are as fair to all parties
as we can possibly be.

Mrs. CAPITO. Does anybody have—

Ms. SHEEHAN. I would say, we have had a similar experience in
terms of hearing from current customers, but I also agree with Mi-
chael that we need to be focused on customers and communities.
And I think we are concerned, all of us are concerned, about the
impact of the foreclosed property destabilizing neighborhoods.

Mrs. CAPITO. I share that concern as well. I think, and it is, as
Mr. Gross said, it is a balancing act. It is difficult for the home-
owner on the verge. It is difficult for the neighborhood. It is dif-
ficult for the family. And so we are trying to weave a solution here,
and I appreciate you all coming here and testifying.

Thank you very much.

Chairwoman WATERS. Thank you very much.

Mr. Cleaver.

Mr. CLEAVER. Thank you, Madam Chairwoman.

I would like to follow up on the Chair’s questioning.

If T could start with you, Mr. Erbey, and move down, do all of
you have operations offshore?

Mr. ERBEY. Yes.

Ms. CoFFIN. No, not for customer-facing.

Mr. GROSS. Yes.

Ms. SHEEHAN. Not for customer-facing and loss mitigation.

Mr. HEMPERLY. We have offshore operations, but we do not do
any loss mitigation work offshore.

Mr. CLEAVER. I don’t know if you realize how utterly disgusted
the voters are with that. And it is ineffable, but I have to just say,
it really creates a problem.

Do you save money? Is this what the goal is?

Ms. CorriIN. I will make a comment to this. Wells Fargo has al-
ways been very strong about creating American jobs. The place
that we do have offshore is in some of the technological areas
where we could not find the appropriate number of people to help
us with some of the automation of our systems.

Mr. CLEAVER. Like the dumb Americans couldn’t—

Ms. COFFIN. No, sir. Not at all.

Mr. CLEAVER. The stupid Americans?

Ms. CorFIN. No.

Mr. CLEAVER. I am not sure I understand.

Ms. COFFIN. It was a supply and demand.

Mr. CLEAVER. The demand was greater than the supply?

Ms. CoOFFIN. And we don’t have it now, sir, but this was pre-
viously when there was a lot of infrastructure that we were re-
building and looking for a lot of technological expertise, and every-
one was in the demand for that at the same time. Many of our sys-
tems were all being retooled.

Mr. CLEAVER. So it is not a financial issue where you save
money?



45

Ms. CorFIN. We do not use it for that.

Mr. CLEAVER. Is everybody else the same?

Mr. Gross. If I could comment, the global operations for essen-
tially the Countrywide service portfolio, this operation has been in
existence for 3 to 4 years now, I believe. It might be a little bit
longer. The size of the operation is actually a little bit smaller than
it was a year ago. And in terms of staff that we have added during
the subsequent period has all been added State-side.

Mr. CLEAVER. Okay.

Mr. Gross. But, yes, the initial motivation when we opened
these call centers a few years ago was based upon cost.

Mr. CLEAVER. Okay.

I am going to tell Lou Dobbs on you people.

But let me go back to the program as laid out by President
Obama, the Administration, is herculean. What kind of beefing-up
of the servicers will you need to accommodate this program? Has
there been any look at the size of the staff that will be needed? I
am thinking a part of this whole thing that we are doing is cre-
ating jobs. And I am wondering if jobs can be created also as we
try to reduce this new burden on neighborhoods all over the coun-
try by hiring people to do the modifications. And obviously, based
on what Chairwoman Maxine Waters is experiencing, there is a
need for a larger staff. So has there been any time spent in trying
to come up with an estimate on when the staffing needs will be?

Mr. Gross. If I could, as far as what the staffing needs will be,
will be somewhat difficult to determine until the final rules are
published on March 4th, but I would also suggest to you that in
the mortgage servicing loss mitigation process, this home retention
process that we are all engaged in, under the President’s plan, we
should become much more efficient and effective than we are today
because we are going to have a single standardized plan that we
will be able to use across all different portfolios.

Right now, we have a modification plan for FHA, a different one
for Fannie Mae, a different one for Freddie Mac, and a different
one for privately-issued securities. So this standardization should
enable us to process many more modifications and workouts using
the same staff, hopefully in a much faster timeframe.

Mr. CLEAVER. Thank you, Madam Chairwoman.

Chairwoman WATERS. Mr. Marchant.

Mr. MARCHANT. My question is about the whole standardization
of modification. It seems like Chase, have you gone to your biggest
investors and gotten pre-authority to authorize, to do modifications,
so that you don’t have to handle it on a case-by-case basis?

Ms. SHEEHAN. We have spent a lot of time working with our in-
vestors to make sure that they understand the modifications op-
tions that we wanted to be able to make available. Two of our big-
gest investors are Fannie and Freddie. They have recently come
out with a new streamlined modification program, very similar to
what many of us offer for our own portfolio. That was sort of the
first step towards standardization.

I do agree with Mary, though, that we still have situations, not
that many, but we still have situations where individual, you know,
pooling and servicing agreements may hamper our ability, and in
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{:)hose instances, we have to go out for permission on a case-by-case
asis.

Mr. MARCHANT. And the way I read the President’s proposal is
that this will only affect the GSEs, and it well affect your private
label investors, so it is going to force the private investors to accept
these modifications. Mr. Erbey?

Mr. ErRBEY. That is still an open issue that was being discussed
this morning. In our portfolio, more than 90 percent, we have no
limitations on modification at all. There is about say 5 percent that
it is affected by, you have to get approval by the related agencies;
another 5 percent that you have to get individual investor ap-
proval. But the issue becomes one of, in terms of the implementa-
tion of the plan, are you required to apply it across your entire
portfolio? And if so, what impact does that have on the contractual
obligations that you have, no matter how small they may be?

Mr. MARCHANT. So 90 percent of your investors or REMICs have
already given you authority to modify?

Mr. ERBEY. The structures in our part of the market, they have
migrated over time, so that the standard pretty much for any of the
modern ones would be that it is the servicer’s discretion to maxi-
mize that present value on the portfolio.

Mr. MARCHANT. So, in your case, you have more discretion. Do
you service any portfolio loans that you own?

Mr. ERBEY. Nominal, I mean very, very insignificant to our bal-
ance sheet.

Mr. MARCHANT. Well, it sounds to me like the question is still,
that I have about the modification process, is the hit of principal
and whether you are allowed, whether in the new plan, the Presi-
dent’s new plan, whether there will be a substantial write down in
principal, or will all the modification be towards the 38, 31 percent-
ages? Do you understand it could be a stepped process? You go to
38 first, you go to 31, then you go to the principal reduction? Is
there any kind of a look-back provision if one of the spouses is un-
employed, and then a year later, that spouse becomes re-employed,
is there then a recertification at some point where that person will
call and say, “I have a job now, I no longer need this 31 percent
or 38 percent?” Is there a look-back, or is this a once-in-a-lifetime
snapshot that will be taken?

Ms. COFFIN. There are, like Michael just spoke of, there are de-
tails of the program that still need to be completed. But there is—
you don’t do a look-back, that if somebody then gets back a job, you
kind of unwind the modification—

Mr. MARCHANT. That is the way I read it.

Ms. CoFFIN. We don’t do that. But what we do in some cases is
we may have to mod originally to a lower interest rate or other
things to get to affordability, but then you can step that rate back
up over a period of time.

Mr. MARCHANT. So in the proposed, another piece of legislation
that has the cramdown in it, how much more success—under what
kind of a situation then would you put a person in a situation
where they would not go this route instead of going to a bank-
ruptcy route and put them in a position where they would make
the decision to go the bankruptcy cramdown route as opposed to
trying to go this route?
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Ms. CoFFIN. I would only tell someone they should go to bank-
ruptcy as a last resort. What I applaud that the Administration
has done is the standard modification program that should hold all
of us accountable and provides expectations that say, if a borrower
who is at risk comes to us, we now have the standard modification
program. If, for some reason, that borrower cannot find a solution
through that, then their final resort may be to go to bankruptcy,
and this same standard modification program should be applied.

Mr. MARCHANT. And this is an opinion question. Is a person who
gets a modification at a greater risk of destroying long term their
credit than a person who goes into bankruptcy?

Mr. Gross. No, I think the modification approach is actually to
the homeowners’ benefit, that very quickly they will be showing
current on their mortgage and that their credit score will improve
dramatically. I think the bankruptcy option provides very serious
negative implications for the homeowner on a long-term basis.

Mr. MARCHANT. So if you were trying to prevent there from being
a generation of borrowers who are forever doomed to be subprime
borrowers in a world where there are no more subprime loans,
would you go—if you were the government trying to push somebody
towards a direction, you would push them more towards a modi-
fication, extended amortization instead of towards an easier route.

Mr. GrosS. Absolutely, we would hope that whatever legislation
is enacted would in fact require homeowners to seek these modi-
fications and to, in fact, prove that the modification was not attain-
able before the bankruptcy reduction was allowed.

Mr. MARCHANT. Thank you.

Chairwoman WATERS. Mr. Green.

Mr. GREEN. Thank you, Madam Chairwoman.

Mr. Gross, let’s continue with what you were just addressing, the
cramdown. Is that something that can work in concert with what
you are currently doing or, is it at odds with what you are doing?

Mr. GrosSs. There are aspects of the current legislation which we
find troubling. I would say that it can work as long as we put in
sufficient safeguards that the homeowner works with their servicer
and that the homeowner seeks available modifications before they
do the bankruptcy cramdown route.

Mr. GREEN. Is it your understanding that the current proposal
has that language in it?

Mr. GRrossS. I believe that the current proposal, and I apologize,
I am not an expert on this, but I believe that the current proposal
does contain some reference to it. I don’t think that the require-
ments in there are as strong as we would like. There are probably
a few too many holes in there that would allow homeowners to seek
the bankruptcy option with minimal resistance.

Mr. GREEN. If that aspect of it can be satisfied, would it then
meet with your approval, “your,” meaning your company’s ap-
proval, not your personal approval?

Mr. Gross. Thank you.

I think it would go a long way to that, because I think at that
point what we would find is that we can effectively, especially
under the President’s new plan that we are all working on des-
perately right now to write the rules for or to assist in that effort,
we want to have this new plan have a chance and to show the
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American public and to you that we can perform under this new
plan and that the bankruptcy cramdown provisions that are cur-
rently being contemplated largely should not be needed.

Mr. GREEN. Is your moratorium still in effect?

Mr. Gross. It is.

Mr. GREEN. Let me just ask the other participants. Do you have
a moratorium in effect? If so, would you kindly extend a hand into
the air? Anyone. So we only have—and you would not have one, is
that right Mr.—is it Erbey?

Mr. ERBEY. It is Erbey.

Mr. GREEN. You don’t have one?

Mr. ERBEY. We don’t have our own loans. Under the contracts
that we have, we don’t feel that we could have a moratorium.

Mr. GREEN. Let me pause for a moment and thank all of you for
the moratorium. It is something that I think is going to be a ben-
efit to your businesses as well as to the consumers, so I thank you
for the moratorium.

How long will it stay in effect, Mr. Gross?

Mr. Gross. It will stay in effect until the rules are published,
which should be March 4th. From that point, what we would do is
take the final rules, evaluate our portfolio to determine which
homeowners who are at risk of foreclosure would in fact qualify,
and then we will actively seek out those homeowners, offering them
this plan, and we would reinstitute foreclosure proceedings after
we either hear from the homeowner and determine that they are
not eligible, that we cannot do it, or if the homeowner does not re-
spond.

Mr. GREEN. Ms. Coffin, how does yours measure up?

Ms. COFFIN. Our moratorium is in place until at least the 13th
of March. We have announced that to our borrowers. And we have,
as I said in my testimony, already proactively began to analyze our
portfolio with the information and the data that we have about the
program for both the refinance opportunities and the modifications.
And what we will turn to first, once we understand more of details
after the 4th of March, is we will first turn to the borrowers who
are most seriously delinquent or on the verge of foreclosure sale
and proactively reach out to them.

Mr. GREEN. Mr. Hemperly?

Mr. HEMPERLY. Our moratorium started on February 12th, and
it will extend for 30 days through March 12th. We are also eager
to see the Administration’s plans. Hopefully, we will see them on
March 4th, which should give us time to understand them before
we would schedule any additional foreclosure sales.

Mr. GREEN. Ms. Sheehan?

Ms. SHEEHAN. We also announced our moratorium on February
12th. At that time, we announced it would be extended through
March 6th. That was before we knew when the details of the pro-
gram were going to come out. So we will this week reconvene and
consider, based on the information we know now, what is the next
step we should take to be fair to our homeowners.

Mr. GREEN. Thank you.

I yield back.

Chairwoman WATERS. Thank you very much.

Mr. Clay.
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Mr. CrAY. Thank you, Madam Chairwoman.

Let me start with Mr. Erbey.

Mr. Erbey, in your testimony, you propose two solutions for ad-
vanced financing to servicers. One proposal is to provide a $1 bil-
lion government infusion to minority-owned Robert Johnson Urban
Trust Bank to establish a new operating division to provide ad-
vanced financing to servicers who commit to aggressive foreclosure
prevention and loan modification measures. Currently, how many
communities does the UTB service, or do you know?

Mr. ERBEY. I know of a handful, but I can’t accurately describe
that.

Mr. CLAY. Okay, give me examples of some.

Mr. ERBEY. They are in Florida, in the Orlando area.

Mr. CrLAY. How would Mr. Johnson assist servicers with home-
owner outreach to minority communities hardest hit, do you have
any idea of how we he would pull that off?

Mr. ERBEY. I believe Mr. Johnson thinks he has quite a well-
known name and reputation within the communities and that by
being able to get out there and get the message out, that he would
assist in that manner.

Mr. CrAY. Okay, all right. Thank you for that response.

Ms. Coffin, when considering your total number of modifications,
what percentage of them are modifications that produced a de-
crease in monthly payment of at least 10 percent? Can you give us
that percentage in your reported modifications that fit that cat-
egory?

Ms. CorrFiN. I don’t have that data directly here in front of me,
but to state I think what is important about these modifications,
and I heard the discussions earlier today, what is important to un-
derstand about whether the payment reduces or not are the cir-
cumstances of each of the borrowers that we work with. We have
cases of borrowers where they come to us, and if you take the
President’s, the Administration’s plan that they just announced
and the affordability targets they have set, I tell you today we have
many borrowers who have come to us who are already below those
targets. What we still try to do is help them. And sometimes that
is taking those payments. Sometimes it is the taxes that they have
not paid on their homes. Sometimes it is payments they are in ar-
rearage, and we do capitalize those, we re-amortize the loan and
try to get them back into a performing loan. So I think, more than
just stating the numbers, it is important to understand when and
why we do that particular type of modification.

Mr. CrAY. So that may include making the terms longer?

Ms. COFFIN. It could make the term longer, but it could actually
increase their payment if they have not paid their real estate taxes
and they have significantly missed many payments. If they made
no payment on their homes for 8 months, lets say, and not paid
their real estate taxes, to get them back in a performing loan and
have them stay in that home, we he have to do something with
those missed payments and those missed taxes.

Mr. CLAY. Which means these people have to have employment,
of course.

Ms. CorrFiN. That is correct.
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Mr. CrLAY. Given the size of the program being proposed by the
Administration, and the need to look at the ability of homeowners
to sustain a modification, how large of an increase in manpower do
y&)u ])oelieve would be needed to get this job done? Do you have any
1dea?

Ms. CorFIN. I would support what Mr. Gross stated. We actually
see the standard modification program, as laid out and what we
know of it so far, will actually be much more efficient for us. We
have never stopped and we didn’t just because of the plan decide
then to start hiring. We are continually in this kind of environment
reforecasting and preparing months ahead. As you heard, you don’t
just hire these people and put them on the phone tomorrow. You
have to go through the hiring and training phase. You want to
make sure they have the expertise to actually help our borrowers.
So we are forecasting months and months in advance, and we will
continue to do that.

But this actual plan, we believe, will make us more efficient for
the reasons Mr. Gross stated. If we get a standard modification
program, as we too serve Fannie, Freddie, FHA, multiple privates,
if we got to one program and there was an accountability of what
we were to move to a target of, it would be much more efficient for
us.

Mr. CLAY. Anyone else on the panel?

Ms. Sheehan.

Ms. SHEEHAN. I would agree with what Mary just said. I think
we do have 8 to 10 flavors right now of loan modification programs
that are very complex. We have to go into databases, it complicates
the training we talked about earlier, to be sure that the individuals
understand all the different programs. So I believe it will be a tre-
mendous benefit to servicers.

I also would like to say on behalf of Chase that we are trying
to look at different ways to deal with our borrowers, which is why
we have started to set up our homeownership centers around the
country. Not everybody is going to work well in a call center. In
some cases, you need to do face-to-face. And we actually have seen
some very preliminary but very positive results from the centers
that are opening right now.

Mr. CrAY. Thank you very much for your responses.

I yield back.

Chairwoman WATERS. Thank you very much.

Mr. Ellison.

Mr. ELLISON. Thank you, Madam Chairwoman.

And thank you to all of the witnesses.

Is your servicing process different between cases where the
servi?cers own the mortgage and where they don’t own the mort-
gage?

Can we start with you, Mr. Erbey?

Mr. ERBEY. Yes, certainly.

We have almost no mortgages that we own ourselves. So essen-
tially, our process is exactly the same. Every loan is treated indi-
vidually.

Mr. ELLISON. How about by you, Ms. Coffin?

Ms. CorFIN. Yes, I will try to give you the spectrum. We obvi-
ously on, let’s take the Wachovia option ARMs that we just ac-
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quired, we are going aggressive. Those are loans that we own. We
know the geography in which many of them are located is ex-
tremely distressed, and so we are going aggressive with modifica-
tion programs. But as soon as we learn from the programs that we
develop and implement on that, we reach out immediately to pri-
vate investors and other investors to share our learnings and hope
that they will deploy throwing programs also.

Mr. ELLISON. Mr. Gross?

Mr. Gross. I would concur with what Ms. Coffin has just said.
One of the standard provisions in service pooling and servicing
agreements—

Mr. ELLISON. Mr. Gross, forgive me, but when you said you con-
cur with Ms. Coffin, do you mean, when the servicer owns the loan,
you are aggressive, and when you don’t, you share the information
because that is what I heard?

Mr. Gross. Yes, and I was amplifying on that.

One of the standard provisions in a servicing contract generally
is that we will service loans for that investor as we would for those
in our own account, which means that we will not give loans in our
own book of business, loans that we hold for investment, any pref-
erential treatment over loans that we service for them.

Mr. ELLISON. Ms. Sheehan, how do you view this issue?

Ms. SHEEHAN. I would concur with both Mr. Gross and Ms. Cof-
fin. Our core servicing processes are all the same. But when we
come to loss mitigation and loan modification, we are more aggres-
sive with our own portfolio loans for all of the reasons that we have
been talking about today.

Mr. ELLISON. Sir?

Mr. HEMPERLY. A similar answer. We service for a lot of the
same people that are our competitors do. And we also feel that we
have more flexibility on our own portfolio.

I didn’t get to answer the last question, but we also believe that
a standardized approach that the Administration plan is proposing
is also going to be a more effective way to deal with this situation,
and it should be easier to train our folks on a standardized plan
as well.

Mr. ELLISON. Can you tell me about what your outcomes have
been when you have the loans that you own, loans that you don’t,
have you been able to—have you written down more or have you
remodified more loans when you own them as opposed to the ones
that you don’t own? What has your experience been, is what I am
asking?

Mr. Erbey, you only have one kind?

Mr. ERrBEY. Correct, we have modified about 20 percent of all
loans in our portfolio.

Ms. CorFIN. To answer your question, and as I just stated, we
just acquired the Wachovia option ARMs, which is where we are
going the most aggressive. I think what is important to a redefault,
and I know there is a lot of analytics and a lot of speculation on
redefaults, as was stated earlier, coming to a common industry def-
inition of redefault, which we would stand by that any loan that
has been modified, and seriously redefaults, which means 90 days
delinquent within a year, is our definition of redefault. And be-
cause these are new procedures that we are developing and apply-
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ing against this portfolio, it will take a while for us to determine
what the true redefault is compared to historical redefault rates.

Mr. ELLISON. Do you have any numbers so far on the difference
between the remodified loans that you own and the ones that you
don’t?

Ms. CorFIN. Well, I want to be cautious that Freddie and Fannie
and many of the privates who have worked with us are very ag-
gressive. I don’t want to leave today that—

Mr. ELLISON. I am just trying to get a statistical understanding.
Do you understand what I mean?

Ms. COFFIN. Between what we do in our portfolio, we are seeing
a redefault rate that is probably lesser in our case that is lower
than the 30 percent on average redefault, and you will so a little
higher on those that do not go as significant in the modification
terms.

Mr. ELLISON. Maybe I don’t understand. Are you modifying more
loans that you own than the ones that you don’t?

Ms. CorFIN. I think the way I am interpreting this is we modify
differently, not whether there is more or less; it is that we are
modifying possibly differently.

Mr. ELLISON. But is there a numerical difference between the
ones you own and the ones you don’t?

Ms. COFFIN. No.

Mr. ELLISON. They are the same?

Ms. COFFIN. By numbers, just sheer volume?

Mr. ELLISON. Yes.

Ms. CoFFIN. No. I mean, you would have to do that in relation-
ship to the size of the portfolio. No. We are modifying. Like I stated
earlier, there are very few of our contracts that don’t allow us to
modify.

Mr. ELLISON. So you modify the same number for the loans that
you own and the ones that you don’t?

Ms. CoFrFIN. The majority of the time, yes. On a ratio of how
many loans we have, you still have to—if you want sheer numbers
like 100 to 100, it would depend on the size of the portfolio and the
number of loans that are in distress as a ratio.

Mr. ELLISON. All right. Well, do you have that information?

Ms. CorFIN. I don’t have that right in front of me, but I can tell
you that—I don’t think there is a difference between that we can’t
modify. It is how we are modifying. What we are doing on the
Wachovia loans is going more aggressive with the terms, such as
principal forgiveness.

Mr. ELLISON. Okay. Mr. Gross.

Mr. Gross. I apologize, I do not have the data that you are re-
questing at this time, but I would be glad to follow up with the
committee afterwards.

Mr. ELLISON. Thank you, Mr. Gross.

And, Ms. Coffin, I am assuming you would supply the informa-
tion?

Ms. COFFIN. Yes.

Mr. ELLISON. Ms. Sheehan.

Ms. SHEEHAN. Our servicer loans are much larger than our
owned loans, so even if we are doing it proportionately the same,
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those numbers will be—the servicer numbers will be larger. But we
would be happy to get that.

Mr. ELLISON. Thank you. We would request that. Thank you.

Sir?

Mr. HEMPERLY. We will pull the exact data for you as well. I be-
lieve that on a percentage basis, we do more deals on the loans
that we hold on balance sheets than we do for others; and I think
it is because we can do them earlier in the process in some cases
than we can. And I think we have a little bit more flexibility to do
that. But we will be happy to pull the numbers.

Chairwoman WATERS. Thank you very much.

Mr. Donnelly.

Mr. DONNELLY. Thank you, Madam Chairwoman.

Ms. Coffin, under Wachovia ARMs, when you look at them, what
interest rate are you putting people—what product are you pri-
marily putting folks into or trying to put folks into?

