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PROGRESS IN ADMINISTRATIVE AND OTHER
EFFORTS TO COORDINATE AND ENHANCE
MORTGAGE FORECLOSURE PREVENTION

Friday, November 2, 2007

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON FINANCIAL SERVICES,
Washington, D.C.

The committee met, pursuant to notice, at 10:06 a.m., in room
2128, Rayburn House Office Building, Hon. Barney Frank [chair-
man of the committee] presiding.

Members present: Representatives Frank, Sherman, Hinojosa,
Green, and Moore of Wisconsin.

The CHAIRMAN. The hearing will come to order. Are two mem-
bers a quorum for a hearing? I don’t know. I will ask the Parlia-
mentarian.

Mr. GREEN. Is that a quorum or a quarrel?

The CHAIRMAN. Two members constitute a sufficient quorum.

This hearing is called as part of a cooperative effort between the
Legislative and Executive Branches on dealing with the subprime
crisis. As we have made clear, the subprime crisis has required us
to take a two-fold approach. On Tuesday this committee will be
marking up legislation that will, we hope, if enacted diminish the
likelihood of a crisis such as this recurring. But we are constrained
when we are dealing with existing mortgages and existing con-
tracts from legislating in most cases. We don’t want to advocate ex-
isting contracts by law. We are prepared to encourage negotiations.
So it is a two-track process.

I would like to say that I very much appreciate the cooperation
we have had from the Administration, particularly the bank regu-
lators, but also Commissioner Montgomery going forward, because
this committee has already responded in substantial part to the
Administration’s request in the FHA. So we have a collaborative ef-
fort going on, some differences, but essentially a collaborative effort
on the FHA. And the bank collaborators, the FDIC, the OCC, the
OTS, the Credit Union Administration, and the Fed have been co-
operative in working with us and drafting legislation. Again, we
won’t have 100 percent agreement, but we are within, I think, a
generally agreed upon framework.

So that is one part of it. The other part is the ongoing effort we
have had to try to persuade people to do modifications of existing
contracts, although there has also been some legislative coopera-
tion. The President has supported, and the House has passed, leg-
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islation to make sure that there is no tax liability for mortgagors
who are given some kind of flexibility.

And one other one that I would mention that I think has been
a very good example, and a necessary example of cooperation here,
members of this committee wrote to the Securities and Exchange
Commission earlier this year and asked them to intervene with the
Financial Accounting Standards Board to encourage them to make
it clear to the servicers that if the servicers of mortgages in the sec-
ondary market could demonstrate that it was in the interest of the
holders of the paper to do a workout, namely, that it would be bet-
ter for them from the economic standpoint not to foreclose but in
fact to do some reworking so there would be a steady income
stream, that they could do that. We got the permission of the Fi-
nancial Accounting Standards Board, which was responsive.

Now the reason I cite all these things is this: A lot of pieces have
been put in place, and the bank regulators have also made it clear,
to their credit, that forbearance will be allowed, that—we have
done a great deal to encourage the holders of the mortgages to
show flexibility. We have provided some tax help. We have a num-
ber of very useful organizations, neighborhood organizations, and
citizens groups who are trying to work with the borrowers.

What seemed to some of us a few weeks ago while the pieces
were out there, they weren’t meshing, that we had put a number
of individual policies in place but we needed to overcome the iner-
tia of everybody in their separate sphere. A lot of efforts like that
have been going on. One was this HOPE NOW that the Adminis-
tration has proposed, and we thought it would be very useful to get
a report on that. We have two panels: First, some representatives
of the Administration; and second, some neighborhood and citizens
groups and also some of the businesses.

One of the things we do want to make clear is that we are not
talking about legislation that compels anybody to do anything. I
also want to repeat this: We are not talking about any kind of bail-
out in the sense of public money. No public money i1s going to go
either to mortgagors or mortgagees. No public money is going to go
to pay off people in terms of the loan. Public money is useful for
helping to make sure the advocates are available, that we can
reach out.

Secondly, I want to again deal with those who claim that there
is a moral hazard involved here, namely, that we are going to be
so effective in alleviating problems that a number of people will
say, “Boy, that was fun, let’s do it again.” As anybody involved in
this knows, that is not remotely true. We are mitigating pain, we
hope. We are diminishing terrible consequences. Nothing we are
doing, if we are 100 percent successful, is going to make anybody
on either side of this transaction, I believe, want to go through it
again. We are talking about losses to the lenders that they deserve
to have because they made, in some cases, bad decisions. We are
talking about pain on the borrowers that we cannot avoid, but we
can diminish.

There is one last point that I would make, and that is the jus-
tification for all this energy on the part of high officials of this Ad-
ministration from HUD and Treasury, and from Members of Con-
gress. One of the arguments is, well, why should we help these peo-
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ple make bad decisions? Leave aside compassion, and the fact that
some people were misled. Leave aside all of those reasons. There
is a very good reason, I think, in economic terms; the externalities
of this crisis are severe. That is, the negative economic effects on
people who by nobody’s definition did anything remotely unwise or
incorrect are severe.

In particular, we have a large number of people in this country
who are making what, $30,000 to $50,000 or $60,000 a year. They
took out mortgages. They are working hard to pay their mortgages.
And they are among the victims of a widespread foreclosure pat-
tern. Because if you own a home, and you are paying your mort-
gage, but the house across the street is foreclosed upon, and other
houses in the neighborhood are foreclosed upon, then you get a de-
terioration of the neighborhood. You get vacant housing, which be-
comes a source of difficulty, and you get a deterioration of property
values. So there is an excellent public policy reason for us trying
both to alleviate this crisis now and make it less likely in the fu-
ture.

Are there any further opening statements from my colleagues?
The gentleman from Texas.

Mr. GREEN. Thank you, Mr. Chairman. And I sincerely thank
you for holding this hearing today. I am also appreciative that we
have such outstanding witnesses here today—Mr. Steel and Mr.
Montgomery. I am very grateful that you are here.

I would like to also, if I may, simply thank the staff because the
briefing material on this has been absolutely excellent. I really look
forward to hearing the testimony, but I can tell you that what I
have read so far has been very impressive, and it is going to, I
trust, allay a lot of concerns.

We need not go into the statistical information about the impact
of the subprime concerns on the broader market. But I do want to
let folks know that we know that there is a lot of consternation and
a lot of people are very concerned about what is going to happen
to them. I think that a project or a program like the HOPE NOW
program is going to give people just that, hopefully.

Hope: It will cause people to understand that the government
does care, and that it does want to be involved in a way that is
permissible and acceptable so as to help people to extricate them-
selves from a most difficult circumstance that many people find
themselves in. And for those who are of the opinion that this does
not impact them, I think that what the Chair said bears reit-
erating. There are a lot of prime communities with subprime home
loans within them. And because we have this circumstance, every
neighborhood ought to be concerned, every school district ought to
be concerned. The counties ought to be concerned because they col-
lect taxes and all of this can have an impact. But I think that we
are making the right move to give the public some assurance that
the government does want to be involved in the solution. We want
to help people to come to a solution.

And finally I would say this, as we move toward finding a solu-
tion, I think that we do want to make it very clear to people that
we are not interested in changing the dynamics of the marketplace
in some sort of irreparable way. We understand that there are dy-
namics in the market, and we want to let the market do what the
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market does. But by the same token, we want to try to save as
many people who are in foreclosure as we can because some of the
circumstances were created in an adverse way that were not—they
didn’t have all of the information and intelligence such that they
would have made different decisions. There was a market that was
booming. Everybody thought that housing prices were going to go
up forever, I suppose. And when that turned around, it caught a
lot of people without the ability to extricate themselves.

So I am honored that this hearing is taking place, and I do look
forward to hearing from the witnesses. I thank you again, Mr.
Chairman, and I yield back the balance of my time.

The CHAIRMAN. Are there any further opening statements? The
gentleman from Texas.

Mr. HiNoJOsA. Chairman Frank, I want to thank you for holding
a hearing on such an important topic. Hopefully this and subse-
quent hearings will shed light on what needs to be done to help
curb what is predicted to be a tidal wave of foreclosures. The drop
in the Dow has put the fear into investors throughout the country.
I received some information from an association that I want to dis-
cuss with you. The National Association of Hispanic Real Estate
Professionals predicted that foreclosures in the Hispanic commu-
nity alone are expected to reach nearly $25 billion in 2007, and al-
most twice that—$52 billion—in 2008.

I ask unanimous consent, Mr. Chairman, to insert into today’s
record a letter from the National Association—

The CHAIRMAN. Without objection, it is so ordered.

Mr. HINOJOSA. Minority homeowners, particularly Hispanics, re-
ceive a disproportionate number of unscrupulous loans, and in the
past have been preyed upon by several entities that I won’t men-
tion here today. Those companies paid hefty fines as a result of
their misdeeds. I believe that those entities have paid their dues.
I imagine the regulators will impose similar fines once they deter-
mine the entities that have once again preyed most upon the His-
panic community and other minorities.

At this point in time, I believe that it is crucial that we set aside
our differences and focus on the task at hand. As Chairman Frank
and others have noted, it is time to examine the recent progress
by the Administration and others in coordinating the lenders, mort-
gage servicers, nonprofit organizations, community-based organiza-
tions, and others to assist at-risk homeowners; encourage modifica-
tions of troubled loans; and prevent as many mortgage foreclosures
as possible. Working together, I believe that we can accomplish
these goals.

Having said that, Mr. Chairman, I yield back the remainder of
my time.

The CHAIRMAN. The gentlewoman from Wisconsin is now recog-
nized for an opening statement.

Ms. MOORE OF WISCONSIN. Thank you, Mr. Chairman. I can tell
you that before coming to Congress, before being an elected official
at all, I worked for the Wisconsin Housing and Economic Develop-
ment Authority back in the 1980’s, and one of the first things that
I looked at was securitization of loans, really wanting decent people
who are not necessarily “A” borrowers to have an opportunity to
move into their homes. And for sure, some of this has occurred be-
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cause borrowers were not impeccable. But clearly many of the prob-
lems are not just based on life’s circumstances or life’s changes—
deaths, divorces, a loss of income—but some of them have been be-
cause of some of the products that we all have created.

I hope that today is more than just a love fest of our talking
about our HOPE NOW project and really trying to create an envi-
ronment where lenders will, in fact, redo these mortgages, will in
fact come to the table and realize that it is more cost effective, in
many instances more than they have stepped up to this point, to
work with consumers to try to keep them in their homes because
it is not just that borrower who is losing their home. It has a rip-
pling effect on tax revenues for our cities, for declining property
values for other residents who live in the community, and just real-
ly open season for criminals who see a checkerboard of foreclosures
and boarded-up homes.

So I thank you for coming, and Mr. Chairman, I yield back.

The CHAIRMAN. I just unplugged the microphone with my foot, so
I will disappear for a minute to plug it back in. But we will begin.
Let me express my appreciation to our two Administration officials,
and we will begin with Mr. Steel.

STATEMENT OF THE HONORABLE ROBERT K. STEEL, UNDER
SECRETARY FOR DOMESTIC FINANCE, U.S. DEPARTMENT OF
THE TREASURY

Mr. STEEL. Chairman Frank, members of the committee, good
morning. I very much appreciate the opportunity to appear before
you today to present the Treasury Department’s perspective on ef-
forts to coordinate and enhance foreclosure prevention. As you
know, we are experiencing a period of adjustment in the credit and
mortgage markets. Fortunately, this market stress is occurring
against a backdrop of healthy U.S. fundamentals and a strong glob-
al economy. Yet as Secretary Paulson has said, the housing decline
is the most significant current risk to our economy. And addition-
ally, as others have said, a significant number of homeowners will
experience strain and could face foreclosure.

The issues of foreclosure are complex and nuanced. In truth,
thousands of homes end up in foreclosure every year, even when
housing markets are strong. Between 2001 and 2005, more than
650,000 homeowners began the foreclosure process every year. This
baseline foreclosure rate can result from events such as job loss,
credit problems, or changes in family circumstances. These fore-
closures, although unfortunate, are largely unavoidable.

Over the course of the next 18 months, we expect the foreclosure
rate to remain elevated and above its historic level. A rising fore-
closure rate during a housing downturn is not surprising but large-
ly because of lax underwriting in recent years, especially in the
subprime market, a higher number of homeowners will face delin-
quency during the next year-and-a-half. In total, over 2 million
subprime mortgages are expected to reset in the next 18 months,
but not all will end up in foreclosure.

Some homeowners will be able to afford their new payments
without trouble and many others will qualify for a refinanced fixed-
rate mortgage on their own. Others, however, have been stretched
too far beyond their means and unfortunately foreclosure is inevi-
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table. Our challenge is to identify the group of homeowners who,
with a bit of assistance, can stay in their homes.

On August 31st, President Bush announced an aggressive com-
prehensive plan to help as many homeowners as possible stay in
their primary residences. The Department of Housing and Urban
Development and the Treasury Department have been working
closely with leading servicers, mortgage counselors, lenders, and in-
vestors to understand the causes of foreclosures and the very best
ways to help people keep their homes. We are continuing to learn,
but have reached two early conclusions.

First, it is clear to all that the earlier we identify struggling bor-
rowers, the more likely it is that servicers and lenders will be able
to refinance or modify their mortgages into something more sus-
tainable for the long term. If we wait until borrowers miss several
payments, their credit profiles will be tarnished, and they will have
far fewer refinancing options.

Second, once identified, the method and technique of contacting
borrowers is quite important. When contacted by lenders, many
borrowers mistakenly believe that the lender’s goal is to repossess
their homes in foreclosure. In almost all cases, lenders would rath-
er find a way to help homeowners stay in their homes than fore-
close. Yet we understand that up to 50 percent of those who lose
their homes to foreclosure never contacted their mortgage servicer
or mortgage counselors for help.

From our review, it became clear that while many product mar-
ket participants are working hard on their own trying to help
homeowners, they are not having as much success as they or we
would like. In addition, mortgage securitization has brought many
benefits but has also led to complexity in finding solutions. Treas-
ury and HUD encourage servicers, lenders, investors, and coun-
selors to work together.

On October 10th, they announced the formation of an alliance
called HOPE NOW. To date, the HOPE NOW Alliance consists of:
4 counseling organizations; 17 mortgage servicers and lenders,
comprising almost 60 percent of the U.S. market for mortgage serv-
icing; 3 investor groups, including the American Securitization
Forum, which represents 370 members; and 10 trade associations.
Since their launch, they have been developing and implementing
an aggressive plan. Earlier this week, the Alliance announced a na-
tional direct mail campaign to contact at-risk borrowers. Servicers
have been mailing letters to their at-risk customers, but have had
limited success because borrowers in trouble do not want to hear
from their lenders.

In contrast, independent counselors have reported a significantly
higher success rate. This new letter campaign, which will come
from the HOPE NOW Alliance rather than from the servicers, is
expected to increase their effectiveness at reaching at-risk bor-
rowers. The Alliance will send over 200,000 letters by the end of
this month alone.

Let me take a moment to emphasize the importance of these let-
ters and ask for your help. When you are at home in your districts
over the weekend or for the holidays, please tell your constituents
about this mail campaign. Tell them it is okay to contact HOPE
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NOW for assistance. The organization is ready to lend a hand, but
we need your help in making their message known.

The Alliance is also working hard to develop strong working rela-
tionships between servicers and counselors. Some servicers already
have dedicated teams and contacts for counselors to call. Others
don’t. And as a result, counselors can spend hours trying to find
the right person to contact. Servicers and counselors who joined the
Alliance have agreed to adopt a standard process model that will
strengthen and speed work flow, productivity, and communication
between them.

The Alliance is working to expand the capacity of an existing na-
tional counseling network to reach borrowers. Most borrowers feel
more comfortable speaking with independent, not-for-profit coun-
selors than with their lenders. While there are already many con-
scientious HUD-certified mortgage counselors, their efforts could be
enhanced through a uniform message and adopted best practices.

The servicers have also agreed to work toward cross-industry
technology solutions to better serve homeowners. Some major
servicers use sophisticated software to analyze borrower situations
and determine if workouts or modifications are appropriate. The
Alliance is taking this software and making it Web-enabled so that
other servicers and counselors can access it. This will speed the
loan modification process where appropriate.

Today the industry does not have a thorough, standardized set
of metrics to evaluate servicers’ loss mitigation performance or
evaluate counselors’ effectiveness. The Alliance is developing stand-
ard performance measures to identify categories of borrowers who
can be helped, determine successful treatments and measure the
rate of successful outcomes.

The efforts of this private sector alliance alone will not prevent
all foreclosures but is a critical first step. By better identifying
those borrowers in need, we hope to see more loan modifications
and refinancing.

Just as lenders, servicers, and counselors have come to develop
metrics and standards that will measure the most effective way to
make counseling accessible to troubled borrowers, we have also en-
couraged them to come together in a similar way to develop an effi-
cient methodology for offering suitable mortgage solutions, such as
loan modifications, where appropriate.

We are optimistic about the effectiveness of our current initia-
tives. Yet given the size, nature, and implications of these current
challenges for homeowners, we need to continue to work to find ad-
ditional solutions without compromising our shared ambitions to
not bail out lenders, speculators or those who have committed
fraud. Mortgage providers must offer clear, transparent, and un-
derstandable information on the mortgage products they sell, and
the homebuyers have a responsibility to use that information and
understand their mortgages. Buying a home today is a complex
process but that in no way excuses homeowners from their obliga-
tion for due diligence.

Finally, the Administration has requested that Congress do their
part by focusing on three initiatives: First, Congress should pass
Federal Housing Administration modernization to make affordable
FHA loans more widely available; second, the President has asked
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Congress to temporarily eliminate taxes on mortgage debt forgiven
on a primary residence; and third, the Congress should enact com-
prehensive government-sponsored enterprise reform, or the GSEs.

The tax relief proposal has cleared the House of Representatives
and awaits action in the Senate. In large part due to this commit-
tee’s hard work, FHA and GSE reforms have passed the House of
Representatives and await action. Congress should enact these bills
as quickly as possible.

Mr. Chairman, in conclusion, let me thank you for holding this
hearing. Under the President’s leadership, the Administration is
working diligently to help mitigate the impact of rising foreclosures
on homeowners and the economy. We pledge to keep you apprised
of our efforts. Thank you, and I look forward to your questions.

[The prepared statement of Under Secretary Steel can be found
on page 111 of the appendix.]

The CHAIRMAN. Commissioner Montgomery.

STATEMENT OF THE HONORABLE BRIAN D. MONTGOMERY,
ASSISTANT SECRETARY FOR HOUSING-FEDERAL HOUSING
COMMISSIONER, U.S. DEPARTMENT OF HOUSING AND
URBAN DEVELOPMENT

Mr. MONTGOMERY. I want to thank you, Chairman Frank, and
distinguished members of the committee, for the opportunity to
talk about the HOPE NOW Alliance.

Homeownership, and more importantly homeownership reten-
tion, have long been a priority for the Federal Housing Administra-
tion. We believe borrowers with FHA-insured mortgages have un-
paralleled access to loss mitigation alternatives to help them
weather personal financial crises. In fact, in Fiscal Year 2007, we
provided this support to 91,000 borrowers; 86,500 of them cured
their defaults and stayed in their homes. While not every one of
these borrowers will be successful in the long term, historically 89
percent of all borrowers who benefit from our loss mitigation pro-
gram still have active loans 2 years after the assistance.

This success is responsible in part for a reduction in both the
number and percentage of FHA foreclosures, with the foreclosure
rate dropping from a high of 1.74 percent of insured loans in Fiscal
Year 2004, to 1.45 percent in Fiscal Year 2007.

Throughout this year, HUD staff and senior officials nationwide
have sponsored and participated in more than 125 separate home-
ownership retention events, including town hall meetings, fairs,
and joint task forces. They have reached the combined actual audi-
ence of more than 25,000 people. While these events allow us to
reach borrowers in critical need of supportive services, the number
of homeowners being affected by current housing trends continues
to rise.

As we know, it has been reported that more than 2 million
subprime ARMs are expected to reset to higher interest rates by
the end of 2008. And many of those borrowers unable to afford the
higher payments will be forced into foreclosure unless the industry
takes immediate and aggressive action to provide alternatives.

In September, FHA announced one such alternative. FHASecure
is one of our refinance options designed specifically for conventional
and subprime borrowers who default on their mortgages solely be-
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cause they can no longer afford the payments on their ARM loan
after the interest rate resets to a higher rate. Though still a very
new program, 575 FHA-approved lenders are already using
FHASecure to rescue borrowers from the potential loss of their
homes. And since early September, more than 70,000 conventional
borrowers have applied for FHASecure refinance loans.

Additionally, we are proactively reaching out to approximately
1.2 million at-risk homebuyers whose subprime loans are scheduled
to reset between now and this time next year, and by the way,
whom we can reach under our current loan limits. Through a com-
prehensive direct mail database, we are able to contact these bor-
rowers, the majority of whom are 3/27 or 2/28 ARMs, and provide
them alternatives to their current loans.

Current trends suggest that there may be over 1 million fore-
closure starts this year alone. If the industry works together, it is
possible to reinstate or refinance many of these loans, but only if
borrowers respond to offers of assistance.

Industry sources reported that more than 40 percent of delin-
quent borrowers fail to respond to any contact from their lender
until it is too late, and that is why Treasury and HUD, at the di-
rection of the White House, have encouraged companies and orga-
nizations that historically do not share this information, business
practices, or resources to join in together to create a unified, coordi-
nated plan to reach and support these borrowers.

All of the Alliance partners are contributing staff resources and
millions of dollars towards a number of specific goals, including
outreach, staffing, and funding. And as Under Secretary Steel just
mentioned, the most critical of these goals are communication and
access.

Adopting a standardized service or counselor communication
model to ensure that borrowers who contact the network get con-
sistent, accurate, and timely access to workout strategies will be
extremely important. And there will be equal stress placed on the
industry’s adoption of systematic protocols for identifying sustain-
able mortgage products for eligible borrowers.

All of these actions are under way; some can be implemented
quickly while others will take longer. The toll free line is up and
operating with 122 experienced counselors nationwide; another 50
are currently being trained; and more are being recruited. And just
this week, Secretaries Jackson and Paulson endorsed the first
major deliverable of HOPE NOW, a nationwide mailing of HOPE
NOW letters to at-risk borrowers.

The Alliance’s technology group is completing development of a
Web-based loan workout tool that will provide a common decision
platform for both servicers and counselors that will significantly
streamline default resolution. We have been told this tool should
be available for general use in early 2008.

Senior staff from both Treasury and HUD are participating on
Alliance working groups and working behind the scenes to broaden
participation to include all major lenders and a greater number of
qualified housing counseling organizations.

This is a multi-year project and we remain committed to ensur-
ing that the HOPE NOW Alliance lives up to the promise of deliv-
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ering significant and measurable results for families struggling to
hold on to their piece of the American dream.

Thank you for your time this morning. I look forward to answer-
ing your questions.

[The prepared statement of Commissioner Montgomery can be
found on page 87 of the appendix.]

The CHAIRMAN. Thank you, Commissioner. And we do want to be
very cooperative on all this. Let me ask, are the pieces getting put
in place? Where are we in terms of actual restructuring? What is
the timetable? Has that begun to happen? Mr. Steel, when does the
actual—because we are told the resets are happening and they are
coming soon. Do we have any kind of results yet? Or when can we
expect some?

Mr. STEEL. Well, I think, sir, that the original results are to
make contact, and that is happening right now. We are also having
individual meetings with large lenders and servicers; we have had
two in the last 2 weeks. They are describing to us their increased
efforts for modification and for refinancing, so it is happening in
the field, and we are providing encouragement to that.

I think that what we want to do, though, is to develop metrics
so that we can really report back and understand. And we are not
there yet on that ability to provide specific feedback, but we are
pursuing that, and in the interim we are just doing our best to—

The CHAIRMAN. As you develop the metrics, I hope someone is
asking for raw data to come in so that when we get the metrics,
you won’t have lost that.

Mr. STEEL. Absolutely.

The CHAIRMAN. Let me ask one question. FDIC Chair Sheila Bair
has proposed a more general approach. There has been some ques-
tion about whether doing it case-by-case is enough. Where are we
on that, in your judgment, now? What do you think of what Chair-
man Bair has said?

Mr. STEEL. Well, I think that Chairman Bair has provided a very
good perspective on this issue, and we have met with her several
times to understand the way in which she is thinking about it. I
believe that she is exactly right, that this model is by nature dis-
tributed with lots of different players. And given the size and the
scale of the challenges that we are facing, a more systematic and
standardized approach is needed. We have brought that same sys-
tematic and standardized approach to the idea of contacting bor-
rowers, and the Secretary has indicated just this week in his public
comments that we need to have a more systematic and standard-
ized approach to the idea of modifications and refinancings. Now
the exact formula for that we are still working on, but the idea of
a more systematic and standardized—

The CHAIRMAN. Obviously speed is important, too. And I do think
it should be noted that when the Chair of the FDIC says that, it
is coming not from an advocate for neighborhoods but from a regu-
lator; indeed not just a regulator, you, but the woman in charge of
protecting the integrity of the Deposit Insurance Fund. So I would
think if she takes that position, nobody ought to say this is in any
way jeopardizing safety, soundness, etc. This is very impressive
coming from the chief protector of the Deposit Insurance Fund. So
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we will be encouraging people to in fact rather than go one at a
time to do some across-the-board kinds of approaches.

Mr. STEEL. Well, I think the idea of systematic and standardized
are the words we are using to tell people that while decisions are
made in essence in some ways on a case-by-case basis that having
broad guidelines—

The CHAIRMAN. Within the framework. Yes. It really—time is ob-
viously an issue.

Mr. Montgomery, one other thing, I was pleased and gratified
that the Under Secretary mentioned that in two of the three areas
the committee has worked—FDIC and FHA—and we collaborated
with our friends at Ways and Means, in fact all three of those
pieces of legislation that you have talked about have passed the
House. The FHA one is well along, but that is my question, Com-
missioner Montgomery. I am disturbed by one thing. You asked for
some FHA legislation. We responded. We responded in this com-
mittee last year. Under Republican leadership, it was blocked in
the Senate. We are doing it again. I understand there are some pol-
icy differences, but it is again within the framework of agreement.
It has passed the House, it is passed the committee in the Senate.
Given that I was disappointed to read that the FHA is now in ef-
fect acting in that area, not waiting for the legislation, and there
are some areas where there is difference, that is not helpful in my
judgment in our working together. You know if there was nothing
going on, I would understand your needing to move. But the rais-
ing of fees and raising them in ways that differ in some ways cer-
tainly from the bill that the House passed, is it not possible for the
FHA to hold off on that until next year when we hope the Senate
may do something when the bill is out of committee? Particularly
since the bill may very well differ in some respects from what you
are doing. You would then be required, I would assume, in compli-
ance with the law, absent a signing statement, to comply with that.

So why—having asked us for legislation, and having us well
along in the legislative process, pass the House, pass one com-
mittee—pass the committee in the Senate, why are you acting
without waiting?

Mr. MONTGOMERY. I would assume you are referring to the MIP
increase on the multifamily.

The CHAIRMAN. Yes. Was it multifamily? I thought it was—

Mr. MONTGOMERY. If it is the MIP increase—

The CHAIRMAN. No. I am talking about the most recent proposal
we saw for an increase with regard to people with weaker credit.

Mr. MONTGOMERY. There is a risk-based pricing proposal.

The CHAIRMAN. Yes. Yes. That is the one I am talking about. Be-
cause risk-based pricing is what is in our bill. It is the risk-based
pricing proposal.

Mr. MONTGOMERY. Ours is only within current statutory limits.

The CHAIRMAN. I understand, but they differ some with what—

Mr. MONTGOMERY. There is not a lot of difference. But as you
know, sir, yours actually goes to 3 percent. Ours can only go to 2.25
percent on the up-front premium. And as you are aware, since we
are an insurance company, because of a certain type of gift down-
payment assistance we have been using for many years, we have
been moving closer toward a positive credit subsidy, in fact, peril-
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ously close to a positive credit subsidy. Risk-based pricing helps an-
swer that question.

The CHAIRMAN. I understand that. We are passing legislation
dealing with risk-based pricing at your request, and you are now
moving without us. There is one fundamental difference—and I
want to stress this again—it really troubles me that we continue
to have it. Our notion of risk-based pricing says that if you are
someone who is high risk and weaker credit, but you work hard
and make your payments, you should not be the one to bear the
brunt of people like you who could make payments. And your pro-
posal says no, we are going to treat all those people in that cat-
egory the same, and the people in the lower income—because that
is by and large where the weaker credit is—that they are going to
have to make higher payments for the insurance than I would,
even if they make their payments.

And I understand why a private insurance company might have
to do that. I do not understand why the Federal Government does
that. I do not understand why we say to some hard-working woman
who has made every payment she was supposed to make, you know
what, there are other people who didn’t make their payments, so
you have to make up for that and I don’t. So why do we not say,
as we have said in the bill, if you make your payments, we will not
charge you more?

Mr. MONTGOMERY. So then the alternative to that is that we
raise premiums on everybody.

The CHAIRMAN. No. Yes. A little bit. Commissioner, absolutely
right. So here is the choice. We raise them higher on a relatively
small number of lower income people, but we raise them more on
everybody, so you and I share in that as opposed to putting it on
the woman making $45,000. Isn’t that an easy question for us to
answer by any model standpoint?

Mr. MONTGOMERY. Sir, I will say there is this much difference
between them. Currently we cannot help the higher risk, lower in-
come borrower under our current pricing structure. By doing the
risk-based structure and moving from 1.5 percent to 2.25 percent,
which on our average mortgage of $130,000 a year, sir, is less than
the cost of a Domino’s pizza every month, then higher risk, lower
income borrowers—

The CHAIRMAN. Okay. As you know we are not talking about
whether or not—that is not a fair answer. Because we are not talk-
ing about whether or not you should reach those people, but who
should bear the cost.

Mr. MONTGOMERY. We can’t reach them today, sir, is my point.
Subprime loan.

The CHAIRMAN. Yes. But we are very close to passing the bill.
Then let me ask you, you are doing it now. What do you think we
should do in the bill in this regard? And let me say, by the way,
when you are talking about a low-income family, please don’t scoff
at the cost of a Domino’s pizza a month. It may not be a big deal
to me and you.

Mr. MONTGOMERY. That is all we help are lower-income families,
sir. We want to help higher risk, lower income families.
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The CHAIRMAN. Mr. Montgomery, why would you say that? You
know I agree with that. The question is not—I guess there is a fun-
damental philosophical divide between us that troubles me.

Mr. MONTGOMERY. I don’t think there is.

The CHAIRMAN. We agree that we should help people with weak-
er credit. The question is, should the people with weaker credit
have to subsidize each other? Or should all of us subsidize the peo-
ple with weaker credit?

Mr. MONTGOMERY. Right now the only choice is subprime—

The CHAIRMAN. What about in the bill? Mr. Montgomery, you are
not answering the question. Don’t pull this again. You do this, and
it troubles me. I am asking you a question. I understand the cur-
rent law.

What do you think about passing a bill which says that to the
extent that there has to be some bearing of a higher risk for people
with weaker credit that we share it for all of us who might get
FHA rather than making only the people with weaker credit sub-
sidize each other? What is your position on that?

Mr. MONTGOMERY. Absolutely, sir. As we have done all along
through this process, we have been very deliberative—

The CHAIRMAN. What is your answer to the question?

Mr. MONTGOMERY. Sir, I think we are doing that today. If I am
a low-income, high-risk family who cannot use FHA today, if some-
one says by paying $8 or $9 more a month, I would say, where do
I sign up?

The CHAIRMAN. Mr. Montgomery, please answer my question.

Mr. MONTGOMERY. That is all I am trying to do, sir.

The CHAIRMAN. No, no, no. You know better. Here is the ques-
tion: Assuming we are going to help people who are of weaker cred-
it and assuming that means that somebody has to pay for a higher
default rate, should that cost be borne only by all the people in that
subcategory of weaker credit? Or should that cost be borne by all
of those getting—

Mr. MONTGOMERY. It is borne by everyone, sir.

The CHAIRMAN. No, Mr. Montgomery. Please answer the ques-
tion.

Mr. MONTGOMERY. Everybody pays premiums, sir. That is the
beauty of this program. It is not a handout. Everybody pays pre-
miums.

The CHAIRMAN. Yes. And Mr. Montgomery—

Mr. MONTGOMERY. It will attract some lower risk borrowers. And
all of these people are low income, sir. The average income of our
borrower is $55,000 a year.

The CHAIRMAN. Mr. Montgomery, you know I know that. You will
stop filibustering. This is appalling. We agreed on all of that. We
agreed that we are going to reach people. We are going to stay here
until you answer the question “yes” or “no.” This is appalling to me
that you would try to evade the question. We agree to all of that.
We agree there has to be somebody bearing the cost because more
people will default when you get lower down the credit thing. You
say, let those people with weak credit subsidize each other because
it is only a Domino’s pizza a month to them. I say, no, let’s not
even do that. Let’s share that subsidy among everybody. Which do
you prefer?



14

Mr. MONTGOMERY. Well, as current practice—

The CHAIRMAN. I am not asking you current practice. Which do
you prefer?

Mr. MONTGOMERY. Since I run an insurance company, sir, I have
to be mindful of not coming to Congress and asking for money,
which as you know we get—

The CHAIRMAN. Mr. Montgomery—

Mr. MONTGOMERY. I also want to help higher risk lower income
families.

The CHAIRMAN. You know you are not answering the question.
I agree that you need more money from the premiums. You accept
that, right? We are talking about, how do we allocate the higher
premiums? Do we allocate it only to the people in the weaker cred-
it? Or do we allocate it to all people who pay the premiums? So
please don’t filibuster with extra money from the Congress. That
is not an issue.

Given that we have to pay for this with higher premiums, should
they come entirely from the people in that same category of weaker
credit or should they be spread throughout the universe of people
getting insurance?

Mr. MONTGOMERY. Sir, I would say the flip side of that is some
of the lower income—

The CHAIRMAN. Are you answering the question?

Mr. MONTGOMERY. —borrowers will pay lower.

The CHAIRMAN. Will you answer the question?

Mr. MONTGOMERY. Some of your constituents will pay lower
under this. And I think that is a good thing.

T};e CHAIRMAN. Mr. Montgomery, would you answer the ques-
tion?

Mr. MONTGOMERY. Some people—

The CHAIRMAN. Mr. Montgomery, will you answer the question?
The question is, given that we have to have some increase in pre-
mium income to accommodate the fact that we will have a high or
low loss rate for people with lower credit, should that be applied
only to the people in that same category, which would be a lower
income category, or should it go through all the borrowers?

Mr. MONTGOMERY. It should be spread out among all borrowers.

The CHAIRMAN. And that is what is in our bill. Fine. So you are
not opposing that provision in the bill?

Mr. MONTGOMERY. Sir, that risk is spread out today.

The CHAIRMAN. No. But it is not spread out. No. You know that
there is a difference.

Mr. MONTGOMERY. Sir, your premium goes to 3 percent. Ours
only goes to 2.25 percent.

The CHAIRMAN. Oh, I am sorry—wait a minute. Excuse me.

Mr. MONTGOMERY. Under your bill 3 percent—

The CHAIRMAN. Do you want us to change that to go back to
2.25?

Mr. MONTGOMERY. No, sir.

The CHAIRMAN. Excuse me, Mr. Montgomery.

Mr. MONTGOMERY. You can help our borrowers. We do support—

The CHAIRMAN. You are changing the subject again on this issue.

Mr. MONTGOMERY. No, sir. I am supporting that part of your bill.

The CHAIRMAN. Oh, you are? That is the first time.
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Mr. MONTGOMERY. That is what we had in the bill last year. You
know I support this legislation. There is a little difference.

The CHAIRMAN. No, but you differed to that particular provision.
So I accept your support of it now. But let me ask you—

Mr. MONTGOMERY. The different approach is to helping the high-
er risk borrowers.

The CHAIRMAN. Mr. Montgomery, I want to follow up on this.
You said you are only at 2.25 percent, was it?

Mr. MONTGOMERY. 2.25 percent.

The CHAIRMAN. And we are going as high as 3 percent.

Mr. MONTGOMERY. That is correct.

The CHAIRMAN. It sounds like you think we are going too high.
Do you want us to go back to 2.25 percent?

Mr. MONTGOMERY. No, sir. I think that 3 percent goes to help
highler risk lower income borrowers. It is more than I can do cur-
rently—

The CHAIRMAN. When you say we are going to 3, we are doing
that at your request. It did sound like you were contrasting us at
3 percent.

Mr. MONTGOMERY. No, sir. I wish that we could go to 3 percent.

The CHAIRMAN. You do want us to?

Mr. MONTGOMERY. Yes, sir. Absolutely.

The CHAIRMAN. Well, when you said that we were 3 and you
were 2.25, it sounded like you were kind of putting that responsi-
bility on us.

Mr. MONTGOMERY. No, sir. I can’t go to 3 percent today.

The CHAIRMAN. I know you can’t. Mr. Montgomery, please re-
frain from telling me today is Friday every third sentence because
you don’t want to answer another question. I know it is Friday. I
know you can’t go to 3 percent. It did sound to me like you were
suggesting that we wanted to go higher than you wanted. So the
3 percent is at your request?

Mr. MONTGOMERY. Yes, sir. We worked together on this bill for—

The CHAIRMAN. Well, sometimes yes and sometimes no. But let
me just—again, you do agree with the provision in the bill that
says the higher subsidy for the weaker credit people should be
shared throughout the universe rather than limiting it only to the
other people with weaker credit?

Mr. MONTGOMERY. So it is spread among all borrowers, correct.

The CHAIRMAN. Thank you.

Mr. Hinojosa.

Mr. HINOJOSA. Thank you, Mr. Chairman. In listening to the
first presenter, Mr. Steel, you spoke about some solutions in your
prepared statement: the first, second, and third parts that are rec-
ommended by your organization. But you also said that your at-
tempt to reach out to the borrowers through the letter or mail cam-
paign that you put out was not successful, and, in fact, it was prob-
ably the independent counselors who had experienced better suc-
cess and the loan servicers.

What is the difference between the message that the independent
counselors and the loan servicers are communicating to the bor-
rower?

Mr. STEEL. Thank you, sir. I think that the key issue is that
when homeowners are challenged, that there is a trepidation on a
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contact from the actual lender servicer, and whether they are un-
comfortable, that it is a foreign feeling relationship, whereas hav-
ing community-based organizations and professional counselors
reach out, that it is a more friendly face. And the message might
actually be the same, but the person who is delivering it is really
the success.

And we see that the success rates jump significantly. When that
message of wanting to contact and begin a discussion comes from
the counselor, then you get a much higher response rate than if it
comes from a servicer or lender. And so I think it is the idea of
someone who is the agent who is not part of the servicer per se,
but instead is an independent agent and often part of community-
based organizations.

Mr. HINOJOSA. Okay. Well, let’s take that—and I accept that it
would be friendlier and certainly better received.

But if I were a borrower, and I was making $500 a month pay-
ments under the ARM’s rate, and then it suddenly jumped up to
twice that, $1,000, I don’t know that just reaching me and having
this communication is going to be able to allow me to keep my
home because I have a salary, my wife has a salary, and together
we have to come up with the $1,000, and that is not possible. What
other solutions are there?

Mr. STEEL. Well, I think that we have to look at this contact as
the first step and then, when appropriate, begin discussions often
with a counselor helping the homeowner contact and discuss these
options with the servicer and to see, where appropriate, whether
refinancing or the modification are tools and whether new products
can be organized. But I think having the counselor in the middle
to represent and to be the agent of the borrower is a crucial part
of it.

And so that is really a first step, to begin the engagement. When
a homeowner goes into foreclosure with never contacting the lender
or the servicer, there is just no chance of success. So this is the
first step to begin the discussion and understand the actual situa-
tion.

Mr. HINOJOSA. I agree. But there has to be some solution for the
borrower, and I am using myself as the example. Have you all dis-
cussed the possibility that a second family share the home and
share the payment? I have seen that in many minority families
where they buy a home, which is a little bit more expensive than
one family can buy, and two families then wind up sharing that
home, even though they are crowded.

Mr. STEEL. Sure.

Mr. HiNoJOsSA. Has that been discussed and what the con-
sequences would be?

Mr. STEEL. I think that on the second panel you will have the
real professionals who work at the face of this issue, and they can
answer that with more specificity than me. But the counselors are
trained to walk through all the alternatives with the actual home-
owner. And so I think they are the right people.

Mr. HINOJOSA. Time is running out for me. I want to ask the
question on financial literacy education, how far have you gone?
Because I have not received any information as to what the success
has been by these counselors and loan servicers you are using, even
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after the mess that they are in. It should have happened before the
loan was made. But now that they are, how is the financial literacy
component being utilized?

Mr. STEEL. Well, I think that there is really the immediate issue
of HOPE NOW dealing with the challenges that have been de-
scribed of what is happening right now with regard to mortgage
resets and things of that nature. There is a second and quite im-
portant financial literacy effort that Treasury and the Administra-
tion have been working with. And that has been going on all along,
and we are talking about ways to raise that focus on financial lit-
eracy in the broad sense, of which homeownership is a part. And
so we are committed to that, and I think you will be pleased with
the progress that we are making there.

Mr. HINOJOSA. My time has expired, Mr. Chairman, and I yield
back.

The CHAIRMAN. I thank the gentleman. The gentleman from
Texas is recognized.

Mr. GREEN. Thank you, Mr. Chairman. Again, I thank the wit-
nesses.

I am still impressed with the concept of HOPE NOW, and I want
to do all that I can to make what is ideal real. It is a great ideal
circumstance that you want to create, but I would like to see it be-
come a reality. And for it to be a reality, I have to ask a couple
of questions and make a few recommendations. So if you would,
let’s remonstrate for a moment, as opposed to demonstrate.

First of all, what are we doing to go beyond the Internet and go
beyond what I would call the traditional methodology of commu-
nicating the message? Because many people who were victims of
predatory loans, some people who were in subprimes who should
have been in primes, they don’t use the Internet. They really are
not—the Internet is not a friendly vehicle for them. So beyond the
Internet and beyond what I would call the traditional means, what
are we doing to get to them and let them know that we have this
product? And Mr. Montgomery, if you would like to start, I would
be grateful.

Mr. MONTGOMERY. Absolutely. As we have referenced this quick-
ly, direct mail with all the data and all that we are able to literally
surgically look at a community and a neighborhood and see where
a lot of maybe concentration of these types of loans. And that will
be one of the—enable the HOPE NOW Alliance to use that tool. Be-
cause you are absolutely right, a lot of families do not have access
to the Internet.

There is also a toll free number that has been up and running
for some time now where families can also call and talk to a coun-
selor, maybe even through a loan transfer be connected to a
servicer, to their particular servicer.

I would also say to FHA’s part, this is a challenge we have every
day, which is why we have been using those tools for some time,
both the call center and certainly we are now going to start doing
a more direct mail approach as well.

Mr. GREEN. Let me recommend this, and that is all good. But
somehow we have to get to the small newspapers, the community
newspapers. And I am not sure that you have an advertising budg-
et. I don’t know. So perhaps I should ask. Do you have—I suspect
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I know, but I will ask. Do you have any money budgeted for adver-
tising in newspapers?

Mr. MONTGOMERY. Sir, I can’t give you an exact amount. But yes,
marketing and outreach, consumer awareness is certainly a part of
this effort. And we also obviously do that through the partners. We
have broad tentacles into the communities they represent as well.

Mr. GREEN. Well, let me suggest this based upon my experience,
which may not be the experience of every Member. But when I talk
to my small newspapers, they continually say to me that they don’t
have the opportunity to help with programs like this because for
whatever reasons they are not contacted for the ad buys. And they
can really perform a great service because they reach an audience
that—while I respect the larger news outlets—the other outlets
just don’t reach.

So I think it is important to give some consideration to the small-
er newspapers, to get them involved. Also, some of the smaller
radio stations that cater to a certain audience, they really pene-
trate that market. And they are going to get to the people who real-
ly need to hear this message.

It is unfortunate that so many of the people are minorities who
find themselves in this position, who have language concerns. With
reference to what Mr. Hingjosa said about financial literacy, we
have some people who need to hear this in Spanish, and Spanish
radio is a good way to do it.

In my district we have the ballot printed in English, Spanish,
and Vietnamese. I would assume that we ought to at least go to
the Vietnamese radio stations as well, the Asian radio stations be-
cause we can identify the market that has been hit.

So I would strongly recommend that we use some of these other
sources.

Another point, with reference to the statement, Mr. Steel—and
I understand totally what you mean. But you indicated that there
is no chance of success when a homeowner goes into foreclosure. I
understand the present circumstance, but I think that is where we
have to find some more flexibility. Because a lot of the people who
are in foreclosure if given this opportunity, I believe they too can
do a re-fi, a modify and/or re-fi, and they can succeed.

So I am going to beg that you encourage the people that we are
working with in this project to be a little bit more flexible and give
those people who are in foreclosure, some of them the opportunity
to look into this product and benefit from it as well. It is a good
product, but it can only be good if people take advantage of it and
if it is used effectively.

Finally, with reference to the rule on bailouts or not, “rule out
bailouts” is what I made a note of here. We have to rule those out,
and I think most of my constituents would agree with you. But
they also—some people are saying that we should literally freeze
foreclosures now.

I want a professional opinion. Mr. Steel, give us your sincere
opinion, your well-thought-out opinion of the impact of freezing
foreclosures. I would like to hear your answer on freezing fore-
closures, and then I will yield back. .

Mr. STEEL. Thank you, sir. I think that the housing market in
the United States in many ways is viewed around the world as an
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icon or something that has worked well. And when you look at the
growth in homeownership in our country over the last few decades,
it has worked quite successfully.

I think the reality is, as Representative Moore suggested in her
comments, that there is some level of foreclosure that seems to be
consistent in the normal marketplace. A function of change of cir-
cumstances were her words and things like that. And I think that
the issue from my point of view, sir, is that we need to make sure
we understand that activity.

But then in addition, what foreclosure is a function of these other
circumstances that are not natural and do what we can first to
help those people in the second category. I think the idea of a
freeze doesn’t seem to be the right way. We should have a target
approach trying to help the people where with some flexibility—
and I used this expression at a previous hearing—where we can
put a thumb on the scale on behalf of some people who with some
help can stay in their homes. That should be the focus of what we
do.

Mr. GREEN. Thank you, Mr. Chairman. I yield back.

The CHAIRMAN. The gentlewoman from Wisconsin.

Ms. MOORE OF WISCONSIN. Thank you, Mr. Chairman. I would
like to start with Mr. Steel and sort of follow up on other questions
that other members have already asked.

Starting with what Mr. Frank said, you know, you have been
urging institutions, I think, to work with borrowers to mitigate
losses and really issued clarifications, regulations, and guidelines
that have reassured institutions that their safety and soundness
will not be affected if they forbear. But I suspect that our second
panel is going to tell us that even though that is the case, many
of these institutions have been reluctant to not just go on and fore-
close. So I am wondering what you all are doing in terms of using
the bully pulpit or the chutzpa, if I could borrow that term, to get
these institutions more on board with, you know, and the sugges-
tion of perhaps of Mr. Green that they sort of stop these fore-
closures when they are—you know because what makes me nerv-
ous is your discussion of how you have to develop these metrics,
how you have to sort of evaluate how the counseling works. And
I am looking at data that indicates that these foreclosures are fast
upon us at the last quarter of this year and first quarter of next
year by the time you put all these pieces together.

So what exactly are you doing to incline these institutions to for-
bear?

Mr. STEEL. Thank you. I think that the first thing I would point
you to is that the bank regulators issued a notice encouraging this
flexibility, which I think was quite effective, the four key bank reg-
ulators, and I think in the month of July, that basically gave voice
to this idea of increased flexibility. Point one.

Point two, at Treasury, as early as earlier this week, Secretary
Paulson specifically suggested this idea of flexibility, understanding
and that servicers and lenders should work to this end. And we
have had multiple meetings of the HOPE NOW Alliance basically
trying to also give voice to this issue.

I, like you, am aware of the timeliness of our action, and I can
pledge that everyone at Treasury and others in the Administration
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are working flat out on this issue, recognizing the importance of
the timing issue—200,000 letters are going out in November, that
is not the end, that is the beginning, letters will go out and we are
focused on this to bring bear as fast as we can.

Also, in response to Chairman Frank’s comments, we have to
have the ability to measure our success and see how we are doing,
but it is challenging to bring disparate people together, who, until
we brought them together, were competitors and now we are say-
ing you have to take off your own jersey, and instead, wear the
HOPE NOW uniform and work together. And that is what we are
doing and encouraging with HOPE NOW.

Ms. MOORE OF WISCONSIN. Let me follow up with some questions
that Mr. Green and Mr. Hinojosa have asked about advertising. It
has been my experience that—number one, we have these mort-
gage rescue exams out there, and so your letter doesn’t look any
different from anybody else’s letter when they get it in the mail.
And one of the characteristics of someone who is going into fore-
closure is the completely do the ostrich and not open their mail. So
that is just a dumb idea to just mail to people.

Why aren’t you using television advertising, use the prestige of
the Treasury Department to say this is the number, the toll free
number to call, this is the legitimate number, these are the legiti-
mate institutions in your community to call, because this would fit
right into my mortgage rescue scam, because all I can do is send
out a letter. I have seen letters that look like they are from the IRS
or the Federal Government, and this is a waste of advertising, as
far as I am concerned. Why don’t you go on TV? I see TV for other
things the government wants to promote, when they want to pro-
mote Medicare Part D or ending Social Security or anything else,
so why can’t we use TV?

Mr. STEEL. Brian?

Mr. MONTGOMERY. Yes. Congresswoman, that is not the way we
should look at it. I would say NeighborWorks America, who has
been out in front of the this issue for some time, has been doing
exactly that. They have been running some foreclosure prevention
ads, they are part of the Alliance. And Mr. Wade, who is on the
second panel, can discuss that. They are in English, they are in
Spanish, they also have radio spots.

Ms. MOORE OF WISCONSIN. Do they have a HUD logo or a Treas-
ury insignia on them?

Mr. MONTGOMERY. They have the NeighborWorks logo on them
now, but the thought back to Under Secretary’s previous point, if
it is a name of a nonprofit that is probably well-known in the com-
munity, a homeowner in dire straits is more than likely to open
that letter.

Ms. MOORE OF WISCONSIN. No, they are not going to open the
letter.

Mr. MONTGOMERY. If it has the name of the bank on it, or maybe
even the U.S. Government’s name.

Ms. MOORE OF WISCONSIN. They will not open the letter, let me
reassure you.

Mr. MONTGOMERY. I agree with you on the point about the adver-
tising, absolutely.
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Ms. MOORE OF WISCONSIN. Don’t do it on the cheap—this is a cri-
sis, we have to use TV. I know how much it costs, because I had
to get elected, so use TV.

Mr. STEEL. If I could, since it was originally directed to me.

Ms. MOORE OF WISCONSIN. If the chairman would yield? My time
is up.

The CHAIRMAN. Yes. I am in no position to hold anybody to 5
minutes this morning.

Ms. MOORE OF WISCONSIN. Sir, you can respond.

Mr. STEEL. I think your points are all good ones, and I pledge
to follow up, but you should also know that there’s a bit of hand-
to-hand combat, and the people from these organizations are going
out door-to-door also, because that is the most effective. When
someone from your neighborhood knocks on your door and says,
you know me from our neighborhood. I am part of a group that you
know from a community-based organization, then that can be the
most effective. And so we have the radio, TV, and other spots, but
we will keep what you have said in mind.

Ms. MOORE OF WISCONSIN. Thank you.

Mr. STEEL. Thank you.

Ms. MOORE OF WISCONSIN. I yield back.

The CHAIRMAN. Let me just reiterate, I understand the need for
metrics, and I am not suggesting you said there would be, but that
can’t interfere with the ongoing work, the resets are coming, we
really need results and will be talking to Mr. Longbrake, but I
would hope by now we would have some of these actually hap-
pening. And the metrics are important, but we need to move and
we need to generate data, keep the data, and then we can figure
out how to work it.

Thank you, and—

Mr. HINOJOSA. Mr. Chairman, since you are being so generous
with time, I would like to let the record show that I have also lis-
tened carefully to Ms. Moore’s questions about the lack of using tel-
evision to advertise the services that are available through the gov-
ernment. But I would also like to let the record show that I have
not seen PSAs or public service announcements being used by the
government to get the message out.

Members of Congress use it very effectively when we want to let
our constituents know of an event that is coming up or whatever
the message is. And I don’t understand why, if we are losing bil-
lions of dollars because of this mess that we are in, why you aren’t
using PSAs with individuals who are well-known in the regions of
the State where we have these greatest numbers of foreclosures.
Can you tell me why that is not being done?

Mr. STEEL. Well, in fact it is. At foreclosure prevention TV, PSAs
have run on the Tonight Show, the Today Show, CSI Miami, Dr.
Phil, and Oprah already. In July, the campaign reached 2.28 mil-
lion households. So while I am sure we can go a better job, there
is effort in this behalf. And I can give you more data on exactly
what networks, what communities and things like that. So there is
work in process and that doesn’t mean we can’t do better, that in
defensiveness, it is an invitation to perspective from you.

Mr. HiNOJOSA. I have been informed by staff that the law re-
quires, under the FACT Act, to do this. Evidently, you are doing
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some, but you are not making much of an impact, so you need some
marketing people to see if you all can improve that and the fre-
quency. And possibly I heard you say you had it in different lan-
guages, and certainly, that is important. But again, there needs to
be some improvement on getting the information out and giving
them some alternatives. Thank you, Mr. Chairman.

The CHAIRMAN. The gentleman from Texas, for one last com-
ment.

Mr. GREEN. Yes, I will be very brief. I appreciate all of those that
you announced, but a lot of people who are having this problem are
not watching those programs. They may be looking at Good Times
or they may be looking at The Jeffersons. And they relate to what
is happening to those families to some extent. So I would just en-
courage to you broaden the reach to some of the nontraditional—

The CHAIRMAN. I appreciate the gentleman’s request. Let’s not
forget all of those households that are tuned into C—SPAN this
morning, both of them. I thank the Under Secretary and the Com-
missioner.

Next panel.

We will get started, if the witnesses will all take their seats. And
we will begin with an occasional and very welcome participant in
our proceedings who often speaks for himself and for his fellow at-
torneys general, the Attorney General of Iowa, Mr. Miller. Mr. Mil-
ler, please begin.

STATEMENT OF THE HONORABLE TOM MILLER, ATTORNEY
GENERAL, STATE OF IOWA

Mr. MILLER. Thank you, Mr. Chairman. This is a daunting prob-
lem, as we can tell from the comments and the questions just a few
minutes ago, but there is a precedent for success and that is the
farm crisis in Iowa in the 1980’s, which was a horrible experience
for us. But through required mediation of all those farm fore-
closures, we saved a number of farms and saved the fabric of rural
Towa in a lot of ways. The principle is a simple one, difficult to im-
plement, it is what I call enlightened self interest.

There is a point at which in some of the loans, not all of them,
but many of them, that the borrower can pay a certain amount less
than what the contract requires, but a certain amount is afford-
able. That amount will realize for the investor more than fore-
closure, so it is in both parties’ interest to modify the loan to get
there. The problem is, how do you get there?

We have been talking about working on this problem since at
least July. The attorneys general and the banking regulators, the
Conference of State Bank Supervisors. We had a meeting in July
of 37 States, and some of the people in the industry. In September,
we had a meeting with the 10 largest servicers in the subprime
market, five servicers 1 day, and five the next day in Chicago. We
have another meeting with the next 10 next week, and the first set
of meetings were very good meetings. We had direct conversations,
no defensive attitudes, no obstacles placed; it was a terrific meet-
ing. And what we found was there are some obstacles, but we knew
that to begin with.

The chief obstacles that we found are these: One is the issue of
contact, that was discussed considerably this morning, how to get
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in contact with the borrowers, and State officials can help there,
community groups, not-for-profits can help there, HOPE NOW can
help there, but it is a daunting task and a major obstacle.

Another obstacle is what we call the disconnect within the serv-
icing company. At the top level, they believe that enlightened self-
interest, this equilibrium should be reached and those should be
modified, but for those that are actually doing the modifications, it
is counterintuitive. It is counterintuitive for someone whose experi-
ence is in collecting money, collecting as much money as they can,
to give a break like this. It is counterintuitive for a collecting men-
tality to become a modification agent.

Another problem is the staffing level. The servicing companies
have to staff up, these are individual transactions for the most
part, although there are some alternatives that I can discuss later,
if you want. They have to be adequately staffed.

The other set of obstacles would be the agreements with the in-
vestors. And to our surprise and a pleasant surprise, the top 10
servicers told us that recently, as of early September, they had
worked through most of those pooling arrangements obstacles and
that they think they have the authority to make these modifica-
tions, as they should, because it is in the interest of the investor
to get more money through modification and less money through
foreclosure.

We in Iowa have tried something, and so far it is working, it is
called the Iowa Hotline. I went on before the press in early Sep-
tember and announced the Iowa Hotline. We hired the Iowa Medi-
ation Service, which coincidentally was the organization that did
the mediation for us in the farm crisis, to be the facilitator, to an-
swer the calls from the hot line. If you are in danger of foreclosure,
you call this hot line. We work with them and support them and
at least for a while, we fund them. The reaction was enormous.

Keep in mind that there are 30,000 subprime loans in Iowa, they
say about 8 percent are in foreclosure, that is 2,400. In less than
2 months, as of yesterday, there had been 2,700 calls. Not all of
them are in subprime, some of them are prime, but we, sort of, at
least for now, have dealt with the contact problem in Iowa.

When we got done in September with this good discussion, we
said, well, I quoted Ronald Reagan, “trust but verify.” We wanted
to develop a way they would give us the numbers that indicated
that this is working and we are pretty close to coming up with a
system of reporting to us that won’t be onerous, but that will be
effective in terms of demonstrating that this is being done, because
we are very serious about this. I mean, we have done very little
press on this project, as AGs and banking regulators, we put an
enormous amount of time in. Our whole goal is to save the ava-
lanche of foreclosures, much like we did in Iowa with farm fore-
closures in the 1980’s.

Let me tell you what we are doing is complimentary with what
HOPE NOW is doing and what everybody is doing, the basic reason
for that is there is more work for all of us. HOPE NOW can’t do
it all, we can’t do it all, the community groups can’t do it all. In
fact, together we maybe can’t do it all, but we at least have a
chance because of the contact problem, because of the working
through the modifications. The Iowa Mediation Service wants to
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get in contact with people, get the information and then work with
the servicers to achieve this modification, to achieve that equi-
librium that I talked about.