Ms. CorFIN. We are trying to get them into a fixed, but most im-
portantly is when we see what the payment that they are currently
able to afford, we are trying to keep them to that payment and
modify the terms of the loan to get them to that payment.

Mr. DONNELLY. That is the ARM payment?

Ms. COFFIN. Yes.

Mr. DONNELLY. What is the average interest rate on those ARMs
at the present time?

Ms. COFFIN. I am a little cautious in saying this because I don’t
have—

Mr. DONNELLY. Ballpark.

Ms. CorrFiN. I will say ballpark, 2 percent, maybe slightly higher.

Mr. DONNELLY. So what you are doing is looking at that payment
and saying, what kind of product can we produce that will keep
them in the house at about that number?

Ms. CorrFiN. That is correct.

Mr. DONNELLY. How many of those do you have, of these ARMs,
of these mortgages, the Wachovia?

Ms. CoFFIN. The Wachovia that we inherited was $122 billion.

Mr. DONNELLY. I am sorry, the total number of homes.

Ms. CorFIN. The total of the portfolio, I believe it is approxi-
mately 350,000, I believe, 400,000.

Mr. DONNELLY. And how long does it take you to get to all of
them? I mean, how do you prioritize that? Is it you look and say,
this one is in trouble, they missed a couple payments, we had bet-
ter get together with them? How long will it be before you get that
cleaned up? Is it, these ARMs go off next month, so we had better
do those first?

Ms. COrFIN. Let me be clear that much of this portfolio is per-
forming. If they are current, we continue to look at them. We are
looking for imminent default. We want to make sure that we are
proactively trying to predict those loans that will probably have im-
minent default. But we are starting with the most serious and
those that are close to foreclosure. We are looking at those whose
ARMs are ready to recast, those who are delinquent, and those who
look like we would predict imminent default.
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Mr. DONNELLY. So say the ARM goes off in another month or 2
months, but they are performing. Those ones you would already be
working with to try to get into a new product.

Ms. CorrFIN. We are working across that entire portfolio very ag-
gressively.

Mr. DONNELLY. So there is not going to be folks who look up and
their ARM is about to go off in a week, and they haven’t heard
from you yet?

Ms. CorrFiN. That is correct.

Mr. DONNELLY. Mr. Erbey, when you look at the loans that you
have in your portfolio, are there red flags that you look at to indi-
cate to you, this is one we have to work on? For instance, somebody
who has been put into a 10.5 percent rate at 20 years, is that some-
thing you would look at and say, how do we rework this? Are those
important figures to you, or is it only you look and you go, who is
in trouble this month?

Mr. ERBEY. Well, you certainly sort your portfolio based on char-
acteristics to try to do imminent default, where you think some-
body will try to default and try to deal with it ahead of time, such
as a reset or a very high-interest-cost loans. So you would
proactively be approaching those individuals. The vast majority of
the work, however, because of the type of portfolio we have, is
spent on basically people who are already in trouble.

Mr. DONNELLY. I know you use mathematical models. Do your
models tell you, here is the income that they have? Here is the in-
terest rate? This isn’t going to—you know, they are paying it now,
even people who are current; we have to get into this one and get
this fixed?

Mr. ERBEY. Yes. We run models that look at the person’s ability
to pay over time. So it is not just a snapshot of what can they do
today; what are they able to do in the future? You also look at re-
default probabilities as well as prepay probabilities and future
housing prices. And so you are looking at pretty much three-dimen-
sional vectors on all those factors.

Mr. DONNELLY. And this next question would be to the whole
panel. I met with some mortgage folks earlier today and spent
some time with them, and one of them was saying that one of the
biggest problems they are having with modifying loans is some of
the servicers. And, you know, this was not any of you folks, but
some of the servicers that they would call, the servicers said, “I
have a pile 5-foot high on my desk; I am trying to get through them
as quickly as I can. I haven’t gotten to that one yet, and it may
be a while.”

Are you facing those kind of problems, where they are coming so
fast, the requests for modification, or the screening that you are
doing is indicating this should be modified, that timewise it is
tough to get to all of them? Mr. Gross.

Mr. GRross. In all candor, yes. Obviously, the volumes of home-
owners who are approaching us today looking for modifications at
times can be overwhelming. One of the significant issues that I
think most servicers are confronted with today is the volume of
homeowners who are current on their payments, but are coming to
us and seeking a modification, and trying to determine which of
those homeowners is doing it based upon a true financial hardship
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either now or in the near future based upon some event that may
have taken place—unemployment, a rate increase, something has
occurred—versus those people who have heard many statements in
the media about all of the modifications and principal reductions
that are coming forward. And, unfortunately, we have a lot of folks
who are coming forward saying, where is my deal?

Mr. DONNELLY. So you would have a form or like almost a test?

Mr. Gross. We would have to go through and perform the ana-
Iytics on each loan, getting the income and expenses and trying to
determine from the homeowner what is the hardship that causes
you to make this request?

Mr. DONNELLY. And would something like, I started out in an
ARM, I am now locked in at 10 percent over the next 20 years, and
it is very tight every month; is that the kind of situation?

Mr. GROsSS. Absolutely. Yes.

Mr. DONNELLY. Thank you, Madam Chairwoman.

Chairwoman WATERS. Thank you very much.

Ms. Kilroy.

Ms. KiLroY. Thank you, Madam Chairwoman.

First, I would like to follow up on Ms. Coffin’s answer regarding
offshore employment and moving operations offshore, that Wells
Fargo moved operations overseas because of a lack of qualified
available IT personnel. I would like to suggest that Wells Fargo
might want to take a look in my district in central Ohio where we
have hundreds of IT persons, well-qualified, who have been laid off
from various businesses, but including being laid off from major na-
tional banks; and before they were laid off, they were sent to India
to train their replacements.

Ms. CorFIN. May I comment? I want to make sure that I am set-
ting the right timeline of all this, and to be candid and honest with
all of you, because I feel very strongly and I have known this, and
have worked for Wells Fargo for over 11 years: It is one of their
top principles that we create American jobs. And when I spoke, I
wanted to make sure I was honest that it is that we do not go off-
shore. Where we have gone offshore in the past, not in this current
unemployment environment—as a matter fact, I would probably
have to state to you I would have to check whether we have anyone
even in our technology today who is offshore. This was in our past,
not maybe today. So I probably misstated that.

Ms. KiLrOY. I am glad to hear that correction, because what 1
heard and what I heard follow-up questioning was a comment that
there weren’t qualified people here.

I also want to find out your philosophy or the emphasis of quick-
ly liquidating assets that are deemed to be maybe unproductive
versus working out with those homeowners. Of course, in my opin-
ion, working out helps the community, stabilizes prices, and, to me,
not only being a good social policy, I think ultimately in the long
run is a good business policy.

But I am concerned that Professor White at Vanderbilt recently
told the New York Times that despite your testimony that you are
aggressive on that, that Wells Fargo has modified few loans as a
percentage of delinquent holdings. Would you like to comment on
that?
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Ms. CoFFIN. Well, I am not sure if I remember that exact quote
as you put it. I think you have to look at the nature of the makeup
of our portfolio. Again, Wells Fargo’s portfolio is predominantly in-
vestor owned; we do not own the loans. There is very little of our
portfolio that we own as a balance sheet. And as I stated earlier
today, I can give you this as fact, 8 percent of our portfolio is held
by private investors, but they represent almost 70 percent of our
serious delinquents, and they represent 50 percent of our fore-
closures.

Ms. KiLROY. And do you take a different approach to those loans
than the loans that Wells Fargo has initiated?

Ms. CorFIN. I think it is not the approach we take to it. There
is some because of the contractual obligations I spoke of earlier.
But more importantly is how these loans were originated and who
was put into these loans to begin with, which is the importance of
responsible lending. These are loans that we did not originate; they
are loans that we did not underwrite. These are loans where the
companies reached out to us to do the servicing, and that is what
we are doing. But many of these borrowers, we are not capable of
finding an affordable situation.

Ms. KiLrOoY. What period of time are you talking about for—let
me strike that.

Are you aware that there were 31 complaints filed with the Ohio
attorney general in 2007 alleging that Wells Fargo had refused to
accept homeowners’ offerings of their late mortgage payments?

Ms. COFFIN. You said 31?

Ms. KiLrROY. Thirty-one complaints filed with the Ohio attorney
general.

Ms. CoFFIN. That we were unwilling to accept?

Ms. KiLrROY. The late payments. That people were offering up
their late payments, and Wells Fargo was refusing to accept their
late payments.

Ms. CorFIN. I don’t have the cases directly here in front of me,
and I always love to state that it is very important, as I see in all
the complaints that are brought to our attention, and I appreciate
all of them that are, is that you have to look at the details case
by case. Many of those that we find where if they are in a very se-
rious or late stage of delinquency or foreclosure, and we are still
looking at the income and expense analysis—every borrower that
we look at is an income and expense analysis to find affordability.
So just accepting late payments, if we still see that there is no
chance of affordability with the modifications that we can do, we
are avoiding the inevitable.

Ms. KIiLROY. Let me give you an individual situation reported in
one of the local newspapers with respect to Wells Fargo for John
and Sharon Vasquez, who bought a home in 1994 in Clintonville.
And they had some ups and downs, once or twice fell behind, but
they would typically get their payments back on track until they
had a significant health issue. But even when the wage earner
went back to work at the Postal Service, and they tried to work out
a situation with Wells Fargo, initially the company refused the
$5,000 that she offered. And then after that situation was worked
through with the help of attorneys, they were required to pay—in-
stead of $5,000, pay up $3,900 before the company would talk to
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them about restructuring the loan: A pre-payment of $3,900, and
then we will talk to you about restructuring. They made that pay-
ment, and then the restructuring included terms that—included a
balloon payment of $10,000 that was known that they can’t pay.
They are now in foreclosure proceedings.

Also, I just had a concern. We talked a little bit about some of
the refinancings or modifications that ended up with lower prin-
cipal, and also you mentioned many that ended up with higher
principal. Of course, my concern is that a home modification with
a higher payment is far more likely to end up back in a redefault
situation.

Again, in the New York Times on February 19, Wells Fargo de-
clined comment on increased principal charged to a Mr. Mitchell
with back fees—fees, back payments, penalties. His principal was
raised to above $300,000, his payments virtually unchanged, and
he had to make an immediate $5,000 payment. He has now again
fallen behind on his payments.

So I guess I am not sure what the—exactly the philosophy is
here, but it seems it is not necessarily liquidating the assets quick-
ly, it is not keeping the people in their homes, because the terms
and conditions were such that people were not going to be able to
keep up with them one way or the other. Is the philosophy more
of maybe getting whatever you can out of the mortgagee before
foreclosure is initiated?

Ms. CorFIN. No. I can make that very clear, it is not trying to
just take as much cash as we possibly can. And that is one of the
reasons we won't receive partial payments. We want to make sure
that if we establish what a true modification that is sustainable
with affordable payments, and that those payments are made, that
is a performing loan. And we will not take just partial payments
because, again, we could be taking payments on something that ul-
timately is going to end up in foreclosure.

In all of the cases that you mentioned, I want to be protective
of privacy rights and what I can and can’t say, so I would like to
talk more generically. Any case that anyone brings to us, we will
look under every detail and look at every piece of information. But
until you understand the uniqueness of each of those cases, I think
it is important to understand, for instance, there could be an exam-
ple that the $3,900 being requested is for back real estate taxes.
And if someone has not made a payment on their home in 6
months, and they have not paid their back real estate taxes, and
we are looking at their income and expenses, it could be that we
see they cannot afford the home.

Ms. KiLROY. Let me ask you another question about refinancing
and modifications, and that is, separate and apart from back taxes
or penalty payments that were part of the mortgage, what kind of
additional costs are there? We had some discussion of this with the
earlier panel. What kind of additional fees are required of the home
purchaser, the mortgager, in a refinancing in terms of title
searches, title insurance, etc., things like that, appraisals? What re-
quirements do you put on homeowners?

Ms. CorFiIN. First of all, I am not an originator. I am on the serv-
icing side of the business.

Ms. KiLROY. But this would be for refinancing or modification.
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Ms. CoFFIN. I don’t know that I can quote every last fee that is
done on a refinancing, but I think what is more important is, I
want to make this clear, that on a modification there is never a fee,
ever. And I want to make sure our borrowers understand. There
are some for-profit companies out there starting to charge them to
get modifications for them, and they should avoid those. There is
never a charge. I think I can say that for myself and my colleagues
sitting here at the table.

Number two, I think it is important that when working on a
modification, if—I can state this for us, if there are late fees that
are part of the back, those are waived.

Ms. KiLROY. Is there a differentiation that you make in terms of
a modification or refinancing in terms of those kind of fees?

Ms. COFFIN. Yes. Because a modification is taking the current
loan in the state that it is in, it is usually a customer who is in
a distressed situation, and you are trying to modify the terms of
the loan to reach affordability for them. A refinance is usually a
customer who has good credit and who wants to refinance to a
lower rate, and they are trying to get out of the current loan they
are in to get into a lower-interest-rate loan.

Ms. KILROY. So somebody who is working hard, playing by the
rules, may be suffering some issues financially, but not in the fore-
closure situation, not in the delinquency situation would be asked
to pay these fees?

Ms. CorFIN. And that is also where I believe the Administra-
tion’s plan is providing new guidelines to help more people to refi-
nance into that program. And I believe the program in the Admin-
istration’s plan is a streamlined plan that has very few costs asso-
ciated with it. I don’t believe it is even going to require an ap-
praisal.

Ms. KiLROY. The situation that I was referencing was somebody
who e-mailed me what they said was a Wells Fargo streamlined
plan, and the closing costs that were associated with the loan
which would increase their principal slightly, lower their monthly
payments slightly, shorten the years left on the mortgage, but the
closing costs were 9 percent of the value of the house. That seemed
to me a little bit extreme.

Ms. CorFIN. I would like—if you could, I would love to know the
details of that e-mail and send it to us. I can have our staff look
into it. That seems like something I would need to check with the
group that does that. I am in charge of servicing.

Ms. KiLROY. Thank you, Madam Chairwoman.

Chairwoman WATERS. Thank you very much.

I would like to thank all of our witnesses for participating today.

I guess one thing that I heard was that everybody—you are all
happy with the President’s proposal, and you are glad that stand-
ards are being set for loan modifications. Is that correct? And let
me just close by asking this question: How many of you or your
companies were involved with the HOPE NOW program that was
originated, what, a year-and-a-half ago? How long ago was that vol-
untary program put together?

Ms. SHEEHAN. That really started coming together in mid-2007.
We kicked off initially that fall.
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Chairwoman WATERS. And the idea of that program was that in-
stead of trying to impose upon you rules, regulations, laws, that
you would voluntarily get together and deal with this foreclosure
problem; is that right?

Ms. SHEEHAN. Yes.

Chairwoman WATERS. That was the idea?

I may be a little bit naive, but given your expertise and every-
thing that you know about this industry, why has it taken so long
and why has it taken the President’s initiative to get you all happy
about standards? Why didn’t you come up with something? Why
didn’t you propose standards? Why didn’t you all tell us how this
should be done? That was the whole idea putting together HOPE
NOW. Did HOPE NOW fail?

Mr. HEMPERLY. The President’s plan encompasses the GSEs, and
up to this point, we hadn’t had any kind of standardization where
the GSEs were participating. And I think all of us probably
served—the largest percentage of our servicing portfolios are
Fannie and Freddie loans.

Chairwoman WATERS. I don’t get the answer, because what I am
asking is, you were at the table, and you were there to deal with
this problem of foreclosures. What happened was you came up with
a very, very weak program of using these HUD-approved coun-
selors and nonprofits to counsel people and to help people, and that
is about all you did. Why didn’t you use your expertise and your
talent to shape and form a response to the foreclosure meltdown
that we were having? I am trying to figure out why the voluntary
effort didn’t work?

Ms. CorFIN. I would like to comment on that. I think one thing—
and many of us have worked together outside of HOPE NOW and
with HOPE NOW, and when this program began and when we
launched it in 2007, the most prominent problem—the problem was
subprime ARMs that you spoke about earlier today, and also get-
ting borrowers to call us. And where HOPE NOW was very suc-
cessful in its initial efforts was a streamlined ASF which allowed
us to proactively go after and modify those ARM loans into fixed
products before their ARMs reset.

Chairwoman WATERS. Let me say this, because our representa-
tive here representing Citi talked about having adopted Sheila
Bair’s program that she put together after she took over IndyMac,
which really for the first time showed us what you can really get
done. And so Sheila Bair basically took the IndyMac portfolio with-
out your input, without your help, and came up with standards and
ways by which—and one of the things that she did was she con-
structed letters that went out to the homeowners that said, this is
what we can do for you, you know, under these conditions. Some
other attempts, I am told, were letters that went out and said,
come in and talk to us. And people said, I am not going in there;
they are going to take my home. But she constructed letters that
basically said, if you are in this kind of situation, here are the kind
of things that we can do to help you.

So I guess I point that out to you, because we have struggled
with this problem far too long, given you were all at the table
under a voluntary program called HOPE NOW. I want to abolish
HOPE NOW. And I know, even though the President may be relat-
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ing to it in his plan, I think that HOPE NOW did very little to deal
with this crisis. And I would just like you to think about how you
can get in front of these problems that is going to affect the entire
industry and come up with resolutions if you are truly interested
in helping the homeowners.

I know that many of you can give me a lot of responses to that,
but of course, we don’t have any more time. And because I am
chairing, I get a chance to do this. So I thank you for having been
here today, and I am hopeful that as the President unveils his pro-
gram, we are going to have the kind of cooperation and input to
implement something that is truly going to deal with what is the
prob}llem facing our entire economy at this time. Thank you all very
much.

I am reminded that I should tell you again that some members
may have additional questions for this panel which they may wish
to submit in writing. Without objection, the hearing record will re-
main open for 30 days for members to submit written questions to
these witnesses and to place their responses in the record.

Now, the panel is dismissed.

[Whereupon, at 6:10 p.m., the hearing was adjourned.]
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I would like to thank the Ranking Member and the other Members of the Subcommittee on
Housing and Community Opportunity for joining me today for this hearing on “Loan Modifications: Are

Mortgage Servicers Assisting Borrowers with Unaffordable Mortgages?”

Today’s hearing is the first in a series of hearings to provide Congress with an in-depth
understanding of loan modifications, including their benefits and challenges. In the next few months, the
Subcommittee plans to hold further hearings on this issue, including an examination of the White House
plan to modify loans and an investigation of the for-profit loan modification industry. Today, we have
before us several key regulatory agencies z;nd mortgage servicers who are going to tell us about their

efforts to assist borrowers with unaffordable morigages.
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In addition to learning about their loan modification efforts, I hope that this hearing will also serve
to educate Members about some of the fundamentals of the mortgage servicing industry, including how
servicers are licensed, what kinds of contracts they have with investors, and how they receive their
payments for servicing loans. I believe that this basic information is critical to understanding how the
number of loan modifications can be increased. I hope that our witnesses will be able to educate the

Subcommittee in this regard.

Loan modifications—changing the terms of the loan—are essential to ending the foreclosure
crisis. According to Realty Trac, in 2008, 2.3 million households were in some stage of the foreclosure
process, an 81 percent increase from 2007 and a 225 percent increase from 2006. The foreclosure crisis
shows no signs of slowing down with Credit Suisse estimating that 8.1 million homes will enter

foreclosure over the next four years.

However, while the pace of loan modifications has increased, repayment plans—which simply
tack the missed payments onto a loan, thereby delaying the inevitable foreclosure until a later date—are
still offered more than loan modifications. According to the Office of the Comptroiler of the Currency and
the Office of Thrift Supervision, in the third quarter of 2008 new loan modifications increased by more

than 16 percent to 133,106, while new repayment plans increased by 11 percent to 154,649,

I am concerned that mortgage servicers simply aren’t doing enough loan modifications. I am
interested to hear the mortgage servicers before us today discuss what barriers or capacity issues are
preventing them from performing more loan modifications and preventing foreclosures. And if capacity is
an issue, I'd like to hear about how we can streamline the modification process so that we can prevent

foreclosures quickly and efficiently. Since day one, I have been a supporter of enacting a systematic
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modification program. On the first day of the 111" Congress, 1 introduced legislation—HR. 37, the

Systematic Foreclosure Prevention and Mortgage Modification Act of 2009—to put such a plan in action.

I am also concerned about some of the re-default rates on modified loans. According to OCC and
OTS, modified loans have been re-defaulting at rates of 37 percent within three months after modification
and 55 percent within 6 months after modification, with the rates of re-default seeming to vary by the type

of loan and the entity servicing it.

In modifying loans, servicers must ensure that the new loan is more affordable to the borrower
than it was before the modification. It makes little sense and benefits no one to modify a loan and to have
it still be unaffordable for the borrower. It also makes little sense to do a slight modification—such as
lowering the interest rate by a quarter of a point, for example—that makes the loan slightly more

affordable but still out of reach for the borrower.

The type of loan modification being offered is also important to ensuring that the modified loan is
affordable for the borrower. Credit Suisse has found that principal reduction modifications have lower re-
default rates than other kinds of modifications. If this is the case, I would expect for mortgage servicers to
perform more of these kinds of modifications. I am aware that principal reductions come with a
significant cost for the investor, however, that cost is substantially less than letting the loan enter

foreclosure.

Before I close, T would like to comment on the modifications that have yet to occur. There are
millions of families out there who are struggling with their mortgages. They have tried to contact some of
the servicers who will be testifying today. And they have not been able to get through or to reach the right

persorn.
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T have experienced first hand the challenges faced by borrowers who want to stay in their homes
and who want to get current on their mortgages, but they either can’t get their servicer to pick up the
phone or they get wrong, misleading, or unapproved information. I have called the servicers myself and
waited bours for someone to answer. | have been misdirected and disconnected and I understand the

frustration borrowers have. It’s unacceptable and I think homeowners deserve better.

1 am very interested in hearing from today’s witnesses on how they plan to improve their capacity
and their outreach to ensure that the borrowers reaching out to them for help are able to receive the help

they need.

I'm looking forward to hearing from our two panels of witnesses on the benefits, the challenges,
and expenses involved in modifying loans. I would now like to recognize our Subcommittee’s Ranking

Member to make an opening statement.
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WITH UNAFFORDABLE MORTGAGES?

February 24, 2008

I want to thank the Chairwoman Waters and Chairman Frank for their
leadership on this issue, an important one at the front line of our current
economic crisis. Mortgage foreclosures devastate families and blight
neighborhoods. And in many parts of our country, they are rising at an
alarming rate.

In fact, a recent report by Credit Suisse estimates that 16 percent of all
mortgages will enter foreclosure in the next four years. In Hennepin
County, the home of my district, foreclosures increased by 32% in the
past year.

I am therefore anxiously awaiting to hear from our witnesses, both from
government and industry, regarding what is being done to stem this tide.

Last week, the Obama Administration unveiled its Homeowner
Affordability Plan, the centerpiece of which was a modification plan for
at-risk homeowners with conforming mortgages. This is a promising
plan, and I am interested in hearing from our witnesses about what
legislative and regulatory actions might be taken to apply it to an even
wider universe of home mortgages.
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Chairwoman Waters, Ranking Member Capito and Members of the Subcommittee, I'm Mary Coffin, head of Wells
Fargo Horme Mortgage Servicing.

Throughout this crisis, the mortgage industry and the government have collaborated on ways to reduce
foreclosures and stabilize the economy. We believe the spirit in which the Homeowner Affordability and Stability
Plan was designed is yet another positive step forward in addressing these challenges. In the coming weeks as
details of the plan are defined, we fully support striking the delicate balance between providing aggressive
solutions for those in need and guarding against moral hazard.

From the beginning, Wells Fargo has been committed to doing what is right for our customers and our country by
making homeownership achievable and sustainable for millions of Americans.

Last year, we made it possible for half a million families to purchase a home, and we refinanced ancther half a
million families into lower mortgage payments. At the end of 2008, for the 8 million mortgage customers Welis
Fargo services, 93 of every 100 were current on their mortgage payments. And, for the 7 who were not, we have
worked hard at keeping them in their homes. Since our servicing portfolio is predominantly held by other
investors, this has required gaining consensus to honor our contracts.

Over the past year and a half, through our Leading the Way Home® program, we have delivered more than
706,000 foreclosure prevention solutions. We work with all our customers ~ including those not yet in default ~ to
determine if they qualify for a modification. They simply need to prove they have experienced a hardship that
significantly changed their income and/or expenses. When we do modify a loan, about 7 of every 10 customers
rerain current or less than 90-days past due, one year later. We connect with 94% of our customers two or
more payments past due. To be responsive to requests for help, we have more than doubled our staff to 8,000
team members — all U.S.-based.

These times are unprecedented, and we certainly are not perfect. But we do our best, and thank the members of
this committee for taking your personal time to reach out to us when our service does not meet the standards we
have set, so we can immediately work to correct the situation.

When we are unable to find a solution for a customer, we believe we can lessen the impact on the community by
accelerating the sale of the foreclosed home. This includes maintaining the property and paying utility and tax
bills. We discount foreclosed properties for sale to government or tax-exempt organizations, and provide financial
support when our team members volunteer to rehabilitate foreclosed homes for low-to-moderate income families.
Over the past two years, Wells Fargo has made $33 million in grants to non-profits to sustain neighborhoods.

When the foreclosure crisis began two- and a half-years ago, the first customers challenged were those with
subprime ARM loans, and the primary challenge our industry faced was contacting at-risk customers. Wells Fargo
was instrumental in addressing these issues by recommending an industry-wide streamlined process to modify
ARM resetting loans into fixed products, and creating the HOPE NOW Alliance which has greatly improved our
ability to connect with and work with our at-risk borrowers. But clearly as the housing and economic crisis has
compounded, servicers have needed to keep pace with emerging trends and go deeper with modification tools to
provide sustainable solutions. In the fourth quarter of 2008 alone, we provided 165,000 solutions — or three times
what we provided in the same quarter of 2007 - including term extensions, interest rate reductions and/or
principal forbearance. As another example, given the unique nature of the Wachovia Pick-a-Payment option ARM
loans, we are using more aggressive solutions through a combination of means including permanent principal
reductions in geographies with substantial property declines. In total, 478,000 customers will have access to this
program if they need it.
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The impact of the deteriorating economy has created additional challenges for borrowers. This evolving landscape
has required us, as a leading servicer, to provide ongoing insights and recommendations that address the ever-
changing trends. As the number of customers in need rises, Wells Fargo has advocated the creation of a
standardized modification process that is aligned across all investors. The one described in the Administration’s
plan will significantly improve our ability to serve more customers and to set appropriate consumer expectations
for a modification. According to third quarter 2008 Federal Housing Finance Agency (FHFA) statistics, 56% of the
nation’s 55 million mortgage loans are owned by Fannie and Freddie ~ who are already aligned with this new
process. But most critical are the 16% held by private investors, which represent 62% of seriously delinquent
mortgage loans.

In the modifications we do today, loan terms are adjusted to achieve at least a 38% affordability target. By
bringing borrowers who need more help to a 31% target — as defined in the Administration’s plan - we further
increase the odds they can better manage their overall debt, lessening the likefihood of re-default.

Importantly, the plan does not overlook providing solutions for those responsible borrowers who continue to
make their payments but find themselves in an upside-down mortgage. We applaud the balance created in
providing them with refinancing solutions, as well as the commitment to keeping rates low and providing
incentives for first-time homebuyers.

Even though the details of the Administration’s plan are not final, Wells Fargo has already begun to operationalize
the proposed standard modification program. Immediately after the President’s announcement, we were ready to
assist our customers with information through our web sites, voice response units, and team members. And, our
analysis to find customers who may qualify is well under way.

While the measures we have discussed today will go a long way in addressing our nation’s housing challenges,
even more can be done through our continued collaboration. For instance, FHA should be granted the authority
to expand the 601 Accelerated Claims Disposition program to allow the assignment of mortgages to FHA and the
payment of claims upon modification of the FHA loan. We also have recommended changes to Hope for
Homeowners that we believe wili make this program a more attractive alternative for at-risk customers.

When asked what makes it difficult for us to help more borrowers, it is simply that their challenges are complex.
Income disruption s at the root of the issue. Many customers are in variable or commissioned income situations
that began destabilizing in the early part of the crisis. The full impact of unemployment and under-employment is
still unknown, There are many unfortunate hardship cases but there are also peopie who got caught up in the
excess of the growing economy and real estate values who can no longer sustain the lifestyles to which they have
become accustomed. No loan modification, alone, can solve this dilemma. In certain circumstances, counseling
which considers full debt restructuring is required.

We look forward to continuing to work with you on ways to turn the housing and mortgage industries around,
and will assist in any way possible to advance the issues we have addressed today. Thank you for your time.
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Introduction

Chairwoman Waters, Ranking Member Capito and distinguished Members of the
Subcommittee -- my name is William Erbey and I am Chairman and CEO of Ocwen
Financial Corporation, an independent mortgage loan servicer.

First, let me thank you for the opportunity to participate in this hearing today. | share
your sense of urgency to find a lasting solution to our daunting foreclosure crisis — a
crisis that les at the very heart of our nation’s economic problems and threatens millions
of families with the loss of their American Dream - their home.

1 applaud the leadership of the Chairwoman and Subcommittee Members in relentlessly
advocating — ever since the inception of the crisis — the need for bold action to assist
homeowners with unaffordable mortgages and to prevent avoidable foreclosures.

Ocwen Supports the President’s Homeowner Affordability and Stability Plan

1 also applaud President Obama, Secretary Geithner and the President’s cconomic team
for answering the call for bold action ~ in a matter of just a few weeks into the new
Administration -- by launching the Homeowner Affordability and Stability Plan. This
Plan includes a substantial loan modification component, the subject of today’s hearing.

Prior government-sponsored loan modification initiatives were all good first steps in the
right direction, but the President’s new Plan is exactly the kind of insightful and decisive
action that is needed to make a material impact on the foreclosure crisis.
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Ocwen’s Commitment to Foreclosure Prevention Through Loan Modifications — A
Win/Win/Win Solution for Homeowners, Lenders and Servicers

As one of the few remaining independent mortgage servicers, Ocwen is very proud of our
achievements in foreclosure prevention through loan modifications. We are not a loan
originator -- we do not make mortgage loans. Rather, Ocwen is engaged as loan servicer
under contract with mortgage investor-owners, i.e., the securitized REMIC trusts in
which loans have been pooled by the mortgage-backed securities industry, Currently, our
servicing portfolio contains approximately 325,000 mortgage loans, of which
approximately 85% are subprime.

Beginning in early-2007, we pro-actively prepared for an increase in mortgage
delinquencies by increasing our Home Retention Consultant staff by 50%. When the
mortgage meltdown hit with full force later that year, we increased staff by another 35%
and were the first in the industry to adopt an aggressive and comprehensive loan
maodification program. Qur program re-engineers lower mortgage payments that are
both (a) affordable by the homeowner and (b) will return greater cash flow to
investors than the net proceeds that would otherwise be realized in a foreclosure.

Loan modifications crafted in this way are consistent with our contractual obligations and
result in a win/win/win solution for all involved. The homeowner keeps their home; the
loan investor avoids a substantial loss; and the loan servicer retains the loan in its
servicing portfolio. Since the inception of the crisis, we have saved over 90,000 homes
from foreclosure. And for investors, Ocwen’s loan modification program returns the
highest cash flows by any servicer on 90+ days delinquent loans ~ an amount that is
twice the industry average — according to a Credit Suissc industry report. See
“Mortgage Servicing Update,” Credit Suisse, September, 2008.

Ocwen has been recognized by industry participants, regulators, community advocacy
groups and the media as a leader in foreclosure prevention through loan modifications.
See, e.g., “Forestalling Foreclosure,” TIME Magazine, December 31, 2008; “Modifying
Mortgages Can Be a Tricky Business,” New York Times, February 19, 2009 (copies
attached).

Ocwen’s success in sustainable loan modifications — “re-default” rate is less than half
the OCC/OTS reported average

If loan modifications are to have an enduring impact, the reduced mortgage payments
must be sustainable by homeowners. The salient measure of success, therefore, is the
“re-default” rate, i.¢., the percentage of loans that go into default again after modification.
We are pleased to report that loan modifications engineered by Ocwen have a re-default
rate of 19.4% compared to an industry average 42.9% according to the most recent
report issued by the OCC and OTS.
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“Customized” loan modifications including Principal Reductions coupled with Early
Intervention are the key to minimizing re-defaults

The superior sustainability of Ocwen’s loan modifications is the result of our customized
approach that addresses homeowner delinquencies on a loan-by-loan basis. By
combining our proprietary loan analytics technology with behavioral science research,
we:

o First, comprehensively re-underwrite each delinquent loan we service
(i.e., the way it should have been done by the broker or lender at
origination);

* Second, we determine whether modification is both affordable by the
homeowner on a sustainable basis and maximizes net present value (or
“NPV™) for the loan owner as compared to a foreclosure; and

s Third, we provide one-on-one financial counseling to the homeowner,
aided by interactive scripting engines incorporating proven psychological
principles of persuasion and commitment, to maximize the likelihood of
keeping current on the modified terms.

Another key to sustainability is principal reductions where necessary to achieve
affordability. 18.7% of our loan modifications include writing down the loan balance
— this allows us to help more distressed homeowners with more solutions. An
authoritative industry report noted that Ocwen leads the industry with 70% of the
industry’s principal reduction modifications. See “Subprime Loan Modifications,”
Credit Suisse, October 1, 2008.

Early intervention is critical to foreclosure prevention. Prevailing industry standards, as
confirmed by the American Securitization Forum, make clear that it is permissible to
modify loans not only when the borrower is actually in default, but also when default is
imminent or reasonably foreseeable in the good faith judgment of the servicer.
Adopting this standard, our Early Intervention unit has successfully avoided upwards of
9,000 foreclosures through pro-active modifications.

Resolving delinquencies in the best interest of the investor/taxpayer — the net present
value calculation

The NPV model typically employed by loan servicers is limited to a static “point-in-
time” approach that makes no attempt to account for the likely borrower behavior post
modification (e.g., re-default, prepayment probability) or the likely value of property over
time. Nor dees the typical NPV model have the ability to analyze the joint probabilistic
impact of several variables such as interest rate, step period and term.
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In contrast, Ocwen utilizes a proprietary NPV model based on a more dynamic
“continuum” approach -- one that incorporates a robust suite of cash flow models,
statistical models and optimization algorithms that together produce truly optimal
resolutions for investors/taxpayers. Our NPV calculations are based on the following:

¢ Probability of Success Post Mod Model
o Assesses probability over time of staying current post modification

¢ Probability of Prepayment Post Mod Model
o Assesses probability over time of pre-paying post modification

¢ Case Shiller Home Price Index Prediction Model
o Time series and regression models that predict HPI for next S years

¢ Optimization Algorithm
o Non-linear mixed integer models that can evaluate multiple vectors to
determine the optimal combination of modified loan terms to maximize
NPV

Scaleable technology is needed to meet the heavy volumes of delinquencies

If a loan modification program is to have a material impact to redress the national
foreclosure crisis, it must be scalable. We have invested over $100 million in R&D in
building an automated large scale system that incorporates artificial intelligence,
decisioning models and scripting engines. This robust technology allows us to take on
many multiples of the volumes of delinquencies we have already cured in our portfolio.

Consumer advocacy groups have been instrumental in enhancing borrower outreach

I would be remiss if I didn’t recognize the critical assistance provided to us by our non-
profit consumer advocacy partners. When for whatever reason a homeowner in
distress does not respond to our letters or phone calls, we are unable to help them.
Through grass roots cutreach and educational initiatives, community groups such as the
National Training and Information Center, HomeFree-USA, National Fair Housing
Alliance, National Association of Neighborhoods, National Council of Laraza, St.
Ambrose Housing Aid Center, East Side Organizing Project, South Brooklyn Legal
Services, Homeownership Preservation Foundation, Neighborhood Assistance Corp. of
America, Homes on the Hill, Neighborhood Housing Services of Chicago, Dominion
Community Development Corp., Pittsburgh Community Reinvestment Group, Project to
End Predatory & Deceptive Real Estate Practices at the Community Law Center and so
many others have greatly assisted us in making that key communication link with our
customers. We have also recently established a relationship with the National
Community Reinvestment Coalition to broaden our homeowner outreach, and we will
continue to support the foreclosure prevention efforts of HOPE NOW Alliance.
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Enhancement to the Homeowner Affordability and Stability Plan. A ssisting £ oarn
Servicers With Advance Financing

A key aspect of the current credit crisis is the absence of financing for servicer
“advances” that servicers are required to make to the MBS Trusts holding loans they
service when borrowers miss P& payments. Advances are paid back to the servicer
from the top of the waterfall (i.e., ahead of the AAA bondholders) and are well
collateralized by the value of the housing stock securing the mortgages in the Trust. At
any point in time, the amount of advances due to the servicer is less than 5% of unpaid
principal balance of the Trust. Even though advances have zero credit risk and financing
them is the equivalent of a 5% LTV loan, the large commercial banks who have
traditionally provided this financing have all but withdrawn from the market, including
those who have received tens of billions in TARP money.

Perverse incentives arc created due to lack of advance financing. For a servicer to work
out a modification for a delinquent borrower, the foreclosure timeline must be extended.
But this means the servicer must make additional advances during the workout period.
Further, advances previously made on a foreclosed home are often not reimbursed to the
servicer until the REQ is sold. The incentives for the servicers are therefore to expedite,
rather than forestall, the foreclosure process and then to dump the REO on the market by
slashing price to ensure a quick sale. This puts more families out of their homes and
exacerbates the decline in home prices which in turn precipitates more delinquencies,
more foreclosures, and the vicious cycle continues unabated.

Two Proposed Solutions for Advance Financing

There are at least two currently proposed initiatives to provide servicer advance
financing. Each can be funded and implemented simultaneously — they are not mutually
exclusive.

1. Independent Mortgage Servicers Coalition: Various proposals to the Federal
Reserve, Treasury and FHFA to provide up to $8 billion in a short-term financing facility
and/or a related guarantee for to independent loan servicers who, combined, service in
excess of $600 billion in mortgages (over four million homes).

2. Robert Johnson/Urban Trust Bank (“UTB”): Proposal for government infusion of
up to 31 billion in minority-owned UTB to establish a new operating division to provide
advance financing to servicers who commit to aggressive foreclosure prevention and loan
modification measures. UTB would repay the entire investment over time, along with a
5% annual dividend. Mr. Johnson would assist servicers with homeowner outreach to
minority communities hardest hit by the foreclosure crisis.
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Conclusion

Let me conclude by saying that, as the President and Congress work together to combat
the economic crisis, Ocwen is ready, willing and able to help. We are delighted to have
been selected by Freddie Mac to pilot a special loan modification program, and we have
additional capacity to assist in similar programs. Ocwen and other independent loan
servicers are the front line of the fight against home foreclosures, and we have the most
potent ammunition to win the battle — customized, scaleable loan modifications.

I thank you again for inviting me to testify today. I will answer any of your questions and
I ask that my full written statement be entered into the record.
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INTRODUCTION

Chairwoman Waters, Ranking Member Capito, and members of the Subcommitiee, on
behalf of the Office of the Comptroller of the Currency (OCC), 1 thank you for holding this
hearing and inviting the OCC to testify on this important topic. As Deputy Comptroller for
Large Bank Supervision, I am responsible for large bank data and analytics and have been
charged with developing more comprehensive and timely mortgage metrics to support the OCC’s
supervision of large bank mortgage banking operations.

The OCC has always encouraged banks to work with troubled borrowers to prevent
avoidable foreclosures and meet the needs of creditworthy borrowers as reiterated in news
releases over the past few years.! Since then, the OCC has joined other regulators on numerous
occasions to urge banks to continue to implement effective programs to prevent avoidable
foreclosures and minimize potential losses. Today, the number of foreclosures facing this
country and the underlying problems facing the mortgage industry remain a significant challenge
for homeowners, their communities, the banks that service those loans, state and federal financial
regulators, and policy makers. Clearly, more must be done to address this challenge, and the
OCC supports the Administration’s Homeowner Affordability and Stability Plan, which takes
significant steps toward addressing these issues.

As the regulators of the largest mortgage servicers, the OCC and the Office of Thrift
Supervision (OTS) also are uniquely positioned to provide key information about the
performance of mortgages and loan modifications, about trends in foreclosures, and about

approaches to loss mitigation activities undertaken by national banks and federally regulated

! See Interagency News Release, “Federal Financial Regulatory Agencies Propose Guidance on Nontraditional
Mortgage Products,” December 20, 2005.
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thrifts. This information, in turn, helps to encourage and incent modifications that are affordable
and sustainable.

Last year, we established a process for collecting and reporting on mortgage performance
data and partnered with the OTS to apply this process, based on loan-level data and using
standardized definitions and data clements, to report on some 60 percent of all first-lien
mortgages in the country. This information is validated, and then communicated to the public in
our quarterly OCC and OTS Mortgage Metrics Report.

We have made much progress in the last year to develop and refine our data collection,
validation, and reporting efforts, and our work in this area continues to evolve in response to
supervisory needs and changing market trends. We currently are working to provide additional
data at a more granular level on the affordability of loan modifications as well as the types of
loan modifications being implemented by the largest mortgage servicers. We continue to
improve these efforts and to enhance the information we obtain, and we look forward to making
the additional information available in future issues of our Report.

This written statement addresses specific issues raised in your Letter dated February 17,
2009, by providing details of: (1) our efforts to improve the understanding of loan modification
performance through our mortgage metrics data collection effort; (2) findings from our most
recent Mortgage Metrics Report including what we have learned about loan modifications; (3)
current challenges facing effective loan modifications; and (4) our ongoing efforts to encourage
responsible lending, foreclosure prevention, and appropriate loss mitigation activities, including

loan modifications.
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I. BACKGROUND AND EVOLUTION OF THE OCC AND OTS MORTGAGE METRICS
EFFORTS

As part of the OCC’s ongoing efforts to address mortgage delinquencies and options for
achieving sustainable and affordable mortgage loan modifications, the OCC recognized the need
for more comprehensive and timely mortgage data to better understand, assess, and monitor loan
performance, loss mitigation activities, and foreclosure trends within the national banking
system. In beginning to undertake this large data collection effort in late 2007, we decided to
collect data at the loan level from the largest federally regulated mortgage servicers using
standard data elements and definitions. We determined basic definitions and standard elements
so the information from all the servicers would be comparable—so we could make apple-to-
apples comparisons. We also shared our data elements and definitions with the HopeNow
Alliance, Treasury, and other federal and state regulators. We chose to employ widely used
metrics for terms like “prime,” “Alt-A,” and “subprime,™ as well as “payment plan” and
“modification.” We also applied a standard approach to reporting loan delinquencies and
foreclosure actions.

Our use of standard metrics, consistent definitions, and reporting approaches ensures that
mortgage loan performance and loss mitigation activities, including loan modifications, are
reported in a consistent and uniform manner by all participating national bank mortgage
servicers. For example, we found some servicers count any contact with a borrower about
payment reduction or relief as a mitigation in process, while others did not count mitigation
efforts until a particular mitigation plan had been formally implemented. Standardized
definitions make comparisons across different servicers easier and support the use of this data for

Our supervisory purposes.

? See “Definitions and Methods” presented in the OCC Morigage Metrics Report, October 2007-March 2008.
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Collecting data at the loan level has the advantage of allowing us to drill down to
individual loans and source systems. In addition, the OCC and OTS subject monthly data
collections to a standardized data validation process and subjective review by mortgage banking
experts. This approach to validation requires submitted data to pass our validation checks and
controls before it can be accepted into our database for use. In some cases, servicers are required
to resubmit their monthly data in order to meet our validation standards.

On February 29, 2008, the Comptroller issued a letter to the nine largest national bank
mortgage servicers requiring them to submit data on each of the first-lien mortgages they service
for others, service for themselves, and hold on their balance sheet according to our standard
definitions. These large mortgage servicers also were required to report this data on a monthly
basis within 30 days of month end, using the OCC data schedule.?

The scope of the data collection was unprecedented, and the effort to validate the data
extensive. The initial data request included 64 data elements on cach of the 23 million loans held
or serviced by national banks for each month from October 2007 through March 2008. The
results of this first data call were published in June 2008 in the OCC Morigage Metrics Report,
October 2007-March 2008.* The Report presented new loan-level data on the performance of
first-lien mortgages, trends in foreclosure, and banks’ loss mitigation efforts. However, we
recognized limitations to this initial Report and saw opportunities to improve reporting.

Even before completing this first Report, the OCC began to work with the OTS? to issue

a joint Report the following quarter. By combining our efforts, the joint Report by the OCC and

¥ See OCC News Release, “OCC to Require Data from Large Bank Mortgage Servicers,” February 29, 2008, and
Letter to National Bank Mortgage Servicers, February 29, 2008.

4 See OCC Mortgage Metrics Report, October 2007-March 2008, released on June 11, 2008,

* The OTS separately issued its first report on mortgage metrics on July 3, 3008.
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OTS covers more than 60 percent of the first-lien mortgages in the industry, or roughly 35
million loans with principal balances exceeding $6 trillion.

The OCC and OTS worked to further refine data definitions and elements and to ensure
data collection and validation efforts produced comparable data that could be reported in
aggregate form. The OCC and OTS released their first joint Report on mortgage metrics on
September 12, 2008.% That Report followed the same format and included much the same data
as the previous reports but on a larger scale. The Report showed the continued rise in mortgage
delinquencies, the shift in emphasis from payment plans to loan modifications, and the use of
loss mitigation more frequently than initiating new foreclosure proceedings.7 The next step for
the agencies was to expand the data to answer questions about the performance of loan
modifications.

In December 2008, the OCC and OTS released their second joint Report on mortgage
metrics covering the first three quarters of 2008.% This Repor presented the first available
information on the performance of mortgages following modification based on loan-level data
covering a broad portion of the mortgage indusiry.” We found that an uncxpectedly high
percentage of loan modifications made in the first and second quarters of 2008 resulted in re-
defaults. This could be the product of several factors. Early loan modifications may not have
been structured in a manner that resulted in affordable and sustainable mortgage payments.
Other factors, such as excessively high debt burden, negative equity position, and increasing

levels of unemployment and underemployment, also may be contributing to high re-default rates.

® See OCC and OTS News Release, “Agencies Release Joint Mortgage Metrics Report For the Second Quarter of
2008,” September 12, 2008.

7 See, the OCC and OTS Mortgage Metrics Report, January-June 2008.

¥ See OCC and OTS News Release, “Agencies Release Joint Mortgage Metrics Report For the Third Quarter of
2008,” December 22, 2008.