We have developed this great relationship with the banking reg-
ulators. We are working very closely with them and we are work-
ing with the servicing industry. We are getting feedback privately
from them that they are glad we are doing this, it is helpful, it is
helpful with the investors and with everybody.

So what I am saying is that this is something that can be done,
we have seen it done before. It takes an enormous amount of work;
it takes everybody working together. One little word of caution, one
or two of the servicers started to say to us well, maybe we don’t
want to be part of your project because we have HOPE NOW. That
is a big mistake, these are complimentary operations, we should
work together, we should share information. We have already
shared a lot with the Feds as we have gone along. At our July
meeting the FDIC was there, and we gave them information from
our September meetings. We are in this together, we are in it for
the long term. We know the obstacles and we want to work with
everybody and want to avert this foreclosure avalanche.

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

The CHAIRMAN. Thank you. Next is the chief executive officer of
NeighborWorks America, Mr. Wade.

STATEMENT OF KENNETH D. WADE, CHIEF EXECUTIVE
OFFICER, NEIGHBORWORKS AMERICA

Mr. WADE. Thank you, Mr. Chairman, and distinguished mem-
bers of the committee. We are pleased to be able to be here and
share with you some of the things that we are doing to help ad-
dress this critical crisis out here on the foreclosure issue.

NeighborWorks America has been working on the foreclosure
issue for well over 4 years now. We saw the problem coming prin-
cipally because we have this network of community based organiza-
tions that were telling us that they were beginning to see people
show up at their doorstep in various stages of foreclosure.

These, by and large, were consumers who did not have the ben-
efit of pre-purchase counseling by anyone, let alone members of our
own organization. And in many cases, were in loans that were
originated by nondepository or nonconventional lenders. And so as
we began to look at the problem, we decided we needed to do some-
thing in a more concerted way to respond to that challenge.

We have submitted testimony in written form that outlines all of
the things.

Th?1 CHAIRMAN. Without objection, it will be made a part of the
record.

Mr. WADE. Thank you. So rather than go through that in detail,
I want to concentrate on three of the main things we are concen-
trating on in order to make a contribution to this problem.

Now I would want to say that clearly we feel that the best solu-
tion is getting consumers good pre-purchase counseling on the front
end. By and large, more than anything else, we have seen that
make a critical difference between consumers who can do well with
homeownership and create a sustainable opportunity for them-



25

selves and their families, versus those consumers who don’t have
the benefit of that.

We have helped over 150,000 families achieve the dream of
homeownership over the past 12 years. When we look at the loan
performance of the consumers that we have helped, and by and
large, these consumers are nonconforming customers, low- and
moderate-income people in all the neighborhoods that we care
about, those consumers perform 10 times better than subprime
loans on average, 4 times better than FHA loans, and on par with
prime loans. So I think we can serve this customer base and we
can serve them well if we do a lot on the front end.

But that notwithstanding, obviously we have this crisis ahead of
us, or that we are in the middle of, and we felt we had to respond
to it. So we have stepped up to train counselors in foreclosure pre-
vention and delinquency prevention.

In 2006 and 2007, we have trained more than 2,429 housing
counselors from all over the country, some at our national training
venues, but in many cases, we have taken our foreclosure preven-
tion training on the road and gone to local communities all over
this country working with State housing finance agencies, lenders,
and the like in order to deliver counseling to community-based or-
ganization who are out there on the front line working with con-
sumers everyday. And we expect that in 2008, we will probably be
able to train an additional 4,300 counselors from community-based
organizations.

In addition to that, we are supporting local coalitions and efforts,
we are working with folks in Ohio, Maryland, Illinois, Georgia,
Missouri, Massachusetts, Wisconsin, California, Texas, South Caro-
lina, New York, New Jersey, Alabama, Florida, Connecticut, Penn-
sylvania, Michigan, Tennessee, Arizona, Washington State, and
Kansas. And we are looking for more opportunities to support local
efforts. I think, as Mr. Miller said, there is a lot of activity going
on at the local level, of people responding to address this crisis and
we are doing all we can to support those local efforts.

Then in addition, we are very pleased to be able to have a na-
tional public awareness campaign that we are doing in collabora-
tion with the Ad Council. That effort is being supported by a num-
ber of lenders and services that we have been working with over
the past 4 years. And we are pleased to be able to say that we
launched this public awareness campaign precisely because of the
challenge of being able to reach borrowers who go to foreclosure.

As you know, you have heard the data, over half of consumers
who go to foreclosure every year have no contact with their lender,
they don’t respond to the letters, the phone calls, and all of that
outreach. We thought a more targeted outreach effort to reach
those consumers would be one way that we can make a contribu-
tion. So we have worked very closely with lenders and servicers to
identify when the ads were developed at risk borrowers, we field-
tested the ads, and they were developed by a professional ad firm
in order to reach the consumers who are in trouble.

In addition, we partnered with the Homeownership Preservation
Foundation, which established a toll free hotline. We felt that was
a great call to action in order to support a public awareness cam-
paign, because obviously you need to call them to do something.
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And so the 800 number, the 1-888-995-HOPE number that the
Housing Preservation Foundation developed is what we are sup-
porting.

We launched our public education campaign in June. We have
had since that time 3,576 broadcasts on broadcast TV, 8,119 radio
spots, and again these ads were both in English and Spanish. In
July alone, we feel that these ads have reached almost 3 million
households, and we are very optimistic that the numbers that we
are going to get for August and September and October will even
exceed these.

We know that clearly is not sufficient, given the scale and scope
of the problem, and so we are working with a broad range of com-
munity-based and other national organizations. We had a meeting
the other day with Fannie Mae and Operation Push with Reverend
Jackson. He has agreed to customize some of the ads and distribute
them to the thousand churches that he has in his thousand church
campaign.

We have local elected officials who have been able to customize
the ads so we would offer that opportunity to reach consumers in
their markets. And we are working with well over 193 community
groups in total all over the country doing the grassroots outreach
to reach consumers through churches, door knocking and all other
kinds of means, including the media outlets that I think the con-
sumers who are most affected with this problem utilize.

We are very encouraged by the HOPE NOW Alliance, we have
been participating in that effort. We think the Treasury Secretary
and the HUD Secretary adding their voice and their good office to
bring us together and operate in a more coordinated way is going
to go a long way toward helping us make more impact and to have
more success in addressing this very challenging problem.

So let me stop there and I thank you for the opportunity for al-
lowing us to just share a little bit about what we are doing.

[The prepared statement of Mr. Wade can be found on page 116
of the appendix.]

The CHAIRMAN. Thank you. Let me interrupt at this point. Some-
thing has come up, and I have to leave a little bit early. I had pre-
viously asked the gentlewoman from Wisconsin, whom I knew was
going to be available this morning, to take over for me. She will
be doing this at some point.

I do want to make one announcement at this point. We work
closely with the Conference of State Bank Supervisors on a number
of issues, and also work with attorneys general, and they inform
me that they are also trying to develop measurements, metrics and
that they have found some of the people in the industry not respon-
sive to their effort to get together. I would like to urge people in
the industry who might on a slow Friday be paying some attention
to this to work with them.

We have found the Conference of State Bank Supervisors to be
very important. And I should note that if the legislation that we
are going to be acting on, on Tuesday goes through as we intend,
there will continue to be—in fact, there will be an increased role,
we hope, for State bank supervisors. One of the things we are try-
ing to do is to encourage the States to step in, all of them, and reg-
ulate mortgage originators who, in many cases, have not been regu-
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lated. So we see a vigorous role for the States and we think it
would be very helpful.

Mr. Marks, I have to tell you, I read over your testimony, and
I will not accept the testimony in which you make remarks about
other institutions. The reason I say this, we will be glad to take
that in writing, after they have a chance to respond. As you know,
we had some conversations with Countrywide, we welcome what
you have accomplished, you and Countrywide, it is a very impor-
tant model for people and we want that there. Criticisms of other
institutions are currently legitimate, but I would ask you to hold
those off until we can get responses and put them in the record at
the same time. So we are going to focus on the very significant
positive accomplishments you have.

We get contradictory views from other institutions, so I would
like to hold those off at this point, focus on that. Clearly, there is
an openness here, but before we put it in the record, ask the insti-
tutions that you criticize to give their response, you can respond,
we want to promote that dialogue. So please let us have your testi-
mony on the work that you and Countrywide and other policy rec-
ommendations that you have, please go forward.

STATEMENT OF BRUCE MARKS, CHIEF EXECUTIVE OFFICER,
NEIGHBORHOOD ASSISTANCE CORPORATION OF AMERICA

Mr. MARKS. Thank you for allowing us to be here and for having
this hearing. I am not going to talk about the process or the out-
reach, but I do want to respond to one thing that you said, Con-
gressman, to start out is that I think what the issue is is that you
need to hold all the entities out there accountable. And so you hear
a lot of things about we are modifying this or doing that and we
can name names, and I respect what you are saying so we wouldn’t
go through naming names.

But clearly, we hope you will follow through and make sure you
will ask these institutions that we have identified to say how many
loans are they modifying and what the interest rate is.

The CHAIRMAN. Let me give you an example, when you last testi-
fied, you did have some very critical things to say about Country-
wide. Countrywide responded and said well, some of them weren’t
accurate. I assume you have now been working with Countrywide
and maybe that helped. I don’t want to do that again where we do
it seriatim.

As far as following up, yes, that is why I asked Mr. Steel and
stress we are beyond the point where we want to hear about what
people plan to do. We want to hear some numbers and we will con-
tinue to ask for those in a specific way, so why don’t we proceed
now.

Mr. MARKS. Let us talk about real solutions. Let us not just talk
about process. Let us not talk about outreach, let us talk about real
solutions that are going on. And so let us talk about the most effec-
tive real solution that is out there and that is the NACA Country-
wide agreement.

And as good as it sounds, it is extraordinary in what it does, be-
cause it is a solution that is based on the borrower, not on the
lender. It is based on what the borrower can afford and that is
what has to happen. All the focus needs to be on you have to look
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at the borrower, what they can afford and to adjust their payments
accordingly.

We have heard a lot of discussions in the past about the answer
to it is the refinancing of loans, but the fact of the matter is is that
prices are not there, the loan-to-values are not there, and prices
are plummeting. So that is going to knock out a lot of people to re-
finance.

Debt-to-income ratios, that is going to knock out a lot of people
in terms of what they are able to in terms of refinancing. And last-
ly, the payment history will eliminate a lot of people. So the an-
swer to this huge crisis is not that we are going to be able to refi-
nance a lot of people out of their subprime or predatory loans, we
should try to do our best, but that is not going to be the answer
or the solution.

The fact of the matter is the other piece we keep talking about
outreach and getting a hold of the homeowners, if there is it no
real solution out there, we are not doing a favor to those home-
owners. We are not really providing a solution if the lenders are
not willing to do the right thing to restructure the loans to make
them affordable over the long term.

Let me talk about specifically the NACA-Countrywide agree-
ment. Homeowners would go through the NACA process, where we
look at the individual characteristics of the borrowers and we pro-
vide a framework and standardization to provide an unprecedented
Home Save solution for tens of thousands of homeowners.

Step one, they complete a mortgage questionnaire on our Web
site at www.naca.com. Step two, they attend a workshop to learn
about the process and the options. Step three, most importantly,
they meet with a mortgage consultant who works with the home-
owner to see them through the process. Step four, the homeowner
is referred to a NACA underwriter, who then takes over their ap-
plication. Step five, it is completed, and it is submitted to the lend-
er. It is through a state-of-the-art Web-based software program
that is a purely paperless process.

Now let’s talk about the options for the homeowners. This is
based on the terms of the loan and what the homeowner can afford.
And there is a cascade of options that are as follows.

Option one, the payment plan, and that is appropriate for people
who have an affordable loan, affordable terms, and they have a
short-term crisis. So you put a payment plan together where some-
one becomes current over 12 months.

Option two, modification. Modification is where there are afford-
able terms, affordable interest rate, a more serious crisis, and the
loan can’t be resolved in 12 months. The arrears are put onto the
loan, and it is reamortized over the existing term.

Option three, refinance. People can refinance through the NACA
program, and it is the best deal out there, bar none. It is 100 per-
cent financing. There is one mortgage product. There are no fees,
no prepayment penalties, and no points. And it is always at 1 per-
cent below the best rate. So today’s rate, 30-year fixed, is 5.375 per-
cent. We have committed a billion dollars, $1 billion, to refinance
people out of their subprime or their predatory loan.
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Option four, and this is the incredible aspect of the NACA-Coun-
trywide agreement, is the restructuring of loans. This is the most
powerful tool for homeowners to save their homes.

We evaluate what the homeowner can afford. First, you look at
the net income. Then, from the net income, you deduct the required
liability payments, the homeowners’ housing expenses, and $200
for unforeseen expenses. The result is a payment that the bor-
rowers can afford, so you fix that payment. And then you have two
variables: You have the interest rate; and you have the outstanding
mortgage amount. You reduce those back into that affordable pay-
ment.

And what has happened is that, on the first day, the first day
of the NACA-Countrywide agreement, over 25 homeowners, just on
the first day, their loans were restructured to an interest rate be-
tween 5 and 6 percent. They were saving $300, $1,000, $2,700 a
month for that. And we didn’t have the problem with the investors.

I want to finalize or talk about the investors. We keep hearing
that the investors are saying no, that they can’t do it. The fact of
the matter is that Countrywide will look at the pooling-of-servicing
agreement, and we will say, “What is the most favorable interpre-
tation of the pooling-of-servicing agreement for the borrower,” and
then we interpret that. And if the investor says no, they give us
the specific information to allow us to have a discussion with the
investor. And, clearly, we would want to make it clear to them that
it is better to restructure than to foreclose.

And the fact of the matter is—one final thing—

Ms. MOORE OF WISCONSIN. [presiding] Mr. Marks, I am sure that
the question period will be an opportunity for you to—

Mr. MARKS. And we have not had one time where an investor
has said no.

[The prepared statement of Mr. Marks can be found on page 62
of the appendix.]

Ms. MOORE OF WISCONSIN. Okay. Thank you. I am unable to yell
like Mr. Frank. So thank you very much for your testimony.

Mr. Longbrake?

STATEMENT OF BILL LONGBRAKE, ANTHONY T. CLUFF SEN-
IOR POLICY ADVISOR, THE FINANCIAL SERVICES ROUND-
TABLE

Mr. LONGBRAKE. Thank you, Mr. Chairman. My name is Bill
Longbrake, and I am pleased to be here on behalf of HOPE NOW
Alliance to talk about this significant joint industry and nonprofit
national initiative that has been organized to reach out to at-risk
borrowers to help prevent foreclosures.

I would like to thank all the members of the committee for your
support for the national 1-888-995-HOPE hotline counseling pro-
gram of the Homeownership Preservation Foundation. And since
we are on C—SPAN, I am advertising this number, so I will repeat
it one more time: 1-888-995-HOPE. This is part of our expanded
HOPE NOW Alliance. The hotline is available to any homeowner
today, and it will be promoted more in the future by efforts that
the Alliance is putting together.

HOPE NOW brings leading servicers, counselors, investors, and
other mortgage market participants together to create a unified, co-
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ordinated plan to reach and help as many at-risk homeowners as
possible. HOPE NOW builds on the active individual efforts that
are being made by servicers to contact and assist their borrowers,
as well as the ongoing work by nonprofits such as Mr. Wade’s
NeighborWorks of America and the Homeownership Preservation
Foundation, which runs the HOPE hotline.

HOPE NOW will maximize and expand on all outreach efforts
that are currently by made by servicers and will work to reduce ob-
stacles and to create solutions to help homeowners in trouble. We
will do this through enhanced efforts to contact at-risk borrowers,
increased access to nonprofit counseling, and better coordination
between servicers and nonprofits to increase positive outcomes for
borrowers and avoid foreclosures.

Our members are working on six initiatives, and we are doing
this collaboratively. This is not something that is limited just to the
organizations that are listed; we are open to all comers. And we
take to heart Chairman Frank’s remarks about working with
CSBS, with attorneys general, and with other organizations.

Our first initiative is outreach. You have heard quite a bit. There
is a poster over here that is the letter that will go out on November
the 19th. I have an updated number; we expect now to send that
to 250,000 homeowners. And we expect to repeat that letter at reg-
ular intervals after that.

Why the letter is important—it is not going to be the be-all and
end-all. There is no one solution that works for everything; there
need to be multiple solutions. But what we know is that when a
servicer sends out a letter, the response rate is only around 3 to
5 percent. When it comes out under a not-for-profit organization’s
logo, that percentage goes up to a 25 percent success rate, so a very
significant improvement.

As Mr. Wade mentioned, we are continuing public service an-
nouncements through the Ad Council and radio spots, and that will
continue.

The second effort is to build capacity for counseling. We are
working to increase the capacity of the national 1-888-995-HOPE
hotline and in-person counselors to receive, triage, counsel, refer
and connect borrowers to servicers.

Now, we haven’t advertised that number as aggressively as we
would have liked to, because we were concerned that we might get
a flood of calls before we had trained counselors in place. As Mr.
Wade said, there are 122 currently. By the end of the year, we ex-
pect that number to have been increased to 250. And we certainly
would welcome participation in advertisement of that number.

The third effort involves improving coordination and cooperation
between servicers and counselors. We are developing ways to make
it easier and more efficient for counselors to reach the right people
and servicing in loss mitigation departments and to facilitate deci-
sions to assist borrowers and to improve the information counselors
have to give servicers, so that they can make more informed deci-
sions about what options would work best for each at-risk bor-
rower.

The fourth effort includes better measures to report on progress.
The Alliance is establishing methods for reporting on the number
of borrowers reached and the outcomes of this outreach, how many
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people we are helping, and how they are being helped. We will
measure outcomes, for example, refinancings, reinstatements, and
other types of resolutions, so that we get a good sense of the types
of things that seem to be working best.

Fifth, we are working on improving technology. We will use ex-
isting technology tools and software to develop new means to im-
prove the interaction between counselors and servicers to assist
borrowers. So all of this is intended to shorten the timeframes for
turnaround.

Finally, the sixth effort has to do with funding. We are working
to develop a sustainable funding model that will provide support
for telephone and in-person counseling efforts. It will require fund-
ing contributions from servicers, investors, and funding for coun-
seling from the Federal Government to cover those borrowers
whose loans were not originated or serviced by a member of the Al-
liance. And that includes, now, some bankrupt companies.

All of these efforts are intended to assist borrowers who have the
willingness and wherewithal to remain in their homes but need a
little help to do it.

Modifications, which have been mentioned frequently, will not al-
ways be the best solution. As Mr. Marks pointed out, there will be
cases where a work-out is not feasible. Possibly a short sale or a
deed in lieu might be the best solution, but even those alternatives
may not be optimal.

Mr. Chairman, we believe this national cooperative effort will
produce positive results and will help more at-risk homeowners.

In closing, I want to reiterate the most important message of this
effort. It is critical for homeowners in trouble to reach out for help.
We are going to do all we can to encourage that and make that
easy to do. Studies have found that 50 percent of borrowers who
go into foreclosure never contact their lender. We hope to reduce
that substantially.

The HOPE NOW effort is intended to contact as many at-risk
borrowers as possible, but we need help from leaders like Members
of Congress to do that. Anything you can do to get the word out
that borrowers should contact their servicer or resources like the
HOPE hotline would be valuable and welcome.

[The prepared statement of Mr. Longbrake can be found on page
52 of the appendix.]

Ms. MOORE OF WISCONSIN. Thank you so much.

Mr. Samuels?

STATEMENT OF SANDOR SAMUELS, EXECUTIVE MANAGING
DIRECTOR, COUNTRYWIDE FINANCIAL CORPORATION

Mr. SAMUELS. Thank you, Madam Chairwoman.

I am executive managing director of Countrywide Financial Cor-
poration. We have been a consistent and long-standing leader in
developing innovative approaches to foreclosure prevention.

Experience tells us that successful efforts to avoid foreclosure are
the result of partnerships. One of the most essential partnerships
is between the borrower and the servicer. We encourage our bor-
rowers to call us the very first time they anticipate problems. We
can work with the borrower and offer real solutions.
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We recently announced the major expansion of our foreclosure-
prevention efforts, a $16 billion home preservation program to as-
sist as many as 82,000 Countrywide customers who are facing or
have had a payment reset, with affordable refinance and loan
modification options. This is an extension of our robust home pres-
ervation program and investment in borrower outreach.

Let me quickly summarize some of our more notable efforts.

Countrywide has expanded our capacity to contact and be con-
tacted by borrowers. During 2007, we increased the number of em-
ployees in our home retention division from 2,000 to 2,700. Total
operational spending in the home retention function is expected to
grow by more than 45 percent between 2006 and 2008.

In September alone, our home retention division made almost 9
million call attempts to reach delinquent borrowers, had nearly a
million phone conversations with borrowers about their payment
difficulties, and mailed over 700,000 personal letters and cards to
borrowers. We include helpful information in borrowers’ monthly
statements and repeatedly attempt to reach our borrowers both by
phone and by mail.

We provide notices 180 days, 90 days, and 45 days prior to the
payment reset, reminding borrowers that they have an upcoming
rate and payment adjustment. The notice provides an estimate of
the new payment based on current interest rates and encourages
borrowers to call us or a counseling agency if they anticipate finan-
cial difficulties.

Also to reach our borrowers, Countrywide has sponsored home-
ownership preservation seminars in 30 communities across the
country, and we plan to expand those efforts in 2008. There is, in
fact, one coming up this weekend in Los Angeles.

Partnerships with nonprofit organizations are critically impor-
tant to expanding our ability to deliver home retention solutions to
our borrowers. We recently entered into a ground-breaking partner-
ship with the Neighborhood Assistance Corporation of America,
headed by my friend here, Bruce Marks. By working together,
homeowners will have a waterfall of options, as Bruce described,
ranging from payment plans to modifications to restructurings. We
are excited to work with NACA and their unique counseling model
that, as Bruce said, focuses on what is affordable for the borrower.

We are a founding sponsor of the Homeownership Preservation
Foundation’s HOPE initiative, a national foreclosure prevention
counseling program that assists borrowers in all markets. I am
proud to serve on the board of that organization. And we also work
with Mr. Wade’s organization, NeighborWorks America.

We are also partnering with more than 40 other community orga-
nizations across the country. We are co-branding joint communica-
tion letters and advertisements to our borrowers with many of
these groups. Finally, we have joined with others in the industry
to increase our capacity to help borrowers avoid foreclosure
through the HOPE NOW program that you just heard about.

Countrywide’s initiatives are producing results that help bor-
rowers avoid foreclosure and preserve their homes. So far in 2007,
Countrywide has refinanced more than 31,000 subprime borrowers
into prime, fixed-rate loans. In addition, we have helped nearly
40,000 borrowers stay in their homes through loan modifications,
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repayment plans, and other home retention solutions. We are cur-
rently working with more than 63,000 customers in various stages
of the work-out process.

Even better evidence of the progress that we have made comes
from our home retention division, a phone call I got last night.
They told me that in October, over 11,000 home retention trans-
actions occurred, almost double the previous monthly high. These
are transactions that keep people in their homes.

In September 2007, loan modifications accounted for more than
60 percent of our completed work-outs, compared to 28 percent of
all work-outs in 2006. In short, unlike what you may have read in
the press, loan modifications have become a primary tool for keep-
ing borrowers in their homes.

Countrywide readily acknowledges that these are dynamic times
and that additional initiatives may be needed as events unfold.

I want to take this opportunity to thank Chairman Frank for his
leadership in clearing barriers to helping our borrowers stay in
their homes.

I have offered a lot of statistics in my comments, but we under-
stand that this is a human problem, as we saw at our press con-
ference last week when we announced the NACA-Countrywide ini-
tiative. It is the stories of the borrowers that we heard from at that
press conference and many like them that keep us focused on our
commitment to preserving homeownership.

Thank you very much.

[The prepared statement of Mr. Samuels can be found on page
91 of the appendix.]

Ms. MOORE OF WISCONSIN. Thank you.

Boy, have I been waiting for this moment for a long time.

I would like to yield to my colleague and friend and very active
member of this committee, Mr. Green of Texas.

Mr. GREEN. Thank you, Madam Chairwoman. And I must say
the chair looks good on you, or maybe you look good in the chair.

Friends, Mr. Marks has presented what I consider to be the most
effective means of helping that I have heard so far. Now, if there
is something better than what he has said available—and I don’t
mean to single him out—I just want to tell the truth. You know,
there is something about the truth; they say it can get you free.
Maybe we can free a lot of people here with this.

Is there anything better than what Mr. Marks has said, in terms
of restructuring to affordable homes, affordable loans? Is anything
better than that concept?

Okay.

Now, Mr. Samuels, you said that at Countrywide, you have $16
billion committed to helping people. Is that correct?

Mr. SAMUELS. Well, it is a $16 billion initiative, yes.

Mr. GREEN. Okay, now, would this $16 billion initiative com-

lement what Mr. Marks has talked about? Because he said he had
gl billion, and you said $16 billion.

Mr. SAMUELS. They are two different things.

Mr. GREEN. Yes. Right. So you are $1 billion into helping the
way Mr. Marks would like to have it done and $15 billion some-
place else?
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Mr. SAMUELS. No, those are two different things. I think Mr.
Marks’s $1 billion relates to refinance programs that he is involved
with with other lenders.

Our $16 billion is focused on people who are either facing resets
or have already faced the resets and how we are going to help them
if they are facing financial distress.

Mr. GREEN. How much are you committing to the kind of restruc-
turing that Mr. Marks—

Mr. SAMUELS. The fact is that, you know, we haven’t put a dollar
figure on it, because it is simply going to be the borrowers that Mr.
Marks and NACA refer to us. We don’t—

Mr. GREEN. I have a better question. Here is a better question.
Mr. Marks refers to you, correct?

Mr. SAMUELS. Yes, sir.

Mr. GREEN. If he refers people that have been vetted, properly
vetted through his channels, and they need restructuring to an af-
fordable loan—

Mr. SAMUELS. Yes. Yes.
| M}; GREEN. Do I need to define “restructuring to affordable

oan?”

Mr. SAMUELS. No, sir.

Mr. GREEN. Okay. If they need restructuring to affordable loans,
will you restructure each of these persons vetted through his proc-
ess into an affordable loan?

Mr. SAMUELS. Yes, that is the agreement that we have.

Mr. GREEN. Sir, I want to compliment you, but before I do it, I
have to ask you one more question.

Mr. SAMUELS. Please.

Mr. GREEN. Because sometimes what I hear isn’t always what
people say.

Are you saying that 100 percent of the people vetted through his
process who need restructuring into an affordable loan will receive
that restructuring? And sometimes when people finish, I don’t
know (\)Nhether they said “yes” or “no,” so could you kindly say “yes”
or “no?”

Mr. SAMUELS. That is going to be difficult because I do need to
explain. It is “yes,” with an explanation.

I just want to make sure that you understand that, as a servicer,
we have investor requirements, so that any reasonable restruc-
turing that Mr. Marks brings us—and so far, we have seen only
reasonable restructurings—we are going to do those.

If somebody has brought to us—and we don’t expect this to hap-
pen—where they have a $200,000 loan and it is 8 percent, and Mr.
Marks or his group comes to us and says, “We need to restructure
this loan by cutting the loan amount in half and reducing the inter-
est rate to zero,” that is not a loan that we are going to be able
to restructure.

Mr. GREEN. Let’s assume that Mr. Marks maintains his sanity,
and assuming that he does and that he continues to be the same
Mr. Marks, who appears to be quite cantankerous if you want me
to be honest with you—really.

Mr. SAMUELS. We have not found that to be the case.

Mr. GREEN. I happen to like cantankerous people, because they
provide a certain vision of reality that some folks just don’t provide.
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So, now, assuming that he maintains his current disposition, you
are telling me you will be refinancing—or you will be restructuring
to an affordable rate all of these loans?

Mr. SAMUELS. Yes.

Mr. GREEN. Sir, I compliment you on what and your business
folks will be doing. I compliment you. But I also want to assure you
that I plan to hold your feet to the fire.

Mr. SAMUELS. I understand.

Mr. GREEN. Now that you have declared. Because, I assure you,
if this does not come to fruition as articulated, I would be among
the avant garde to call to your attention that you have not honored
your comments that you have made today, your commitment that
you have made today.

Mr. SAMUELS. I would look forward, sir, to coming to you and
having you shake our hands because we have had such a successful
initiative, such a successful partnership with NACA and Mr.
Marks.

Mr. GREEN. Thank you.

Now, Mr. Miller—

Mr. MARKS. And if I can add, sir, just one thing?

Mr. GREEN. All right, but I am going to have to let you add with
the caveat that I may intercede. Go right ahead, sir.

Mr. MARKS. Yes, Countrywide needs to be complimented, because
they stepped out front when no one else would step out front.

But there are three things that I think you need to add to what
they are doing: They don’t look at the loan-to-value, so these loans
could be under water. They don’t look at the debt-to-income ratio.
And they don’t look at the payment history.

So you are able to get to very low fixed rates without having to
deal with those limitations that prevent the refinancing of loans
out there. So they should absolutely be complimented, and we
should focus on getting other people, other lenders to get to the
Countrywide standard.

Mr. GREEN. All right.

Now, Mr. Miller, is what we have just heard the kind of enlight-
ened self-interest that you were calling to our attention earlier?

Mr. MILLER. Exactly. Exactly. It is certainly one way to get
there.

Mr. GREEN. Now, hold on, Mr. Miller. I have to ask you a ques-
tion. You said “one way.” Earlier I said, is there a better way? Is
there a better way than having the opportunity to restructure into
an affordable loan? Because those are some important words that
Mr. Marks used and Countrywide has adopted. So is there a better
way, a sensible, better way to do this?

Mr. MILLER. Not that I know of. Not that I know of, that is out
there.

Mr. GREEN. All right. So we are clear that this seems to be the
best paradigm that we are aware of that is sensible.

Now, Mr. Wade, you have been involved at the grassroots level
helping a lot of people. My question to you is, have you had access
to the NACA-Countrywide paradigm? Have you had access to that
paradigm?
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Mr. WADE. No. This program was just announced the other day.
So, other than what I have seen in the press, I don’t have any
other information on it.

Mr. GREEN. All right.

Then, Mr. Samuels, is this paradigm exclusive? We have a con-
tract here, but is it exclusive such that it cannot be embraced by
others who would want to help with this enlightenment process?

Mr. SAMUELS. We know that our competitors are really of like
mind with us, in wanting to keep people in homes. And I am very
confident that many of them would embrace—

Mr. GREEN. Well, I don’t see Mr. Wade as a competitor. I want
to talk about people like Mr. Wade.

Mr. Wade, is it fair to call your organization an NGO?

Mr. WADE. Yes.

Mr. GREEN. Okay. You are with an NGO. Are you for-profit or
not-for-profit?

Mr. WADE. We are a not-for-profit, created by Congress, actually.

Mr. GREEN. Okay. So what I am trying to find out is—and not
to the detriment of what Mr. Marks is doing, because he has
worked out something that I think is great, if he is the person who
actually worked it out.

But what I want to find out is, is this something that an NGO
can work with you on, as well? If not, I understand. But I want
to find out how far can we go with this, because we may be on to
something.

Mr. SAMUELS. We could certainly work with them. The question
is—well, let me just compliment NACA and say that one of the rea-
sons we entered into this agreement is because we were very im-
pressed with their capabilities. And a lot of what they do is similar
to what we do: How we evaluate the borrower; how we see what
they can afford; how we look at investor requirements; and things
like that. It is a process.

The thing that we don’t do that they do is the counseling compo-
nent, which is very critical to this process. We liked what they do.
The question is whether the other groups—

Mr. GREEN. Can replicate it.

Mr. SAMUELS. Yes.

Mr. GREEN. And there is also a certain level of trust involved in
this. You work with people, and you get to know them.

Mr. SAMUELS. That is correct.

Mr. GREEN. Now, Mr. Marks, are you amenable to sharing your
knowledge and your technique with NGOs and working with NGOs
to bring others into the fold?

Mr. MARKS. Absolutely. Absolutely. The goal is the NACA proc-
ess; it is not NACA. And that is exactly right, we want to create
this as a standard for other lenders and other not-for-profits. And
we are a not-for-profit, as well.

The need is tremendous out there. The devastation is huge and
is getting worse. Absolutely, sir, we want to work with all the orga-
nizations out there to get everybody to that level, to that standard.
Absolutely.

Mr. GREEN. Well, the chairwoman has been more than generous
with the time, so I will yield to her now. And if there is a second
round of questioning, I will be here for it.
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Madam Chairwoman, I yield back.

Ms. MOORE OF WISCONSIN. Thank you, Mr. Green.

I can see that the committee has been joined by the distin-
guished gentleman from California, Mr. Brad Sherman. And the
Chair would now yield to him.

Mr. SHERMAN. I thank the gentlewoman, the real Gwen Moore.

I would like to address this to all the panelists. When a lender
forecloses, is that usually a profitable transaction, good for busi-
ness?

Mr. MILLER. The short answer is no.

Mr. SAMUELS. It is a very unprofitable transaction, yes.

Mr. SHERMAN. Well, let’s get everybody to chime in on this one.
Go down the line.

Mr. WADE. Absolutely, it is not.

Mr. SHERMAN. Mr. Marks?

Mr. MARKS. No, it is not. But it is much more profitable and rea-
sonable if they can restructure loans and get a reasonable return
after the no return that would happen on a foreclosure.

Mr. SHERMAN. So, generally, the foreclosure is one of the worst
options?

Mr. MARKS. Absolutely the worst option.

Mr. SHERMAN. The worst option.

Mr. MARKS. And a short sale and a deed in lieu of is not a work-
out. It is just working someone out of their home; it is not a solu-
tion.

Mr. SHERMAN. In effect, a deed in lieu is a foreclosure by another
means. And you just said it is not profitable. I guess a deed in lieu
saves a little transaction cost, so it is infinitely better than a very
bad solution—no, not infinitely—infinitesimally better than a very
bad solution.

Mr. MARKS. I see it as the same thing.

Mr. SHERMAN. Okay.

Next witness?

Mr. LONGBRAKE. And I would say foreclosures are never the best
solution. Sometimes they are a solution, because there will be a cir-
cumstance that a homeowner simply does not have the financial
means or wherewithal to be able to be a homeowner. They might
be better off as a renter.

Mr. SHERMAN. Mr. Samuels?

Mr. SAMUELS. Yes, I agree. I want to make clear that the num-
bers that I gave about our work-out process, our transactions, do
not include deeds in lieu and short sales that we have done.

The numbers that I have given are what we call home retention
solutions. These are solutions that allow people to remain in their
homes. That is what we are focused on.

Mr. SHERMAN. Moody’s, I believe, issued a survey that most
servicers had modified only 1 percent of their service loans that ex-
perienced a reset during the early months of 2007.

Mr. Samuels, does it make sense to say that a certain percentage
of all loans that are resetting should be adjusted, when, many
times, the loan is working just fine? The person can afford it. I
mean, there are some ARMs out there. There are some people who
are not losing their jobs. There are some people out there able to
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afford their mortgage payments. Not everybody is calling my office
and saying they are about to lose their home.

Mr. SAMUELS. That is true, Congressman Sherman. The 1 per-
cent figure is very misleading. By using as the base all hybrid
ARMs facing a reset in January, it assumes that most borrowers
are going to go delinquent shortly after the payment reset. And
this is far from accurate. For example, we tracked all of our 2/28
hybrid ARMs that were still outstanding and due for reset in Janu-
ary of 2007. In September, a full 9 months after the initial pay-
ment reset, 43 percent of those borrowers had paid off their loans,
fully 82 percent—

Mr. SHERMAN. So you are saying 43 percent have either sold
their homes or refinanced and paid you off. Okay.

Mr. SAMUELS. Correct. And 82 percent had either paid off or
were current. Of the remaining loans that didn’t pay off, 70 percent
were current. Only 11 percent of those loans were three or more
payments behind. So if we use these loans as the base, and then
look at our modification data, the loan modification percentage
would be closer to 20 percent. So you can do a lot of things with
numbers.

Mr. SHERMAN. I thank you, sir. The Moody’s report says basically
1 percent are being renegotiated or recast. And if I understood you
correctly, about 11 percent of the loans are delinquent?

Mr. SAMUELS. Sir, 11 percent of the loans that were in our study,
the 2/28s that reset in January that were still on the books, about
11 percent of those were 90 days or more delinquent.

Mr. SHERMAN. So basically, then, of the pool that are signifi-
cantly delinquent represent about 11 percent of the pool. The re-
negotiates represent about 1 percent of the pool, and if I do the
mat}ll right, it is very roughly 1 out of 10 loans that are signifi-
cantly—

Mr. SAMUELS. It is actually 20 percent.

Mr. SHERMAN. I am missing the math here somewhere.

Mr. SAMUELS. I am a lawyer, Congressman. I don’t do math. But
it is 20 percent. The modifications were 20 percent.

Mr. SHERMAN. There must be a number missing from this. But
in any case, it is a significant portion of those that are seriously
in arrears.

I will ask the other panelists whether—Mr. Marks, do you see
the other major servicers recasting 10 or 20 percent of the loans
where there is a reset of the ARM and a serious delinquency, or
do you see them doing a much smaller portion of that?

Mr. MARKS. It is a very good question because we have to rede-
fine our terms. When you hear the word “modification,” I think you
have to ask the question: Are they reducing the interest rate and/
or the outstanding mortgage amount to what the homeowner can
afford? Because when you hear “modification,” many times across
the board, what that is, it is increasing the mortgage payment by
taking the arrearage, adding it onto the outstanding mortgage
amount and recasting the loan. So—

Mr. SHERMAN. They are counting it as a modification if the
monthly payment goes up?

Mr. MARKS. Yes. A lot of times that is how they are counting it.
So we need to be very clear on the question: Are you reducing the
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interest rate, are you reducing the outstanding mortgage amount,
are you reducing the payment to what the homeowner can afford?
Because a lot of times, across the board—I am talking about the
industry, not any one particular lender or servicer—that is how
they are defining that. So it is very important.

Mr. SHERMAN. I understand what you are saying. What if you
had a circumstance where they lower the payment but not the in-
terest rate? That leads to negative amortization. It occurs to me
that we may have boom economic times. We may have a new Presi-
dent, a new economic policy. And we may see a circumstance where
a lot of people are talking about the decline. All of a sudden they
are selling their homes for half-million-dollar profits 6 or 7 years
from now. And one wonders whether that bonanza should be
shared with the lender or not, and there are good lenders and bad
lenders.

Where do you come out on a recast that does not cut the interest
rate but does cut the payment?

Mr. MARKS. One other question that has to be asked is if the in-
terest rate is reduced, is it going to be permanent or just for a
short term? The answer to the second part is that we encourage a
soft second. If the lender is going to do the right thing and reduce
the outstanding mortgage amount or take a hit on that, then you
can put on a soft second so they share the equity if the prices go
uF ﬁnd someone sells that house for a profit. So we are in support
of that.

The other question that you asked was, are the other players
doing it? And while the chairman asked us not to name names—
even though we will put it up on our Web site at NACA.com—the
other players out there, the bottom 10, the fact of the matter is
very few—the biggest servicers out there are not adhering to the
Countrywide standard on the restructuring, and we see it as a re-
sponsibility of Congress and the regulators to force those other
lenders to do that, because they are playing you. They are playing
you because they are saying they are modified, they are saying
they are doing it in large numbers, but they are playing you out
there, because they are not telling you the truth and you have to
ask, with all due respect, the specific questions of each one of them.
And just like when the oil company executives came to the Senate
and they swore they were going to tell the truth, you should get
them up here to give you specific answers. Thank you.

Mr. SHERMAN. Thank you for your shy and retiring approach. I
think it is Mr. Miller who seems to be indicating a tremendous de-
sire—

Mr. MILLER. Let me just jump in here for a second. It has been
the experience of the attorneys general and the banking regulators
that the whole modification restructuring process has gotten off to
a slow start. There are a lot of reasons for that. I discussed some
of those obstacles earlier. Now is really the crucial time. We sense
in our discussions with them, we sense the results from our hotline
project that I described earlier, that the companies now are start-
ing to make at least a little progress, some companies, certainly on
modification. This is the crucial time.

And that is why it is so important—the data that the attorneys
general and the bank regulators are in the process of getting from
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the major servicers in the subprime market. We want to make sure
that we know that this process is taking place on a significant
scale, not just on a few examples. So we are in this for the long
haul, the HEs and the banking regulators. We are working with
the company, we have good relationships, we have good dialogue,
we have the Iowa experiment to sort of show if it is working or not,
and we will stay on this and try to make sure it works and try to
make sure that everybody knows whether it is working or not.

Mr. SHERMAN. It is a little more difficult than it looks to sit up
here and figure out what questions to ask, and this hearing isn’t
as much fun as the hearing that Mr. Marks has suggested, in that
we only have one lender and he is the guy that you are saying
some nice things about, and you envision something more akin to
the fun Representative Waxman had with the tobacco executives.
In order to have that work most effectively, we are going to need
to frame the right question.

Representative Waxman could ask the question: Does tobacco
cause cancer? This is a murky area. And it seems to me there are
two or three different ways to phrase the question: How many of
your borrowers are in trouble? And the question: What percentage
of those are you really trying to help?

So I would ask each of you to try—and I know Sandy has—I
mean, this involves numbers, Sandy, but you have lots of help—to
come up with a question first: What should be the denominator?
That is to say, how should we define the number of folks with
ARMs that are resetting or other difficult to deal with loans and
then, more importantly, the numerator. Because some of you might
say, have you cut the interest rate by at least 50 basis points?
Some of you might think it is okay if they just cut the interest rate
25 basis points. Have you cut the principal by at least 10 percent?
Or have you cut the principal to only a de minimis amount?

I would see these questions go in writing to the lenders before
they come here, because these are such complex questions that if
we had the executives here, they could say, gee, I don’t know, I will
get back to you. And that deprives us of all the fun. So I would
hope you would work with us, and I think there might be different
approaches. One of you might take a definition of working with a
borrower that says, cut the interest rate by at least this, and no
soft seconds, and no participation; others of you might have a lower
definition.

But what the country wants to know is, of the folks who are in
trouble, how many are getting significant help from the financial
services industry and how many are being told to pay or move?

So I look forward to that—I see one witness with his hand up.

Mr. LONGBRAKE. Congressman, may I make a comment? I am
representing the HOPE NOW Alliance that brings together
servicers, not-for-profits, and other entities, and we are there to ac-
celerate doing the right thing, to bring the best ideas to the table,
and get the industry to follow through. So we would welcome Mr.
Marks’ questions being directed at the HOPE NOW Alliance as
well.

Mr. MARKS. If I can add just one more thing, there is too much
discussion on outreach and process. There is just too much. We
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know the solutions. We don’t have to create more solutions. We
have the solutions.

But you are exactly right, Congressman. Exactly right. Ask the
very specific questions, very specific. It is really straightforward, it
is very straightforward: What interest rate did you reduce the bor-
rower’s interest rate to? Is it fixed? And how many have you done?
Because if you look at the denominator—because with a Country-
wide NACA agreement, we are not limiting it to subprime or what-
ever, it is everybody out there who has an unaffordable mortgage.
Because if we get into a debate around what is considered
subprime or predatory or whatever, we will be here for—

Mr. SHERMAN. When you say “unaffordable,” somebody could
have gotten a 5 percent, fixed 30 year loan, but they lost their job,
or they are in the hospital, and it is now unaffordable for them. It
is hard to blame the lender for that.

Mr. MARKS. And those are separated. But when the mortgage
pushes someone into a point where they cannot afford that pay-
ment, those are the people who would go through the NACA proc-
ess. What we stayed away from was a long discussion on how we
define different types of loans because different people, well-inten-
tioned people, have a different determination or valuation of that.

But what you are saying is exactly correct. Get those executives
here, please. Get them to stand up, under oath, and ask them those
specific questions. How many have you done? And please don’t let
them get away with process. Don’t let them get away with best of
intentions. Hold them accountable.

Mr. SHERMAN. I do want to agree with you that sending out a
letter to every borrower saying, “We love you, please call us,”
doesn’t do any good unless that is the first step in a good process.

Mr. MARKS. The people don’t trust the lenders.

Mr. SHERMAN. I saw Mr. Wade with his hand up. I realize I am
taking more than my time, and the chairwoman will cut me off
pretty soon.

Mr. WADE. I just want to add, the whole focus of the call center
hotline is precisely to create solutions at the borrower’s ability to
pay. Historically, that is how we have created homeownership for
over 20 years, at the borrower’s ability to pay. You use a variety
of tools. You have to use a variety of tools to get there. And in some
cases, local jurisdictions have developed rescue funds to help people
who have been temporarily out of work. People use those as a way
to bridge that gap.

So there are a variety of things that you can do to help address
that, and I think, clearly, loan restructurings are a key part of
that. I would agree with Mr. Miller that the industry has been not
as quick to come to that as they could have.

One other thing about the short sales and deed in lieu, again if
we are doing this in a way that serves the consumer, there are con-
sumers who make the decision that they no longer want to live in
that house, so we help them facilitate a graceful way out of that.
As you know, there are many consumers who are in situations
where there has been job loss, their jobs have been exported some-
where else. They want to move somewhere. Other than giving them
a graceful way to avoid a foreclosure, oftentimes a deed in lieu or
short sale is the best way to do that for a consumer.
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So while it is not a panacea, it is one tool that consumers opt
for when they make the decision that they no longer want to be a
homeowner in that house, in that community.

Mr. SHERMAN. Yes, I would comment that when the borrower is
in trouble, that may have something to do with the loan or it may
have something to do with other things in their life. There are peo-
ple who had terrible loans, who were ripped off, who were steered
into the wrong thing, but they just got a couple of promotions, and
they can afford to make the payments. And there are people who
got great loans, but they lost their jobs, and now they are troubled.
It will be difficult for us to define what are the troubles that we
regard as the financial services industry is responsible for and
which are the ones we should hold the rest of the economy in trou-
ble for when we don’t have health coverage for people, when so
many jobs are being exported, etc.

One last question, and perhaps only a couple of witnesses will
comment on this, is how effective has this committee and this Con-
gress been already in jawboning the industry into doing the right
thing? You have been on the other end of that jawbone so you are
probably the best person to respond.

Mr. SAMUELS. That is correct. As I mentioned in my remarks and
the written testimony, I wanted to thank and commend Chairman
Frank and this committee for doing a lot to remove many barriers.
They have been very helpful on the investor issue, on the account-
ing issues with FAS 140 and there has been a lot of discussion
about how to be better in terms of solving this problem. I think
that a lot of what you have seen recently is a direct result of those
efforts, and I think there was a meeting last week in Boston where
there was a lot of good discussion, again a lot of good ideas. And
it is not just this committee it is other governmental agencies. Gen-
eral Miller convened groups of attorneys general, very constructive,
very good discussions. And we are not just talking process at these
meetings, we are talking solutions, we are talking about ways to
make sure that if we can, we will keep people in their homes.

Ms. MOORE OF WISCONSIN. I think this is really a good sign it
is time to move on. Any time we start thanking the chairman—

Mr. SHERMAN. May I add one thing?

Ms. MOORE OF WISCONSIN. Thanking the chairman and compli-
menting the chairman, that is a good sign that we need to move
on.

Mr. SHERMAN. Some of us want our provisions included in the
bill and should not fail to take this opportunity to praise the chair-
man again and again.

Ms. MOORE OF WISCONSIN. As I said, we are praising the chair-
man. I think that is a good demarcation line, because he would not
tolerate it at this point. All right.

I would yield myself time right now and I would like to start
with the attorney general from Iowa. I was in Waterloo last week-
end and I saw board-ups of these gorgeous homes and I felt very,
very sad about that. You said you had some success in reaching
consumers by reaching out to them.

I want to ask you, number one, did you do it via television, and
then using the bully pulpit of the attorney general’s office? You
talked about a tremendous success rate in getting people to re-
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spond to your 800 number. Is it because you used television and
you used the insignia of that office rather than, say, these mort-
gage rescue folks that people may have encountered?

Mr. MiLLER. Well, we used the insignia or credibility of the office,
plus, as you would describe in your terms, the free media. What
happened, I think, is that over time—and I think I am right—the
Towa Attorney General’s Office has developed a good record and a
lot of credibility in the consumer area generally, that we are seen
as the fighter and protector of consumers.

When we came forward with this hotline, after having done a fair
amount of work generally on this issue in Iowa and with other
States, and having a good reputation, and the problem being severe
when we came forward and did basically a media announcement,
a lot of TV coverage, newspaper coverage, that this hotline was
available, what the purpose was, and we had this enormous re-
sponse.

Ms. MOORE OF WISCONSIN. Thank you, sir.

Mr. Wade, you have indicated that you have done a lot of out-
reach, a lot of media, and you are a congressional creature. So I
am asking you now, do you feel that you have enough resources to
meet the challenge of reaching out to people? Do you need more
money from Congress, or are you in a position to galvanize these
resources from other partners in the Hope Now Initiative?

Mr. WADE. We are looking for resources from all quarters in
order to, obviously, support this work.

Ms. MOORE OF WISCONSIN. So what amount of money do you
think you need in order to meet the challenge? Can you come up
with a number that you would need in order to meet the appro-
priate outreach goals?

Mr. WADE. Well, we have supported what is currently before
Congress, and that is anywhere from an appropriation of—and I
guess it is in conference—but anywhere from maybe $50- to $200
million more dollars to go towards community-based organizations
that are there working with consumers every day. We think that
would be a great contribution there.

But we also think the lending community needs to be a player
as well. And as you heard, they are looking for a way to develop
a method where they can compensate community-based groups on
a per-customer basis for those consumers that are being assisted.
So we think those two sources will go a long way toward solving
the challenge of—the resources needed—

Ms. MOORE OF WISCONSIN. $50 to $200 million.

Mr. Longbrake, do you think with the Financial Roundtable, that
this would a really good starting point for jump-starting what has
been a slow start in doing this, just go and get the roundtable to-
gether and say, you know, you can start out by anteing up? Or
have you done that?

Mr. LONGBRAKE. Madam Chairwoman, that is exactly what we
are doing. We actually had our members ante up many, many
months ago for the public service advertising campaign that is both
radio and television. We are asking all the members who are listed
in the 17 members are being—signing contracts to reimburse for
counseling.
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Ms. MOORE OF WISCONSIN. Are they reluctant to do it? Because
we hear, like from Mr. Marks, for example, that there are some
recalcitrants in the community.
hMr. LONGBRAKE. We are talking to them and strong-arming
them.

Ms. MOORE OF WISCONSIN. All right. My time is waning, so I
really want to—Mr. Samuels, I will have to tell you that I am so
disappointed that you aren’t a numbers person, that you are a law-
yer, because I am not necessarily a numbers person either, and I
went to bed with this beautiful colored copy of your chart.

Mr. SAMUELS. Yes, ma’am.

Ms. MOORE OF WISCONSIN. And I was reminded of the testimony
that we had earlier from the Treasury Department that when you
consider stuff like divorce and death and loss of income, that usu-
ally accounts for 1.7 percent of baseline foreclosures that occur
every year.

So, you know, I have to wonder when you say that you have put
an extra $16 billion into dealing with this catastrophe, but in look-
ing at your testimony, I can only account for, like, $16.2 billion
worth of loans that you say were in trouble. I have to wonder, real-
ly—and I think Mr. Sherman sort of pointed to it, about the nu-
merator and denominator, what exactly was your exposure with
loans? You claimed that only 1.3 percent were due to payment ad-
justments.

Mr. SAMUELS. Correct.

Ms. MOORE OF WISCONSIN. What does income curtailment mean?

Mr. SAMUELS. It is loss of job, your income is reduced.

Ms. MOORE OF WISCONSIN. So 59 to 60 percent of the loans that
Countrywide was servicing were due to job loss versus these hor-
rible products?

Mr. SAMUELS. That is right. I mean, the foreclosures—this is a
chart of reasons for foreclosures. Okay? So the universe is for loans
that are foreclosed upon.

Ms. MOORE OF WISCONSIN. Wait a minute. Back up. Help me un-
derstand this now, because I am not—because like I said, I went
to bed—this chart was so confusing to me. Are you looking at the
chart I am looking at?

Mr. SAMUELS. I am not sure which chart you are referring to,
ma’am.

Ms. MOORE OF WISCONSIN. This was mind-boggling to me. We
have heard that foreclosures are just a fact of life, that some people
are just deadbeats, whatever reason, that people lose jobs all the
time, they are divorced all the time, that you underwrite knowing
that 1.7 percent are going to fall into this category. And you are
telling me that Countrywide had 59 percent—well, including in-
come curtailment was 59 percent. Illness was another 13 percent.
Divorce was 7.3 percent. Somebody help me with the math. What
are we up to so far? And so—

Mr. SAMUELS. Right. That is right.

Ms. MOORE OF WISCONSIN. So most of these things were not due
to Countrywide offering products like these resets. Because accord-
ing to this chart—

Mr. SAMUELS. And most people up to now have not been fore-
closed upon because of resets. We haven’t seen a lot of resets. I
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think we are going to see more in the future. We are going to see
more in 2008—we are seeing some in 2007. We will see some in
2008 and 2009.

Ms. MOORE OF WISCONSIN. So Countrywide did not offer preda-
tory loans or seriously subprime loans. And you put $16 billion in
and you have helped—$16.2 billion, and you have serviced—

Mr. SAMUELS. No, no, no. The two numbers don’t foot.

Ms. MOORE OF WISCONSIN. I know, because I went to bed think-
ing this doesn’t make sense.

Mr. SAMUELS. They are not related. Because of the $16 billion,
they fall—as the written testimony explains, they fall into three
different brackets. One is to help refinance people who can refi-
nance, who are facing resets. And a lot of these loans, the hybrid
ARM loans, the 2/28 loans, what happens with many of these peo-
ple is that they get into these loans, they make their payments,
and then we refinance them into prime loans.

One of the things I describe is that we did 31,000 of those up to
now, this year, where we took subprime borrowers who were in
subprime loans, these 2/28s or 3/27s, and we refinanced them into
a prime fixed-rate loan.

Ms. MOORE OF WISCONSIN. These were only 1.3 percent of your
portfolio, right?

Mr. SAMUELS. 1.3 percent of the portfolio?

Ms. MOORE OF WISCONSIN. These subprime hybrid loans. I mean,
because what you said was—the illness was 13 percent.

Mr. SAMUELS. No. This is the number of foreclosures. These are
the reasons for loans foreclosed upon. What I am talking about are
loans that are still out there, current. They are still making their
payments. Those are not—

Ms. MOORE OF WISCONSIN. Okay. All right, all right. Okay. So,
Mr. Marks, you work very closely with Countrywide and, you know,
from your perspective, they are just the greatest or most honest
brokers in this. And I am not asking you to disclose any propri-
etary information, but as you work with restructuring these loans,
is it your experience as well that most of them are due to the—
really, incompetence of the borrower as opposed to terrible products
that Countrywide put forward? And I apologize that you are the
only lender here, but, you know, according to you, Mr. Marks, these
are—you know, from what I can gather—and I did read your testi-
mony until I just couldn’t stay awake looking at this chart any
longer. Is that your experience, that Countrywide just was an un-
lucky lender, and they didn’t have these terrible products for the
most part?

Mr. MARKS. No. In the industry, the industry, you have many of
the players out there, whether it is Citigroup, Wells Fargo—

Ms. MOORE OF WISCONSIN. No, you are not supposed to name
names. The chairman told me that.

Mr. MARKS. If you are saying that these products are out there
in the industry but you tell me, Congresswoman, that if you have
a lender out there who is willing to restructure loans at 5 and 6
percent, whatever it takes for that homeowner to stay—

Ms. MOORE OF WISCONSIN. Mr. Marks, here is what I am asking.
Stop. I am not Mr. Frank. Let me ask you this, because I am not
going to yield myself much more time. What I want to know is in
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your work with Countrywide—the only lender that is here and I
feel that this is fair game because they are in a position to talk
back—has it been your experience that they joined a group of lend-
ers, joined people in the industry that had yeoman numbers of
products that were horrific, bad, these 2/28s for consumers that has
created these problems—and, you know, to their credit, they are
putting money into solving the problem, they are working with
NACA to do it—that, in fact, there is some culpability on their
part, even though they are addressing it, for putting these products
out in the first place? Is that your observation?

Mr. MARKS. There is culpability on all the lenders.

Ms. MOORE OF WISCONSIN. Including Countrywide.

Mr. MARKS. Every one of them. Every one of them are out there.
This was the industry. People in the industry 3 years ago, 4 years
ago, knew that it was only a matter of time when these loans
would go into default. This is not news.

Yes, it came up in February, but this was known. These loans
were structured to fail across the board, and that, yes, Countrywide
is doing the right thing. We think the job of Congress is to get the
other lenders to step up—

Ms. MOORE OF WISCONSIN. Okay. Well, good. Because I was mis-
led by this chart. And you have just confirmed for me, Mr. Sam-
uels, that I was one of the people misled by this chart thinking, my
God, 60, 70, 80, or 90 of these people who are in trouble are in
trouble because they had bad circumstances in their lives versus
terrible products.

Mr. SAMUELS. May 1?7 First of all, this chart involves reasons for
foreclosures. So we are talking about the universe of people who
have been foreclosed upon, not a large number, okay? This is just
percentages of people who had suffered foreclosures.

I want to address a couple of points if I may. First of all, the peo-
ple who have lost their jobs or got sick or, you know, one of the
borrowers passed away—

Ms. MOORE OF WISCONSIN. 1.7 percent of baseline of people that
this happens to every year? According to the Treasury. I am just
going by—

Mr. SAMUELS. Our experience is that it is obviously a lot higher
number of people who face foreclosure, who suffer foreclosure be-
cause of those reasons. It is not because of their incompetence, it
is because of life events.

What happened is now you have a life event and you have no
way out because your property value has gone done. It is tough—
you know, the loan-to-value ratio that you have is too high or credit
has tightened. So there is an inability now to fix a problem—or
there is less of an ability to fix a problem than there may have
been 4 or 5 years ago. But 5 years ago, if somebody took out a 2/
28 loan and made those payments, then 3 years ago we would have
refinanced them into a fixed-rate prime loan. And that happened
all the time. There are thousands and thousands of borrowers for
whom that was a success story.

Ms. MOORE OF WISCONSIN. Okay. So I am going to yield now to
Mr. Green, because I have gone on now too long and I just—so I
heard what you said. You don’t necessarily see a 2/28 loan as a
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predatory loan. You are just saying that stuff happens, and so now
kind of the stuff hit the fan.

Mr. SAMUELS. What I would say is if somebody was put into a
2/28 loan and told, this is your interest rate for the next 30 years,
yes, that is a predatory loan. But the 2/28 loan by itself is not a
predatory loan.