? See the OCC and OTS Mortgage Metrics Report, Third Quarter 2008, December 22, 2008.
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Based on the findings of our December Report, the OCC and OTS decided to expand the
scope of the mortgage performance data gathered from national banks and thrifts to examine
more closely the affordability and sustainability of loan modifications to be released in the next
Report due out in March.

The additional data we are obtaining will show how modifications changed the total
amount of borrowers’ monthly principal and interest payments for loans modified during 2008.
The next edition of the agencies” joint Mortgage Metrics Report, scheduled for release next
month, will present information for categories of loan modifications that:

e Increased borrowers’ monthly principal and interest payments.

¢ Brought no change to payments.

¢ Reduced payments by 10 percent or less.

* Reduced payments by more than 10 percent.

Importantly, for loans modified in the first and second quarters of 2008, the Report will
also show the percentage of modifications in each of the four categories that are 60 or more days
past due at six months after modification. This will help gauge how changes in monthly
payments resulting from modifications make mortgages more sustainable and help keep
borrowers in their homes.

The OCC and OTS announced this effort to expand data collection and reporting on
February 13, 2009.1° At the same time, the agenc{cs released their most current dictionary of
definitions and standard elements, expanded from the original 64 ¢lements to 99.'' This data

dictionary was provided to the State Foreclosure Prevention Working Group, the Conference of

' See OCC and OTS News Release, “OCC and OTS Expand Data Collection on Mortgage Performance,” February
13, 2009.

! See OCC/OTS Mortgage Metrics — Loan Level Data Collection: Field Definitions, McDash Analytics, January 7,
2009.
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State Bank Supervisors (CSBS)," and as part of the OCC and OTS coordinated response to the

data request by the Congressional Oversight Panel.”?

1. FINDINGS FROM MORTGAGE METRICS INITIATIVE TO DATE

In the OCC and OTS Mortgage Metrics Report, Third Quarter 2008, the agencies
collected data from the nine national banks'* and the five thrifts'® with the largest mortgage
servicing portfolios. At the end of September 2008, the 34.6 million first-lien mortgage loans
serviced by these institutions totaled more than $6.1 trillion in principal balances. The combined
servicing portfolio constituted more than 60 percent of all mortgages outstanding in the United
States. About 88 percent of the mortgages in the total servicing portfolio were held by third
parties as a result of loan sales and securitization by government-sponsored enterprises (GSEs),
the originating banks, and other financial institutions. The Report presents a number of
significant findings about the quality of first-lien mortgages held and serviced by national banks
and federally regulated thrifts, foreclosure trends and loss mitigation efforts, the use of loan
modifications versus other loss mitigation tactics, and the performance of loans modified in the
first and second quarter of 2008.

In brief, the data through the third quarter of 2008 showed that delinquencies,
foreclosures in process, completed foreclosures, and other actions leading to home forfeiture all

continued to rise, but that newly initiated foreclosures had declined while new payment plans

2 See OCC and OTS response to letter from State Foreclosure Prevention Working Group, February 13, 2009,

B OCC and OTS response to Congressional Oversight Panel request, F ebruary 20, 2009.

' The nine banks are Bank of America, Citibank, First Horizon, HSBC, JPMorgan Chase, National City, USBank,
Wachovia, and Wells Fargo.

'3 The five thrifts are Countrywide, IndyMac, Merrill Lynch, Wachovia FSB, and Washington Mutual. Washington
Mutual was acquired by and merged into JPMorgan Chase in September 2008. IndyMac has been operated by the
Federal Deposit Insurance Corporation since July 2008. Countrywide has been purchased by Bank of America.
Wachovia has been purchased by Wells Fargo.
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and meodification actions increased. The third quarter data also showed that loan modifications
were associated with high levels of re-default.
Key findings included:
»  Credit quality declined during the third quarter across all loan categories, continuing the
trend reported in the first to the second quarters of 2008. The percentage of current and
performing mortgages in the portfolio declined to 91.47 percent at the end of the third

quarter from 93.33 percent at the end of the first quartcr,”’

* Early stage delinquencies (30-59 days past due), seriously delinquent mortgages (60 or

more days past due plus loans to bankrupt borrowers who are 30 or more days past due),

and the number of foreclosures in process increased in the third quarter.

ly te &
Foreclosures in process | 1.41% : 1.59% 1.78%

s The number of loan modifications completed in 2008 steadily increased, and loan

modifications surpassed payment plans as the primary loss mitigation tool used by

servicers."”

Total | 209,751 253,625 : 287,755

'® As noted in the OCC and OTS Morigage Metrics Report, the portfolio of first-lien mortgages serviced by national
banks and thrifts, while large, is unique and not necessarily representative of the total industry. As a result, numbers
presented by the OCC and OTS may not track national averages or numbers extrapolated to represent the total
industry.

7 OCC and OTS are currently unable to determine the performance of various types of loan modifications. The
agencies are working to expand the data collection effort to nclude this data in the future,
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» Loan modifications completed in first quarter 2008 and second quarter 2008 had high re-
default rates at three months after loan modification and re-default rates did not level off

over time.

¢ For loans modified in the first quarter of 2008, more than 37 percent of modified loans
were 30 or more days delinquent or in the process of foreclosure after three months.
After six months, that re~-default rate was more than 55 percent. For loans modified

during the second quarter, the three-month 30+ day delinquent re-default rate was more

than 40 percent.

... First quarter 2008 loan modifications
‘Second quarter 2008 loah rmodifications

e For loans modified in the first quarter, more than 19 percent were 60 or more days
delinguent or in process of foreclosure after three months. That rate grew to nearly 37
percent after six months, For loans modified in the second quarter, that re-default rate

was more than 21 percent after three months.

: First quarter 2008 loan modifications | 19.18%
. Second quarter 2008 loan modifications . 2138%

» Re-default rates were lower for loans held by the servicing banks and thrifts, compared to
loans serviced for others. This may suggest greater flexibility to modify loans in more

sustainable ways when loans are held on a servicer’s own books than when loans are

10
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securitized or otherwise held by third parties. However it may also reflect other factors
including stronger underwriting or a deeper relationship between the borrower and the

bank.

portfolio (loans held by servicers) ..., 35.08% . 50.86%

CFHLMC (FreddisMacy = 1 8908% - 0 sTEI%

FNMA (FannieMae)  3834%
Privatelnvestors . 42.28%

¢ The number of completed foreclosures and other home forfeiture actions (short sales and
deeds-in-lieu-of-foreclosure) increased by 11 percent from the second to the third
quarter.” Short sales and deeds-in-lieu-of-foreclosure remained a small fraction of loss
mitigation activities. The number of home retention actions—Iloan modifications and
payment plans—was more than twice the number of completed foreclosures and other
home forfeiture actions. The number of newly initiated foreclosures fell from 288,689

during the second quarter to 281,298 during the third quarter—a drop of 2.6 percent.

New short sales . ..8222

New deed-in-lisucof-foreciosure actions -
ted forecl : ! ! 118,316
345

New home retention actions relative to completed |
foreclosures and other home forfeiture actions 183.92% 199.16% i 202.88%

Additional Information Reported to the Congressional Oversight Panel

18 Completed foreclosures, short sales, and deed-in-lieu actions require the borrower to give up the home to pay
(partially or in whole) the mortgage debt.
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The OCC and OTS reported additional information beyond what was presented in the
December Mortgage Metrics Report in their February 20, 2009, response to a request from the
Congressional Oversight Panel. The additional information provided to the Congressional
Oversight Panel was based on the same data collected as of September 30, but further detailed
the data to show items such as the number of government-insured mortgages, the number of
jumbo mortgages, the number of mortgages for 2-4 family residences, the number of owner
occupied homes at origination, the total monthly debt-to-income ratio for borrowers, loan-to-
value ratios in excess of 90 percent, loans with current negative equity, the type of loan
(adjustable rate mortgage, interest only, or negatively amortizing), and differences between loans

serviced for others and loans on the banks’ books.'’

Planned Improvements to the Morigage Metrics Initiative

Our findings reported on data through September 30, 2008, did not yet fully address
important questions about loan modification affordability, the types of loan modification actions,
or payment sustainability as it relates to affordability. These questions led to our decision that
more detailed information was required to enhance our analysis. Since the publication of the
latest Report in December 2008, we have been working to gather additional details on the types
of modifications and changes in monthly principal and interest payments resulting from
modifications. On January 7, 2009, we met with the largest mortgage servicers to detail the new
reporting requirements. On February 13, 2009, the OCC and OTS announced their efforts to

expand the mortgage metrics data collection activities.”” We plan to present the substantially

' OCC and OTS Response to request by Congressional Oversight Panel, February 20, 2009.
0 See OCC and OTS News Release, “OCC and OTS Expand Data Collection on Mortgage Performance,” February
13, 2009.

12
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expanded information on actual changes in monthly principal and interest payments resulting
from loan modifications in the next quarterly Mortgage Metrics Report due out in March 2009.

To support this effort, the OCC and OTS updated the definitions and the data elements
used to collect data from mortgage servicers. We have significantly expanded the number of
data elements we are collecting from the servicers to obtain more detailed information on
borrowers’ monthly principal and interest payments before and after the modification, and the
loan terms being modified. As described above, we will report the number of modifications
resulting in increased payments, unchanged payments, reduced payments by 10 percent or less,
or reduced payments by more than 10 percent. For loans modified in the first and second
quarters of 2008, the next Report will show the percentage of modifications in each of the four
categories that are 60 or more days past due at six months after modification. This will help
determine whether significantly lower payments is the major factor in reducing loan re-default,
or whether other factors are at work, such as other debt, negative equity, or income loss.

The OCC and OTS have also begun to collect other data on the type of modifications,
including interest rate reduction or freeze, principal write down or deferral, capitalization of
delinquent amount, term extension, or a combination of these features. While this information
will not be available until the June 2009 Report, we continue to further our analysis and
understanding of mortgage modification actions and effectiveness. Collectively, such

information will result in better assessments of loan performance, modifications, and re-defaults.

III. THE VALUE OF QUALITY MORTGAGE METRICS AND REPORTING
The OCC and OTS mortgage metrics initiative provides rigorously validated data for

bank supervisors, policy makers, and mortgage servicers to work with in understanding the
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performance of loan modifications and making consistent comparisons across federally regulated
national banks and thrifts.

For bank supervisors, the data will help us develop risk-based supervision strategies.
Examiners will use the information for a wide range of activities, including identifying
anomalies, comparing national bank trends to the industry, evaluating asset quality and loan-loss
reserve needs, and assessing the effectivencss of loss mitigation actions. Over time, it will allow
us to look at trends in performance based on origination channels and other key credit
characteristics. This will help us more fully assess underwriting policies, loss mitigation (e.g.
loan modifications and payment plans), losses, and recovery efforts.

The data collection effort itself is an important bank supervision tool. By requiring more
and better data, the OCC and OTS are spurring servicers to modify their systems to provide both
themselves and bank supervisors with higher quality information upon which to base their
decisions.

For policy makers, the data raise important questions about the delinquency rates of loans
after loan modification that require more investigation. Understanding the current re-default
rates of modified loans can better inform how best to structure systematic loan modification
programs to be successful in preventing avoidable foreclosures and in minimizing loss. By
bringing standardization to definitions and a common set of clements to the discussion, the
mortgage metrics effort provides policy makers the ability to look across a large portion of the
mortgage industry and be confident that they are comparing apples to apples. Such
standardization leads to greater transparency across the industry.

For mortgage servicers, the data collection effort pointed out gaps in loss mitigation data

that had previously prevented a more comprehensive and timely understanding of loss mitigation
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activities within the industry. Before the current crisis, loan modifications were few and focused
strictly on mitigating the losses to banks and investors, As the crisis unfolded, loan modification
and other loss mitigation actions became issues of systemic importance and the need for more
comprehensive and timely mortgage data became much greater. The mortgage metrics initiative
resulted in increased efforts by mortgage servicers to improve their systems and data reporting
capabilities, which not only allowed them to respond to regulator requirements, but also
produced better data for their own internal decision making and use. Better visibility of this data
over time will result in more robust loss mitigation plans and risk management strategies.
Standardized definitions and common elements also allow mortgage servicers to better compare

their performance across the industry.

1V. IMPROVING LOSS MITIGATION AND FORECLOSURE PREVENTION

With the large number of foreclosures and the increasing numbers of serious
delinquencies, actions to prevent avoidable foreclosures and effectively minimize loss continue
to be critical to homeowners, mortgage servicers, and the economy as a whole. While many of
the largest mortgage servicers regulated by the OCC have independently taken action to expand
and enhance their loan modification and foreclosure prevention efforts, more action is needed.

However, challenges to effective foreclosure prevention and loan medification remain,
mcluding:

o Working with investors of securitized mortgages to accept loan modifications and their
terms when demonstrated as preferable alternatives to foreclosure. The OCC supports
using a consistent net present value (NPV) model to assist servicers in estimating loss

severity rates on modifications relative to foreclosures.
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o Working with borrowers to obtain current income and total debt information to determine
the capacity of borrowers to meet monthly mortgage payments under modified terms.
This requires a level of effort by both borrowers and servicers since total debt
information is not always readily available to servicers. However, we find promise in
results from efforts by servicers, and nonprofit consumer and foreclosure counseling
organizations to increase borrower contact with their lenders and servicers.

o Negotiating with second-lien holders to agree to a loan modification. This takes time
and slows down the process for implementing loan modifications.

¢ Targeting borrowers who are presently current on their mortgage for loan modifications
when there currently is not a clear standard or definition in securitization pooling and
servicing agreements for determining a “foreseeable default.”

e Declining home prices that result in borrowers having no equity in their homes may serve
as an ecopomnic disincentive to make mortgage payments under modified loan terms. In
addition, borrowers who have lost their jobs and have no income will not be in a position
to make mortgage payments, even under modified loan terms.

o The need for consistent, comparable, and additional data to better understand the
effectiveness of loan modifications across the industry. Since the publication of our first
Mortgage Metrics Report less than nine months ago, we have made progress to improve

available data on mortgages, loan modifications, and foreclosures.

Suggestions to Address these Challenges and Other Issues
To address these challenges it will be necessary to have loan modification programs that

can be understood, implemented, and will result in mortgages that are affordable and sustainable
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for the borrower. This will require loan modification programs to define eligible borrowers and
underwriting criteria that can be consistently applied for determining affordability. In addition,
a uniform and consistently applied NPV model will be important to determine the cost of loan
modifications versus foreclosure, and servicers and nonprofit consumer credit counseling
organizations should continue to coordinate and work closely together to reach out and assist

borrowers in need of loan modifications.

V. ENCOURAGING RESPONSIBLE LENDING, FORECLOSURE PREVENTION, AND
LOSS MITIGATION

While much has been done in the past year to assist troubled borrowers and stem the tide
of foreclosures, much more needs to be done to effectively address problems facing homeowners
and the mortgage markets. In this regard, the OCC strongly supports the Administration’s
Homeowner Affordability and Stability Plan and will work with the Administration, Treasury,
and mortgage servicers to ensure it is properly implemented. The plan, which was announced by
President Obama on February 18, includes a number of elements designed to assist homeowners
making a good faith effort to stay current on their mortgage obligations in avoiding foreclosures.
A central tenet of this plan is to provide consistent guidance to lenders and borrowers to solve for
mortgage payments that are affordable and sustainable when making loan modifications. As we
obtain additional information and gain insights into what is working and what is not working, we
will work to ensure adjustments are made to implement loan modifications that are effective.

The OCC has been at the forefront in calling for prudent and responsible underwriting

and requiring fair, non-predatory lending practices. As early as 2003, the OCC warned against

17
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predatory and abusive lending practices.”’ In one of his first speeches, Comptroller Dugan
warned banks against risky, nontraditional loans, expressed concern about features of these loans
that result in negative amortization and a high rate of defaults, and announced that the federal
banking agencies planned to release guidance on underwriting and disclosures for nontraditional
mortgages.22 That guidance was proposed in December 20057 and finalized in 2006.** The
OCC later championed the application of these standards throughout the entire mortgage
in(-iustry25 and joined other federal regulators in promoting the consumer awareness of the risks
of these loans.”® Subsequent to the issuance of this guidance, the OCC conducted a horizontal
review to ensure that large banks properly implemented the nontraditional mortgage guidance.
Since then the OCC has actively promoted banks’ responsibility to work with troubled
borrowers to avoid unnecessary foreclosures and meet the needs of creditworthy borrowers. In
2006, the Comptrolier spoke out on nontraditional mortgage products and praised banks’ efforts
to work with borrowers through community groups and nonprofits.”’ Later that year we issued a

newsletter educating banks on foreclosure prevention programs,‘28 and the Comptroller

2 See OCC News Release, “Comptroller Hawke Urges New Approach to Combating Predatory Lending,” July 24,

2005 (http://'www.oce.gov/toolkitnewsrelease.aspx?Doc=92PAMG4 xml) and Interagency Brochure, “Putting Your
Home on the Loan Line is Risky Business,” October 7, 2003 (http://www.occ.gov/predatorylendingbrochure.pdf.)

2 See Remarks by the Comptroller of the Currency before the Consumer Federation of America, December 1, 2003,
# See Interagency News Release, “Federal Financial Regulatory Agencies Propose Guidance on Nontraditional
Mortgage Products,” December 20, 2005.

* See Interagency News Release, “Federal Financial Regulatory Agencies Issue Final Guidance on Nontraditional
Mortgage Product Risks,” September 29, 2006.

(http:/fwww occ_gov/toolkit/newsrelease. aspx 7 INR=1& Doc=M3ZMSFQW xml)

* See OCC News Release, “Comptroller Dugan Urges Key Principles of Federal Nontraditional Mortgage Guidance
Apply to All Mortgage Originators,” October 17, 2006.
(http:/fwww.oce.gov/toolkit/newsrelease.aspx?Doc=4DTXZX3L xml)

* See Interagency News Release, “Agencies Provide Consumer Information on Nontraditional Mortgage Loans,”
October 18, 2006. (http://www.occ.gov/toolkit/newsrelease.aspx 2INR=1&Doc=8 WZDEM4.xml)

¥ See OCC News Release, “Comptroller Dugan Expresses Concern about New Types of Mortgages That Offer Low
Initial Monthly Payments, but Higher Payments Later,” April 20, 2006,
(http://www.oce.gov/toolkit/newsrelease.aspx?Doc=ZL.7ERCCB.xml)

* See the OCC’s Community Developments Online - Homeownership Preserving the America Dream, Spring
2006. (http://www.occ.gov/cdd/spring06b/cd/index.html)
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underscored banks’ responsibilities to serve the credit needs of all community members.”” In
2007, the OCC joined other federal regulators to encourage financial institutions to work with
borrowers unable to make their payments.>® One week later, the Comptroller re-emphasized
these points during a speech to the National Foundation for Credit Counseling.” Later in 2007,
the OCC unveiled public service advertisements to increase awareness of foreclosure prevention
efforts™ and a newsletter providing additional information to assist banks in their foreclosure
prevention work.” The OCC then joined other federal regulators to issue a statement on
subprime lending, reinforcing previous statements to work with borrowers in a safe and sound
manner who are financially unable or reasonably expected to be unable to meet contractual
payment obligations on their home loans,** and in a separate statement, the agency encouraged
federally regulated financial institutions and state-supervised entities that service securitized
residential mortgages to review and make full use of their authority under pooling and servicing
agreements to identify borrowers at risk of default and pursue appropriate loss mitigation

strategies designed to preserve homeownership.*

» See OCC News Release, “Comptroller Dugan Underscores Banks' Responsibility To Serve Credit Needs of All
Community Members,” May 3, 2006 (http://www.oce.gov/toolkit/newsrelease.aspx?Doc=ZL.7ERCCB xml)

% See Joint Release, “Federal Regulators Encourage Institutions to Work with Mortgage Borrowers Who Are
Unable to Make Their Payments,” April 17, 2007. (http://www.occ.gov/ftp/release/2007-41.htm)

*! See OCC New Release, “Comptroller Dugan Expresses Concern over Subprime Mortgage Foreclosures; Receives
"Making-the-Difference” Award from Credit Counseling Foundation,” April 24, 2008,
(http://www.occ.gov/ftp/release/2007-44 . htm)

2 See OCC News Release, “Comptroller Dugan Unveils Public Service Announcements Encouraging Delinquent
Borrowers to Contact Lenders for Help to Avoid Foreclosure,” June 25, 2007. (http://www.occ.gov/fip/release/2007-
61.htm)

* See OCC Community Developments Insights: Foreclosure Prevention: Improving Contact with Borrowers. June
26, 2007. (http/iwww.oce.gov/cdd/Foreclosure_Prevention_Insights.pdf)

* See Joint News Release, “Federal Financial Regulatory Agencies Issue Final Statement on Subprime Mortgage
Lending,” June 29, 2007. (http://www.occ.gov/ftp/release/2007-64 htm}

% See Joint News Release, “Federal Financial Regulatory Agencies and CSBS Issue Statement On Loss Mitigation
Strategies for Servicers of Residential Mortgages,” September 4, 2007. (http://www.occ.gov/ftp/release/2007-
91.htm)
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In 2008, the OCC reiterated the guidance to national banks to work with troubled
borrowers to meet the needs of creditworthy borrowers and their communities,*® and most
recently joined other federal regulators to once again encourage mortgage servicers to work with
existing borrowers to avoid preventable foreclosures, which can be costly to both the institutions

and to the communitics they serve, and to mitigate other potential mortgage-related losses.””

CONCLUSION

In conclusion, more needs to be done on foreclosure prevention and to ensure sustainable
mortgage credit. The OCC supports the Homeowner Affordability and Stability Plan, and we
will continue to encourage national bank servicers to work with troubled borrowers and to
develop and implement effective—affordable and sustainable-—loan modification programs that
prevent avoidable foreclosures. In addition, we will continue to refine our mortgage metrics and
collect additional data to help us, as well as policy makers and the public, to better assess the
effectiveness of loan modifications implemented by federally regulated institutions. You can
expect to see additional information on modification performance in our next Mortgage Metrics

Report due out in March.

3% See OCC News Release, “Comptroller Dugan Urges Action to Help Communities Suffering from Effects of
Mortgage Foreclosure Crisis,” February 12, 2008. (http://www.occ.gov/fip/release/2008-14.htm)

*7 See Joint News Release, “Interagency Statement on Meeting the Needs of Creditworthy Borrowers,” November
12, 2008.
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I. Introduction

Good afternoon, Chairwoman Waters, Ranking Member Capito and Members of
the Subcommittee. Thank you for the opportunity to offer testimony on behalf of the
Office of Thrift Supervision (OTS) on loan modifications and what strategies will work
best to keep more Americans in their homes. The importance of the topic of this hearing
is hard to overemphasize. Turning back the tide of home foreclosures is an essential
element in combating the economic crisis confronting this nation and much of the rest of
the world. Foreclosed homes spell tragedy for the uprooted American families, harm
neighborhoods by driving down property values and add downward pressure to already
depressed home values.

Although about 92 percent of all home mortgages in this country are being repaid
on time, the remaining eight percent that are delinquent or in foreclosure represent a
historically high number and a contagion in our economic system.