Now, I will say also that one of the things that we have dis-
cussed with NACA and with other groups and that we are doing
ourselves is that if somebody finds that they cannot afford that
reset, they need to come to us; we will work with them so that they
can keep their home. That is what the $16 billion is for. We will
be working—

Ms. MOORE OF WISCONSIN. Thank you, Mr. Samuels. I will yield
to my colleague, Mr. Green.

Mr. GREEN. Thank you. And might I just remind the chairwoman
that the Chair can never exceed the time limit.

Quickly, let me do this. For edification purposes, so people will
understand that Countrywide may not be unlike other lenders, did
Countrywide engage in a no doc loan process? Did you have some
no doc loans?

Mr. SAMUELS. Yes, we did.

Mr. GREEN. Did you have some interest only loans?

Mr. SAMUELS. Yes.

Mr. GREEN. 3/27s?

Mr. SAMUELS. Yes.

Mr. GREEN. 2/28s?

Mr. SAMUELS. Yes.

Mr. GREEN. Prepaid with penalties coinciding with teaser rates?

Mr. SAMUELS. When you say coinciding with teaser rates—

Mr. GREEN. A teaser rate for 2 years, prepaid with penalty for
2 years?

Mr. SAMUELS. Yes. Prepayment penalty for the time of the intro-
ductory payment, yes. Not extending beyond that.

Mr. GREEN. Right. No escrow accounts?

Mr. SAMUELS. We have escrow accounts.

Mr. GREEN. But did you have some loans with no escrow ac-
counts?

Mr. SAMUELS. We have some loans with no escrow accounts.
There are some States that don’t allow it.

Mr. GREEN. These are all of the things that have created a great
amount of consternation for us here in Congress.

Look, there are some more. I just wanted to give you a short list.
But here is where I am with you. You know, sometimes we see the
error of our ways. There are times when we approach this thing
called “enlightened self-interest.” And I am just assuming that you
have now had the benefit of seeing that there is a better way to
do business as it relates to this market at this time. And I again
salute you for it because you have made a giant step in what I be-
lieve to be the right direction.

I think that there is some argument that can be made that a 3/
28 or a 2/27 is inherently invidious. There is an argument that can
be made for it, especially when you get into the subprime area, I
think there is an argument. But that argument aside, because I
think these debates are things that are at a more lofty level, and
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what I want to do today is find out how we can replicate what you
are doing, because I see this based upon what you said.

Now, everybody has said to me that there is, you know, no better
way to do this than to have affordable loans—to restructure to af-
fordable loans. And I think this is a great paradigm. So let me
come back to it.

Other than will, is it the general consensus of this group that the
way can be found to do what Countrywide is doing? Is it a matter
of will or is it a matter of way? Countrywide seems to have found
the way and seems to have the will to implement this.

Is that pretty much the case in the industry as you see it, or do
we have some other—we don’t want to get into names—but some
other financial institutions that may have some other cir-
cumstances? For example, maybe they have tranches that are dif-
ferent from Countrywide’s tranches. I haven’t done any kind of
comparative analysis, so maybe I don’t know. Maybe they have in-
vestor contracts that differ greatly from the ones that Countrywide
will have.

So maybe this is something that our member from the Financial
Services Roundtable can address, because you have a survey of in-
formation that you can share. Do the other members of the indus-
try have problems that Countrywide doesn’t have? Are they in a
position different from Countrywide, such as they cannot do what
Countrywide is doing?

Mr. LONGBRAKE. Congressman, let me just respond to that, if I
may. There should be no reason why any member in the industry
should have different responses than Countrywide has had. That is
what the Hope Now Alliance has had. It is to bring members of the
industry together to come up with these kinds of shared solutions.

Mr. GREEN. Yes, sir. If I may coin a phrase, the “hope now” is
great. But I hear Countrywide and NACA talking about “help
now.” And help now is really what a lot of folk are looking for. And
by the way, I am extracting from the pool of folks who need help,
those who will just want to refinance where they can get a better
rate they really can afford to pay.

My assumption is that the paradigm we are talking about is one
that will vet out persons who are just trying to take advantage of
what appears to be an opportunity, when they can afford to pay
what they committed to pay. No one should be allowed to simply
avoid a deal that they made. If you made a deal, you ought to
honor your commitment. You really should.

But now if you are in a position that you can’t afford to do it,
and we have a large pool of people who are in that position, then
maybe they can get some consideration. I assume that these are
the people that Mr. Marks is finding a way to vet and get to Coun-
trywide.

So with that said, the “help now” model is one that—the one I
am talking about, Mr.—is it Mr. Longbrake?

Mr. LONGBRAKE. Yes, sir.

Mr. GREEN. Mr. Longbrake, what about the Help Now model that
I assume that the Hope Now will metamorphose into?

Mr. LONGBRAKE. The Help Now model is—first of all, you have
to get—remember, Mr. Marks, step one was contact with the bor-
rowers. You have to get them in, and then you go ahead and begin
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to assess, and ultimately you get to a solution that works for their
situation. So we are working on the first step right now. This is
to get contact, get them to the servicer, develop a solution.

What Mr. Marks has developed is a very sophisticated solution
that is a case-by-case that goes right to the specifics of each indi-
vidual borrower and their capacity to pay. It is an affordable solu-
tion. And that is a worthy end point to get to as quickly as possible.

Mr. GREEN. Thank you. And by the way, I want to thank you for
being here on behalf of the Financial Services Roundtable. I under-
stand that there is a desire to be helpful, and what I am trying to
do is find out if we can replicate what Countrywide has given us
today. We don’t have the other lenders here to ask them personally
or directly. So we speak through you, and I appreciate what you
have said.

Coming back to Countrywide now, the 3/28s and 2/27s, do you
plan to continue with that product to the same extent that you
have had it in the marketplace, or is this one of those questions
that you are not in a position to answer?

Mr. SAMUELS. No. I am in a position to answer. Underwriting
guidelines have tightened significantly, as you are probably aware.
And so these products are generally not available anymore.

Mr. GREEN. Good. I will tell you—

Mr. SAMUELS. Sir, I really would love to have the opportunity to
meet with you and to discuss this issue at greater length.

Mr. GREEN. I appreciate it. And I promise you, we can have that
opportunity. I am amenable to the discussion. Mr. Marks?

Mr. MARKS. Sir, if I can ask—all your questions are right on. The
one thing that is in the agreement that has had a tremendous im-
pact, even more than we had recognized when we initiated the
agreement, and that is the transparency issue. And the trans-
parency is that you hear from a lot of servicers out there, “I would
love to do it but the investor says no,” because it is all in tranches
and all that.

So let me read to you what we are doing: If a NACA home safe
solution is denied by Countrywide or investor insureds or other
third party, Countrywide shall provide the following in writing:

The specific investor agreement reference identification, investor
trustee contact information, investor reason for denial, the relevant
sections on the investor pooling servicing agreement, and the op-
portunity to appeal the investor’s decision based on the borrower’s
risk of default without adhering to the NACA home safe solution.
If the denial is not based on the requirements of the applicable in-
vestor, the justification for such denial.

Because Countrywide is doing the right thing out there and they
shouldn’t be held responsible when an investor says no. But that
gives the transparency out there that says, who are these people
pulling the levers behind the curtain saying no? And our experi-
ence to date is that they really don’t exist, that these investors are
very willing to restructure the loans, and that they are used as this
excuse by a lot of other servicers out there not to restructure the
loans. And that transparency has had a huge impact.

Ms. MOORE OF WISCONSIN. That is a great place to end the hear-
ing.
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Just a moment. The Chair notes 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 wit-
nesses and to place their responses in the record.

And with that, this hearing is adjourned.

[Whereupon, at 12:49 p.m., the hearing was adjourned.]
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Mr. Chairman and Ranking Member Bachus, thank you for the opportunity to testify today on efforts to
prevent foreclosures. My name is William Longbrake and I am pleased to be here on behalf of the
HOPE NOW Alliance to talk about this significant joint industry and non-profit national initiative to
reach out to at risk borrowers to prevent foreclosures. I serve as a Senior Policy Advisor to The
Financial Services Roundtable and its Housing Policy Council and in that role I am devoting a large part

of my time to the HOPE NOW Alliance, working with all our industry and non-profit partners.

Before I begin, I would like to acknowledge that the Chairman and Ranking Member Bachus, as well as
other members of the Committee, have been very supportive of the existing national 1-888-995- HOPE
hotline counseling program, which is a key part of the HOPE NOW foreclosure prevention effort.
Chairman Frank, Congressman Bachus and other members of the Committee have helped to inform
borrowers about the 1-888-995-HOPE number which they can call anytime 24 hours a day, seven days a
week to get free counseling on their mortgage situation from HUD-certified non-profit counselors.

The HOPE number is an important part of this expanded HOPE NOW Alliance and will continue to be

as we move forward.

in August and September, the Department of the Treasury and HUD convened industry and nor-profits
and encouraged them to coordinate their efforts in enhanced ways that would help reach more
homeowners and avoid unnecessary foreclosures. This led to the announcement of the formation of the

HOPE NOW Alliance on October 10",

The HOPE NOW Alliance is a collaboration between credit and homeownership counselors, lenders,

investors, mortgage market participants and trade associations. It was formed with the encouragement

2
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of the Department of the Treasury and HUD and builds on the efforts that you and other Members of
Congress have encouraged us to undertake. HOPE NOW is creating a coordinated, national approach
among servicers to increase and improve ways to reach and communicate with borrowers who may have
or expect to have difficulty making their mortgage payments. HOPE NOW is also working to énsure
that consumer hotlines are adequately staffed by trained professionals, to create improved technology for
addressing various issues, and to involve and better coordinate with non-profit housing counselors—all
with the intent to preserve homeownership wherever possible. The interest and encouragement of the
Federal government enhances the urgency and national impact of these efforts. By establishing on the
national level coordination on many processes and standards, we hope to enhance and expand the work
already being done by lenders, servicers, non-profits and others to increase the effectiveness of all

participants in preventing foreclosures.

Action has begun on the HOPE NOW effort in earnest, and there is a high level of commitment on the
part of all participants. Counselors and servicers are already working very hard to reach homeowners
and prevent foreclosures. The Homeownership Preservation Foundation is continuing its national
telephone counseling service, 1-888-995-HOPE, which employs HUD-certified non-profit counseling
organizations from around the country to take calls from homeowners who are concerned about their
ability to pay their mortgage. NeighborWorks America, a national network of more than 240
community-based organizations in 50 states, which is part of the HOPE NOW Alliance, is actively

providing in-person counseling services to consumers today, as are many other counseling groups.

However, the members of HOPE NOW recognize that all of these efforts need not just to continue but
must be enhanced in a number of ways. We believe that by working together to build on and expand

existing efforts, we will be more effective than by working independently. The HOPE NOW Alliance is

()
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made up of private sector participants - lenders and loan servicers, other mortgage industry companies,
trade associations, and not-for-profit counseling agencies and investors. Private sector participants that
have chosen to join have agreed to work aggressively to help keep as many Americans in their homes as

possible.

HOPE NOW is encouraging others to join and adopt the processes and approaches we are developing to
reach borrowers and develop resolutions that reduce the possibility of foreclosure. A list of counseling
organizations, lenders/servicers, mortgage market participants, investors, and trade associations that are

currently participating in the Alliance is attached to my testimony.

HOPE NOW is actively working to address key issues through several working groups which are

meeting regularly and reporting their progress on these goals:

o Capacity for Counseling and the HOPE Hotline: We are working to expand the capability of
the national HOPE hotline and in-person counselors to receive, triage, counsel, refer and connect
borrowers to servicers. The goal is to build capacity for phone counseling (888-995-HOPE) and
utilize counseling organizations for in-person counseling.

e Qutreach: This working group is seeking to increase efforts to reach the hard-to-reach at-risk
botrowers. Servicers have been actively sending letters to at-risk borrowers but often have had
limited success reaching them (3-5% success rate). Trials with not-for-profit counselors sending
similar letters have resulted in up to a 25% success rate because delinquent borrowers are less
reluctant to contact an independent counselor than their lender. By sending a common, uniform
letter to at-risk borrowers across the country, and with a national outreach effort and significant

media attention, the Alliance believes it can greatly increase the success rate in reaching at-risk
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borrowers and getting them to respond than is occurring through the on-going and strong efforts
by individual servicers to reach their customers.

o The first set of HOPE NOW outreach letters will be mailed November 19 to 30. HOPE

NOW servicer participants will send over 200.000 letters to a critical group of at-risk

borrowers who have not been in contact with their servicer. While servicers will mail the

letters, the letters themselves will be on the HOPE NOW Alliance letterhead. The letters
will only be sent to borrowers who live in their primary residence, not to those with
investment properties.

o The November direct mail outreach letter is only the first step. HOPE NOW will

continue regular outreach to more at-risk borrowers in the coming months through letters
and other efforts to contact homeowners who may need assistance.

» Operational Efficiencies: Process Efficiencies for Servicers/Counselors: This effort is
dedicated to coordinating and maximizing effectiveness of communication between counselors
and servicers. The goal is to centralize intake processes of what counselors provide servicers and
examine the best counselor/servicer interface and ‘port of entry” for counselors.  In other words,
we are developing ways to make it easier and more efficient for counselors to reach the right
people in servicing and loss mitigation departments and to improve the relevancy of information
that counselors provide to servicers to enable them to make informed decisions about what
resolution options could work best for at-risk borrowers.

* Measures of Reporting: The HOPE NOW Alliance will establish data metrics for reporting on
how many borrowers are reached and the outcomes of this outreach. Our working group will
also develop measures of trends in delinquencies and resolution outcomes, e.g. reinstatement,
workout (repayment plans, modifications, short sales, deed in liew, partial claims) and

foreclosure. The intent is to develop consistent and informative data reports based on common
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definitions and to develop information that provides insights into the nature and extent of the
current mortgage crisis and helps in the development of workable solutions that avoids
foreclosure whenever possible.

Technology: We are working to extend the use of existing industry programs that utilize the
Early Resolution software and build in innovations that enhance foreclosure prevention efforts.
The Alliance will actively encourage the implementation of technology solutions to enhance the
efficiency of interactions between counselors and servicers.

Funding: The success of the HOPE NOW Alliance’s initiatives depends critically on the
adequacy of funding for counseling services. Our participants are developing a sustainable
funding model for phone and in-person counseling, which will involve participation by servicers,
investors and government. Long-term success will require funding from all these sources to
provide support for counseling for all borrowers who need it, including those borrowers who
may have a loan that was originated and/or serviced by a lender that is no longer in business, or

that is not part of the Alliance.

HOPE NOW will also coordinate announcements about its progress and outreach initiatives with

policymakers.

Reaching borrowers to work with them on a workable solution is the key to helping them stay in

their homes. The solutions will vary with the circumstances of the borrower. Prudent and

responsible loan modifications, among other types of loss mitigation solutions, are an important

servicing tool that can both help borrowers keep their homes and minimize losses to investors.

Members of the Alliance, particularly financial industry organizations, will continue their ongoing

commitment to facilitate additional dialogue among securitization market participants and to develop
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additional industry guidance that is designed to maximize the effectiveness, to both borrowers and

investors, of evolving loss mitigation strategies.

Much work is being done and remains to be done. HOPE NOW members are devoting significant
resources to this effort. By working together through this Alliance, in a centralized and coordinated
effort, with the encouragement and support of the Treasury Department, HUD, and Congress, we believe

we will develop very effective ways to help keep more people in their homes.

The Housing Policy Council and the Mortgage Bankers Association are helping to coordinate the
Alliance for industry participants, but all members of the Alliance are actively involved through the
working groups. Faith Schwartz, an experienced mortgage industry professional, is serving as project

manager of the HOPE NOW Alliance and is coordinating our working groups.

Mr. Chairman, we appreciated your statement of support for the HOPE NOW effort when it was
announced by the Department of the Treasury. We also appreciate the Dear Colleague letters you and
Congressman Bachus sent to Members of the House earlier this year to inform them of the 1-888-995
HOPE hotline number.  Active involvement of Members of Congress to alert your constituents that
help is available when they contact either their lender/servicers or a non-profit counselor through the
HOPE hotline will continue to be essential in helping as many homeowners as possible in the coming
months.

1 can’t emphasize this point stronely enough. We have to convince borrowers who are in trouble to call

for help. Fifty percent of borrowers who go into foreclosure never call for help. They should call their
mortgage servicer or a national non-profit like the 1-888-9995 HOPE number or other resources listed

on the HUD website.
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The HOPE NOW Alliance is a serious and committed effort that will continue as long as necessary until
problems in the housing and mortgage markets abate. We will provide updates on our progress to you
in the coming weeks.

Thank you for inviting us to testify today.
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HOPE NOW Membership

Counselors k
e Consumer Credit Counseling Service
of Atlanta
* Homeownership Preservation
Foundation
* Housing Partnership Network
® NeighborWorks America

Servicers/Lenders/Mortgage Market
Participants

& Assurant, Inc.
Bank of America
Citigroup, Inc.
Countrywide Financial Corporation
EMC Mortgage, Inc.
First Horizon Home Loans
First Tennessee Home Loans
GMAC ResCap
HSBC Finance
JPMorgan Chase & Co.
National City
Option One Mortgage
PMI Mortgage Insurance Co.
State Farm Insurance Companies
SunTrust Mortgage, Inc.
Washington Mutual, Inc.
Wells Fargo & Company
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Investors .
e American Securitization Forum
¢ Fannie Mae
» Freddie Mac

Trade Associations

*  American Bankers Association

s  America’s Community Bankers

» American Financial Services

Association
American Securitization Forum
Consumer Bankers Association
Consumer Mortgage Coalition
The Financial Services Roundtable
The Housing Policy Council
Mortgage Bankers Association
» Securities Industry and Financial
Markets Association
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Support & Guidance For Homeowners

HOPE NOW is an alliance between counselors, servicers, investors, and other
mortgage market participants. This alliance will maximize outreach efforts to
homeowners in distress to help them stay in their homes and will create a unified,
coordinated plan to reach and help as many homeowners as possible. The
members of this alliance recognize that by working together, they will be more
effective than by working independently.

Alliance Action Plan

v

v

The alliance will conduct a new, national direct mail campaign to contact
at-risk borrowers, encouraging them to either call their lender or a credit
counselor,

This alliance has agreed to adopt a standard process model that will
strengthen and speed work flow, productivity, and communications
between servicers and counselors.

The alliance will work to expand the capacity of an existing national
network to receive, assess, counsel, refer, and connect borrowers to
servicers.

The American Securitization Forum, which represents servicers, investors,
and other secondary market participants, has announced that counseling
fees can be reimbursed from securitization transactions in appropriate
circumstances. :

The alliance will develop common communications guidelines that will be
used to respond to at-risk borrowers in order to offer them the best possible
solutions, customized for each borrower.

The servicers have agreed to work toward cross-industry technology
solutions to more effectively connect servicers and counselors together in
order to better serve the homeowner.

The alliance will develop a common set of metrics to measure the
initiative’s progress.
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BEST FORECLOSURE PREVENTION SOLUTION
NACA & COUNTRYWIDE AGREEMENT ~ TESTIMONY
I AM BRUCE MARKS CEO OF THE NEIGHBORHOOD ASSISTANCE
CORPORATION OF AMERICA (“NACA”). | AM VERY PLEASED TO BE
HERE TO DISCUSS THIS HISTORIC AGREEMENT BETWEEN NACA AND
COUNTRYWIDE. THIS IS NOT ANOTHER STATEMENT ABOUT
PRINCIPLES, PROMISES AND PROCESS. THIS IS ABOUT RESULTS IN

SAVING HARD WORKING PEOPLE’S HOMES.

THIS AGREEMENT IS THE MOST EFFECTIVE FORECLOSURE
PREVENTION SOLUTION BASED ON WHAT THE HOMEOWNERS CAN
AFFORD. THIS IS THE FIRST BORROWER BASED SOLUTION. WE ARE
TALKING ABOUT REAL FORECLOSURE PREVENTION THAT IS SETTING
THE STANDARD IN THE FORECLOSURE PREVENTION INDUSTRY FOR

SERVICERS, INVESTORS AND NON-PROFITS.

LETS BE CLEAR. THE PREVIOUS SOLUTIONS FOCUING ON REFINANCES
IS NOT THE ANSWER. HOME VALUES ARE NOT THERE AND ARE
PLUMETTING. DEBT-TO-INCOME RATIOS FAR EXCEED LENDER

STANDARDS AND LATE PAYMENTS KNOCK THE REST OUT. VERY FEW

Bruce Marks' Testimony on Countrywide Agreement
Page 1 of 8
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LOANS HAVE BEEN REFINANCED THROUGH THESE PROGRAMS. AND

EVEN LESS WILL BE IN THE FUTURE

THE NACA PROCESS CONSIDERS THE INDIVIDUAL CHARACTERISTICS
FOR EACH BORROWER BUT PROVIDES A FRAMEWORK AND
STANDARDIZATION TO PROVIDE UNPRECEDENTED HOME SAVE
SOLUTIONS FOR TENS OF THOUSANDS OF HOMEOWNERS.

a. STEP ONE:

SUBMIT A MORTGAGE QUESTIONNAIRE ON OUR WEBS!TE AT

WWW.NACA.COM

b. STEP TWO:

ATTEND A WORKSHOP TO LEARN ABOUT THE PROCESS AND
OPTIONS.

c. STEP THREE:

MOST IMPORTANTLY, MEET WITH A MORTGAGE CONSULTANT
WHO WORKS WITH THE HOMEOWNER TO SEE THEM THROUGH
THE PROCESS.

d. STEP FOUR:

THE HOMEOWNER IS REFERRED TO A NACA UNDERWRITER WHO

THEN TAKES OVER THE APPLICATION.

Bruce Marks’ Testimony on Countrywide Agreement
Page 2 of 8
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e. STEP FIVE:

THE COMPLETED FILE 1S SUBMITTED TO THE LENDER.
THIS IS THROUGH NACA’S PAPERLESS STATE OF THE ART SOFTWARE

SYSTEM.

NOW LET'S TALK ABOUT THE HOME SAVE OPTIONS FOR THE
HOMEOWNERS. THIS IS BASED ON THE TERMS AND WHAT THE
HOMEOWNER CAN AFFORD, WiTH A CASCADE OF OPTIONS AS
FOLLOWS:
NUMBER 1:
PAYMENT PLAN

APPROPRIATE FOR HOMEOWNERS WHO HAVE AN AFFORDABLE
MORTGAGE BUT HAVE EXPERIENCED A SHORT TERM FINANCIAL

SETBACK AND CAN BECOME CURRENT WITHIN 12 MONTHS

NUMBER 2:
MODIFICATION
WORKS FOR HOMEOWNERS WHO HAVE AN AFFORDABLE PAYMENT

BUT HAVE EXPERIENCED A LONG-TERM FINANCIAL SET BACK AND

Bruce Marks’ Testimony on Countrywide Agreement
Page 3 of 8
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CANNOT BECOME CURRENT iN 12 MONTHS. FOR THESE HOMEOWNERS

THE LOAN IS MODIFIED TO INCLUDE THE PAST DUE AMOUNTS.

NUMBER 3:

REFINANCE

THIS IS FOR HOMEOWNERS WITH A HIGH RATE AND UNAFFORDABLE
MORTGAGE WHO CAN MEET THE ELIGIBILITY CRITERIA (LE. LTV,
PAYMENTS, ETC.). NACA PROVIDES ONE MORTGAGE PRODUCT, THE
BEST IN AMERICA, THAT WE COUNSEL EVERYONE INTO. IT IS ALWAYS
A FIXED RATE WITH NO FEES, PRE-PENALTIES OR POINTS. AND
TODAY’S 30 YEAR FIXED RATE IS 5.375%. WE HAVE COMMITTED ONE

BILLION DOLLARS

NUMBER 4

RESTRUCTURE

THIS IS THE MOST POWERFUL TOOL FOR HOMEOWNERS TO SAVE
THEIR HOME. WE EVALUATE WHAT THE HOMEOWER CAN AFFORD:
LOOKING AT THE NET INCOME, DEDUCTING ONLY THE REQUIRED
DEBTS, HOUSING EXPENSES AND $200 FOR UNFORESEEN EXPENSES.

THIS RESULTS IN A PAYMENT THAT THE BORROWER CAN AFFORD.

Bruce Marks' Testimony on Countrywide Agreement
Page 4 of 8
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THIS PAYMENT IS THE FIXED FIGURE OR THE MORTGAGE PAYMENT (LE.
PITl). THE TWO VARIABLES ARE THE INTEREST RATE AND
OUTSTANDING MORTGAGE AMOUNT. COUNTRYWIDE WILL REDUCE
EITHER OR BOTH TO ACHIEVE THE MORTGAGE PAYMENT OVER THE

LLONG-TERM

NOW LETS DISCUSS THE INVESTORS,

THE AGREEMENT REQUIRES COUNTRYWIDE TO TAKE THE MOST
FAVORABLE REASONABE INTERPRETATION OF THE POOLING AND
SERVICING AGREEMENT. IF THEN THE INVESTOR REFUSES TO
RESTRUCTURE, COUTRYWIDE WILL PROVIDE NACA WITH THE IDENTITY
OF THE INVESTOR, ALONG WITH OTHER DETAILS...THE REASONS FOR
THE DENIAL AND THE OPPORTUNITY TO APPEAL. AND BELIEVE ME
CONGRESSMEN AND WOMEN, YOU WILL BE HEARING FROM THE
HOMEOWNERS, NACA AND MANY OTHERS IF INVESTORS ARE FORCING

HARD WORKING HOMEOWNERS INTO FORECLOSURE.

THE REALITY IS EXTREMELY POSITIVE. ON THE FIRST DAY,
COUNTRYWIDE RESTRUCTURED OVER 25 HOMEOWNERS. ALL HAD

THEIR INTEREST RATES REDUCED TO 5% AND 6%. THERE MONTHLY

Bruce Marks' Testimony on Countrywide Agreement
Page 5 of 8
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PAYMENTS REDUCED BY $300, $1,000 TO $1,700 A MONTH. AS ZENA

COLINS, ONE OF THE FIRST TO BE RESTRUCTURED SAYS “lI CAN NOW

BREATH AGAIN".

NOT ONE WAS REJECTED BY AN INVESTOR.

NOW WHAT ABOUT THE OTHERS WHO REFUSE TO RESTRUCTURE

LOANS: LET'S NAME THE BOTTOM TEN. THEY INCLUDE SOME OF THE

TOP SERVICERS:

1)

2)

3)

4)

5)

6}

7)

8)

9)

J.P. MORGAN CHASE
WELLS FARGO

CITI GROUP

WASHINGTON MUTUAL
BARKLEYS (HOMEQ)
GMAC (HOMECOMINGS)
LITTON

H&R BLOOK - OPTION ONE

FREEMONT

10) WILSHIRE

Bruce Marks’ Testimony on Countrywide Agreement

Page 6 of 8
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WHEN THEY TELL YOU, THEY ARE RESTRUCTURING OR MODIFYING
LARGE NUMBERS OF LOANS TO WHAT THE HOMEOWNERS CAN
AFFORD, THEY ARE NOT.

THEY ARE PLAYING YOU. YOU NEED TO TREAT THEM LIKE THE OIL

COMPANY EXECUTIVES WHO WERE FORCED TO TESTIFY UNDER OATH.

THEY NEED TO BE HELD ACCOUNTABLE FOR THE FORECLOSURES ON
HARD WORKING PEOPLE AND THE DEVASTATION OF COMMUNITIES
NATIONWIDE. WE EXPECT TO SEE THE RAISED HANDS UNDER OATH
OF THE FOLLOWING:

1) JAMIE DIMON - JP MORGAN CHASE

2) KERRY KILLINGER - WASHINGTON MUTUAL

3) RICHARD KOVACEVICH- WELLS FARGO

4) CHUCK PRINCE ~ CITI

§) TOM SCOTT - BARKLEYS

6) ERIC FELDSTEIN - GMAC

7) LARY LITTON —~ LITTON

8) MARK ERNST- H&R BLOCK

9) KYLE WALKER - FREMONT

10) JAY MEMMOTT - WILSHIRE

Bruce Marks' Testimony on Countrywide Agreement
Page 7 of 8
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THIS IS PERSONAL. THEY NEED TO BE HELD PERSONALLY

RESPONSIBLE.

TO GET THEM TO MEET THIS STANDARD, WILL SAVE HUNDREDS OF
THOUSANDS OF HOMEOWNERS FROM THE DEVASTATION OF

FORECLOSURE AND THE HUGE BROADER IMPACT.

Bruce Marks’ Testimony on Countrywide Agreement
Page 80of 8
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Good morning, Chairman Frank, ranking member Bachus and members of the
Committee. I am Tom Miller, Attorney General of the State of Jowa. [ appreciate the
opportunity to address you today on the steps that my office and a working group of state
attorneys general and banking regulators have been taking since earlier this summer to
prevent home foreclosures and reduce the impact of these foreclosures on our

homeowners and our communities.

Mortgage lending is an inherently local transaction. While mortgage lending may
involve the largest financial institutions on Wall Street, it begins and ends with a home on
Main Street. Accordingly, the States have been at the forefront of the fight against
predatory lending. The states have led the way with investigations and settlements,
including one with Household for $484 million and another with Ameriquest for $325
million. When neighborhoods and cities are damaged by predatory lending practices, it is
ultimately city, county, and state governments that bear the most direct costs from

foreclosures, not to mention the devastating impact it has on individual families.