In my testimony today I will discuss interagency guidance by the federal bank
regulatory agencies on helping troubled borrowers and encouraging mortgage servicers to
take action to preserve homeownership. I will also explain the details of a foreclosure
prevention plan that the OTS developed a year ago to provide incentives for avoiding
foreclosures among homeowners who are “underwater,” owing more on their mortgages
that their homes are worth. Lastly, I will describe in some detail the work by the OTS
and the Office of the Comptroller of the Currency (OCC) to produce detailed reports that
provide validated, loan-level data on loan modifications and other foreclosure-prevention

-2-
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measures among about 60 percent of all outstanding mortgages in the nation. These
reports provide valuable insight into how well foreclosure prevention efforts are working
and what strategies offer the greatest promise for providing sustainable solutions over the
long term.

The OTS has had a long standing commitment to affordable and sustainable
mortgage modification efforts and has repeatedly encouraged its institutions to work
constructively with their troubled borrowers. After proposing its OTS Foreclosure
Prevention Proposal a year ago, agency leaders have been testifying on Capitol Hill about
foreclosure prevention alternatives, discussing approaches with industry trade groups and
working with other bank regulators to help keep American families in their homes.

Just last week, Director Reich urged OTS-regulated institutions to suspend
foreclosures on owner-occupied homes until the Administration’s Financial Stability Plan
"home loan modification program" is finalized. As he stated, “OTS-regulated institutions
would be supporting the national imperative to combat the economic crisis by suspending
foreclosures until the new Plan takes hold.”

The Plan unveiled by President Obama last Wednesday commits $75 billion to
prevent avoidable foreclosures by reducing monthly payments for homeowners. OTS
officials participated in the interagency effort led by the Treasury Department to develop
the Plan and we look forward to continuing to participate in interagency initiatives to
address this national dilemma.

IL Background and History

OTS’s efforts to encourage servicers to work with troubled borrowers are not
recent. For example, in April 2007, OTS and the other Federal banking regulators issued
a statement that encouraged financial institutions to work with homeowners who are
unable to make mortgage payments. Because prudent workout arrangements consistent
with safe and sound lending practices are generally in the long-term best interest of both
the financial institution and the borrower, institutions were assured that they would not
face regulatory penalties if they pursued reasonable workout arrangements with
borrowers.

The statement advised borrowers who are unable to make their mortgage
payments to contact their lender or servicer as soon as possible to discuss available
options. The advice remains sound today, although we have refined our notion of what a
constructive workout arrangement looks like. Examples of constructive workout
arrangements included modifying loan terms. and/or moving borrowers from variable-
rate loans to fixed-rate loans.

In the summer of 2007, OTS coordinated with the FDIC to convene several
meetings with servicers to better understand the issues they faced. The servicers
identified several stumbling blocks they had already encountered, including the direct
expense of loan modifications, unresponsive borrowers, the requirement to maximize
value to the servicing trust, and legal and accounting impediments in servicing
agreements associated with securitized loans.

-3
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In September 2007, the OTS joined the other Federal banking regulators and the
Conference of State Bank Supervisors in issuing a statement “encouraging federally
regulated financial institutions and state-supervised entities that service securitized
residential mortgages to review to determine the full extent of their authority under
pooling and servicing agreements to identify borrowers at risk of default and pursue
appropriate loss mitigation strategies designed to preserve homeownership.”

The statement noted that many subprime and other mortgage loans had been
transferred into securitization trusts governed by pooling and servicing agreements. The
agreements could allow servicers to contact borrowers at risk of default, assess whether
default was reasonably foreseeable and, if so, apply loss mitigation strategies to achieve
sustainable mortgage obligations. Servicers could have the flexibility to contact
borrowers in advance of loan resets.

As the August 2007 statement said, appropriate loss mitigation strategies could
include loan modifications, conversion of an adjustable rate mortgage into a fixed rate,
deferral of payments, or extending amortization. In addition, institutions were asked to
consider referring appropriate borrowers to qualified homeownership counseling services
to work with all parties to avoid unnecessary foreclosures.

Finally, bank and thrift programs that transition low- or moderate-income
homeowners from higher-cost loans to lower-cost loans have long been able to receive
favorable consideration under the Community Reinvestment Act (CRA), provided the
loans are made in a safe and sound manner. Building on this principle, the OTS joined
with other regulators to issue expanded CRA guidarice in January 2009. These
“questions and answers” encourage financial institutions to participate in foreclosure
prevention programs that have the objective of providing affordable, sustainable, long-
term loan restructurings or modifications for homeowners who are facing foreclosure on
their primary residences.

HI. Developing Standardized Reporting Templates

In March of 2008, OTS issued a statement that encouraged its regulated mortgage
servicers to use a standard template developed by HOPE NOW to report information on
modifications of subprime adjustable rate mortgage loans.

In a memorandum to Chief Executive Officers of OTS-regulated thrift
institutions, the agency pointed out that the use of a standard template would support
monitoring of foreclosure prevention efforts and provide transparency for investors in
loan securitization trusts.

IV. OTS Mortgage Metrics Report

In support of this effort, the OTS worked closely with the OCC to design a
standardized reporting template that included more that 60 data fields for each loan. The
result of this initiative was the publication of the first OTS Mortgage Metrics Report in
July 2008.



104

The report was based on a data collection process that covered 64 data elements
for cach of the 11.4 million first-lien residential mortgages held or serviced for the period
January 2008 through March 2008 by the five largest OTS servicers. This was the first
report to gather and analyze standardized information of this scale and detail on mortgage
delinquencies, loss mitigation actions, and foreclosures. OTS used a data vendor to
aggregate, validate, store and generate reports, but retained ownership and control of the
data. OTS used the same standard data elements and definitions as the OCC and the
Hope Now Alliance to promote standard data collection and analytic consistency across
the mortgage industry.

V. Joint Report with OCC

The second Mortgage Metrics Report was a joint report by the OCC and the OTS.
By joining together, the agencies presented a more comprehensive picture of mortgage
performance, loss mitigation and foreclosures among federally regulated banks and
thrifts.

The combined report reflects the activities of many of the industry’s largest
mortgage servicers, and incorporates information on all types of mortgages serviced, not
just subprime. The report presents loan-level data on each of the 34.7 million loans in
this portfolio. Because we have access to the individual loans, the results we report are
not based on estimates or on inferences from surveys, but rather reflect the servicers’
actual experience.

The decision to issue a joint report also extends the effort of creating a common
reporting framework by using standardized reporting terms and data elements. In
particular, the report uses standard definitions for prime, Alt-A, and subprime mortgages,
relying on credit score ranges that are common across the industry. A common reporting
framework allows for better comparison across the industry and over time.

The agencies collected data from the nine national banks and the five savings
associations with the largest mortgage servicing portfolios. At the end of June 2008, the
first-lien mortgage loans serviced by these institutions totaled more than $6.1 trillion in
principal balances. The combined servicing portfolio constituted more than 90 percent of
all mortgages serviced by national banks and thrifts, and approximately 60 percent of all
mortgages outstanding in the United States. Approximately 88 percent of the mortgages
in the total servicing portfolio were held by third parties via securitization by
government-sponsored enterprises and other financial institutions.

Key findings of the second quarter joint report include:

e New loan modifications increased by more than 80 percent from January 2008 to
June 2008 and increased by 56 percent from the first quarter to the second quarter.
By comparison, new payment plans grew only 8§ percent from January to June
2008 and increased more than 2.7 percent from the first quarter to the second
quarter. (A payment plan is a short- to medium-term change in scheduled terms
and payments, while a loan modification is a permanent change in the contractual
elements of the mortgage, such as the interest rate or other loan terms.)
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As a result, the mix of loss mitigation shifted toward loan modifications from the
first quarter to the second quarter with the share of loan modifications increasing
from 34.5 percent to 44.5 percent.

First Quarter Total Second Quarter Total
Loan modifications 71,883 112,353
Payment plans 136,367 140,155
Loss mitigation actions 208.250 252,508

There were increases in early stage delinquencies (30-39 days past due) and
seriously delinquent mortgages, defined as mortgages that are 60 or more days
past due plus loans to bankrupt borrowers who are 30 or more days past due.

Foreclosures in process also increased in the second quarter from 1.40 percent (or
about 483,000) in the first quarter to 1.60 percent (or about 556,000).

New loss mitigation actions increased more quickly than new foreclosures during
the second quarter.

Overall, new loss mitigation actions relative to new foreclosures averaged more
than 87 percent during the second quarter, about 12 percentage points higher than
the first quarter (from 75.68 percent to 87.45 percent).

Total new loss mitigation actions (loan modifications and payment plans) totaled
252,508 during the second guarter, an increase of more than 21 percent over the
first quarter. Total monthly loss mitigation actions reached more than 90,000 in
June.
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New Loss Mitigation Actions Relative to New Foreclosures

The following data show new loss mitigation actions as a percentage of
foreclosures initiated during the month. For any given risk category, a percentage
exceeding 100 percent means there were more new loss mitigation actions than new
foreclosures during the month. New loss mitigation actions increased faster than new
foreclosures during the second quarter. Overall, new loss mitigation actions relative to
new foreclosures averaged more than 87 percent during the second quarter, about 12
percentage points higher than the first quarter. Subprime mortgages consistently had the
highest percentage of new loss mitigation actions to new foreclosures, well above 100
percent throughout the period.

Prime mortgages consistently had the lowest percentage, averaging 43 percent
over the last three months of the reporting period. (These findings are illustrated in the
following charts.)

New foreclosures consist of all mortgages on which servicers commenced formal
foreclosure proceedings during the month (e.g., public notice, judicial filing). New
foreclosures do not always result in a foreclosure sale or loss of the borrowers™ homes
because banks simultaneously pursue other mitigation strategies, or borrowers take action
to return their mortgages to a current and performing status.

Kew Loss Mitigation Actions
{% of new foreciosures}

180%
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The second quarter data showed that servicers were increasingly using loan
modifications relative to payment plans as well as engaging in more loss mitigation
activity, especially as measured relative to new foreclosures initiated.
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V1. Third Quarter Mortgage Metrics Report

The joint third quarter report on mortgage performance showed continued
increases in delinquencies and foreclosures in process. The key results include:

« Delinquencies, foreclosures in process. and other actions leading to home forfeiture
continued to rise.

+ Loan modifications continued to grow more quickly than other loss mitigation
strategies, as banks and thrifts worked with borrowers to keep them in their homes
while minimizing losses. The number of new loan modifications increased 16
percent in the third quarter to more than 133,000.

» For the first time, this report included re-default rates on modified loans. The number
of loans modified in the first quarter that were 30 or more days delinquent was more
than 37 percent after three months and more than 55 percent after six months. The
number of loans modified in the first quarter that were 60 or more days delinquent
was more than 19 percent at three months and nearly 37 percent after six months.

o The number of delinquent loans increased during the third quarter across all loan
categories—prime, Alt-A, and subprime. More than nine out of 10 mortgages
remained current, but the percentage of current and performing mortgages fell from
93.33 percent at the end of the first quarter to 91.47 percent at the end of the third
quarter.

e Banks and thrifts continued to work with borrowers to mitigate losses and help
borrowers retain their homes. The number of newly initiated home retention
actions—loan modifications and payment plans—increased by 13 percent from the
second quarter to the third quarter.

» Loans held on the books of servicing banks and thrifts had the lowest re-default rates
at 35.06 percent after three months, and 50.86 percent after six months, compared
with loans serviced on behaif of third parties. The lower re-default rate for loans held
by servicers may suggest that there is greater flexibility to modify loans in more
sustainable ways when loans are held on a servicer's own books than when loans have
been sold to third parties.

VIIL Fourth Quarter Mortgage Metrics Report

For the fourth quarter report, scheduled for release in March, the OCC and the
OTS have expanded the scope of the mortgage performance data gathered from national
banks and thrifts to include additional information on the affordability and sustainability
of loan modifications.

The additional data will show how loan modifications changed the total amount of
borrowers’ monthly principal and interest payments in 2008. The fourth quarter report
will review categories of loan modifications that:

» Increased borrowers” monthly principal and interest payments.
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» Brought no change to payments.
» Reduced payments by 10 percent or less.
* Reduced payments by more than 10 percent.

Importantly, for loans modified in the first and second quarters of 2008, the report
will show the percentage of modifications in each of the four categories that are 60 or
more days past due at six months after modification. This will help gauge the
effectiveness of the four categories of changes in monthly payments in making mortgages
more sustainable and in keeping borrowers in their homes.

Future reports covering all of 2008 and subsequent periods will also show trends
in the types of modifications undertaken by loan servicers.

VIIL Summary of Results

Our experiences with servicers, our data collection efforts, industry analyses,
academic research, and internal analyses suggest the following:

¢ Incenting the servicer and borrower to make affordable, sustainable
modifications, as measured by prompt payments over time, serves a useful
purpose to propetly align behavior.

¢ The significant difference in performance between bank-owned modified loans
and those serviced for others suggests certain impediments exist (legal,
accounting) in securitization structures that inhibit successful loan modifications.

¢ Loan modifications are costly for the servicer. We believe that providing
additional incentives to servicers for loan modifications will likely result in more
modifications.

s Analyses by Merrill Lynch, Amherst Holdings, Fitch, and others suggest that
three major factors affect the performance of loan modifications:

o A decrease in the monthly payment. Larger decreases are associated with
lower post-modification delinquencies.

o The extent to which the borrower is underwater (owes more than the home
is worth) after the loan modification. Borrowers who are still underwater
after a loan modification are more prone to delinquencies.

o The length of time the borrower has been in the home. In general, the
longer the borrower has been in the home, the more likely the modified
mortgage will perform.

IX. Evaluation Framework

Successful modification plans avoid unnecessary foreclosures by making changes
that address affordability issues within the framework of aligning appropriate short and
long-term incentives.
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With these objectives in mind, almost a year ago, Senior Deputy Director Scott
Polakoff testified before the Senate Banking Committee concerning a proposed expedited
loan modification effort that addressed the three most important aspects of successful
loan modification program: an expedited process, an affordable monthly payment and an
approach to dealing with “underwater’” mortgages, in which the borrower owes more than
the current market value of the home. :

The proposal based its analysis of “affordable”™ monthly payment on sound
underwriting criteria that assessed the borrower’s capacity to meet mortgage obligations
based on a principal deferral of the present mortgage, if warranted by a current appraisal,
and monthly payments lowered by a below-market interest rate (such as 4.5 percent) on a
30-year, fixed-rate mortgage. Borrowers that qualified under the new principal, term and
rate would be offered such a loan. Thus, the extent of the loan modification would be
based both on market factors and the borrower’s income.

To address underwater mortgages, the loan would be refinanced at the current
market value of the property into a new Federal Housing Administration (FHA) insured
loan. A key aspect of the OTS proposal was that the original loan holder would receive a
negative equity interest (as a non-interest bearing second position claim) equal to the
amount of the discount between a new FHA loan and the unpaid balance on the original
mortgage. However, this amount could be reduced by a designated percentage, e.g., 15
percent, paid to the borrower upon sale to maintain borrower incentives to preserve the
property and maximize its value at sale. The negative equity interest also could be
adjusted to provide for a designated percentage to be paid out to an existing second
mortgage loan holder to recognize the write-off necessary to permit the FHA refinancing
to proceed.

Upon a later sale of the property by the borrower, any appreciation in the value of
the property (reflected in the sale price) above the discounted payout (i.e.. the amount
paid to the original loan holder with the proceeds of the FHA loan) would be payable to
the holder of the negative equity interest up to the full amount of that interest (less any
prior second mortgage holder allocation and/or borrower offset to preserve the value of
the property), with any sale proceeds beyond the amount of the negative equity interest
accruing to the borrower.

The OTS Plan provided a market-driven solution that would not “bail out”
investors or borrowers. It would allow qualifying borrowers to avoid foreclosure and
stay in their homes; it would allow lenders to underwrite mortgages based on acceptable
“loan to value” ratios while utilizing current appraised values; and it would allow
servicers to maximize proceeds for the securitization.

The plan would provide an incentive for the original loan holders (including the
opportunity for participation by existing second lien holders) and the borrowers to
participate in the program. The plan would also avoid a windfall to borrowers by
requiring any appreciation in a subsequent sale to be paid to holders of the negative
equity interest up to the amount of the discount that the original loan holders took when
the original loan was modified (again, less any allowance to a prior second lien holder

-10-
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and any borrower incentive to maintain and maximize the value of the property). And the
plan would rely on an existing framework ~ including FHA-insurance — for addressing
problem loans in securitizations. Finally, the OTS Plan would create a potentially
marketable financial instrument in the negative equity interest.

X. Conclusion

As mentioned earlier, the OTS has been participating in the interagency effort led
by the Treasury Department to develop the Financial Stability Plan's “home loan
modification program.” We are continuing these efforts as the interagency group works
out the details of the modification plan scheduled to be announced in early March.

Some of the issues and solutions we have identified are being addressed, such as
providing incentives to servicers and borrowers to make modifications and keep
payments current. Others, such as how to standardize the terms of loan modification,
remain unsettled. Still others, such as the legal and other impediments to modifying
loans in a securitization structure, have yet to be addressed.

We continue to encourage our financial institutions to work with homeowners
who are unable to make mortgage payments in a prudent way. We believe that prudent
workout arrangements that are consistent with safe and sound lending practices are
generally in the long-term best interest of both the financial institution and the borrower.
We remain committed to continuing to focus on these problems in the weeks and months
ahead and we look forward to continued cooperation with our fellow regulators,
Members of Congress and others in this important endeavor.
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Good afternoon, Madame Chair, Ranking Member Capito and subcommittee members. I am
Michael Gross, Bank of America’s Managing Director of Loan Administration Loss Mitigation.
Thank you for the opportunity to appear again to update you on the efforts of Bank of America to
help families prevent avoidable foreclosures and stay in their homes. As the country’s leading
mortgage lender and servicer, Bank of America understands and fully appreciates its role in
helping borrowers through these difficult economic times. We are committed to being a
responsible lender and servicer and facilitating home ownership and retention. We want to
ensure that any borrower who has sufficient income and the intent to maintain homeownership
has the ability to do so using any and all tools we have available.

Support for the President’s Foreclosure Relief Efforts

Bank of America applands the Obama Administration's Homeowner Affordability and Stability
Pian’s focus on assisting financially distressed homeowners with their mortgage payments
through their refinancing and loan modification program. Ken Lewis, our Chairman, has
assessed the plan as very thoughtfully constructed and believes it has a very good chance to
make a significant and positive impact. We strongly support the Administration's focus on
affordability in the loan modification and refinance processes in order to achieve long-term
mortgage sustainability for homeowners. Bank of America recently announced a moratorium on
foreclosure sales that is in effect until guidelines for implementing the Homeowner Affordability
and Stability Plan are released. Bank of America’s foreclosure sales moratorivm includes first
tien owner-occupied mortgage loans owned and serviced by Bank of America, Countrywide and
subsidiaries of Merrill Lynch, as well as those owned by investors who have agreed to the terms
of the moratorium, Simply put, we want to have every opportunity to help homeowners who can
be assisted by these new initiatives.

The Administration’s focus on affordability and sustainability is consistent with the approach we
have successfully developed with our customers, which has led to more than 230,000 loan
modifications for our customers in 2008, and another 39,000 customers in January 2009 alone.
In 2008, Bank of America committed to offer loan modifications to as many as 630,000
customers over the next three years to help them stay in their homes, representing more than
$100 billion in mortgage financing. We appreciate the opportunity to work with the
Administration in developing guidelines for the uniform implementation of its modification and
refinance initiatives to ensure success of the Homeowner Affordability and Stability Plan.

Bank of America is “Open for Business”

1 also want to provide a brief update on our mortgage business. We understand that the focus of
this hearing is on loan modifications, but we strongly believe that long-term recovery in the
economy and housing markets relies upon lenders responsibly and effectively providing loans to
creditworthy borrowers. To that end, we are making great progress toward fully integrating
Countrywide Financial Corporation inte Bank of America. In April we will unveil “Bank of
America Home Loans,” which will bring together the Bank of America and Countrywide
mortgage products and brands under the Bank of America banner and standards. Bank of
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America Home Loans brand will confinm our longstanding pledge to all of our customers and
associates that we will only offer helpful, understandable and affordable mortgage products. We
have a simple, compelling brand promise: to be a responsible lender, and to help our customers
achieve successful, sustainable homeownership.

We understand the leadership role we play in stimulating the country’s economic activity. We
are in fact making new mortgage loans available to eligible customers for buying homes and
refinancing their current mortgage loans, as evidenced by the following:
o In the fourth quarter of 2008, we originated more than $60 billion in new loans for
consumers, including $45 billion in mortgages and $5 billion in home equity.
»  Aspart of this activity in the fourth quarter of 2008, we originated more than $11 billion
in mortgages for more than 77,000 low-to-moderate income borrowers.
s In January 2009, we produced $21.9 billion in mortgages, including $6.3 billion in home
purchase originations and $15.6 billion in refinance transactions.

In addition to being Ametica’s largest home lender in 2008, Bank of America is one of the
natton’s largest financial institutions. With over 6,100 banking centers, 59 million consumer
households and over $800 billion in deposits, Bank of America has the strength and stability to
continue helping people realize and maintain their dream of homeownership. We also are now
routinely publishing public updates on our lending volumes at:

www . bankofamerica.conyprogress.

Bank of America’s National Homeownership Retention Program

Bank of America is leading the mortgage industry out of today’s challenging economic
environment. We know that many consumers are experiencing financial hardships, but they
ultimately have the ability and wﬂlmgness to repay their loans. We are hard at work helping
them do just that.

Since I last appeared before Congress, Bank of America launched the National Homeownership
Retention Program. The ambitious new program was announced on October 6, 2008 and was
developed together with several state Attorneys General. Today Attorneys General from more
than 30 states have joined in the program. It is designed to achieve affordable and sustainable
mortgage payments for borrowers who financed their homes with subprime loans or payoption
adjustable rate mortgages serviced by Countrywide and originated by Countrywide prior to
December 31, 2007. Our home retention division of nearly 6000 professionals began serving
eligible borrowers on December 1, 2008.

The centerpiece of the program is a streamlined loan modification process designed to provide
relief to eligible subprime and pay option ARM customers who are serjously delinquent or at risk
of imminent default as a result of loan features such as rate resets or payment recasts. The
program’s goal is the same as that of President Obama’s Homeowner Affordablility and Stability
Plan: to reduce monthly mortgage payments to affordable and sustainable levels. We are
targeting first-year payments of principal, interest, taxes and insurance to equate to 34 percent of
the borrower’s income. Modification options for qualified homeowners include:

3
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» Unsclicited streamlined interest rate reductions to the introductory rate for five years
for borrowers facing inferest rate resets or payment recasts;

e Interest rate reductions to as low as 2.5% for qualified borrowers making fully
amortized payments;

¢ Ten-year interest-only periods with interest rate reductions to as low as 3.5% for
interest only payments;

» Gradual step-rate interest rate adjustments to ensure annual principal and interest
payments increase at levels with minimal risk of payment shock, subject to interest
rate caps; : . ' .

¢ Elimination of the negative amortization provision in payoption ARM loans; and

e Principal write-downs on certain payoption ARM:s that restore lost equity for certain
borrowers.

Our program applies to eligible mortgage loan customers serviced by Countrywide who occupy
their home as their primary residence. Under the program, Countrywide does not charge eligible
borrowers loan modification fees, it waives late fees associated with the borrower’s present
default, and it waives prepayment penalties for subprime and payoption ARM loans originated
between 2004 and 2007 that it or its affiliates own. Loan modifications are made in full
compliance with investor servicing contracts and, where servicing contracts limit modification,
Countrywide seeks consent from investors, rating agencies, and mortgage insurers.

Bank of America’s Home Retention Operations

1 also would like to update the Subcommittee on additional progress we have made to date on
our home retention operations beyond the Countrywide loan portfolio. We have added more
staff and improved the experience, quality and training of the professionals dedicated to home
retention. Since early last year, as the housing and credit markets have struggled, the combined
home retention staff for Bank of America and Countrywide has more than doubled, to nearly
6000. We will continue to increase home retention staffing levels to ensure that we are
responsive to our customers.

At the core of our combined operations are the substantial commitments we made to engage in
aggressive home retention efforts to help customers avoid foreclosures and remain in their
homes. In addition to the new loan modification program for Countrywide subprime and
payoption ARM borrowers I described earlier, Bank of America is devoting significant resources
to modifying and working out loans of all types for its customers who are facing default and
possible foreclosure. We are tailoring our workout strategies to a customer’s particular
circumstance by using a range of home retention options to assist those who are struggling to
make their monthly loan payments, such as:

o Formal and informal workout ‘arrangements, repayment plans and forebearance
agreements that allow customers additional time to bring their loans current;

s Loan modifications that may significantly reduce interest rates, extend maturity dates or
otherwise modify loan terms, including the new Streamlined Modification Program
created jointly by Fannie Mae, Freddie Mac, FHFA, Department of Treasury, and the
Hope Now Alliance;
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e Partial claims that involve unsecured, no-interest or low-interest loans to customers to
cure payment defaults; and

o Targeted strategies for customers facing interest rate zesets that include automatic rate
reductions for up to five years

Bank of America begins evaluating and working on these options to assist at-risk borrowers as
soon as we become aware they are having difficulty making mortgage payments. We also
continue to educate customers about the options available to them and the workout solutions they
may be able to employ to stay in their homes.

The qualifications for a loan modification depend on whether the loan is owned by an investor
and the terms of a particular Pooling and Servicing Agreement (PSA). Generally, we have more
flexibility with loans directly held by the bank, With these loans we do not have to wait until
someone is 60 or 90 days delinquent. The loans we service on behalf of investors, including the
GSEs, are subject to PSAs. In some instances there is flexibility to consider loan medifications
early in a borrower’s state of delinquency, but some PSAs have very strict limits. It is important
to note that even where we have flexibility for early intervention, a distressed borrower still must
meet basic ability to repay requirements. We were pleased to see that the Presidents new
foreclosure assistance initiative will provide further gmdance and suppoxt for earlier intervention
with borrowers in financial hardshlp .

Key to successful loss mitigation initiatives undertaken by national servicers such as Bank of
America are our partnerships with financial counseling advocates and community based
organizations such as Hope Now, NeighborWorks, NACA and the Homeownership Preservation
Foundation. Given the impact national and local nonprofits have had in reaching and assisting
families, Bank of America also is collaborating with the National Urban League, National
Council of La Raza and National Coalition of Asian Pacific American Community Development
to address the disproportionately high foreclosure rates among minority communities. As part of
this, Bank of America made a $2.5 million grant. In March we will kick off this national effort,
beginning with a home rescue fair in Chicago, followed by fairs and outreach in cities across the
US throughout 2009 and 2010, including Los Angeles. We are also actively engaged in
foreclosure prevention outreach programs with both governmental and community organizations
around the country. We will continue to work with investors, insurers, the government-sponsored
enterprises (GSEs), HUD and VA, regulators and community partners to further identify ways to
improve our ability to reach customers with affordable home retention solutions.
As we have learned through experience, early and open communication with customers is the
most critical step in helping prevent foreclosures. In 2008, we participated in more than 350
home retention outreach events across the country, including foreclosure prevention and “train
the trainer” events. We are proactively reaching out to customers by:
e Making more than 10 attempts per month to contact delinquent homeowners
through phone, mail and other means. ' )
s Seeking to contact customers through outbound calls, including nearly 12 million
outbound calls in January. These outbound calls resulted in approximately 1
million conversations with at risk homeowners in January.
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e Mailing, on average, 700,000 personalized letters and cards each month that offer
customers the choice to contact Bank of America, a HUD-approved housing
agency, or a nonprofit housing organization.

e Sending company workout counselors to branch offices and events all over the
nation to meet directly with homeowners who need assistance,

In general, the costs for a loan modification are lower than the costs of the full foreclosure
process. However, there are several variables that influence costs for each scenario, including
state foreclosure law requirements, authority under Pooling and Servicing Agreements, and the
complexity of the loan modification. Among the significant costs that servicers incur for loan
modification are personnel and information technology. We believe the President’s inclusion of
financial support to servicers for loan modifications generally will be helpful for servicers as
they strive to pursue every loan modification contemplated by the plan. Once a loan is
successfully modified there are no unique or specific challenges for servicing that loan.

Bank of America’s Home Retention Results

In 2008, our Home Retention Division completed over 230,000 loan modifications, a 198%
increase over 2007. I would emphasize here that these are workouts in which the customer
enters into a plan to keep their homes. It does not include deeds in lieu of foreclosures or short
sales.

In addition to sharply increasing the pace of workouts, we have also become more aggressive in
the types of workout plans completed. Loan modifications are now the predominant form of
workout assistance. In 2008, loan modifications accounted for approximately 75% of all home
retention plans. Of these loans, interest rate modifications accounted for approximately80% of
all the loan modifications. This past January, loan modifications accounted for approximately
87% of all home retention plans. Of these loans, interest rate modifications accounted for 88%
of all the loan modifications. Importantly, the vast majority of these rate relief modifications
have durations of at least 5 years. '

In a significant majority of our loan modifications over the last year, the monthly principal and
interest payment level has stayed the same or decreased. In some instances, the best solution for
a customer with an ARM is simply to freeze the interest rate at the current lower level. For
others, the amount of the decrease depends on factors such as the financial situation of a
customer and the amount of flexibility we have to modify the loan under any applicable Pooling
and Servicing Agreements. In those situations where a monthly payment may have increased it is
usually the result of needing to structure the repayruent of delinquent amounts and overdue taxes
payments.

The Subcommittec also asked that we address redefault rates. Upfront it is important to
emphasize that continued economic decline is driving changes in borrower income and that, in
turn, is & major contributor to redefault. The purpose of modifications is to assist borrowers from
losing their home to foreclosure. In this regard we measure redefault in terms of borrowers who
have, since modification, fallen victim to foreclosure or have returned to a state where we have

6
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initiated foreclosure proceedings once again. By this measure, we believe that 25-40% of our
modifications have redefaulted. Certainly many of our customers who have obtained
modifications continue to struggle, Some are seriously delinquent once again (60 days delinguent
or even 90 days delinguent). These are very volatile times and economic and unemployment
uncertainty are placing increased stress on all borrowerts, including those with recent
modifications. Try as we might to find the appropriate long-term solution for distressed
borrowers it is impossible to measure the true definition of success or failure in this environment.
The way we look at i, these efforts will allow more people to stay in their home than not, so it is
a positive.

Recommendations for Expanding Loan Modifications

1 would like to highlight a few continuing impediments to loan modifications for the
Subcommittee’s consideration. Importantly, I must note that despite our best efforts, it is
changed circumstances of the borrower, such as unemployment, divoree, illness or dissatisfaction
with the property that may make a loan modification unattainable. As a baseline, we can only
modify loans where the borrower has the ability and willingness to repay. Our studies show that
such “unresolvable” borrower issues represent the largest impediment to modifications, and this
could worsen without economic growth and housing market stability.

Bank of America today services approximately 15 million loans. Some of these loans are held
for investment in our own portfolio, but others are serviced on behalf of investors, including
GSEs (the largest category of investors), government entities (such as FHA and VA), and private
investors. The manner in which we service these loans is governed by the underlying pooling
and servicing contracts and related rules of these investors. For loans that are held for
investment, we have broad flexibility to modify the loans. For other categories, however,
investor rules and underlying servicing contracts with respect to modifications are not uniform
and may prevent us from making modifications that would benefit borrowers and investors.
Under some arrangements, for example, servicers bave express or implied authority to make loan
modifications - while under other arrangements, loan modifications are expressly disallowed.
Even within categories of investors, such as the GSEs, there is significant variation in the rules
that apply. Servicers are frequently unable to effect loan modifications because of contractual
prohibitions. ‘

Another challenge is lack of uniformity in approaches to loan modifications. Examples include
voluntary loan modification programs like ours and our peers, as well as government programs,
like the one the FDIC adopted in connection with its acquisition of IndyMac. Servicers are
employing usual and customary loan modification techniques, such as interest rate and principal
reductions or deferrals; and they are developing underwriting and other guidelines -~ frequently
imbedded in models -- to determine when and what type of loan modification is appropriate and
benefits borrowers and investors. Bank of America supports government and industry efforts to
develop greater consensus regarding these elements of loan modification programs. In the fall
we supported the announcement by the Treasury Department, Federal Housing Finance Agency,
HUD and other government entities to adopt systematic loan modification programs that will -
help drive uniformity among these entities in the approach to loan modifications. Last week’s

7
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annoucement by the President took another very important step in this direction by calling for the
creation of standardized loan modification processes by March 4, We believe that nationwide
modification standards are needed and that this is the best solution to keeping borrowers in their
homes and ensuring that borrowers receive consistent treatment regardless of who owns their
loan.

We have been working with investors and servicers to achieve these standards, and there has
been good momentum towards achieving this goal. Some of the important components for a
national standard are that: _
¢ It applies a net present value model so that we achieve the goal of assisting distressed
borrowers while at the same time retaining investor confidence that they also benefit
from these decisions;
e Jtis streamlined to maximize effectiveness but also addresses moral hazard concerns
through requirements such as verification of borrower hardship and income; and
e Itincludes a variety of modification solutions, including interest rate reductions, interest
only payment options, and principal forbearance and forgiveness,

We support proposals that would provide a guarantee for a portion of the losses if a modified
loan redefaults. We believe that such a guarantee will increase the number of loan modifications
made since this would reduce the amount of loss that the holder of a loan would absorb if there
was a redefault. The guarantee could be incorporated into a servicer’s net present value model to
increase the number of modifications that are made because it would reduce expected loss
severities for the investor. We would also support other alternatives such as subsidizing interest
rates and principal reductions as part of loan modifications.

Importantly, servicers need protection from litigation when applying modification solutions. We
would request that Treasury and the Federal Reserve support legislation currently before
Congress that would provide such a safe harbor. ’

T also want to take this opportunity to reaffirm Bank of America’s support of the Hope for
Homeowners (H4H) program contained in the Housing and Economic Recovery Act of 2008,
We believe the legislative improvements recently approved by the House Financial Services
Committee and that may be forthcoming in the Administration’s guidelines for the Homeowner
Affordability and Stability Plan will increase the viability of the program. The servicing industry
needs as many tools as possible, such as H4H, as possible to maintain homeownership.
Furthermore, we believe that legislative changes are needed to enhance the ability of servicers to
help FHA borrowers. Today, the regulations that provide loss mitigation tools for servicers to
assist FHA borrowers often impede our ability to modify these loans. While FHA offers
insurance to lenders to pay claims associated with defaulted loans, FHA cannot exceed its
statutory authority to pay loan modification costs incurred when a loan is bought out of a Ginnie
Mae pool at par, modified, dnd then repooled. In this economic environment, Congress should
arm the FHA with the tools to allow a servicer, who does not own the loan, to modify it and be
reimbursed the costs of maintaining that borrower’s full FHA insurance protection and the
opportunity for ongoing sustainable homeownership.
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Finally, we also need to ensure that lenders and servicers subject to federal regulation are not
hampered in their ability to modify previously modified loans by restrictions and limitations
imposed by the Federal Financial Institutions Examination Council ("FFIEC"). We appreciate
the federal agencies' concern with financial institutions disguising their distressed assets through
multiple modifications for defaulting borrowers. Nevertheless, the foreclosure crisis and rising
coneerns not only about consumers losing their homes but also neighborhood blight from vacant
properties call into question whether such limits on modifying previously modified loans are
justified in this environment. We believe the needs of families and communities outweigh
regulator concerns in this context, or at least warrant exceptions or new alternatives to these
FFIEC provisions. Servicers and mortgage holders must not worry that their efforts to provide
more manageable loan payments to borrowers will result in regulator criticism or penalties. We
must be able to provide whatever relief we can to homeowners who are willing and able to make
reasonable, affordable payments to maintain homes for their families. We hope to work with the
Obama Administration in addressing this issue through the forthcommg guidelines to the
Homeowner Affordability and Stability Plan, .

Conclusion

I want to thank you for the opportunity to describe our ongoing home retention efforts. We
recognize there is still much more to be done. Today’s foreclosure crisis demands expedient,
affordable loan modifications that help borrowers, within the framework of our contractual
obligations to investors. This is a critically important undertaking that must be done right if we
as a country are going to preserve the flow of mortgage credit to support sustainable
homeownership and at the same time protect communities and neighborhoods from avoidable
foreclosures. We look forward to working with Congress and the Administration to accomplish
these goals. [ would be happy to answer any questions you might have.



120

Testimony of

Steven D. Hemperly
Executive Vice President, Real Estate Default Servicing
CitiMortgage, Inc.

Before the
Committee on Financial Services

United States House of Representatives
Subcommittee on Housing and Community Opportunity

February 24, 2009



121

Chalrwoman Waters, Ranking Member Capito and Members of the Subcommittee on
Housing and Community Opportunity, thank you far the invitation to appear before you

today to discuss Citi’s loan modification efforts.

My name is Steve Hemperly and | am the Exe;utive Vice President for CitiMortgage
Real Estate Default Servicing. As a top five servicer with more than $800 billion dollars
in our loan servicing portfolio, Citi services approximately 7% of the loans in the United
States. We believe this gives us a considerable understanding of the scope and
dynamics related to the foreclosure crisis confronting the nation and the work that needs

to be done to keep borrowers in their homes.

In this enormously difficult housing market, Citi has moved aggressively to help
distressed borrowers. We have a high degree of success in keeping borrowers in their
homes when we are able to make contact with them, and they want to remain in their

homes.

Citi specifically focuses on finding long-term solutions for borrowers in need. In support
of this, a key loss mitigation tool is loan modification, A modification agreement is
typically used when the customer has a significant reduction of income that impacts his
or her ability to pay and will last past the foreseeable future. This agreement makes the
mortgage more affordabie for the customer. We have found modifications to be effective

in helping borrowers manage through difficuit times and avoid foreclosure.

Citi has a specially trained servicing unit that works with at-risk homeowners {o find
solutions short of foreclosure and tries to ensure that, wherever possible, no borrower

loses his or her home. Cili continuously evaluates each of its portfolios to identify those
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customers who can save money and reduce monthly payments, and offers them timely
loss mitigation solutions. Among other efforts, we provide free credit counseling, make
our loss mitigation staff available to borrowers or nonprofit counseling organizations

acting on behalf of borrowers, and provide work-out arrangements and other options.

In keeping with our commitment to help borrowers stay in their homes, we are
implementing the FDIC's streamlined modification program for ioans we own, where the
borrower is at least 60 days delinquent or where a long-term modification is appropriate,

even if the borrower is not yet delinquent.

In November 2008, we announced the Citi Homeowner Assistance Program for families,
particularly in areas of economic distress and sharply declining home values, whose
mortgages Citi holds. For those borrowers who rﬁay be at risk, although still current on
their mortgages, we are deploying a variety of means to help them remain current on

their mortgage and in their homes.

Citi's foreclosure prevention activities have good resolution rates for distressed
borrowers whom we are able reach; for example, for those going through the foreclosure
process with whom we are in contact, we are able to save approximately 70 percent.
However, we are not able to reach everyone, and in those circumstances, there are

limits to what we can do.

To better meet the increased needs of struggling borrowers we service, both pre and

post delinquency, and reach as many of them as possible, we have dedicated significant
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resources o our loss mitigation area. We have stepped up our loss mitigation staffing by

almost three times over last year's staffing levels, and have provided additional training

for our existing staff,

Additionally, to reiterate the commitmeni made by our Chief Executive Officer Vikram
forec?osuré moratorium on all Citi cwned first morigage loans that are the principal
residence of the customer as well as all loans Citi services where we have reached an

understanding with the investor.

The moratorium became effective February 12, 2009, and will continue until March 12,
20089, before which time we expect finalized details on President Barack Obama’s loan
modification program. Citi will not initiate any new foreclosures or complete pending

foreclosures on eligible customers during this time.

This commitment builds upon our existing foreclosure moratorium for eligible borrowers
with Citi-owned morigages who work with us in good faith to remain in their primary

residence and have sufficient income to make affordable mortgage payments.

In order for our efforts td have the broadest possible impact, Citi has also worked with
investors and owners of more than 90 percent of the mortgages we service - but do not
own — to make sure that many more qualified borrowers will also benefit from this

moratorium,
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In order for policymakers, regulators, consumers and market participants to better
understand the extent of the current situation, and our efforts to ameliorate it, we think it
is important to share what we know. To assist in this effort, for the past four quarters we
have produced and publicly released the Citi U.S. Consumer Mortgage Lending Data
and Servicing Foreclosure Prevention Efforts report. The Repont, available at
www.Citigroup.com, goes into specific detail on our originations, delinquency trends,
ARM resets, toss mitigation efforts, loan modifications, foreclosures in process, and new
foreclosures initiated. Qur soon to be released fourth quarter report will also include

detailed information on our re-default rates for the first {ime.

Our report will show that distressed borrowers serviced by Citi, who received
modifications, reinstatéments or repayment plans outnumbered those who were
foreclosed by more than six to one in the fourth quarter of 2008. The data demonstrate
that our commitment to long term é.otu‘tions is yielding results; the number of borrowers
serviced by Citi who received long term solutions, in the form of loan modifications, in
the fourth quarter of 2008 increased by approximately 51% as compared with the third

quarter of 2008,

Our re-default rates, by which we mean the percentage of borrowers who became 60+
or 90+ days past due at a given time period after their loans were modified, do not
exceed twenty-three percent for loans modified over the past year. For example, of the
loans modified in the second quarter of 2008, only 14% were 90+ days past due six

months after modification. The fact that these borrowers are delinquent does not mean
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that the result will be foreclosure, and in fact, we continue to work with these borrowers

after re-default to find long term solutions to help keep them in their homes.

In keeping with the actions | have described and our desire to do more, Madam
Chairwoman, and members of the Committee, | want to assure you that we share your
interest in helping homeowners, and we strongly support this Committee’s leadership in

foreclosure prevention and its tireless efforts to solve the housing crisis.

In closing, | want fo again emphasize Citi's commitment to keeping borrowers who we
service out of foreclosure and in their homes whenever possible. Thank you again, and |

would be pleased to answer questions.
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Chairwoman Waters, Ranking Member Capito and members of the Subcommittee, thank
you for the opportunity to testify on behalf of the Federal Housing Finance Agency
(FHFA). My name is Patrick Lawler and I am Chief Economist of FHFA.

Today, the country faces an enormous challenge to stabilize the housing market. FHFA
and the housing GSEs are actively working on foreclosure prevention to help
homeowners in trouble. This is a major component of FHFA’s four-pronged strategy to
ensure the housing GSEs fulfill their mission of providing liquidity, stability, and
affordability to the housing market. The other crucial components of this strategy are:

e Ensuring that Fannie Mae, Freddie Mac, and the Federal Home Loan
Banks support the market in a safe and sound manner, with special
emphasis on affordable housing;

o Strengthening confidence in Fannie Mae and Freddie Mac, which should
improve mortgage rates; and

* Working with the Enterprises to set best practices for the whole mortgage
market.

The housing plan outlined last Wednesday by President Obama highlighted an even more
prominent role for Fannie Mae and Freddie Mac. My testimony today will summarize
recent initiatives and activities already underway to promote effective loan modifications,
and discuss the even larger Enterprise role announced last week.

Since its inception, FHFA has provided supervision and oversight of the Enterprises’
credit risk profile and default management activities including loss mitigation programs.
During the last 24 months, that oversight heightened with the rise in defaults, serious
delinquency rates and foreclosures. During 2008, FHFA worked closely with Treasury,
HUD, the FDIC, other regulators, and the Enterprises to enhance and expand loss
mitigation activities in general, and loan modifications in particular. FHFA implemented
monthly and quarterly Foreclosure Prevention Reports to monitor and publicly disclose
the Enterprises’ efforts to assist “at risk” borrowers.
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As indicated in our Federal Property Manager reports, modifications have been rising
steadily since the beginning of 2008, In 2007, loan modifications totaled 34,603 and
averaged 2,884 per month. As of November 2008 year-to-date, monthly loan
modifications have ranged from 3,971 to 8,291 per month, and averaged 5,311. In
addition, Fannie Mae introduced the Home Saver Advance program which allowed
borrowers to reinstate their accounts with an unsecured loan on the property. As of
November 2008, Home Saver Advance loans reinstated 61,671 accounts.

Clearly, modifications can be very effective in reducing foreclosures. To maximize that
effectiveness, servicers need to be able to establish meaningful contact with the borrower.
Also, borrowers must provide information needed for the servicer to create a payment
that is affordable, and that the borrower can consistently pay over time. The likelihood of
a successful modification is increased when servicers and borrowers connect very early
on — before the account is deeply delinquent.

Since the 1980s, the Enterprises have offered loan modifications as an alternative to
foreclosure. A loan modification is simply a change to one or more of the mortgage
terms — unpaid balance, term or interest rate — that creates a more affordable payment for
the borrower. A standard loan modification requires the borrower to submit a personal
budget, hardship statement, and verification of income. The servicer pulls an updated
credit report. The borrower’s ability to pay is calculated on his or her personal
circumstances, and is based on the borrower’s residual cash-flow. The approach is
customized to the borrower’s situation, requires extensive communication, and is very
labor-intensive. In this enviromment with rapidly rising delinquencies, servicers are
challenged by the sheer volume of borrowers requesting assistance and their ability to
effectively and efficiently modify the loans. As a result, new programs have been
designed with the goal of reaching more borrowers more quickly, and making it easier
and faster to execute a loan modification.

In November, FHFA announced the “Streamlined Modification Program” (SMP) that
was rolled out in December. To date, 90,000 letters (solicitations or modification offers)
have been mailed to a targeted population of borrowers who had missed three payments.
Responses to those letters are just starting to come in. Early indications are that several
of the program guidelines should be liberalized to reach a broader population and to
create a lower, more affordable payment. This feedback was shared with the Treasury
Housing Team working on the Administration’s Homeowner Affordability and Stability
Plan.

In addition to the SMP announced in November, the Enterprises have taken many
additional steps to help avoid preventable foreclosures. They suspended foreclosures and
evictions and developed programs to protect renters living in foreclosed properties. They
are pulling loan files for a second look before foreclosures, and they are working with
credit and housing counselors.
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Historically, under individually customized modifications, re-default rates have ranged
around 25 — 30 percent. Because the SMP was just recently rolled out, there are no data
to calculate re-default rates. It’s important to note that when calculating and analyzing
re-default rates, common definitions are required. There is much debate within the
industry as to what those definitions are, how re-default rates should be measured and
over what timeframes.