Much of this damage can be avoided with common sense loan modifications and
other loss mitigation efforts. In many instances, all parties are better off if an
unaffordable mortgage loan is modified or permanently restructured to an affordable
payment, so long as the net present value of the loan as modified is greater than the net

recovery that can be expected after a foreclosure. Whether there was fraud in the
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origination of the loan, the product was unsuitable for the borrower, or the borrower has

experienced an adverse life event, modifying a loan is often the better business decision.

We hope that our existing and ongoing efforts can be coordinated with and
complement federal efforts, including the HOPE NOW initiative recently announced by
the Treasury Department. We are at the beginning of this foreclosure crisis, not in the
middle, and certainly not at the end. Unfortunately, this problem will play out over an

extended period of time.

The problem facing this country is big enough that all hands are needed, whether
state, federal, public or private. Tam here today to tell you that foreclosure relief is an
effort that will require participation from every stakeholder in this process, from

homeowner to lender to servicer to secondary market investor to regulator.

The Origin and Extent of the Problem

Over the past decade, the mortgage industry has gone through a revolution in the
way that home loans are funded and serviced. Home leans have become commodities, to
be pooled and sold off in pieces through the process of securitization. Securitization has
brought billions of dollars of new capital into the mortgage market, but it has changed the
traditional relationship between borrower and lender. Most homeowners are no longer
repaying mortgages to George Bailey at the Bedford Falls Savings and Loan, instead, a
typical homeowner may borrow money from one financial institution, often through an

independent mortgage broker, but make their payments to an intermediary financial
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institution, known as a servicer, which distributes that payment to secondary market

investors who could be anywhere on the globe.

The changes wrought by securitization have created new hazards for consumers,
invésmrs, and lenders. Securitization separated the origination of a loan from its
consequences by dramatically changing the distribution of risk and incentives for
mortgage market participants. This has unfortunately led to weak underwriting and in

some instances fraud, and to borrowers being placed in loans they could not afford.

For consumers, what this has done is created incentives for lenders to make loans
without appropriate regard to a borrower’s ability to repay the loan — and then, when the
borrower runs into difficulty, it has made it more difficult for the borrower to seek

appropriate relief.

In testimony before the Federal Reserve on proposals to revise the
Homeownership and Equity Protection Act (HOEPA), I have described the behavior of
some mortgage brokers and lenders, particularly in the subprime market, as irresponsible,
reckless and even illegal. These practices need to be addressed, and I have urged the

Federal Reserve to issue regulations updating HOEPA.

Our immediate problem, however, is that we are seeing the impact of this
behavior now, as adjustable rate mortgages reset. Congress’s General Accounting Office

reported earlier this month what we in the states already know: foreclosures have risen
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sharply over the last two years, with subprime and adjustable-rate mortgages accounting
for the majority of the increase. Iowa has the unhappy distinction of having the nation’s

fourth highest subprime foreclosure rate, at over 8.6%.

The GAO also found, as we have seen, that foreclosures are happening across all
market segments and loan types. It is not just the first-time, low-income homeowners at
risk; it is also the well-established homeowner who succumbed to relentless marketing
and refinanced to take advantage of a low “teaser” rate to consolidate debt or pay other
expenses, In fact, it is critical to realize that the majority of subprime foreclosures do not
involve “purchase money™ loans. A myth is emerging that this crisis is due to borrowers
who purchased more house than they could afford. However, the Mortgage Bankers
Association has found that a mere 12% to 15% of subprime loans in 2006 went to first-
time homebuyers. The truth is that the majority of foreclosures involve refinancings by

existing homeowners.

Most ominously, the GAO reported that the number and percentage of home loans
in default or foreclosure is likely to grow through the end of this year and 2008, because
of the rate adjustments, or “resets,” scheduled for many adjustable rate mortgages. Most
of the foreclosures to date have not been due to resetting ARMs; thus, an already bad

situation is likely to become much worse.

This corresponds to the findings of Assistant Attorney General Patrick Madigan,

who prepared a report on the subprime foreclosure crisis for my office earlier this fall.
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Although foreclosure rates are now at a historical high, these are — in his words — the tip

of the proverbial iceberg.

What my office sees is that today’s foreclosures are happening, at least in part, for
different reasons than foreclosures in the past. Traditionally, foreclosures occurred
because of a weak economy or a major life event, such as job loss, divorce, or illness,
While life events are still a factor in many foreclosures, they are a relative constant, and
while unemployment and economic weakness might be rising, these factors are still at
historically low levels. What’s changed from previous experiences with rising
foreclosure rates are the types of mortgage products being used, the lower standards for

loan underwriting, and unprecedented levels of origination fraud.

Recent practices in mortgage lending seem to have been founded on the belief
that appreciation in the housing markets would last forever. But no one has ever repealed
the business cycle, and now we are all feeling the impact of the popping of this asset

bubble,

The Foreclosure Working Group and HOPE NOW

My office has been aware of current and imminent problems with mortgage
defaults and foreclosures for quite some time. In July of this year, I convened a meeting
of fellow attorneys general along with select state bank regulators, industry
representatives, and the Conference of State Bank Supervisors (CSBS) to explore ways to

minimize the impact of rising foreclosure rates. From that initial meeting of
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approximately 37 states we formed the Foreclosure Prevention Working Group,
consisting of 11 state offices of attorneys general, bank regulators and CSBS. As
Chairman of this group, I led a two-day meeting in September with the ten largest
servicers of subprime mortgages to begin to identify and implement collective, consistent
and scaleable solutions to prevent foreclosures with a simple guiding principle: any
solutions must be in the interest of both the borrower and the investor. Next week we are
meeting with the next 10 largest subprime servicers, in pursuit of the same objectives.
Collectively, these top 20 companies service more than 90 percent of the nation’s

subprime loans.

It is important to understand that the Foreclosure Prevention Working Group is
not advocating across-the-board modifications, but only modifications that make sense
for both the borrower and the investor. We believe, however, that thousands upon
thousands of situations meet this standard -- and, unfortunately, these loans are rarely
being modified. We recognize that not every loan is a candidate for foreclosure
prevention. Some homeowners will never be able to repay their mortgages, for a variety
of reasons, and in those instances loan modifications will merely delay the inevitable.
Acknowledging this fact from the beginning will increase our chances for successona

broader scale.

We were pleased to see the Treasury Department’s HOPE NOW announcement,
which sets goals similar to those of our Foreclosure Prevention Working Group. Asl

previously mentioned, our working group has been committed from the start to making
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our efforts complementary to what is occurring at the federal level. We invited the FDIC
to speak at our first meeting in July. Before and after our September meetings, CSBS
briefed all of the federal banking agencies and OFHEQ. We believe that state and federal
coordination is essential to success. However, as state officials we are more directly
experiencing the impact of foreclosures and witnessing the success or failure of attempts
to avoid foreclosures; therefore, the state role in any effort to work with servicers and

other financial institutions is critical.

The state Foreclosure Prevention Working Group has also reached out to
representatives of the industry. The American Securitization Forum, which represents
the various interests that facilitate the secondary market, including investors, was invited
to our July meeting and has consulted with our working group on multiple occasions.
The Mortgage Bankers Association also attended our July meeting to provide its
perspective on foreclosure issues. We must not only work together, but drill down into

the details to find the obstacles to foreclosure prevention.

Our effort, like HOPE NOW, is based on our belief that all stakeholders will
benefit if we can find ways to help borrowers make their payments and stay in their
homes. While every borrower’s case is different, we see patterns that identify underlying
issues, and we are working with lenders and servicers to address these issues. Preventing
or minimizing the impact of foreclosure will require work from all sides, with a

combination of everything from modifying the terms of the loans, providing additional
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credit counseling and financial education to homeowners, facilitating short sales, or

providing transition assistance for borrowers to rental properties.

Both servicers and investors have committed to Treasury’s HOPE NOW program,
and we have found similar willingness to cooperate from the servicers and investors we
have met with. While we have commitments from the leadership of these organizations,
we hope that the HOPE NOW initiative does not have the unintended consequence of
slowing our progress. We can’t afford to slow down our progress. While at the senior
executive level, servicers may be committed to improving their processes to facilitate
loan modifications, it will take time for any changes to be implemented. While servicers
and investors now seem to agree that it is in their best financial interests to turn these
mortgages into loans that will be repaid over the long term, servicers’ staffing and

employee incentive systems may not yet reflect this understanding.

The incentives for the companies involved are powerful. Subprime servicers are
reporting that on average, subprime loans lose 50 cents on the dollar with every
foreclosure. This translates into an average dollar loss of around $50,000 on every
foreclosure. Of course, as the number of foreclosures increases these losses will only

grow larger, creating a downward spiral.

Challenges in Foreclosure Prevention
Given the incredibly high losses suffered by lenders and investors with every

foreclosure, it is clear that modifications should be the order of the day. And yet, our
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analysis, as well as the analysis of Moody’s, is that loan modifications are not happening
with the frequency necessary to address the scale of this problem.. Modifications are

increasing, but are still not at the level needed to prevent unnecessary foreclosures.

While modifications certainly are not free, lenders and investors must compare
the severe loss they take on a foreclosure with a much more modest loss from a
modification. As long as the value of the payments on a modified loan is greater than the
net recovery from a foreclosure sale, it is the better business decision to make a
modification. While this common-sense economic principle is easy to understand, we
have found that it is quite difficult to implement loan modifications because of the

complicated and fractured nature of today’s mortgage market.

Based on our examination of servicing practices, one fundamental challenge is
that the servicing system was built to manage routine collections of debts, not to engage
in systemic rewriting of loans to make them affordable. In the last decade of strong
housing prices, loan modifications have been at the bottom of the servicer “waterfall” of
options, as most borrowers could escape distress by refinancing their home or selling it
on the market for a gain. Servicers are now struggling to make the old model work in
this new environment, and we intend to keep working with them until a homeowner
anywhere in the country can get the loan resolution they need and can afford in a

streamlined, efficient manner. We are not there yet.
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This challenge is evident in the disconnect between executive management at
servicers and the experiences of homeowners seeking to save their homes from
foreclosure. It has been widely acknowledged that up to 50% of borrowers who are
foreclosed upon never talked to their servicers. However, significant problems exist for
the 50% of borrowers who DO contact their servicer. While servicers have said to us,
and to the Treasury Department, that they are willing to talk to the borrower to work
something out, this is not happening consistently on the front lines. All too often, the
people answering the telephone at servicing companies may be short-term employees

who are not trained or empowered to serve “problem” customers.

If, for example, a homeowner could afford the initial payment on a 2/28 adustable
rate mortgage, but will not be able to afford the loan after the payment jumps by 30%, he
or she may have to become significantly delinquent on the loan before being referred to a
loss mitigation person who has the authority to modify the loan. Until then, the

homeowner will get increasing numbers of phone calls asking for immediate payment.

Anecdotal reports from HUD-approved counseling agencies underscore that
servicers have a long way to go in effectively handling loss mitigation for those
borrowers who do contact their servicer. The servicers we have met with have said they
are working aggressively to staff up and facilitate a shift for some borrowers from
collections to loss mitigation and loan modifications. We look forward to seeing those

improvements.
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We do believe that many of the top servicers are making significant changes in
their operating systems to make loan modifications easier. Some servicers tell us they are
able to proactively predict a borrower’s likelihood of default, and can offer those
borrowers a proposed loan medification before payment shock forces the borrower to
become significantly delinquent. We would like to see more servicers proactively
analyzing the likelihood of default, rather than waiting for a homeowner to enter

delinquency.

In addition, we have some concerns that servicers still have incentives to offer
temporary solutions to permanent problems. Homeowners who experience the payment
shock of a 2/28 loan are not suffering due to a life event, they are suffering due to a
product they cannot afford at their income level. A two-year “modification™ is a
temporary action that may simply perpetuate the foreclosure crisis. A couple of servicers
have told us that when they modify a loan, they do so for the life of the loan. We
encourage servicers to take this approach, as we believe it not only addresses the root of
the problem, but it also enables servicers to represent investor interests by efficiently
processing the massive numbers of loan expected to reset in the next year. Reliance on
an outdated system of allowing loans to edge to foreclosure before engaging in serious

efforts to modify a loan is only likely to exacerbate economic losses.

We believe that often-cited challenges to preventing foreclosures — pooling and
servicing agreements, REMIC rules, and FAS 140 interpretations — are no longer

significant barriers to loan modifications. The servicers we have met with have told us
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they feel they have the discretion and authority needed to make loan modifications where
those modifications benefit the investor and the homeowner. Upwards of 95% of pooling
and servicing agreements do not pose significant constraints, according to the servicers

we have met with.

In the old days — the George Bailey days of home lending — a borrower who got in
trouble could go to his or her loan officer to discuss modifying the terms of the mortgage
and the lender was highly motivated because it would take the loss if the loan failed.
Securitization has dramatically changed this reality. Once a home loan is made, it may
be sliced and diced into any number of investment instruments, according to the amount
of the loan, the borrower’s credit rating, the repayment schedule, the interest rate
structure or other factors, and any number of investors may buy different pieces of this
loan, packaged into specialized instruments. Because these instruments pay varying
returns based on their risk profile, different investors may have different opinions on
what modifications are acceptable to the underlying loan. The end result is that investors
have threatened lawsuits against servicers who have sought to change the terms of the

securities they sold.

One troubling example of this involves the challenges in preventing a foreclosure
for a borrower with first and second mortgages. Often called “80/20” loans, these loans
were originated in a manner that allowed a borrower to finance 100% of the value of the
property and avoid paying mortgage insurance. Regardless of the wisdom of this loan

structure, the division of the transaction into two loans has a significant impact on
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servicing. The 80% loan-to-value first lien mortgage is sold into one security, and the
20% loan-to-value second mortgage is sold into another. Not only are there two
securities that are owned by different investors, but these instruments are often serviced

by two different servicers.

For the borrower struggling to make payments, this often leads to disaster, as the
homeowner receives two sets of phone calls demanding payment, each one telling him to
pay immediately. If the servicer for the first mortgage is willing to engage in a loan
modification, its fiduciary duty to its investors may make it difficult to modify the first
loan to take a loss if the second ]ien-hoi‘der has not also taken some loss — after all, the
second lien-holder is supposed to be in a less secure, riskier position. Thus, the two
servicers must negotiate together to achieve a resolution, and each one has different
interests. In the meantime, the homeowner has to choose which loan to pay first and in

what amount, where the wrong answer will drive them to foreclosure.

Identifying Solutions
Our Foreclosure Working Group is working with servicers and industry
representatives to develop solutions to these challenges. Without an ongoing and focused

dialogue, we will miss the opportunity to prevent unnecessary foreclosures.

Solutions will need to be measureable and quantifiable. We all know that good
intentions are essential, but not sufficient, to succeed. As such, our Foreclosure

Prevention Working Group has focused first on understanding the dynamics and
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incentives in the servicing system and real-time reporting of results of the fruits of this
system. We are developing a “call report” on servicing activity that we believe will
enable us to track the progress of servicers and will pmvide reliable information to

policymakers.

Beyond that, we are trying to identify the things that the top servicers are doing
right and having conversations with other servicers to determine whether they can adopt
those practices as well. We now have a meaningful discussion with servicers, and

believe this discussion will lead to better outcomes for homeowners.

Servicers may need additional incentives to work with borrowers and facilitate
modifications. It is in investors’ interest to pay servicers or housing counselors an
additional fee for modifications that result in performing loans. This additional fee
should make it easier for servicers to hire more staff, retain them, train them and give
them incentives to work with borrowers. Servicers may find it most effective to create
dedicated teams to handle modifications, and to make early contact with borrowers who
seem to be having trouble making their payments. Since 50% of borrowers in
foreclosure make no effort to contact their servicers, servicers should also look at the
possibility — as some have -- of contracting with trusted third parties, such as attorneys,
community advocates or faith-based organizations, to broker these contacts.
NeighborWorks has provided a commendable service in this area. We are encouraged by

industry efforts to work with counselors, and believe that these efforts have only
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scratched the surface of the potential in these partnerships. We will most likely need

more resources dedicated to these efforts as demand grows in the coming months.

My own office has set up a foreclosure hotline. Borrowers in trouble can call a
toll-free number to reach the Towa Mediation Service, which will take information from
borrowers and then explore whether a loan modification might work for both the
borrower and the lender. The response to the hotline has been overwhelming.
Recognizing that Iowa is a relatively small state, since the hotline was launched in early

September, it has received around 2,700 phone calls.

Conclusion

Chairman Frank and Representative Bachus, I salute you for calling attention to
this crucial issue with today’s hearing. While my office continues its efforts to remedy
the abusive behavior that contributed to this crisis, our priority for now must be helping
the homeowners who are trying to meet their obligations to stay in their homes. While
each individual loan default may make no more than a ripple in the global market, every
foreclosure is a tsunami for our communities. The impacts of foreclosures are felt far
beyond the immediate homeowner and lender. Empirical research has shown that each
foreclosure within a city block lowers the value of neighboring properties by around 1%.
And, of course, as the number of vacant properties increase, it will create a downward

pressure on the real estate market in general. Thus, we all have a stake in this.
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We intend to continue our work with you, the industry and with our counterparts
nationwide to minimize the impact of this surging disaster in communities across the
nation. Thank you for your time and attention, and I would be happy to answer any

questions you may have.
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[ want to thank you Chaininat Frank, Ranking Member Bachus] and distingiished
micimbcts of the Cotinittee for the oppotiuitity to speak today about the HOPE NOW
Allighce

Ot October 10, HUD Sccretai'y Alphionse Jackson and Treasury Secretary Hank
Putdson dtittouticed ut unprecedented allianee of the hation’s largest hiortguge servicets,
hiotsitig cottiselors and iz,al estute {tvestors all cotinitted to one cottrion goul ~ to help
4 tiany Homeowtiers s possible avoid foreclostite and retain hbmcm\nc!shi{

Honieowttetship and, more itnportantly, hmmoxxnuship tetention have lottg been
a pt omy for FHA.  We belfeve bottowers with FHA-fnsured tiotigages have
itipuralleled wccess to loss mzitgatmn altetatives ti at help them weather petsonl
ﬁn'ncmi etises and telnstate delinguent loans, It Fiscal Year 2007, EHA provided loss
titigution suppott to 91,000 borrowets, 86,500 of whom wete able to keep thelt hohies,

While fot evety otie, of these bww\xers will be suceessful in the kmg tetu,
historically 89 petcent of all bottowers who betiefit from loss mitigation still have active
fodfts two yeurs aftet the assistanice. This sticeess Is tespotisible i patt for 4 reduction i
bollt the nimber aind percetitage of FHA foteclostres fromt & high of 1.74 percent it FY
2004 {o 1.45 petcent in FY 2007

Throtighott this year, HUD staff aid senfot officlals nationtwide have spotsored
ot partieipated it more than 125 separate homeowtership retention evelits tcluding fults,
tatgeted muilings, and joi it teisk fotees that teached 4 combined atdience of 25,000, For
exuittple, ot Noventber 15, Sectetary Jackson and HUDs Philadelphis Homeownership
Cetitet s hosting o Homeownership Clinic 1 Detroit with the assistatice of the Detroit
HOPE Coa {iloti {a coalition of most of the sate lenders that are part of the HOPE NOW
Alllance), Fanite Mae, Freddle Mac, aiid souprofits such as the Misslon of Peace, At
this elinie, we will have wotkshiops for:

1) Delinigtient botrowets tryile to save thelt homes;

2} Botrowets of high cost loass seeking refinatcing; atd

3) First-titne homebuyers loplg to avold the titistakes of somie of thelt
predecessors.

I his remarks at the press confetetice atfiouticiiig the HOPE NOw Alliatice,
Sectetary Juckson cotititienited oft the dratiatic rise i single famxly foreclostite statts
fueted I great part by the proliferation of subptime loan products Inely dmg hybrid
ARMs that often {tclude low teaser futes, {nterest-only features, stated (ruthet thian
doctttented) ftcotne utiderwriting, and negative atnortization. Mote than two million
stibptime ARMs are expected to reset to highet litetest rates by the end of 2008 and
tnatiy of those botrowets, uitable lo afford the higher payments, will be fotced Ito
foreclostte tnless the industry takes immediate .md dugtessive detion to provide
alternutives. :
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11 Septembet, FHA announced one such afternative. FHASecure is one of our
tefingiice options desigied specifically for cottventional and subptifie bottowers who
default o thelr mortgages solely becatse they can 1o lotiget afford the payiitents on their
ARM loutt after the Interest resets to 4 higher rate. Though stilt & very tew prograny, 540
FHA-approved lenders are already dsing FHASecure to rescue delinguent botrowets
frot the poletttial loss of thelr homes.  Sitice Septetiber, more than 70,000 cotventional
borrowers have applled for FHASecure refitunice lodtis,

- Curtent tretids suggest that this year there will be ovet one. titillion foreclostre
starts of ull mottgages. IF the industty works togethet, it is possible to telnstate or
refinatice tatty of these loans, but only if bottowers tespoid to offets of assistance.
Iidtistry sotrces teport that iote than 40 petcentt of delinguetit borrowers fail to respond
to afty contact from thelr fender until it is too fate. HUD and Treasuty, dt the ditection of
the White House, have encotraged cotipanies and organizations that historically do tiot
share infortiation, business practices ot resoutces to joid together to create a unifled,
cootditiated plit to tedch and suppott these delitiquent hoteowtiers.,

the HOPE NOW Afllance currently includes 16 of the Mrgest conventional and
stibptitne totgage setvicers (collectively representing ntore than 60 percent ofall single
fathily mortgape loatts), five HUD-spproved tationwide hotsitig and credit cotivseling
ugeticles, Freddie Mac atd Fannie Mae, and tatty itdustty trade otgatiizatiotts including
the Mottgage Bankers Association, the Fittancial Setvices Routidtable, and the Amerlean
Sectititization Forum. These Alliatice pattiiets are contributing staff resoutces and
millions of dollars towatrd a titmbet of specific poals that include anotig vther objectives:
« Developing and funding o natfonwide advertisitip campaign to eticotitage
delinguent botrowers to seek help through the 888-995-HOPE fietwotk of HUD
approved housing cotinselots, :

» Hitlng and tradping hundreds of new hotsiig atd credit cottselors affitlsted with
 the HOPE NOW network it ordet to mieet the fricreased dettiantd fot services.

s Adopting 4 standardized setvicet-counselot cottmutiicationt todef to eitstire that
hottowers who comtact the tietwork pet contsistent, dccurate and tiinely access to
wotkott strategies repardless of who thelt letider of nvestot is.

oo Findiﬁg # ststainable funding sotitce to pay for both telephiote and ice-to-fuce
© defuult counseling.

v Breoutdglig the Industry (both lenders and servicets) to adopt systematic
protocols for idetiifylig sustaitiable tortgage products fot eligible bottowets.

% Aprecihig ot a stindard set of setrics and teports to guuntify both the extent of
the defuult and foreclostite problett and the resulis achieved throtgh the Altiance.
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All of these actions ate dnderivay. Sowe can be impletented quickly, others will
take several mionths.  The 888-995-HOPE line is up and opetating with 122 expetleticed
cotttiselors nationwide; anothet 50 are currently being trained and miote ate belty
rectuilied, Just this week, Secretaties Jackson and  Putilson, eidotsed the first major
defiverable of HOPE NOW, 4 natlonwide nailing of HOPE NOW lettets to at-risk
botrowers. The Alliatice’s techtiology grotp is completing development of 1 web-based
loant work out fool that will provide & cortiton declston platform for both servicers did
cotifiselots that will significantly streartline defuult resolttion, This tool will be availuble
for general use early in 2008,

Seniot staff fromt both HUD and Treasury ate patliclpating in Alllance wotking
groups and wotking bebind the sceties to broaden participation to include all major
fetrdets aind & preater ntinbet of qualified housing cotnseling organizations. This is 4
mititi-yeat project and we tetnaln committed to ensuritig that the HOPE NOW Alliance
fives up to the promtise of delivering significant and meastrable tesulls fot fumilies
strugglifg to hiold o to their piece of the Americatt dream,

"Thank you fot yout time this niottilng. 1 look forward to your qliestions.
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November 2, 2007

Chairman Frank, Ranking Member Bachus, and Members of the House Financial
Services Committee, my name is Sandy Samuels, Executive Managing Director of
Countrywide Financial Corporation (“Countrywide”). Countrywide appreciates having
this opportunity to updaté the committee on our efforts to prevent foreclosures and
preserve homeownership for borrowers facing financial difficulties in today’s housing
and mortgage markets. Our company has been a consistent and longstanding leader in
developing innovative approaches to what used to be called “loss mitigation.” That
history is reflected in a series of syndicated newspaper articles from the summer of 2000
that are attached as part of this testimony. Those early efforts have evolved into an entire
“Home Retention” division dedicated to finding affordable, long-term solutions for
families facing foreclosure. This perspective serves as a testament to the experience and
commitment that Countrywide brings to bear in addressing the current issues facing
borrowers and servicers.

Experience tells us that successful efforts to avoid foreclosure are the result of

partnerships. One of the most essential partnerships is between the borrower and the
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servicer. You have heard the statistic from a Freddie Mac study that estimated that as
many as 50% of borrowers that lose a home to foreclosure never responded to lender
efforts to contact them. That statistic suggests that one of our most important objectives
in addressing current market conditions is to reduce this “No Contact” percentage.
Industry and government are working together ~ through home preservation summits
around the country, individual lender/non profit partnerships, and through industry
initiatives like the HOPE NOW alliance — to get the message out to “call your lender” or
“call a non-profit counseling agency.” We need to continue to work together to build the
capacity in non-profit counseling agency ranks and to improve the interaction — the
“handoff” — between the non-profit counselors and the servicers.

If we are suécessful, borrowers that call either their lender or a counseling agency
will find that seryicers today have more tools than ever before to assist borrowers
experiencing hardships. We encourage our borrowers to call us the very first time they
anticipate problems with sending in the mortgage payment and to provide us a good sense
of their ongoing financial capabilities, With this type of information, we can work with
the borrower and offer real solutions that are good for families in need, our communities,

and the investors who supply the critically important liquidity to our mortgage market.

Countrywide’s Comprehensive Home Preservation Efforts
Working to Reach Borrowers
Countrywide recognizes that it takes more than encouragement to forge a partnership
with borrowers, particularly when times are tough for them. We recently announced a

dramatic expansion of our foreclosure prevention efforts — a $16 billion home
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preservation program to assist as many as 82,000 Countrywide customers with affordable
refinance and loan modification options.  Countrywide will deploy dedicated teams to
contact customers who are approaching or have had a rate reset to determine the
customers’ financial circumstances and inform them about refinance and other homé
preservation options. In essence, the program targets three categories of borrowers:

¢ For those currently in a subprime loan with a strong payment history,
Countrywide will work to refinance them into prime or FHA loans. We have a
strong record of successfully transitioning borrowers from subprime products to
prime loans and estimate refinancing approximatety $10 billion in mortgage Icans
through this part of the program.

» Countrywide also will identify and contact prime and subprime borrowers who
are current in their payments but unable to qualify for 4 refinance (due to credit
issues and/or declining property valuations), and may have difficulty affording an
upcoming reset. With this new program, Countrywide will contact these
borrowers at least 90 days before the reset to determine their financial
circumstances and develop a long-term, affordable home retention plan. We
anticipate modifying another $4 billion in loans through the end of 2008 through
this part of the program.

s The third and final part of the home preservation program seeks to help subprime
borrowers who are delinquent and experiencing financial difficulties as a result of
arecentreset. It is anticipated that these borrowers would obtain modifications

on loans totaling 2.2 billion by year-end.
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Tt is important to note that this initiative does not operate in isolation. In fact, it is

part of our ongoing efforts to identify and improve existing programs that assist our

customers. The recent announcement represents a further extension of our robust home

preservation program and investments in borrower outreach. These home retention

outreach efforts create channels for the necessary dialogue between borrowers and

servicers to occur and include:

.

Capacity: Countrywide has expanded its capacity to contact and be contacted
by borrowers. During 2007, we increased the mumber of employees in our
Home Retention Division from 2,000 to 2,700 dedicated professionals focused
on all aspects of homeownership preservation. As part of this effort, we deploy
a team of specialists that not only operate within Countrywide, but also travel
to our local financial centers around the country to meet personally with
borrowers who need help. Looking forward, total operational spending in the
home retention function is expected to grow by more than 45% between 2006
and 2008. This growth will provide additional capacity to meet anticipated
challenges in 2008.

Communication: We include helpful information in borrowers’ monthly
statements and repeatedly attempt to reach our borrowers by phone and by mail.
In addition to the statutorily required 45-day ARM payment change notice,
Countrywide provides notices 180-days and 90-days prior to the reset
reminding borrowers of an upcoming rate and payment adjustment. The notice
provides an estimate of the rate and payment changes, based on current interest

rates, and encourages them to call Countrywide or a non-profit counseling
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agency if they anticipate difficulty affording the payment increase. In addition,
in September alone, our Home Retention Division:
o made almost 9 million call attempts to reach delinquent borrowers;
o had nearly one million phone conversations with borrowers about their
payment difficulties; and
o. mailed over 700,000 personal letters and cards to borrowers offering
them the choice to contact Countrywide or a HUD-approved or
nonprofit housing organization.
For those borrowers who are not responsive to our outreach by mail and phone,
we try additional methods such as providing them with a DVD that they can
view in the privacy of their own homes that explains possible repayment
options. Countrywide also sends brochures (available in English and Spanish)
entitled “Keeping the dream of homeownership: Solutions for the times when
hardship makes it difficult to meet a monthly home loan payment” (attached).
Those brochures include a toll-free number for borrowers (1-800-661-9917) to
initiate contact with our HOPE specialists, as well as the toll free
Homeownership Preservation Foundation number,
Qutreach: Countrywide also reaches borrowers by hosting homeownership
preservation seminars in local communities. These seminars are designed fo
bring together lenders and housing counselors to inform our borrowers and the
general public on the options available to avoid foreclosure. Countrywide has
also hosted numerous “train-the-trainer” sessions around the country to help

improve the ability of non-profit agencies to connect and communicate with
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loan servicers. We have held these borrower seminars and training sessions in
cities across the country (a complete listing is attached), and we plan to expand
these efforts in 2008.

¢ Education: Countrywide also can help borrowers preserve their homes and
avoid foreclosure by helping them to become better informed. That is one
reason why Countrywide launched its Home Ownership Mortgage Education

(H.O.M.E.) web site at www.HomeByCountrywide.com . On this site, current

and potential borrowers can obtain important information to enhance their
financial literacy and capacity to make solid choices for themselves and their
families.
Partnering with Others to Help Borrowers
Partnerships with nonprofit organizations are critically important to our efforts to
assist borrowers facing foreclosure. Despite our best efforts to reach borrowers,
Countrywide understands that third parties can be a key to making progress and
avoiding foreclosures. Again, we have a foundation of working with such
organizations and recently have built upon that platform by entering into a
groundbreaking partnership with the Neighborhood Assistance Corporation of America
(“NACA™). The NACA/Countrywide partnership leverages Countrywide’s market
leading home retention programs and NACA’s unique model for counseling borrowers.
Just as we seek to have a comprehensive array of approaches and solutions for the
variety of situations our borrowers present, NACA employs a comprehensive and
methodical Home Save approach to counseling and budgeting that has produced

immediate results for borrowers and their families. Homeowners will have a



97

“waterfall” of options ranging from payment plans to modifications to restructurings.

We also believe that this partnership can serve as a model for us and others as we seek

to serve additional borrowers. A summary of the NACA agreement describing this

unique fee-for-service arrangement, the counseling and budgeting program, and Home

Save Solution options will be provided to the Committee under separate cover.

While our work with a nonprofit organization like NACA is new in terms of its

broad scope, it also is consistent with other elements of Countrywide’s home

preservation “investment” strategy, such as:

L]

Countrywide is a founding sponsor of the Homeownership Preservation
Foundation’s (“HPF”") HOPE initiative, a national foreclosure prevention
counseling program that assists borrowers in all markets, every day with its 1-
888-895-HOPE hotline. Borrowers are often bombarded with foreclosure
rescue scams and other solicitations directing them to untrained counselors or
untrustworthy organizations. The HOPE hotline provides borrowers with
qualified and highly trained counselors whose sole mission is to help borrowers
avoid foreclosure.

We provide free access to counseling, including third party counseling from
community organizations like Neighborhood Housing Service, ACORN
Housing, and Consumer Credit Counseling Service. Countrywide is a sponsor
and active member of the NeighborWorks Foreclosure Solutions Center.
Across the country, Countrywide works with more than 40 different

counseling organizations.
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e Our efforts have included co-branding joint communication letters and
advertisements encouraging the borrowers to contact either Countrywide
directly or to work with a third party counselor who can assist them through
the process. We augment this written outreach with Iocal counselors who make
‘face-to-face’ contact with the borrowers, inviting them to work with us. To
support the efforts of the many local counseling agencies around the country,
we have established a dedicated contact system (via phone and email) that
allows the counseling agencies working with our bofrowers to quickly and
directly contact Countrywide’s Home Retention Division specialists and
identify what we can do to assist our borrowers.

We also have joined with others in the industry to help borrowers avoid
foreclosure. For example, Countrywide has joined HOPE NOW, an alliance of mortgage
servicers, non-profit counseling agencies, investors and other mortgage market
participants formed with the encouragement of the Department of Treasury and the
Department of Housing and Urban Development. The first deliverable of that alliance is
a major mailing initiative targeting hard-to-contact borrowers and encouraging them to
call their lender or a non-profit counseling agency to seek assistance. Research shows
that borrowers have a much higher response rate to a mailing from an “impartial”
organization (like the HOPE NOW Alliance) than to one from their creditors. As efforts
progress, HOPE NOW also will be a vehicle that will help to establish best practices and
improve the processes by which borrowers, counselors, servicers, and investors complete
the steps necessary to advance their shared interest in foreclosure avoidance. With a

shared understanding of counselor, servicer and investor needs, standardized practices,
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and a rules-based approach, the industry will bring additional scale and efficiency to our
homeownership preservation efforts.
Countrywide’s Home Retention Track Record

Countrywide’s investments and foreclosure prevention initiatives are producing
results that help borrowers avoid foreclosure and preserve their homes. In additionto a
refinance into new loan, there are four broad categories of home retention solutions:

e Repayment Plan: An agreement between the borrower and lender outlining how
to handle missed payments. Generally, these agreements require higher payments
than the regular amount for a short period of time until the loan is brought current.

¢ Special Forbearance: A specified period of time (usually 3 to 6 months) that
allows borrowers to make either lower payments or no payments at all. It is
usually the case that later payments will be higher than the original monthly home
loan payment until the loan is brought current.

¢ Loan Modification: Changes to one or more of the key terms of a home that will
bring a defaulted loan current. Modifications might include: reducing the interest
rate 'of the loan andfor changing the loan product (for example from an adjustable
rate to a fixed rate), reducing the principal balance, or extending the maturity.

In addition, there are foreclosure avoidance transactions that, unfortunately, result in

the loss of a home:

» Short Sale: If the borrower is willing to sell the home in order to avoid
foreclosure, it is possible that the sale can be approved even if the home is

worth less than what is owed on it.



100

¢ Deed-in-Lieu of Foreclosure: This takes place when a borrower voluntarily
gives the deed to the property to the lender.

Through the first nine months of 2007, Countrywide has refinanced more than
31,000 subprime borrowers into prime fixed rate loans. In addition, Countrywide has
helped nearly 40,000 borrowers stay in their homes through loan modifications,
repayment plans and other home retention solutions. This includes the completion of
over 20,000 loan modifications. It is important to note that market conditions are driving
more home retention solutions into the loan modification category. In September, 2007,
loan modifications accounted for more than 60% of our completed workouts, compared
to 28% of all workouts in 2006. With our recent initiatives to reach borrowers even
earlier, and our partnerships with groups such as NACA, we expect the pace of workouts
and the proportion of loan modifications to continue to grow. In short, borrowers are

being helped with conerete, long-term solutions.

Countrywide believes that it is taking the right steps to reach the right borrowers
at the right time. Countrywide has found ways to direct its resources effectively and
efficiently toward those who are reasonably likely to have significant problems without
help and will continue to look for more as circumstances warrant. As noted above, we
have expanded our internal capabilities through hiring more Home Retention Division
team specialists and are devoting more financial resources to our home retention efforts.
To extend its reach and capacity to help at-risk borrowers, Countrywide supports
longstanding partnerships with nonprofit, community-based organizations and is creating

new ones.

10
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By being proactive through its $16 billion home preservation program in
proactively contacting designated categories of borrowers and being poised to respond
efficiently to borrowers, whether they reach us through NACA, our direct outreach, or
another partner or borrower representative, Countrywide is using targeted and transparent
methods that enable it to appropriately scale its efforts to help borrowers and fulfill its
servicing obligations. These methods allow us to develop more streamlined and effective
ways to conduct the necessary individual case analyses and complete transactions. By
the same token, Countrywide readily acknowledges that these are dynamic times and that
additional initiatives may be needed on our part as events unfold.

Countrywide is taking comprehensive and concrete steps to help borrowers
preserve their homes and to avoid foreclosure. We have increased our capacity internally
and through relationships with others in the industry and in the nonprofit sector.
Countrywide is taking steps on its own like the $16 billion home preservation program
and in concert with others like our partnership with NACA and through HOPE NOW to
make sure that help gets to those borrowers who can be helped. Countrywide has a
history of working hard in this arena of foreclosure prevention and remains committed to
finding effective ways to serve our borrowers and to meet our obligations as a lender and

servicer.

1



102

CFC Sponsored Homeownership Retention Seminars

Memphis, TN
Columbus, OH
Nelsonville, OH
Cincinnati, OH
Toledo, OH
Cleveland, OH
Dallas, TX
DeSoto, TX
Piano, TX

New York, NY
Dover, DE
Seaford, DE
Atlanta, GA
Fresno, CA

Las Vegas, NV
Minneapolis, MN
St. Paul, MN
Los Angeles, CA
Oakland, CA
Cleveland, OH
Philadelphia, PA
Charlotte, NC
New Orleans, LA
Ventura, CA
Anaheim, CA
Phoenix, AZ
Vineland, NJ
East Orange, NJ

12
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Countrywide’s Default and Home Retention Statistics
September 30, 2007
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By Lew Slchelmsn
SPECIL TO VHE TRILUNE

areelin White is norvous, She's going io see
her fender Not to buy a houss. To save it
An accounting specladist for & mmjoer
Chicago-based insurance company White
I cight months behind on the movigage
payments for her Riehton Park hone. But she’s getting o
second chance, thanks to the afforts o Countvywide
Home Loans, and she's thankful,
“Iwish{ s from U " Wh
aftar har visit with Qindy Motre, & Couptrywide Home
Loans loss mitigation specialist dispaiched from the
regional affice In Dalias to mest with about three dozen
e

g indesome

Morigage lenders

are often willing
to work things out
for homeowners
who fall
on difficult fimes

Surpay, Jory 80,20

“Bad things happen b good people,” explaing Moore’s
boss, Pouts Bdwards, whe also tyaveled heve from Texas
spvoral weeks ago to meat with delinguent bovyowers,
some of whon are only days away from loalng their hous.
e 2t 2 foraclonus sale on the conrthonse seps.

Usually it's a divoree, a lost job or & majer Miness that
causes people fo miss thelr house payments. Bt thers
s ol kinds of scanarios,

“3e hene it all” says Bdwards, “Brerything fom wata
strophe to stupidity o had Judgment, We sse people who
would rather drive S8Sa-menth cars for sistus than
ik thelr house payments. .

"W have people who keen caming back every three or
Souwe months, We get them euvrent and they do the same
thing again.”

Sas Grace, Pack 50
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CoNTiNuED FROM Pace 1

But the cases “that really stick

out” in Edwards’ mind “are the
tragedies.”

“Tike the legally blind woman
whose husband killed himself. Or

thawaman who had to wait a year

“the government to pay her late
hﬁsﬁand's death benefit.

“They pull af your heart,” says
the veteran financial workout spe-
cialist. “They cry and you ery”

Marcella White's case is typical. -
The St-year-old single mother was
planning t¢ marry the man with
whom she was living. But he broke
off the engagement and moved out
of'the house she bought almost two
years ago, leaving her with all the
expenses the two had been splitting
down the middle.

‘Shie believes she could have man-
aged without him.

“Jcouldhave done it,” shesaysas
sHi anxiously clicks her pen. But
thershe laid out some money for a
famfly reunion. And when she
diflir't get it back, she found herself

in a hole too deep for her to dig out -

by herself.
"But Moore is able to rework

White’s mortgage. And when she’s.

fisished explaining the details, she
téHs-the fidgety women in her soft
Texan drawl: “As far as we're con-

cerned, you are totally current. You -

are starting fresh again.”

‘White isp’t alone. Last yearn
Conntrywide, the nation’s largest
independent mortgage company
arid also one of the largest loan ser-
vipers, was able to give 4,000 trou-
bled homeowners a chance to start
over with a clean slate. And other
lenders do the same.

For example, “homeowner assist-
ance” specialists at PNC Mortgage,
the. ~Vernon Hills-based lender
helpéd more than 2,000 families
keep their houses in 1999.

- Actually, most companies thatad- -

minister mortgages on behalf of the
investors who actually own the
joans work feverishly to help peo-
plgrTt may be humanitarian, and it
heips people who are inapinch, but
itdlso is also good business.

¥or one thing, they lose money
when they have to take back a
hause. Even after a servicer sells a
foreclosure to someone else and col-
lects on all the guarantees and in-

surance in place to protect against -

defaults, the loss averages about
$2,500 per house, according to in-
dustry figures.

Then there are the fees investors
pay fo have their loans managed. If
there are no payments, there are no
fees.- And lenders earn more in-

‘giné on servicing loans than they
‘o in originating them.
Worse, investors don’t like to use
‘wyirare whn ean’t pet the ioh

T

*We want to show investors we
can take care of their Joans,” says
Countrywide’s Edwards.

But, perhaps most important is
the bad rap lenders receive when
they-have no choice but to fore
close.

STt's 1ike everything else,” says
Edwards, who spent 15 years'in the

qgﬂsectorbeforejoixﬁngthe huge
lender based in Calabassas, Calif.
“Even though it's pmbably {the
owner’s) fault, foreclosure leaves a
bitter taste, and when they talk to
thielf friends, they say, *Dan't go to
Caountrywide, theyll foreclose en
you,””

Df the 300 seriously delinguent
Chicago-area homeowniers - who
were targeted as potential candi-
dafes for relief, only 38 responded io
Countrywide’s offer. And that’s bet-
ter than average.

“Ten percent is good,” accordmg

- to.Edwards.

Some people are “afraid to make
contact because they think it
brings them one step closer to the
end,” she explains.

Others are “in denial. They think
they’ll be able to get the money to-
gether, so they keep putting it off
and putting it off”

Sometimes they’re embarrassed,
and some are even angry. But no
matter what the reason, repeated
ietters and phone calls are ignored,
and one missed payment turns mta
two, and then two turn into three. ;
Then, your loan is turned overtoa *
foreclosure attorney and the legal
process that eventually takes you
house away is begun. There is no
other choice.

That's exactly what happened to
Marcella White: “They sent me let-
ters and called, but I didn’t listen. I
keep” thinking, ‘It's the same old
thmg But then thingsstarted toac-

and i} And on
top of that, I wasn’t budgeting like I
should, 'm not going to blame any-
body but myself.”

Michael Keller of Elgin wishes he
had made contact with his lender
sopner, too. Reeling from a divorce
and ether personal problems, Kell-
er; was 11 months behind when
Countrywide finally reached him.

“I'wish I had come forward earli-
er," says Keller. “If T had, I probably
wouldn’t have had to 80 through
any of this.”

Actually, lenders say it's never
too early to contact them—even if
you sense trouble may be en the ho-
rizon.

“If'you know you're going to have
heart surgery, we can suspend your
payments until you recover,” says
Edwards. “But we can't do any-
thing if we don’t know. I've helped
doctors, lawyers and judges. But we
cair'thelp anyone ifthey don’t call.”

If’s never too late, either The
home of one of the families the




Countrywide team was able to help
on its most recent Chicago visit was
scheduled to be auctioned in less
than 48 hours. And 85 percentof the
people the team metmbers assist
around the. country are already in
the foreclosure process.

Lenders don’t charge to help
their customers get back on their
feet. But if a borrower doesn’t re-
spond soon enough, hisloan isturn-
ed over to a foreclosure attorney
And once that happens, the lender
can't accept any money from yot—
even if you want to pay what you
owe in full. :

Lynn and Paul Aldape found that
out the hard way Staggered by one
financial setback after another, the
couple maxed out their American
Express card, Paul lost his hight
differential at work, they had to lay
out a $500 deductible after an auto
accident, their 8-year-old daughter
had eye surgery and Paul had knee
surgery amonth later. They quickly
found themselves five months be-
hind on their Chicago two-flat.

“Onee you get behind, it hard to
play catch-up,” says Paul ruefully
Stili, the couple managed fo scrape
together $3,000, which they sent off
to Countrywide. But the foreclo-
sure process had already been
started, so the check was returned
uncashed.

They were trying to figure out
what to do next when Edwardy
team called to see if the couple
would be interested in a face-to-face
meeting to help them save their
home.

Lynn, who remembers shrieking,
“Oh my God. Now what are we go-
ing to do?” when their check was
sent back, jumped at the chance.

“l didn’t hesitate,” she says.
“We're thankful they called, and
we're glad to have the opportunity”

So what can lenders do for delin-
qguent borrowers?

Plenty, but only if you have some
money coming in and you sincerely
want to keep your home. Deadbeats
need not apply.

Thatsaid, here are some of the op-
tions that are available if you are in
financial trouble. To determine
which alternative is most appropri-
ate, notonly for the borrower but al-
so the investor, Jenders determine
the true reason for your default and
whether it is temporary or perma-
nent:

® Forbearance: Under this pro-
cedure, the lender will enter into a
formal repayment plan with the
borrower to reinstate the loan, ei-
ther by suspending or reducing the
payments for up to 24 months until
he can recover from his setback.

Inmost cases, you will be asked to
begin making your regular month-
ly payments plus an additional
amount each month until you make
up what you owe. But in some cases,
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borrowers are permitted to make
reduced monthly payments until
they can get back on their feet. Or
they can make full monthly pay-
ments but delay repaying the ar-
rearage, or make gradually increas-
mﬁpayments.

Modification: This is a perma-
nent change in one or more of the
borrower’s loan terms to get the
payment down to an affordable
amount. It is intended to help peo-
ple who have suffered a financial
hardship and no longer have suffi-
cient income o sustain the original
loan and make up what they owe,

The lender can lower the inferest
rate to make the payments more af-
fordable, extend the time available
to repay or re-amortize the balance.
To make it easier to make up the
missing payments, the delinguent
principal, interest and escrow
amount can be recapitalized into
the loan amount. .

M An advance: If you are less
than 12 months behind on a govern-
mentinsured loan, the lender can
reinstate your loan by advancing
funds to the investor on yout be-
half. Inreturn, youmust sign anote
promising to pay back the allow-
ance--without interest.

Normally, this tool is not availa-
ble if the lender has already started
the foreclosure process. But the
lender can cancel foreclosure if
your financial situation has im-
proved enough fo restart your loan.
It also can be used in conjunction
with a special forbearance plan.

W Deed in lieu of foreclosure: If it
is evident you are unable to dig out
from under the weight of your fi-
nancial woes, the lender can allow
you to voluntarily deed the proper-
ty back to the investor (or govern-
ment) in exchange for a release
from all your obligations under the
mortgage.

Though this disposition option
results in losing your house, it is
usually preferable to foreclosure
because it mitigates the cost, stig-
ma andemotional trauma that goes
along with foreclosure.

In some cases, the Federal Hous-
ing Administration will even pay
the borrower a $500 to $1,000 stipend
to execute a deed in lieu of foreclo-

sure.

¥ Short sale: Also known as a
short payof, this workout option is
sometimes available when proper-
ty values have declined since the
borrower took out the mortgage. It
allows you to sell for less than the
full amount you owe.

® VA refunding: The Depart-
ment of Veterans Affairs hastheau-
thority to buy loans in default from
investors and take over the servic-
ing. But it is an option on the gov-
ernment’s part, and not every bor- |
rower qualifies. However, the VA’s
rules are said to be more lenient
than the FHA's or those of private
investors.
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U.S. TREASURY DEPARTMENT OFFICE OF PUBLIC AFFAIRS

EMBARGOED UNTIL 10 a.m. (EDT), November 2, 2007
CONTACT Jennifer Zuccarelli, (202) 622-8657

UNDER SECRETARY FOR DOMESTIC FINANCE ROBERT K., STEEL
TESTIMONY BEFORE THE HOUSE COMMITTEE ON FINANCIAL SERVICES

WASHINGTON- Chairman Frank, Ranking Member Bachus, Members of the Committee, good morning.
1 very much appreciate the opportunity to appear before you today to present the Treasury Department's
perspective on efforts to coordinate and enhance foreclosure prevention.

Let me begin by broadly examining the characteristics of foreclosures, in both good times and bad, to
provide a better perspective on how to approach this issue, and then provide an update on the various
actions we have taken to address the current situation.

As you know, we are experiencing a period of adjustment in the credit and morigage markets.
Fortunately, this market stress is occurring against a backdrop of healthy U.S. fundamentals and a strong
global economy. Yet, the Administration recognizes the importance of housing to our economy, and as
Secretary Paulson has said, the housing decline is the most significant current risk to our economy. In
addition to the housing decline having a penalty on economic growth, a significant number of
homeowners will experience strain due to resetting mortgage rates and home price depreciation.

The issues of foreclosure are complex and nuanced. In truth, thousands of homes end up in foreclosure
every year, even when housing markets are strong. Between 2001 and 20035, for example, the U.S. rate
of foreclosure starts averaged approximately 1.7 percent, meaning more than 650,000 homeowners
began the foreclosure process each year.  This baseline rate of foreclosure can result from events such
as job loss, credit problems, a change in family circumstances, or other sources of economic instability.
These foreclosures, although unfortunate, are largely unavoidable.

Over the course of the next 18 months, we expect the foreclosure rate to remain elevated above its
historic level. A rising foreclosure rate during a housing downturn is not surprising, but largely because
of lax underwriting in recent vears, especially in the subprime market, a higher than usual number of
homeowners will face delinquency during the next year and a half.

In total, over 2 million subprime mortgages are expected to reset in the next 18 months, but not all will
end in foreclosure. Some homeowners will be able to afford their new payments without trouble and
many others will qualify for refinanced, fixed-rate mortgages on their own. Others, however, have
stretched too far beyond their means, and unfortunately, foreclosure is inevitable; in fact, many loans
enter into foreclosure before ever reaching the reset date. A third group of homeowners facing resets
fall somewhere in the middle. The challenge is for lenders to identify the homeowners in this middle
group, who with a bit of assistance can stay in their homes.
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On August 31%, President Bush announced an aggressive, comprehensive plan to help as many
homeowners as possible stay in their primary residences. The President charged Secretary Jackson and
Secretary Paulson to lead this effort and the focus of our hearing today is to discuss one part of this plan.

Whenever facing a challenging public policy issue, the first step is full understanding. We are
appreciative of the interest Chairman Frank and this Committee have taken in understanding these
current challenges. Hearings, such as this one, have contributed to our process of learning. The
Department of Housing and Urban Development (HUD) and the Treasury Department have also been
working closely with leading servicers, mortgage counselors, lenders, and investors to understand the
causes of foreclosures and the best ways to help people keep their homes. We are continuing to learn but
have reached two early conclusions:

o  First, it is clear to everyone that the earlier we identify struggling borrowers, the more likely it is
that servicers and lenders will be able to refinance or modify mortgages into something more
sustainable for the long term. If we wait until borrowers miss several payments, their credit
profiles will be tarnished and they will have far fewer refinancing options.

s Second, once identified the method and technique of contacting borrowers are quite important.
When contacted by lenders, many borrowers mistakenly believe that the lenders’ goal is to
repossess their homes through foreclosure. Foreclosure is tough on families and bad for
communities, but also very costly for lenders. In almost all cases lenders would rather find a way
to help homeowners stay in their homes than foreclose. Yet according to most of the servicers
and counselors with whom we have spoken, 50 percent of those who lose their homes to
foreclosure never contacted their mortgage servicers or mortgage counselors for help.
Frequently, borrowers are fearful of foreclosure and not aware that their lenders would prefer to
work out a solution — such as a lowered interest rate or a payment plan.

From our review, it became clear to us that while many market participants are working hard on their
own trying to reach and help homeowners, they are not having as much success as they or we would
like. In addition, the mortgage market today has developed into a system based on securitization.
Securization has brought many benefits but also leads to greater complexity in finding solutions for
homeowners. The breadth of disaggregation in the mortgage market presents a practical problem that
does not lend itself to easy solutions.

Hope Now Alliance

Many of the servicers, lenders, investors and counselors with whom we have met realized that if they
coordinated their efforts behind a unified strategy, they would be more effective in reaching and helping
homeowners. The Treasury Department and HUD facilitated discussions and encouraged them to work
together. On October 10th, they announced the formation of a non-partisan initiative called the Hope
Now Alliance. To date, the Hope Now Alliance consists of four counseling organizations, seventeen
mortgage servicers and lenders (corprising 60 percent of the U.S. market for mortgage servicing), three
investor groups (including the American Securitization Forum, which represents over 370 members),
and ten trade associations. We applaud these industry leaders for coming together.

Since their launch a few weeks ago, the Alliance has been meeting regularly and working hard to
develop and implement an aggressive plan to help homeowners. Let me describe the details of their
strategy and why we believe such elements are critically important.

Communication

Earlier this week, the Alliance announced a new, national direct mail campaign to contact at-risk
borrowers, encouraging them to call for help. Servicers have been mailing letters to their at-risk
customers but have had limited success. The role of counselors is crucial to helping challenged
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homeowners, and no where is that more apparent than in communication. We have heard anecdotally
that servicers achieve only a modest success rate with their letters, because borrowers in trouble do not
want to hear from their lenders, In contrast, independent counselors have reported a significantly higher
25 to 30 percent success rate when sending similar letters to borrowers. The Alliance expects this new
letter campaign, which will come from the Hope Now Alliance itself, rather than from servicers, to
increase their effectiveness in reaching at-risk borrowers. This is going to be an on-going campaign that
servicers will tailor and adjust as they learn from the response. The more attention we can bring to this
unified campaign, the more likely it is that borrowers will pay attention to this important information
and call for help. The Alliance will begin mailing these letters on November 19", and will send over
200,000 letters by the end of this month.

Let me take a minute to emphasize the importance of these letters and to ask for your help. When you
are home in your districts over the weekend or for the holidays, please tell your constituents about this
mail campaign. Tell them it is OK to contact Hope Now for assistance. This organization is ready to
lend a hand, but we need your help in making their message known.

Process

The Alliance is also working hard to develop strong working relationships between servicers and
counselors. Some servicers already have dedicated teams and contacts for counselors to call. Other
servicers do not have dedicated resources to work with counselors, and, as a result, counselors can spend
hours trying to find the right person to contact. We have learned that some counselors are more effective
than others at efficiently working with borrowers to collect the required information and pass that on to
servicers, Servicers and counselors who joined the Alliance have agreed to adopt a standard process
model that will strengthen and speed work flow, productivity, and communications between them.
Improving the way servicers and counselors work together will make them all more effective at helping
homeowners once they have been contacted.

Counseling

The Alliance is working to expand the capacity of an existing national counseling network to receive,
assess, counsel, refer and connect borrowers to servicers, Most borrowers feel more comfortable
speaking with independent, not-for-profit counselors than with their lenders. While there are already
many conscientious HUD-certified mortgage counselors, their efforts could be enhanced through a
uniform message. Similarly, servicers want to be able to point their borrowers to quality counselors who
have adopted best practices, and this national network will serve that function. They are working to
ramp up capacity now, but it will take some time before it is fully operational.

Investors

The American Securitization Forum (ASF), which represents securitization issuers, investors, and other
secondary market participants, has joined the Alliance and announced that counseling fees can be
reimbursed from securitization transactions in appropriate circumstances. This is extremely important.
Historically, counseling was funded by the government and independent foundations. Now the
securitization issuers and investor community have recognized the important role counseling plays in
avoiding foreclosure and is willing to fund quality counseling. Having ASF as an active member of this
Alliance is important because it can help manage the complexity resulting from the securitization model
by making sure investors are doing their part.

Metrics

Today, the industry does not have a thorough, standardized set of metrics with which to evaluate
servicers’ loss-mitigation performance or to evaluate counselors’ effectiveness. The Alliance is
developing standard measures which policymakers, homeowners and investors need in order to monitor
performance. These performance measurements could include data, such as the number of loans in
default, outcomes for these loans, and success rates for modifications and refinances. Developing these
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metrics will allow us to identify categories of borrowers who can be helped, determine successful
treatments, and measure the rate of successful outcomes.

Technology

The servicers have agreed to work toward cross-industry technology solutions to more effectively
connect servicers and counselors together in order to better serve the homeowner. Some major servicers
use sophisticated software to analyze borrower situations and determine if work-outs or modifications
are appropriate. The Alliance is taking this software and making it web-enabled so other servicers and
counselors can access it. This should speed the loan modification process: if a counselor can access this
software tool, enter the data from the borrower, and pass that along to the servicer in an automated
system, then the servicer will have more confidence in the data and the recommended solution and can
approve modifications in a more expeditious manner. This element will likely take the most time, but the
Alliance is working closely with a major information technology services firm to develop and launch the
tool.

Looking forward

The efforts of this private sector alliance alone will not prevent all foreclosures. But it is a good start
and a critical first step. As we work with them, we will all learn and improve the means of reaching and
helping homeowners to prevent foreclosures.

By better identifying those borrowers in need, we hope to see more loan modifications and refinancing.
For many families, this will be the only viable solution. Given today’s situation, the current process
requires a more committed approach.

Just as the lenders, servicers and counselors have come together to develop metrics and standards that
will measure the most effective ways to make counseling accessible to troubled borrowers, we have also
encouraged them to come together in a similar way to develop an efficient methodology for offering
suitable mortgage solutions such as loan modifications, refinancings, or other flexibility as appropriate.

We are optimistic about the effectiveness of our current initiatives, Yet given the size, nature and
implications of current challenges for homeowners, we should continue to work to find additional
solutions without compromising our shared ambition to not bail out lenders or speculators or those who
committed fraud.

Other complementary efforts have already been initiated. For example, we applaud the guidance that
the federal regulators have given to banks which hold mortgages on their balance sheets to be more
flexible in seeking economic solutions in modifying existing mortgages for distressed homeowners. The
same is true with respect to the guidance that regulators issued to servicers where the record of loan
modification has proven to be more difficult and disappointing for many of the reasons identified above
in addition to the challenges associated with securitization.