Private Label Securities (PLS)

As conservator of the Enterprises, FHFA has not only taken strong action to ensure the
maximum effort by the Enterprises to modify loans to prevent foreclosures, but also has
taken a leading role in efforts to address the foreclosure crisis in the private-label
securities market. While Fannie Mae and Freddie Mac own or guarantee almost 31
million mortgages, about 56 percent of all single-family mortgages, the mortgages they
own or guarantee represent just 19 percent of serious delinquencies. Private-label
mortgage-backed securities (PLS) represent 16 percent of all outstanding mortgages but
more than 62 percent of the serious delinquencies.

If we are going to stabilize the housing market, we must address that 62 percent. FHFA
believes Fannie Mae and Freddie Mac must be leaders in improving, promoting, and
enforcing industry standards and best practices for all mortgages.

The GSEs own the largest position of originally AAA-rated private-label residential and
commercial mortgage-backed securities. Currently, Fannie Mae, Freddie Mac, and the 12
Federal Home Loan Banks own $2535 billion unpaid principal balance in private-label
residential mortgage-backed securities or 14 percent of single-family PLS oufstanding.
Fannie Mae and Freddie Mac have wrapped an additional $13 billion unpaid principal
balance of such securities, which they now guarantee for third-party investors. Subprime
and Alt-A mortgages constitute the overwhelming majority of mortgagés backing these
securities for Fannie and Freddie. The Federal Home Loan Banks have very little
subprime but a substantial investment in Alt-A securities.

We have heard for almost two years that it is hard to modify PLS because of the
constraining trust and pooling and servicing agreements. In December, FHFA convened a
meeting with the major trustees and a group of high touch, independent servicers.
Director Lockhart has met with American Securitization Forum representatives and
private-label MBS servicers, investors, and trustees to strongly encourage rapid adoption
of SMP as the industry standard. In light of the GSEs’ large exposure to mortgages in
private label MBS, on November 24, 2008, the Director sent to private-label securities
servicers and trustees a letter urging their prompt action to support SMP. We have
subsequently encouraged the Corporate Trust Committee of the American Bankers
Association in the development of its letter encouraging all servicers to consider and
pursue appropriate modifications in a proactive and timely manner, and providing
information on how to best work within PLS pooling and servicing agreements. I am
pleased to say that the Corporate Trustee Committee recently released a letter doing just
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that. We and the Enterprises are working with independent mortgage servicers to help
them in their efforts to obtain financing of the advances they are required to make to PLS
trusts. .

FHFA began in September a Foreclosure Prevention Report, which is a transparent
review of key performance data on foreclosure prevention efforts. These monthly and
quarterly reports present data from more than 3,000 approved servicers on 30.7 million
first-lien residential mortgages serviced on behalf of Fannic Mae and Freddie Mac, of
which 84 percent are prime. The just released November report showed that for the first
full two months of conservatorship, October and November, the number of loan
modifications increased 50 percent from the previous two months.

FHFA understands the nation’s deep concern over the personal hardships of the
foreclosure crisis. We maintain that significant loan modifications are the best way to
help both the people involved and the economy in the long run. Any legislative changes
to existing bankruptcy laws should be approached in as careful and considered way as
possible to avoid unintended consequences for individuals and for weakened financial
nstitutions. We must do everything we can to give homeowners incentive to achieve an
affordable mortgage payment through loan modifications rather than endure the hardships
of bankruptcy.

Modification Costs and Process Improvements

The Committee asked about costs of modifications — to the servicer, the investor, and the
GSEs and about how the modification process can be improved.

In the absence of any loss mitigation strategy, the delinquency and ultimate foreclosure
on a residential property imposes substantial costs on all stakeholders. The borrowers
end up with ruined credit records and the loss of their homes. The servicer absorbs the
up-front responsibility of covering missed payments and the operational expenses of
trying to work with the borrower. - The investor ultimately absorbs the foregone
paymernts, the process costs of the foreclosure, and the difference between the mortgage
balance and the net realized value upon sale of the house. If the mortgage is in a MBS
guaranteed by Fannie Mae or Freddie Mac, the Enterprise absorbs these losses instead of
the investor as do private mortgage insurers and bond insurers, where applicable.

As the total costs of foreclosure can be sizeable in relation to the mortgage balance,
servicers often will pursue less costly outcomes, ranging from loan modifications that
reduce the income stream on the mortgage but keep the borrower paying on the mortgage
to alternatives to foreclosure that result in the homeowner leaving the property. These
alternatives include short-sales — the sale of a house at less than the mortgage balance -
and deed-in-lieu transfers where the borrower surrenders the property to the lender
without going through foreclosure.
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The Homeowner Affordability and Stability Plan anticipates the use of a standard net
present value (NPV) model. The purpose of that model is to compare the cost of the
modification to the cost of foreclosure and to identify the least cost alternative.

Areas where improvements can be made are in borrower education and in servicer
capacity. First, borrowers need to be educated to not immediately pack up and vacate the
property when they hear the term “foreclosure.” Foreclosure is a process that takes
anywhere from 4 to 24 plus months to complete. During this period, any borrowers
interested in retaining their homes can and should continue to work with the servicer to
reinstate the account. Second, serious attention should be placed on assisting servicers in
expanding their capacity to reach all borrowers who are in need of help. The Homeowner
Affordability and Stability Plan substantially increases servicer incentives to modify
loans. However, servicers should be encouraged to hire the required resources to do the
job right. In addition, servicers’ capacity can be expanded by leveraging off existing
housing counseling agencies. Furthermore, the servicer workforce can be further
expanded with training of professionals with a comparable skill set and experience; e.g.,
tax preparers accustomed to working one-on-one with clients. Finally, technology
initiatives are being explored to make the process more accessible, timely and efficient;
e.g., a web-based portal available to all borrowers nationwide. '

Before I move on to the pivotal role to be played by the Enterprises in loan modifications
under the Homeowner Affordability and Stability Plan announced by President Obama
last week, I want to provide a brief update on Enterprise utilization of the support
facilities created under the July 2008 HERA legislation, and under more recent Federal
Reserve programs. These important sources of liquidity and financial backing allow the
Enterprises to operate in conservatorship and to play a crucial role in helping to restart
the housing market.

Government support for the GSEs

HERA gave the Treasury Department authority to support Freddie and Fannie and fund
them in a variety of ways. We could not have put Fannie and Freddie into
conservatorship without Treasury’s $100 billion Senior Preferred Stock facility; which
provides an effective guarantee of the Enterprises’ debt and mortgage-backed securities
by ensuring each Enterprise has a positive net worth. The amount of this facility, $100
billion, That is about three times the minimum capital the old law required. In return,
Treasury received from each Enterprise a billion dollars in senior preferred stock and
warrants for 79.9 percent of the common stock. At the same time, we eliminated the
dividends on both the common and preferred stock.

This Senior Preferred Stock facility protects not only present senior and subordinated
debt holders and MBS holders but also any future debt and MBS holders. It lasts until the
facility is fully used or until all debt and mortgage-backed securities are paid off. To date,
Freddie has accessed about $13.8 billion and indicated it needs another $30 billion to $35
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billion to cover fourth quarter losses. Fannie only just recently announced that it will
need $11 billion to $16 billion to cover its fourth quarter losses. ’

As Secretary Geithner and President Obama announced last Wednesday, Treasury has
doubled the Senior Preferred Stock Facility to $200 billion each to remove any possible
doubt from the minds of investors that the U.S. Government stands behind Fannie Mae
and Freddie Mac.

Two additional facilities were also implemented when the conservatorships began. Under
the first, Treasury has purchased $94 billion in mortgage-backed securities and has made
it clear it will continue to be an active buyer. The second is an unlimited secured credit
facility which acts as a liquidity backstop for Fannie Mae, Freddie Mac, and the Federal
Home Loan Banks, but this has not been utilized.

In November, the Federal Reserve announced two critically important programs to reduce
mortgage rates. In the first, it will purchase $500 billion or more in Fannie Mae, Freddie
Mac, and Ginnie Mae MBS over a period of six months. Since the beginning of January,
the Fed has purchased $115 billion under this program. The second program is a purchase
of up to $100 billion in Fannie Mae, Freddie Mac, and Federal Home Loan Bank debt. To
date, the Federal Reserve has purchased $30 billion in Fannie, Freddie, and Federal
Home Loan Bank notes. Both of these programs are a significant part of the
government’s overall efforts to restart the housing market.

These programs have had a very positive impact on mortgage rates, which have fallen
more than 100 basis points. Rates on 30-year loans even dropped below 5 percent, but
crept back up to 5.04 percent in Freddie Mac’s latest weekly report. These lower rates
provide an important opportunity to do two things—refinance and modify mortgages to
help stabilize housing prices. If confidence is restored and the present large spread to
Treasury rates is reduced, mortgage rates could move lower.

Although 1 have been concentrating on the single family market, the housing GSEs are
very important players in multi-family housing. That market is extremely important in
creating affordable housing. Fannie and Freddie remain committed to that market
through Delegated Underwriting and Servicing, and Commercial Mortgage-Backed
Securities. As the President indicated last week, we are working with the GSEs - and
with private sector industry participants - on ideas to better support Housing Finance
Agencies, especially in the tax credit and housing bond areas.

Homeowner Affordability and Stability Plan

Let me now turn to the new Homeowner Affordability and Stability Plan announced last
week by President Obama, focusing particularly on elements of the plan relevant to the
Enterprises. FHFA was pleased to work with the White House, the Treasury Department,
and the Enterprises in the development of this plan. It is a major step forward in reducing
preventable foreclosures and stabilizing the housing market. It aggressively builds on the
FDIC’s and our streamlined mortgage modification programs. While the Enterprises will
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receive less in monthly payments on the modified loans, this should be more than offset
by the benefits of having far fewer defaults and foreclosures. The key elements of the
plan are:

1. Fannie Mae and Freddie Mac will provide access to low-cost
refinancing for loans they own or guarantee. This will helpupto 4to 5
million homeowners avoid foreclosure and reduce their monthly
payments. This program is designed for current borrowers who seek to
refinance at a lower rate or into a safer mortgage but who have
experienced difficulties due to declining home values. They will be
eligible for a refinanced mortgage with a current loan-to-value of up to
105 percent.

This refinance initiative covers only mortgages that Fannie Mae and Freddie Mac already
hold in their portfolio or guarantee through their MBS. Thus, they already hold the credit
risk on the mortgage. For those mortgages that at the time of origination had above 80
percent LTV ratios, there exists some form of credit enhancement, in most cases private
mortgage insurance. For those that had LTVs below 80 percent at origination, no
additional credit enhancement was needed.

The target beneficiaries of this initiative are those homeowners who are current on their
mortgages. The initiative is premised on the unusual and exigent market circumstances
that preclude such homeowners from refinancing to a lower rate mortgage because of the
combined effects of the decline in house prices and limited availability of mortgage
insurance.

The refinance initiative allows a borrower with a mortgage held or guaranteed by Fannie
Mae (Freddie Mac) to refinance into a new mortgage that would be held or guaranteed by
Fannie Mae (Freddie Mac). The key characteristic of this initiative is that the borrower
need not obtain additional credit enhancement (such as private mortgage insurance) on
the refinanced loan in excess of what is already in place for that loan. That is, the overall
credit exposure of Fannie Mae (Freddie Mac) would not increase after the refinance. In
fact, it would be reduced because, after the refinance, the borrower would have a lower
monthly mortgage payment and/or a more stable mortgage payment.

There are several important limitations placed on the refinances permitted under this
initiative. The refinance will not have a cash-out component, except for closing costs and
certain de minimus allowances; the Enterprise will use its best efforts to continue existing
mortgage insurance coverage; monthly principal and interest payments will be reduced or
the borrower will be refinanced from a more risky loan (such as interest-only or a short-
term ARM) to a more stable product; and this new authority extends only through June
10, 2010.

The refinance initiative is akin to a loan modification as it affects loans for which an
Enterprise already holds the credit risk. By creating an avenue for the borrower to reap
the benefit of lower mortgage rates in the market, the credit risk of that mortgage to the
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Enterprise diminishes; thus, this is a loss-mitigation initiative in this very troubled time in
housing finance. It has the added benefit of helping many households strengthen their
own financial situation and enhance their commitment fo their home and community.
FHFA will maintain its oversight over the initiative as part of its safety and soundness
responsibilities.

2. A $75 billion loan modification plan, called the Homeowner Stability
Initiative, will reach up to 3 to 4 million at-risk homeowners. This
program will help homeowners stay in their homes and protect
neighborhoods. Importantly, there will be a national standard for loan
modifications and the Treasury will partner with financial institutions to
reduce borrowers’ housing costs to 31 percent of their gross incomes
through a combination of interest rate reductions, maturity extensions,
principal forbearance, and/or principal forgiveness. The initiative will pay
half the cost of the reduction from 38 percent to 31 percent. There will be
“pay for success” incentives for servicers, incentives to encourage
borrowers stay current, incentives to reach borrowers early, and reserve
payments to encourage lenders to modify mortgages even though prices
could fall further. For those loans owned or guaranteed by Fannie Mae or
Freddie Mac, the Enterprise will bear the full cost of the modification.

3. Treasury will support low mortgage rates by strengthening confidence
in Fannie Mae and Freddie Mac. The Treasury Department has doubled
the size of its Preferred Stock Purchase Agreements to $200 billion each.
This increase is to provide assurance to the markets that Fannie Mae and
Freddie Mac will continue to fulfill their important mission of providing
much-needed liquidity, stability and affordability to the housing market at
this time.

Resetting these agreements from $100 to $200 billion each should remove any possible
concerns that investors in debt and mortgage-backed securities have about the strong
commitment of the U.S. Government to support Fannie Mae and Freddie Mac. In
addition, the Treasury Department will continue to purchase Fannie and Freddie MBS,
and is increasing the size of the GSEs’ allowable mortgage portfolios by $50 billion to
$900 billion, along with corresponding increases in the allowable debt outstanding,

Over the next several days, FHFA will be working with the Administration and the
Enterprises to finalize the details and implement this program.

Thank you for the opportunity to offer this testimony. I will be happy to answer
questions.
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Re: Mortgage Loan Modifications for RMBS Transactions

Deat Director Lockhast:

The American Bankers Association (“ABA”)’ has been working with our members
to address the many issues arising out of the ongoing mrmoil in the mortgage
markets. Chief among these are the issues surrounding foreclosure mitigation and
loan testructuring. ABA has been in the forefront of efforts to assist our members
in their efforts to modify home Joans. We have been a strong supporter of the
private HOPE NOW coalition and have supported the framework of the FDIC's
loan modification proposal as well as the Hope for Homeowners program,

Given the FHFA's role as the regulator of Fannie Mae and Freddie Mac and the
efforts you are undertaking with these GSEs to encourage loan modifications, we
are writing to set forth the position of our corporate trustee members with respect to
the subset of residential mortgages that bave been privately securitized.

Our corporate trustees seek to encourage servicers of RMBS transactions to consider
loan modifications as an appropriate loss mitigation strategy on RMBS transactions
where the servicer believes such loan modifications will provide a benefit to
investors as a whole. In addition, the trustees encourage servicers to corumence loan
modification efforts where the servicer believes a loan default is imminent and a
modification will result in 2 mote favorable recovery than foreclosute.

! ABA brings together baaks of all sizes and chatters into one sssociation. ABA works to
enhance the competitiveness of the pation's banking industry and strengthen America’s
econommy and communities. Its members — the majority of which are banks with less than
$125 million in assets — represent over 95 percent of the industry’s §12.7 teillion in assets
and employ over two million men and women. ABA’s corporate trust members represent
the vast majority of banks who serve as trustee on residential mortgage-backed
securitization transactions.
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Over the past year, the trustee banks have been involved in discussions with the Fedetal Housing
Finance Agency (“FHFA™), federal, state and local legislators, and various media outlets in an effort
to educate government officials and the public about the unique challenges of modifying mottgages
that secure RMBS transactions.

As a result of these discussions, the trustees believe that attempting to reduce the number of
preventable foreclosures can be in the best intetests of all of the parties to RMBS transactions,
particularly given that increasing numbers of foreclosures drive down property values, which, in
turn, diminishes the value of RMBS collateral.

ABA trustee banks are neither advocating nor advising servicers to adopt any specific loan
modification program or framework promulgated by various industry groups, regulators or
governmental agencies. Rather, ABA trustee banks are encouraging all servicets to consider and
pursue appropriate modifications in a proactive and timely manner. We recognize that it is the
servicer who must determine, in the exercise of its sound business judgment, whether a loan
modification:

e Is appropriate for a particular borrower;

. Wﬂl be an effective long term solution;

e Is permitted under the applicable servicing agreement; and
o Maximizes the return to investors as 2 whole.

We believe that the general approaches discussed below can be adapted by servicers and
subservicers to meet the requitements of the specific RMBS transactions for which they provide
mortgage servicing services.

.The servicing agreements for RMBS transactions ate not uniform and may place limitations on
servicers ability to modify such mortgage loans. However, we believe that loan modifications when
properly made in accordance with the underlying transaction documents can be in the best interests
of all investors in RMBS transactions.

Types of PSA Provisions

The pooling and servicing or similar agreements (collectively “PSAs”) in RMBS transactions specify
the servicing standards to be followed, and the general provisions typically fit into one of three
broad categories.

o Diseretionary PSAs. Some PSAs allow a servicer to modify delinquent mortgagé loans if, in its
reasonable and good faith determination, such modification is in the “best interest” of
securitization investors.

o Industry Standards PSAs. Other PSAs allow modifications so long as the servicer is acting in
accordance with industry standards.
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o Restrictive PSAs. A third category of PSAs can be more restrictive and either prohibit or
materially limit loan modifications.

Thus, the type of PSA involved dictates the degree of discretion a servicer may exetcise when
entering into a loan modification for a delinquent or defaulted mortgage loan.

We believe that servicers must make an initial determination as to whether a particular loan -
modification protocol meets the existing standards of the applicable PSAs. Cleatly this will be
easiest to do with respect to Discretionary PSAs, since they specifically refer to modifications being
made in the “discretion of the servicer,” applying a specified standard (such as the best interests of
investors).

Similarly, we believe that, as market participants, RMBS servicers are uniquely situated to determine
whether a proposed protocol meets industry standards and therefore complies with Industry
Standards PSAs.

If servicers make these determinations reasonably, in good faith, and in accordance with their PSAs,
in many cases the outcome will benefit investors collectively. Where a servicer finds that a proposed
protocol does not comply with a PSA as written, ot that the PSA is sufficiently ambiguous to give
rise to legal risks, trustees are willing to engage in multiparty discussions aimed at finding an
appropriate solution. In some cases, the solution may mean seeking investor approval of PSA
amendments.

Loan Modification When Default is Imminent

Trustees believe that if a servicer has a reasonable belief that a mortgage loan default is imminent,
then the servicer should promptly analyze whether an appropriate and effective loan modification
will result in a mote favorable recovery than a foreclosure. Any analysis should consider the impact
on the amount or timing of payments made by the borrower under any proposed modification
versus the costs of foreclosure and anticipated recovery, based upon current market information. If
the servicer determines that 2 loan modification will benefit investors in the RMBS transaction and
is permitted by the PSA, the modification should be pursued before the borrower stops making loan
payments. If servicers wait for missed payments, the borrowers may be so far behind in their
payments that a solution is not achievable. By acting promptly before a default occurs, servicers can
mitigate Josses eatlier and reduce the likelihood of foreclosute and the associated costs and expense.

Addressing Potential Liability for Loan Modifications

To address valid concerns that proposed modification procedures would expose servicers or trustees
to liability, ABA’s corporate trustees are working with servicers to seek the concurrence of legal and
accounting authorities that the modification frameworks currently used in the industry are permitted
by the PSAs and applicable Jaw. This effort may include:

® Sceking the approval of the rating agencies for such procedures based on industry
acceptance;
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® Working to seek affirmation that the adoption of, or heavy usage of, the modification
procedures will not affect the accounting treatment of the relevant RMBS transactions or.
other public reporting entities;

* Working with the Internal Revenue Service to ensure that such modifications will not affect
the status of any Real Estate Mortgage Investment Conduits that are part of such RMBS
transactions;

¢  Working with the American Securitization Form to identify ways that PSAs can be amended,
to more easily allow loan modifications to take place or better clarify the standards that
servicers have to comply with when making modifications (including guidelines and/or
recommendations for any cost benefit analysis); and

s Exploring alternative legislative or regulatory sources of funding for setvicer advances so
that servicers can afford to take the time necessaty to work with borrowers to fully consider
effecdve loan modifications.

In addition, we will wotk with you and Fannie Mae and Freddie Mac to encourage support among
investors for the application of the Streamlined Modification Program or similar programs.

Finally, ABA will wotk to have the U.S. Congtess enact approptiate protections for servicers who
use these foreclosure mitigation practices and for trustees who are named in such transactions.

ABA strongly supports legislation passed by the House Financial Services Committee that includes a
servicer safe harbor, and testified before the Committee that the safe harbor should be expanded to
cover trustees. [n addition, ABA will work to encourage the Senate to pass legislation including
such protection for both servicers and trustees. We hope you and the RMBS setvicer community
will work with us to ensute passage of this legislation.

Conclusion

In conclusion, ABA’s member trustees believe much can be done to enhance investor retumns in
RMBS transactions by increasing the pace and availability of loan modifications as an alternative to
foreclosure. We would be interested in a forum to discuss loan modification proposals with the
mortgage servicing community, industry trade associations, and other interested constituencies such
as the FHFA, HOPE NOW, Fannie Mae and Freddie Mac., and would be pleased to assist. We look
forward to working with you.

Sincerely,

Do Gosey Jarsng

Diane Casey-Landry
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Federal Housing Finance Agency

Federal Property Managers Report No.3

February 12, 2009
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Federal Housing Finance Agency Federal Property Managers Report No.3

Streamlined Loan Modification Report

In 2008, I submitted to your attention the details of our streamlined loan modification program
(SMP) and FHFA’s Plan (o Maximize Assistance for Homeowners and Mzmmtze Foreclosures.
Both Fannie Mae and Freddie Mac rolled-out the SMP on December 15" as scheduled. The
SMP targets seriously delinquent borrowers and creates “affordable” monthly mortgage
payments of no more that 38 percent of the household’s monthly income. Through this program,
Fannie Mae and Freddie Mac have a greater ability to quickly and efficiently create sustainable
monthly mortgage payments for troubled borrowers. Potentially hundreds of thousands more
struggling borrowers will be able to stay in their homes at an affordable monthly mortgage
payment. The Enterprises’ servicers have received hundred of thousands of calls. The
Enterprises” have sent approximately 90,000 solicitations related to the SMP to homeowners
since the program was implemented. The numbers of finalized SMP modifications to date are
small. It’s too eaxly to predict the success of t}ns current program, but we are continuing to
evaluate options to improve it.

New Fannie Mae and Freddie Mac Activities

Since our last report, Fannie Mae announced that it will extend its suspension of evictions from
Fannie Mae-owned single-family properties through February 28, 2009. The suspension applies
to all single-family properties including owner-occupied properties that have been foreclosed
upon as well as foreclosed properties occupied by renters. Fannie Mae began implementing its
National Real Estate Owned (REO) Rental Policy that allows qualified renters in Fannie Mae-
owned foreclosed properties to stay in their homes. The new policy applies to renters occupying
any type of single-family foreclosed properties at the time Fannie Mae acquires the property.
Eligible renters will be offered a new month-to-month lease with Fannie Mae or financial
assistance for their transition to new housing should they choose to vacate the property. The
properties must meet state laws and local code requirements for a rental property.

Freddie Mac also announced it will extend its suspension of evictions triggered by foreclosures
on single family properties with Freddie Mac-owned mortgages through February 28, 2009.
Freddie Mac is simultaneously launching a new strategy to offer leases to qualified owner-
occupants and tenants’ so they can rent the properties on a month-to-month basis after
foreclosure, Under the REO Rental Option, leases will be offered to current renters on a month-
to-month basis at market rents or the rent amount they were paying prior to foreclosure,
whichever is less. The rent for former owner-occupants will be the market rent, which will
determined by the property management firm Freddie Mac contracted to manage the program.
Freddie Mac is piloting a new workout strategy for high risk loans designed to keep more at-risk
borrowers in their homes by employing third party servicers that specialize in servicing Alt A
and other types of higher risk mortgages. Under the new pilot, a selected portfolio of higher risk
mortgages that are at least 60 days delinquent will be given to a specialty servicer for intensive
attention using the full range of Freddie Mac workout opportunities, . including the SMP
developed with the FHFA, Fannie Mae and the HOPE Now Alliance.

FHFA Activities )

As the housing GSEs are the largest holders of private label mortgage-backed securities ($255
billion), FHFA has been working with their trustees, servicers and investors to be more
aggressive in modifying the loans in those securities, including adopting SMP. The American
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Bankers Association recently responded to FHFA in a February 6th letter on behalf of their
trustees’ committee that they support modifications as a better alternative in many cases than
foreclosure as they said “atternpting to reduce preventable foreclosures can be in the best interest
of all of the parties to the RMBS transaction, particularly given that increasing numbers of,
foreclosures drive down property values, which, in tumn, diminishes the value of RMBS
collaterall”

Foreclosure Prevention Report

In accordance with the reporting requirements of Section 110(b)(5), please find attached our
FHFA monthly Foreclosure Prevention Report, which reports on loan modifications and
foreclosure activities of the Enterprises as of November 30, 2008. FHFA also publishes a
quarterly report with detailed analysis. The most recent quarterly report, dated September 30,
2008, is posted to our website at www.fhfa.gov. The FHFA Foreclosure Prevention Reports
summarize data provided by Fannie Mae and Freddie Mac and gives a comprehensive view of
their efforts to assist borrowers through forbearance, payment plans, and loan modification, and
other alternatives to foreclosure such as short sales and deeds-in-lieu. The reports cover 30.7
million mortgages and focus on the delinquencies, loss mitigation actions, and foreclosure data’
reported by more than 3,000 approved servicers.

The attached November 30, 2008 Monthly Foreclosure Prevention Report indicates that of the
Enterprises’ 30.6 million residential mortgages: '

¢ The loan modifications for October and November, which were the first two foll months
of'the conservatorship, had increased by 50 percent from the previous two months, These
data reflect the increased commitment of the GSEs and their servicers to help borrowers
in trouble modify their loans to keep them in their homes.

s Loans 60+ days delinquent (including those in baMptcy and foreclosure) as a percent
of all loans increased from 1.46 percent as of March 31, 1.73 percent as of June 30, and
2.21 percent as of September 30 to 2.39 for October and 2.73 percent for November.

e Loans 90+ days delinquent (including those in bankruptcy and foreclosure) as a percent
of all loans increased from 1.00 percent as of March 31, 1.73 percent, 1.19 percent as of
June 30, 2.21 percent, and 1.52 percent as of September 30 to 1.67 percent for October
and 1.88 percent for November.

e Loans for which foreclosure was started as a percent of loans 60+ days delinquent
declined from 8.29 for the first quarter, 7.81 percent for the second quarter, and 7.20
percent for the third quarter to 6.44 percent for October 2008 and 5.25% for November
2008. ) .

» Loans for which foreclosure was completed as a percent of loans 60+ days delinguent
decreased from 2.41 percent for the first quarter, 2.55 percent for the second quarter, and
2.56 percent for the quarter to 2.33 percent for October and 1.73 percent for November.
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Modifications completed increased from a monthly average of 2,883 for 2007, 5,218 for
the first quarter, and 5,129 for the second quarter and 4,497 for the third quarter to 5,600
for October and 8,291 for November. Compared to the monthly average of 4,948 for the
first nine months of 2008, October modifications increased by 13.2 percent and
November by 67.6 percent. '

The loss ;nitigation ratio for November was 61.7 percent — the highest since June which
was reported at 64.8 percent. The year-to-date loss mitigation ratio is 55.2 percent. The
loss mitigation ratio is calculated at the total mitigation activities (payment plans,

" delinquency advances, loan modifications, short sales, deeds in lieu, assumptions, and

charge-offs) divided by the total of loss mitigation activities plus foreclosures completed
and third-party sales. This ratio allows for comparison of loss mitigation performance
over time — irrespective of delinquency rates. .
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Madam Chair, Ranking Member Capito and members of the committee, on behalf of the
Department of Housing and Urban Development I'd like to thank you for the opportunity to speak
about FHA’s loss mitigation practices and, in particular, loan modifications. Iam Vance Morris, the
Director for FHA’s Office of Single Family Asset Management, and I am responsible for managing
the Government’s interest in FHA-insured mortgages including servicing and loss mitigation, as
well as Real Estate Owned (REO) activities. My Office’s responsibilities include establishing and
updating general servicing guidelines for FHA lenders, helping homeowners retain homeownership
while overcoming the financial difficulties that lead to the mortgage defaults, monitoring lenders for
compliance with servicing and loss mitigation requirements, and managing and selling properties
acquired by FHA. These activities are instrumental to maintaining the strength of FHA’s insurance
funds and its $534 billion portfolio.

I have been with the U.S. Department of Housing and Urban Development (HUD) for 12 years, and
prior to serving in my present capacity, I served as the Director of Single Family Program
Development where I developed credit and valuation policy. I also worked in the lender approval
and quality assurance areas. Therefore, I am keenly aware of the need to ensure that FHA loans
remain safe and affordable options for homeowners.

In 1996, HUD completed a study titled ‘“Providing Alternatives to Mortgage Foreclosure: A Report
to Congress”, which formed the basis of HUD’s Single Family Loss Mitigation Program. During
the same year, the Department implemented its Loss Mitigation Program with the primary
objectives of (1) maximizing the opportunity for borrowers to retain home ownership and cure
delinquencies on their mortgages; (2) mitigating losses that would result from foreclosure by using
alternatives to foreclosure; (3) providing lenders with performance-based incentives, and (4)
minimizing paperwork and empowering lenders to work directly with homeowners to determine the
most appropriate loss mitigation tool. It is important that lenders actively engage in loss mitigation
solutions with borrowers, before four full monthly installments are due and unpaid as required by
regulation. Lenders must evaluate each defaulted loan, consider all loss mitigation options, and
determine for which of these (if any) the borrower may be eligible. In addition to loan
modifications, FHA has the following home retention loss mitigation tools:

Special Forbearance is a payment plan that allows the mortgage company to accept less than the
total delinquency due, which provides for an extension of time to bring the mortgage current beyond
when foreclosure would otherwise be initiated. Instances where mortgagees might opt for this loss
mitigation tool are (1) the borrower has recently experienced involuntary but temporary reduction in
income, and (2) the borrower now has a rcasonable ability to pay the arrearage under the terms of a
repayment plan. To initiate a special forbearance payment plan, the mortgagee must execute the
plan no earlier than 3 missed payments and no later than 12 missed payments. Special forbearances
can be used in conjunction with Loan Modifications and Partial Claims. In Fiscal Year 2009, HUD
projects a seventeen percent increase in Special Forbearance actions over FY 2008, where there
were 22,144 such actions.
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For Partial Claims, FHA will advance funds to the lender on behalf of the borrower to cure a default
if the loan is at least four months due and unpaid and not more than twelve months due and unpaid.
The amount of the partial claim must cure the delinquency and may also include legal fees from
canceled foreclosures. In a partial claim, FHA effectively creates a subordinate mortgage from the
borrower that is due when the borrower sells the property or at the time that the first mortgage is
paid in full. Partial Claims may not be utilized when there arc more than 12 months of full
mortgage payments that are due and unpaid. In Fiscal Year 2009, HUD projects a 48 percent
increase in Partial Claims actions over FY 2008, where there were 16,416 Partial Claims actions.

The most utilized loss mitigation tool is Toan modification. Loan modifications account for nearly
60 percent of FHAs loss mitigation actions, annually. Loan modifications are intended to eliminate
the past due amounts on the loan for the borrower who has recovered from financial distress.
Lenders may re-amortize the loan up to 30 years, change the interest rate (up or down) within
established ranges, and add the delinquency into the loan modification to bring the loan current. It
is our understanding that the interest rate increase is to bring the loan up to a market rate in order to
securitize the loan. Generally, the lender changes the term of the loan and maintains the same
interest rate. It is also our understanding that lowering the interest rate affects the lender’s
profitability and is rare. Over the past 12 years, through January 31, 2009, FHA insured lenders
have completed over 324,000 loan modifications. The number of loan modifications varies each
year. In Fiscal Year 2008, over 57,900 loan modifications were completed or over 4,800 per month.
HUD estimates that in FY 2009 loan modifications will increase by nearly 12 percent over FY2008
to nearly 65,000 loan modifications.

HUD measures the effectiveness of a loss mitigation action by determining if the loan ended in
foreclosure 24 months following that action. By that measure, loan modifications are an effective
tool because, historically, over 85 percent of the loans modified were not foreclosed in the 24
months following the action. This is not to say that the loans do not re-default. The modified loans
have a re-default rate of 35%.

FHA delinquent borrowers are contacted in a variety of ways. Borrowers are sent a “How to Avoid
Foreclosure” pamphlet that explains FHA’s loss mitigation options and encourages borrowers to
contact their lender. In addition, FHA supports housing counseling agencies that provide
delinquency and loss mitigation counseling in their communitics. FHA’s National Servicing Center
provides training to servicers in the Loss Mitigation Program and operates a help desk for FHA
borrowers who need help making contact with their lenders. HUD also has on its website
information for consumers on its Loss Mitigation Program.

Lenders are required to evaluate each defaulted FHA loan to determine which, if any, loss
mitigation tools will help the borrower avoid foreclosure. Violation of this requirement can result in
a penalty 3 times the amount FHA paid in a foreclosure claim to reimburse the lender.
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The process to modify a loan is as follows:

Under HUD’s Loss Mitigation Program, the lender is required to review the borrower for loss
mitigation qualification prior to the fourth full monthly installment due on the mortgage
becoming unpaid (assuming the borrower cooperates). This process begins with the borrower
providing financial information for the lender to perform a financial analysis of the borrower’s
financial condition and independently verify the information. If the lender determines from
the financial analysis and title evaluation the borrower will qualify/benefit from a loan
modification it then sets the terms of the proposed modification which may include a
reduction in interest rate, capitalization of delinquent payments and if applicable legal fees
from a canceled foreclosure, re-amortization or recast to extend the term back out to 360
months. The lender would draft the documents and send them to the borrower with new
payment and term information, for execution and return, the modification is filed on record
and the loan is brought current.

Costs to the servicers that FHA will reimburse for modifying the loans are title work and document
preparation, HUD provides an incentive payment to lenders of $750 plus up to $250 for title work.
If the lender has to foreclose the cost ranges from $2,500 up to $5,000 depending on the state the
property is in. HUD reimburses the lenders up to 75 percent of the foreclosure costs. We
understand that servicers could also lose or gain money when re-pooling these mortgages with
interest rate changes, but FHA does not have analyses on these costs.

If a borrower does not qualify for any FHA loss mitigation home-retention tools (special
forbearance, loan modifications or partial claims), the borrower would be evaluated for the non-
home retention loss mitigation options of pre-foreclosure sale and deed in lieu of foreclosure.

Under a pre-foreclosure sale (PFS), which is a short sale, a borrower, under certain conditions, may
sell their house for less than the outstanding debt. The lender preauthorizes the terms of the sale and
the minimum sales price in accordance with FHA guidelines. For Fiscal Year 2009, HUD projects
approximately 5,000 pre-foreclosure sales, an amount which represents no significant change from
cach of the prior three years.

Deed-in-Lieu of Foreclosure is a type of conveyance that occurs when the borrowers voluntarily
transfer the property to the mortgagee. This loss mitigation tool should only be considered when the
borrower is in default and does not qualify for any other loss mitigation options or upon failure of a
pre-foreclosure sale. For Fiscal Year 2009, HUD projects less than 1,000 deeds-in-lieu, an amount
which represents no significant change from each of the prior three years.
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The charts below summarize FHA’s loss mitigation actions and re-default and claim rates
associated with the loss mitigation actions.

Loss Mitigation Data FY2006 - FY2009
as of January 31, 2009
Total Nen
Teotal Home
Retention Retention
Tools Tools Total Loss Mitigation
FYTD 09 38,704 2,027 40,731
FY 08 96,482 4,685 101,167
FY 07 86,527 4,480 91,007
FY 06 75,528 5,244 80,772

Source' US Dept of HUD Claims Branch reports.

Year of Initial 90-day
Defaults Subsequently Claims Within Claims Within
Cured with FHA Loss  Re-Default Rate  One Yearof  Two Years of

Mitigation Tools ithin On Cure

2005 31.4% 7.8% 12.6%

Source: US Dept of HUD; Defaults are defined as 80-day delinquencies; Re-defaults are new 90-
day delinquencies reported within 12 months after curing the initial default; Cures involve use of
FHA loss mitigation tools by Joan servicers; Insurance claims arise primanty from foreclosure
actions. Data as of September 30, 2008
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HUD is requesting new authority to enhance its partial claim program to enable FHA to buydown
mortgage balances. The Administration is developing changes to the authority that will allow FHA
to assist homeowners experiencing reductions in income that are more than just temporary in nature
while considering the impact to program costs.

Again, [ want to thank you for the opportunity to explain FHA’s loan modification and other loss
mitigation options. 1am prepared to answer your questions.
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TESTIMONY OF MARGUERITE SHEEHAN
SUBCOMMITTEE ON HOUSING AND COMMUNITY OPPORTUNITY
JPMORGAN CHASE

Chairwoman Waters, Ranking Member Capito and Members of the Subcommittee on
Housing and Community Opportunity, we appreciate the opportunity to appear before
you today on this most important topic of helping homeowners. We recognize that no
one benefits in a foreclosure.

My name is Molly Sheehan and | work for the Home Lending Division of JPMorgan Chase
as the Housing Policy executive. Chase is one of the largest residential mortgage
servicers in the United States, serving more than 10 million customers located in every
state of the country with mortgage and home equity loans totaling about $1.4 trillion,
We are proud to be part of one of this country’s pre-eminent financial institutions with a
heritage of over 200 years.

Continuing to Lend

As one of the largest residential mortgage originators in the country, we also continue
to make mortgage credit available, even in these difficult times. We provide loans
directly to consumers and we purchase loans from smaller lenders so they can lend to
their customers. In 2008, Chase made more than $105 billion in mortgage loans even
though mortgage applications declined significantly.

Keeping families in their homes

At Chase we are not only continuing to lend; we are also doing everything we can to
help families meet their mortgage obligations and keep them in their homes. Even
before the current housing crisis began, our foreclosure prevention efforts were
designed to do just that. We believe that it is in the best interests of both the home
owner and the mortgage holder to take corrective actions as early as possible ~ in some
cases even before default occurs. We apply our foreclosure prevention initiatives to
both the $325 billion of loans that we own and service and the $1.1 trillion of investor-
owned loans that we service. We expect to help avert 650,000 foreclosures — or a total
of $110 billion of loans — by the end of 2010. We have already helped prevent more
than 330,000 foreclosures, including modifying loan terms to achieve what we expect
should be long-term, sustainable mortgage payments.
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We are well under way to implementing the commitments we made in announcing this
foreclosure prevention plan last October. In particular, we have:

= Commenced mailing proactive modification offers to borrowers of Chase-
owned Option ARM loans at imminent risk of default.

=  Selected sites for 24 Chase Homeownership Centers in areas with high
mortgage delinquencies where counselors can work face-to-face with
struggling homeowners. We will have 13 of these centers —in California
and Florida — open and serving borrowers by the end of this week. The
other 11 around the country will be open by the end of next month.

= Added 300 new loan counselors to provide better help to troubled
borrowers, bringing the total number of counselors to more than 2,500.

= |nitiated an independent review process to ensure each borrower was
contacted properly and, if and as appropriate, offered modification prior
to foreclosure.

= Developed a robust financial modeling tool to analyze and compare the
net present value of a home in foreclosure to the net present value of a
proposed loan modification; this tool allows Chase to modify loans as
proactively as it can while still meeting its contractual obligations to actin
the best interests of investors when making loan modifications.

»  Worked to help establish a non-profit clearinghouse to join Chase and
other lenders who want to donate or discount their owned real estate to
non-profit and government agencies that can use these properties.

= Worked with Fannie Mae and Freddie Mac to implement their new
Streamlined Modification Program for borrowers at least 90 days
delinquent; we have mailed more than 28,000 letters in the past several
weeks.

Our Loan Modification Programs

We have expanded the loan modification alternatives that Chase already offered as part
of our Foreclosure Prevention program. The enhanced maodification tools atlow for
more flexibility based on the borrower’s current loan type and the borrower’s specific
financial situation. Chase is working to finalize the offers and strategy for both
delinquent and current borrowers, but the offers are likely to include those described
further below.

Chase-owned subprime hybrid Adjustable Rate Mortgages {ARMs) scheduled to reset
for the first time will remain at the initial interest rate for life of the loan. Borrowers will
qualify for this program if they have a clean payment history on a hybrid ARM whose
interest rate adjusts after the first two or three years. Borrowers do not need to
contact Chase to benefit from this program — the rate lock will happen automatically.
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We will use the ASF Fast Track program to reduce payment shock for subprime hybrid
ARMs serviced but not owned by Chase and scheduled to reset for the first time.
Qualifying borrowers will have their initial ARM rate frozen for five years.

For owned Option ARM loans facing large increases in payments as a result of a recast
and high loan to value ratios, Chase has begun to mail pre-approved modification offers.
These offers allow borrowers to keep making their current, low payments for at least 3
more years before gradually moving towards a market rate. All the borrowers need to
do is simply sign and return the modification agreement.

Chase will offer a pre-approved modification for borrowers whose foans are either
owned or securitized by the GSEs and that meet the GSE’s Streamlined Modification
Program guidelines. Much like is done in the Chase program, term extensions, rate
reductions and principal forbearance will be used to achieve an affordable monthly
payment.

Borrowers not eligible for any of the systematic modification programs described above
are reviewed on case-by-case basis to determine the suitability of a modification or
other foreclosure prevention approach. For example, borrowers who are only in early
stage delinquency may qualify for the Early Workout Program offered by Fannie Mae.

Loan modifications under the Chase programs are evaluated by developing an estimated target
affordable payment of 31% to 40% of the borrower’s gross income. We are using the lowest
percentages for borrowers with the lowest incomes.  Once the target payment is calculated for
the borrower, we will test each modification option to see if it will get the borrower to an
affordable payment. Concurrently, we apply the Net Present Value analysis to each option to
determine whether the value of the modification exceeds the value expected through
foreclosure. We will recommend as the modification the option that produces both an
affordable payment and a positive Net Present Value to the loan.

Chase’s modification hierarchy is currently being implemented for delinquent borrowers. Chase
will be proactively reaching out to those borrowers to develop an appropriate offer.
Components of any modification proposal may include the following:

= Eliminating negative amortization for pay option ARMs.

= Establishing a new loan term as long as 40 years.

»  Reducing the interest rate to as low as 3%. This rate will be frozen for three
years and then increase at a maximum of 1% per year until it reaches the
prevailing market rate at the time of the modification.

= Reducing the principal on which payments are calculated to as low as 90% to
95% of the home's current value. The difference between that amount and the
outstanding principal does not accrue interest but is due upon maturity or
prepayment of the loan.

= Introducing a 10-year, interest- only period on the loan.

= Other rate reductions and principal forbearance as necessary to meet
affordability standards as long as it is net present value positive.
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The modification hierarchies will be the basis for a loan-by-loan review of our portfolio to
develop an offer that can be proactively presented to the borrower. It is then the borrower’s
responsibility to contact us, discuss their financial situation and furnish the appropriate
documentation so that we can verify their income. Qur experience has clearly shown that
modifications resulting from income verification result in the most sustainable loans with the
best performance.

Other Foreclosure Prevention Options

Loan modifications are not the only tactic that Chase is pursuing. Chase believes that
for a number of distressed homeowners, a refinance into a fully-amortizing FHA- or GSE-
insured loan with lower payments may be a better alternative. So we will offer
refinances for borrowers we believe are at risk of default or are already delinquent, as
well as provide the economic incentives {such as principal forgiveness, principal
forbearance or rate subsidization) required to refinance these borrowers.

In addition, Chase offers other foreclosure prevention options, such as

= Payment plans {where a borrower agrees to pay back arrearages over time),

= Deferments (where a borrower agrees to make late payments in the future},

= Borrower stipulations (where a borrower agrees to make a set of payments,
often as a prelude to a modification}, and

» Short-sales / settlements (a form of principal forgiveness where Chase agrees to
accept less than the amount of the mortgage in exchange for the underlying
property or the proceeds of the sale of the underlying property).

Although borrowers do not keep their homes in short sales and settlements, these may
be appropriate solutions when the borrower has no interest in remaining in the home or
simply cannot afford the home over the long term even if payments are reduced by a
modification.

We believe that programs like ours are the right approach for the consumer —all
consumers -- and for the stability of our financial system as a whole. We support the
Administration’s proposal to adopt a uniform national standard for such programs and
to encourage all sensible modification efforts short of bankruptcy as much as possible.
We are very pleased with the steps taken by the Administration to address this need.

We support the President’s Plan

In particular, as our CEQ, Jamie Dimon commented, “we believe that the Homeowner
Affordability and Stability Plan announced last week by President Obama is good and
strong, comprehensive and thoughtful. We think it will be successful in modifying
mortgages in a way that’s good for homeowners”.
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We applaud:

* The focus on making monthly payments affordable for borrowers

* The creation of uniform national standards for mortgage modification to provide
consistent and fair treatment of customers across the industry. That standard
will include the common-sense application of full income and debt verification

= The partnership with government to reduce interest rates — and payments -- for
borrowers

=  The expanded ability of borrowers to take advantage of today’s lower rates
through refinancing

= The inclusion of financially distressed borrowers even before they are delinquent

*  The use of counseling for borrowers with the highest debt ratios

We look forward to working with the Administration, Congress, the agencies and other
interested parties in implementing these initiatives to help families — and the U.S.
economy.

As we advised Chairman Frank and the members of the House Financial Services
Committee on February 12th, we have stopped adding loans owned by Chase into the
foreclosure process where the properties are occupied by homeowners. We committed
to this freeze through March 6" to afford the President and the Administration time to
develop and communicate the details of the new Plan. This replicates our commitment
on Oct. 31 to refrain from initiating new foreclosure actions so that Chase could review
those mortgages for possible modification. That commitment delayed foreclosure
commencement on over 522 billion of Chase-owned mortgages held by more than
80,000 homeowners.

Thank you for your attention and | would be happy to answer any questions you may
have.

Respectfully submitted,

Marguerite Sheehan

February 23, 2009
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