We should focus on results and not on prescribing a single approach. Preserving homeownership is the
goal, and we must recognize that many different avenues can get us there.

Borrowers, too, have responsibility. Mortgage providers must offer clear, transparent and
understandable information on the mortgage products they sell. And homebuyers have a responsibility
to use that information and understand their mortgages. Buying a home today is a complex process, but
that in no way excuses homebuyers from their obligation for due diligence.

Policy Initiatives

The Administration has requested that Congress also do their part by focusing on three initiatives. First,.
Congress should pass Federal Housing Administration (FHA) modernization to make affordable FHA
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loans more widely available. Second, to facilitate mortgage workouts, the President has asked Congress
to temporarily eliminate taxes on mortgage debt forgiven on a primary residence. And third, Congress
should enact comprehensive government sponsored enterprise (GSE) reform.

FHA modernization is moving through Congress, and we are hopeful that it will reach the President’s
desk soon. The tax relief proposal has cleared the House of Representatives and is awaiting further
action in the Senate. In large part due to this Committee’s hard work, GSE reform has cleared the House
of Representatives, and now awaits action in the Senate. Congress should enact these bills as quickly as
possible.

Conclusion

Mr. Chairman, in conclusion, let me thank you for holding this hearing. Under the President’s
leadership, the Administration is working diligently to help mitigate the impact of rising foreclosures on
homeowners and the economy. We appreciate having the opportunity to present the Treasury
Department’s perspectives on these important issues and pledge to keep you apprised of the progress
with Hope Now and our other initiatives and programs. Thank you and I look forward to your questions.

-30-
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2128 Rayburn House Office Building

Chairman Frank; Ranking Member Bachus and Members of the Committee, my name is Ken
Wade, CEO of NeighborWorks America, and I appreciate the opportunity to come before you
again to talk about the efforts we and our partners are making to help stem the tide of
foreclosures.

Background on NeighborWorks America:

By way of background, NeighborWorks America was established by Congress in 1978 as the
Neighborhood Reinvestment Corporation. The Corporation receives federal appropriated funding
out of the Transportation-HUD and Related Agencies Appropriations Subcommittee. For fiscal
year 2008, the Corporation requested $119.8 million and both chambers of Congress have
approved this amount. The corporation’s Board of Directors is made up of the heads of the
federal financial regulatory agencies (the Federal Reserve; the Federal Deposit Insurance
Corporation; The Comptroller of the Currency; the Office of Thrift Supervision; the National
Credit Union Administration) and the Secretary of HUD.

The primary mission of NeighborWorks America is to expand affordable housing opportunities
(rental and homeownership) and to strengthen distressed urban, suburban and rural communities
across America, working through a national network of local community-based organizations,
known collectively as the NeighborWorks network.

The NeighborWorks Network:

The NeighborWorks network includes about 240 nonprofit organizations, serving more than
4,450 communities across the United States -- in 50 states, the District of Columbia and the
Commonwealth of Puerto Rico. NeighborWorks organizations operate in our nation’s largest
cities and in some of its smallest rural communities.

Page |
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Accomplishments:

Local NeighborWorks organizations provide a wide variety of services that reflect the needs of
their neighborhoods and communities, and over the years, with the generous support of Congress
through a direct federal appropriation, NeighborWorks has:

e Provided homeownership counseling to more than 500,000 families; and
»  Assisted nearly 150,000 families of modest means to become homeowners.

NeighborWorks organizations also own and manage more than 65,000 units of affordable rental
housing.

In FY 2007 alone, the NeighborWorks network generated about $4 billion in direct reinvestment
in distressed communities across the nation.

Today, however, I’'m here to speak about our response to the precipitous rise in foreclosures.

NeighborWorks America’s Experience in Serving Non-Conventional Borrowers:
NeighborWorks America has a 30-year history of facilitating lending to non-conventional
borrowers — including lower income families, borrowers with impaired credit and others who
would not normally qualify for a conventional mortgage.

By providing quality pre-purchase homeownership counseling, financial fitness training and
working with borrowers to improve their credit rating; improve their budgeting; and committo a
savings plan (including Individual Development Accounts and other vehicles), local
NeighborWorks organizations are able to prepare foreclosure-resistant borrowers who qualify for
reasonably priced traditional mortgage loans and achieve sustainable homeownership.

From our experience, we know that the best defense against mortgage delinquency and
foreclosure is objective education and counseling before the borrower begins shopping for a
home and selecting a mortgage product ~ or refinancing their home. And the best home buyer
counseling is provided through objective, well-trained non-profit agencies (including local
NeighborWorks organizations and other HUD-approved housing counseling agencies) that put
the consumers’ and the communities” interest first. We also know that homeowners’ odds of
success are increased even further when they have access to post-purchase counseling and
homeowner education.

NeighborWorks Loan Performance:
NeighborWorks America has been closely tracking the loan performance of the many low-
income families assisted by NeighborWorks organizations over the years.

These loans continue to perform significantly better than subprime loans. We have not seen
any significant up-tick in defaults or foreclosures among NeighborWorks-assisted families.

Page 2
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In fact, a comparison of the loan performance of a sample of borrowers counseled by
NeighborWorks organizations (in the first quarter of 2007) indicates that their loans are:

o 10 times less likely to go into foreclosure than subprime borrowers;
o Nearly 4 times less likely to go into foreclosure than FHA borrowers; and
o Slightly less likely to go into foreclosure than Prime borrowers.

Another example of the quality of NeighborWorks homeownership education and counseling is
provided by a NeighborWorks affiliate, Neighborhood Finance Corporation in Des Moines,
lowa. This organization compared all of the names from the list of more than 8,000 foreclosure
filings from Polk County (where Des Moines is located) to their entire data base of over 2,000
people counseled and individual files of people they saw in class and individual counseling since
September 2002. Through cross checking all of these names, this organization identified only
one person who filed for foreclosure in 2006 that had come to them for pre-closing home buyer
education in 2005. Therefore, only one person in Neighberhood Finance Corporation’s data
base and files of 2,000+ pre-closing counselees they have served since 2002 has had to file
for foreclosure. This does not preclude the possibility that others avoided foreclosure by
arranging short sales or deeds-in-lieu of foreclosure.

NeighborWerks America’s Service Beyond the NeighborWorks Network:
NeighborWorks America’s commitment to quality, objective homeownership education and
counseling extends far beyond the NeighborWorks network.

Through our NeighborWorks Center for Homeownership Education and Counseling (NCHEC)
and the NeighborWorks Training Institute, NeighborWorks America is the nation’s largest
trainer of housing counseling professionals.

NeighborWorks America convened leaders from counseling intermediaries, lending institutions,
community development organizations, realtors association, mortgage insurance companies and
the secondary mortgage market to develop National Industry Standards for Homeownership
Education and Counseling...

The Industry Standards will strengthen the professional credentials of more than 10,000
homeownership professionals currently working in the industry and help ensure that millions of
potential and existing homeowners receive quality and comprehensive housing information and
services, enabling them to make informed, responsible choices on the path to homeownership.
The best defense against foreclosure is a well educated consumer who understands the
responsibilities and consequences of homeownership, the budget implications and the financing
options available.

Quality homeownership counseling delivered in accordance with the Industry Standards

and which is well funded through a fee for service model and public-private partnerships is
the best tool available to fight foreclosure in the longer term.
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NeighborWorks Center for Foreclosure Solutions:

NeighborWorks® America saw the problem of foreclosures coming over four years ago and, with
the strong support of our Board of Directors and our former chairman, the late Gov. Edward
Gramlich (a member of the Board of Governors of the Federal Reserve), NeighborWorks
America created the NeighborWorks Center for Foreclosure Solutions, to preserve
homeownership in the face of the rising foreclosure rates. The NeighborWorks Center for
Foreclosure Solutions is an unprecedented partnership between faith-based and community
organizations, nonprofit organizations, and financial, mortgage, and insurance sectors to preserve
homeownership and combat the negative impact of foreclosures on communities across the
nation. Local NeighborWorks organizations witnessed the start of what has now grown to be our
current foreclosure crisis, as they were increasingly asked for help, not by clients that had been
counseled up-front by NeighborWorks organizations, but by others in the community who were
facing increased delinquency and foreclosure.

The impact of foreclosures reaches far beyond the individual homeowners who lose their home.
Foreclosed homes can threaten entire communities. The value of surrounding homes goes down
and other homeowners will have difficulty selling or refinancing their homes, leading to further
disinvestment in communities. As a result, property taxes collected will be lower, affecting
schools and government services, creating a downward spiral that is detrimental to the entire
community. A study by the Woodstock Institute found that a single foreclosure on a given block
can directly lower the cumulative property values of surrounding homes by $139,000
(approximately $2,000 per property). Other studies show that one foreclosed property can end
up costing a municipality as much as $30,000. And lenders report that each foreclosure can cost
them from $30,000 to $50,000.

NeighborWorks® America, in partnership with the Homeownership Preservation Foundation is
supporting a national toll-free HOPE Hotline for delinquent borrowers (888-995-HOPE) that is
available 24/7 to provide callers with high quality telephone-based assistance (in English and in
Spanish). Individuals needing more intense service than can be provided over the phone are
referred to local HUD-approved housing counseling agencies.

NeighborWorks America has also launched a public service advertising campaign through the
Ad Council, to decrease foreclosures by directing struggling borrowers to call the 888-995-
HOPE Hotline.

In addition to the HOPE Hotline, many of our local NeighborWorks organizations are also
counseling delinquent homeowners every day. These organizations have stretched their budgets,
redeployed staff, worked hundreds of extra hours — all to address the very real threat that pending
foreclosure is causing for families and communities across the country.
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These organizations are helping families one at a time, to modify budgets, refinance an
unattractive mortgage product, and work with servicers on loan modifications or workouts. And
when those solutions are not possible, they are working to help the borrower sell their home or
surrender if to the lender, if necessary, and relocate before they face an actual foreclosure.

Some of our NeighborWorks organizations are also originating or brokering responsible
refinance mortgage products to ensure homeowners have every opportunity to succeed at
sustainable homeownership.

And, NeighborWorks America is actively training hundreds of counselors on foreclosure
intervention at our National Training Institutes and other place-based trainings around the nation,
We are working closely with state housing finance agencies and other partners to provide access
to these trainings so counselors can have the tools they need to provide quality foreclosure
intervention counseling to homeowners.

The HOPE NOW Alliance:

Because NeighborWorks America has been active in foreclosure prevention over the last three
years through our Center for Foreclosure Solutions (building alliances, supporting the HOPE
Hotline, launching the Ad Council public awareness campaign, training hundreds of counselors
specifically on foreclosure, and supporting many local coalitions and communities in the
development of their strategies to provide alternatives to foreclosure) we were invited to
participate in the HOPE NOW Alliance, recently announced by the Secretaries of the U.S.
Department of Treasury and the U.S. Department of Housing and Urban Development.

While the HOPE NOW Alliance is still very much a “work-in-progress” we are excited by its
potential and pleased that Secretaries Jackson and Paulson are using the influence of their
positions to encourage a coordinated approach that brings mortgage servicers and mortgage
investors together in an effort to identify struggling borrowers, connect them to a mortgage
counselor and find a sustainable mortgage solution. NeighborWorks America received
$1,970,440 in HUD grants for Housing Counseling Services, Home Ownership Programs and
Community organizations to provide education and assistance so more Americans can own
homes, find affordable housing, and avoid predatory lending.

One of the key efforts of NeighborWorks foreclosure activities is to improve outreach to
borrowers. Many members of the HOPE NOW Alliance and other servicers have contributed
actively to support our Ad Council Campaign, additional outreach efforts and the critical work of
the NeighborWorks Center for Foreclosure Solutions. This private sector support has been
essential in the outreach efforts and success of the Center for Foreclosure Solutions to date.
While we are appreciative of that support, we continue to stress that servicers and investors have
a critical role in the funding of direct counseling.

We are also pleased that mortgage market participants who are part of the HOPE NOW Alliance
have committed to adopting some of the best practices that can make a real difference in helping
nonprofit counselors assist families in avoiding foreclosure, such as dedicated teams of loss
mitigation professionals to work directly with counselors.
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And we’re pleased that nearly all major mortgage servicers have committed to provide a
dedicated loss mitigation “communication bridge” for 888-995-HOPE counselors’ use. This
information has the potential to improve contact rates; communication between servicer,
counselor and homeowner; and understanding of each party’s role.

However, in a recent speech, Secretary Paulson stated: “We have an immediate need to see more
loan modifications and refinancing and other flexibility. For many families, this will be the only
viable solution. The current process is not working well.”

We couldn’t agree more. Thus far, many counselors continue to experience a significant level of
inflexibility by lenders and servicers in regard to loan modifications and refinancings. It appears
that modifications and workouts are all being considered in a unique, “one-off” manner. We
strongly encourage the investors and servicers to develop more standardized approaches and
rules to loan modifications and to share those with the counseling community so that we can all
aggressively increase the volume of successful loan modifications and workouts.

We also strongly encourage the investors to aggressively address the Adjustable Rate Mortgage
(ARM) resets and to not wait until families become delinquent, before finding solutions for
families who have clear budget and income constraints that will prevent them from successfully
making their mortgage payments.

The HOPE NOW Alliance has also identified the need for us to all work together to develop a
sustainable funding model for quality phone and face-to-face counseling -- and proposed that
servicers pay a fee for any of their clients referred to a service like the HOPE Hotline. Our
understanding from the Housing Policy Council is that the servicers are close to finalizing
agreements to pay for the counseling of their customers who use the HOPE Hotline. We hope
that similar agreements can be made with servicers to compensate housing counseling agencies
for quality face-to-face counseling of their borrowers. NeighborWorks is committed to working
closely with the HOPE NOW Alliance, the Housing Policy Council and other HUD-approved
housing counseling intermediaries over the next sixty days to finalize this sustainable business
model.

1t is imperative to develop this fee for service model with the servicers for on-the-ground
foreclosure counselors who are meeting standards and working with thousands of borrowers to
find successful solutions. Thus far that service is almost exclusively supported by public funds
and charitable grants. And additional resources will be needed to continue this important
service.

Closing
In conclusion, while the foreclosure problem has not abated, we are hopeful about the potential
for the HOPE NOW Alliance.

We know that the best way to create foreclosure-resistant homeowners is through quality pre-
purchase housing counseling.
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And, there is a larger need than ever for a reasonably-priced mortgage refinance product, to
assist families currently trapped in high-cost mortgages.

1 trust this testimony gives you a sense of NeighborWorks America’s response to families facing
foreclosure, and some of the challenges we are facing in that effort. Before closing, I want to
thank you and your colleagues in the Congress for your strong bi-partisan support of
NeighborWorks America; especially the federal funding that has played a key role in our work.

I have attached to my testimony a programmatic update that provides further information in
regard to NeighborWorks America’s response to the current foreclosure problem.

I stand ready to answer any questions you may have.
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PROGRAMMATIC UPBATE

NeighborWorks® Center for Foreclosure Solutions
NeighborWorks® America

Background

Neighborhood Housing Services of Chicago (NHS of Chicago), a NeighborWorks® America local affiliate, is piloting
new models of homeownership preservation in partnership with the City of Chicago and leading mortgage lending and
servicing institutions. NeighborWorks® America has been a leading partner and supporter of the NHS of Chicago and its
Home Ownership Preservation Initiative (HOPI) program. HOPI is crucial to addressing the rising numbers of
conventional and subprime loans in default and foreclosure in Chicago. These loans were originated by private lenders
without involvement or homebuyer education from the NHS of Chicago, and are concentrated in low-income and minority
neighborhoods. Through HOPI, NHS of Chicago seeks to preserve home ownership where possible and keep families in
their homes via delinquency counseling, loss mitigation and loan workouts. When foreclosure is unavoidable, the partners
seek to preserve the properties as neighborhood assets. Innovations from HOPI in the last year include a “311 Hotline™ to
connect troubled borrowers to phone counseling, a foreclosure intervention center at the NHS office for out-of-town
servicers to work out problem loans on a rotating basis, and an advisory committee with industry-led workgroups
investigating further innovations. NeighborWorks® America views HOPI as a “laboratory” to test the efficiency and
effectiveness of foreclosure strategies in order to take them to scale.

NeighborWorks® Center for Foreclosure Solutions

NeighborWorks® America seeks to advance the diatogue regarding the evolution of mortgage origination, servicing,
default counseling and supportive services. Through the NeighborWorks® Training Institute and other forums
NeighborWorks® America has a platform to educate city officials, community-based organizations and lending
professionals on the lessons learned from the HOPI partnership model, including best practices in counseling, servicing
and REO disposition. NeighborWorks® America also facilitates and disseminates research developed by HOPI on issues
related to foreclosures trends, and loan loss mitigation efforts.

Complementing the goals of NeighborWorks® National Homeownership Programs, NeighborWorks® America’s support
of its Center for Foreclosure Solutions (CFS) builds on over a decade of leadership in the industry on sustainable
homeownership.

Delinquency and Foreclosure Rates for Prime, Subprime, FHA and NeighborWorks® Borrowers: 1% Quarter, 2007

30 Days 60 Days 90 Days Foreclosures Started
Past Due Past Due Past Due
Prime 1.57% 0.39% 0.35% 0.26%
Subprime 6.62% 2.60% 3.23% 2.38%
FHA 5.86% 1.87% 3.07% 0.93%
NeighborWorks® 3.49% 0.64% 1.36% 0.24%

Source: Mortgage Bankers Association and NeighbarWorks@America
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NeighborWorks® Center for Forecl e Sol

Progr ic S y

Partoership with Homeownership Preservation Foundation — Cooperatively promote the HOPE hotline (1-
888-995-HOPE) a 7-day/24 hour on-demand foreclosure hotline (English and Spanish), staffed by six HUD-

approved housing counseling agencies. Borrowers are referred to local organizations for further assistance when
necessary.
= Call volume continues to grow ~ Quarter 3 volume increased 89% over Quarter 2
e Nearly 57,000 calls received in Quarter 3 2007
»  Cumulatively (off the hotline) 101,000 calls have been received and 46,500 people
have been counseled during 2007
e 33% of callers in Quarter 3 heard about the hotline from their lender
s Callers are calling sooner and are better prepared to receive counseling (our message
is getting out)
o InQuarter 3, 24% called BEFORE they were 1 full payment behind up from
21% in Quarter 2 and 14% in Quarter |
s More callers with ARMs -~ 44% of all callers had ARMs (40% in Q2 and 34% Q1)

Public Awareness Campaign — Multi-media public education campaign developed with the Ad Council and
mcgarrybowen (New York-based advertising firm), designed to spur borrowers in financial distress to take action
and call the HOPE hotline. The Campaign’s theme of “Nothing is worse than doing nothing” includes 3 TV spots
(2 in Spanish), 11 radio spots (6 in Spanish), print ads (newspaper, magazine, billboards, bus shelters), website
(www foreclosurehelpandhope.com), and collateral pieces (door hangers, brochures, and posters). 190+ local
groups/taskforces/municipalities have co-branded these ads.

o 3,576 TV (broadcast and national cable) spots have aired since the launch date with 3,448 of those
times being on broadcast TV. (There is no tracking system for local cable).

o 8,119 radio spots have aired since the launch on June 23, 2007

+ Foreclosure Prevention TV PSAs have aired on such programs as The Tonight Show with Jay

Leno, The Today Show, Everybody Loves Raymend, CSI: Miami, Dr. Phil, and
Oprah.

*  Injust July alone, the campaign reached approximately 2,288,000 households via local English
broadeast television. Although we do not yet have results for August, September or October we
expect that this number has more than quadrupled due to the campaign’s increasing momentum.

Research — Examination of loan performance after delinquency intervention, borrower behavior, innovations in
loan servicing/loss mitigation and developing an economic foreclosure forecasting model.

Support to local/regional Foreclosure task forces/coalitions — Technical assistance and small capacity-building
grants to local groups responding to the foreclosure crisis. Since 2005 over $2.5 million granted to nonprofits.

» NeighborWorks Center for Foreclosure Solutions is involved in State, local and regional
efforts in the following locations: Ohio, Maryland, Ilinois, Georgia, Missouri,
M: k ts, and Wi in. We are actively working with groups in California,
Texas, South Carolina, New York, New Jersey, Alab Florida, C ieut,
Pennsylvania, Michigan, Tennessee, Arizona, and Washington State, Kansas. We
are also in conversation with groups in Nevada, Arizona, Oklahoma, Towa, and
Kentucky. We have NW groups co-branding the ads in additional states like Oregon,
Maine, Mississippi and Louisiana. We are running the ad campaign in all fifty states
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Training — The NeighborWorks® Center for Homeownership Education and Counseling has developed 5 courses:
Combating Predatory Lending, Innovative Solutions to Combating Mortgage Defaults, Beginning to Intermediate
Foreclosure Prevention and Advanced Foreclosure Prevention; and a 5-day Foreclosure Counseling Certification
Course to debut in December in Portland, Oregon.

e In 2006 we offered 23 foreclosure and delinquency trainings for housing counselors

s In 2007 we offered 49 foreclosure and delinquency trainings for housing counselors
Cumulatively in 2006 and 2007, 2,429 housing counselors have completed foreclosure and
delinquency courses

o In 2008 we plan on offering 109 foreclosure and delinquency courses through our National
NeighborWorks Training Institutes and placed-based sessions, with over 4,300 people
completing the courses

Industry Convener —Examination of the foreclosure crisis from the industry perspective, together with 23
partners: American General Financial Services, a member of AIG, Inc., Bank of America, Barrett Burke, LLP,
Citigroup, Countrywide Home Loans, EMC Mortgage, Farnnie Mae, Freddie Mac, GE Money, GMAC ResCap,
Housing Policy Council, HSBC— North America, IndyMac, JPMorgan Chase, LaSalle Bank, Morigage Bankers
Association, National City Mortgage Co., Ocwen Loan Servicing, LLC, Option One Mortgage, State Farm
Insurance, SunTrust Banks, Inc., Washington Mutual and Wells Fargo Home Mortgage.

Outreach to Re-setting Borrowers - Through analysis of mortgage origination documents, developing targeted
outreach to those most valnerable to rate re-set.

Responsible Mortgage Products - Despite the spike in mortgage delinguencies, homeownership is still a viable
asset accumulation strategy for some distressed borrowers if correctly financed. In cooperation with the mortgage
lending industry NeighborWorks® is working to develop a suite of mortgage products, including an innovative
refinance product and an emergency loan program.

Non-Profit Mortgage Origination Platform — Development of an automated loan origination, underwriting and
decisioning platform in cooperation with Neighborhood Housing Services of America. The E-commerce platform
is available to all nonprofit organizations who are interested in building loan origination capacity.

National Non-Prefit Foreclosure Coalition - NeighborWorks® America is currently forming a national non-
profit foreclosure coalition which will assist in coordinating and leveraging the efforts of all national non-profits
invested in working on the foreclosure crisis.

Legal Resources for Borrowers in Distress — Many borrowers in financial distress would benefit from accessing
reputable legal assistance. NeighborWorks® America is working to streamline legal assistance for borrowers in
need of legal advice.

REO Disposition — The impact of the foreclosure crisis cuts across the lender, the family and the community.
NeighborWorks® America is developing a model by which REO property can be strategically returned to market,
and targeted to a pipeline of mortgage-ready consumers.

Outreach to AttorneysGeneral - In our efforts to address the foreclosure problem through a multi-pronged,
multi-state approach, NeighborWorks® America has reached out to the National Association of Attorneys General
(“NAAG”) to discuss development of a coordinated plan to support the NeighborWorks® America/Hope hotline
efforts. NAAG includes the Attorneys General of the 50 states and the chief legal officers of the District of
Columbia and the Commonwealth of Puerto Rico.
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Chris Toth, Acting Executive Director, recently expressed interest in supporting NeighborWorks® America’s
efforts to solicit the assistance of the various State Attorneys General, nonprofit legal aid groups and bar
associations to provide legal services to hotline callers who may be the victims of predatory loans at the point of
loan origination and/or foreclosure "rescue” scams. NeighborWorks® hopes to meet soon with Mr. Toth to
propose a framework, modeled after a program developed by the Massachusetts Attorney General's office, that
could be replicated in other jurisdictions experiencing high foreclosure rates and the aforementioned related
problems.

Page 11



AESOCIATION OF visPRNS
REAL EXTRTE PROFESSIONALE
Qctober 24, 2007

The Honorable Rubén Hinciesa
2463 Rayburn House Office Building
Washington, D.C. 20515

Dear Congressman Hinojosa,

A frequent topic in the news, predatory lending is a common root cause of fareclosure
because countless families trusted lenders who steered them toward loans with
unfavorable terms. Minority homeowners, particularly Hispanics, receive a
disproportionate number of unscrupulous loans. Foreclosures in the Hispanic community
are expected to reach nearly $25 billion in 2007 and $52 billion in 2008.

To combat this growing trend, the National Association of Hispanic Real Estate
Professionals (NAHREP), the largest real estate association representing professionals
that serve the Hispanic community, recently took action to ensure all borrowers are
served to the highest industry standards when buying a home.

We would like to share our recently announced En Confianza: The NAHREP Code of
Trust, a set of ethical principles by which all NAHREP members are required to conduct
business. Its goal is tri-fold: (1) regain and maintain the public’s confidence; (2) protect
all consumers; and (3) sustain and increase the rate of Hispanic homeownership-

Treasury Secretary Henry Paulson recently remarked that the current turbulence in the
mortgage market was the resuit of “bad lending practices.” Therefore, the Code of Trust
is based on measures that foster ethical and responsible lending, protections for consumer
choice, full disclosure and accountability. It demands these requirements from four
groups of professionals - mortgage originators; licensees and realfors; builders; and
providers of title, escrow, home inspection, and closing services. The principles include:

»  Stronger licensing and industry education requirements to guarantee
accountability in the industry

»  Quality controls such as prime loan filters and net-benefit tests to ensure that all

gualifying consumers are offered a prime loan

Increased levels of disclosure so that borrowers can make informed decisions

Development of a bi-lingual guide to educate consumers on all product choices

Protections against inherent conflicts of interest for the consumer

Full compliance with and understanding of all state and federal laws, including

marketing and privacy laws

1150 17th St. NW, Suite 504, Washington, DC 20036
(800) 964-5373 & www.nahrep.org
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By requiring our members to adhere to our Code of Trust, NAHREP will position
ourselves as an industry leader known for fair pricing, responsible underwriting,
disclosures and fair servicing of loans. In sum, our effort to tackle predatory lending that
specifically targets Hispanics requires we strive to provide consumers with the best, most
accurate information possible in the clearest, simplest terms to help them make informed
decisions about the home buying process.

We believe that with the Code of Trust, NAHREP has taken an affirmative stance for fair
practices within the home buying and lending industries to benefit all Americans.

As we work to ensure the Code of Trust is adhered to, we request that you consider
NAHREP an expert source on the current status of the housing market industry. We
would be more than happy to provide any additional information or support to assist you
in your efforts to stabilize and better the dream of homeownership for all Americans.

on Confianza: The NAHREP Code of Trust is available in English and Spanish at
www.nahrep.org.

Thank you for your consideration.

Sincerely,
Tl i (e,
Tim Sandos

President, National Association of Hispanic Real Estate Professionals

1150 17th St. NW, Suite 504, Washington, DC 20036
{800) 964-5373 ¢ www.nahrep.org
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FOR IMMEDIATE RELEASE CONTACT: Mary Mancera
September 17, 2007 (760) 505-2911

Laura Dossa
(202) 777-3542

Hispanic Real Estate Professionals Take Action to Curb Predatory
Lending Practices Against Latinos, Approve Code of Trust

ORLANDO, FL - The Natonal Association of Hispanic Real Estate Professionals
(NAHREP) today announced its new Code of Trust - a set of ethical principles by which all
members are required to conduct business. En Confiansa: The NAHREP Code of Trust is part
of NAHREP’s broader strategy to ensute that all borrowers, including Latinos, are served to
the highest industry standards.

“A perfect storm of shrinking values and the current credit crunch threatens to undermine
the steady homeownership gains our community has made in the past 20 years,” said
NAHREP President & CEO Tim Sandos. “For those borrowers who have fallen prey to
unethical practitioners, the American Dream has become a nightmare. Our newly-adopted
Code of Trust ensures that our membets set an example for the industry as a whole.”

The En Conflanza Code of Trust was unveiled at NAHREP's 2007 Hispanic Marketing
Convention & Expo in Orlando. Its goal is tri-fold: (1) regain and maintain the public’s
confidence; (2) protect all consumers; and (3) sustain and increase the rate of Hispanic
homeownership.

“Our industry’s image is tainted by the actions of a few bad actots. En Conflanza solidiftes
NAHREP’s positdon as an industry leader, and its members as trustworthy and reliable
professionals,” said NAHREP Chair Felix DeHerrera.

The Code of Trust also responds to the demands of NAHREP's members. The
otganization’s own research shows that
* 93 percent say Hispanic borrowers are disproportionately vulnerable due to lack of
knowledge of the home buying process
® 89 percent favor stronger licensing and more education/training
® 74 percent suppott stricter standards and disclosures

En Confiansa sets requirements for four groups of professionals - mortgage originators;
licensees and realtors; builders; and providers of title, escrow, home inspection, and closing

services. The Code is based on measures that foster ethical and responsible lending,
protections for consumer choice, full disclosure and accountability: The principles include:

¢ Stronger licensing and industry education requirements
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