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(1) 

SUSTAINABLE HOUSING FINANCE: 
PERSPECTIVES ON REFORMING THE FHA 

Wednesday, April 10, 2013 

U.S. HOUSE OF REPRESENTATIVES, 
SUBCOMMITTEE ON HOUSING 

AND INSURANCE, 
COMMITTEE ON FINANCIAL SERVICES, 

Washington, D.C. 
The subcommittee met, pursuant to notice, at 10 a.m., in room 

2128, Rayburn House Office Building, Hon. Randy Neugebauer 
[chairman of the subcommittee] presiding. 

Members present: Representatives Neugebauer, Luetkemeyer, 
Royce, Miller, Capito, Garrett, Duffy, Hurt, Stivers; Capuano, 
Velazquez, Cleaver, Sherman, Sinema, and Beatty. 

Ex officio present: Representatives Bachus and Waters. 
Also present: Representatives Carney and Green. 
Chairman NEUGEBAUER. Good morning. The Subcommittee on 

Housing and Insurance will hold a hearing today entitled, ‘‘Sus-
tainable Housing Finance: Perspectives on Reforming the FHA.’’ 
This is our fourth hearing on the FHA, a very important part of 
our economy and of the housing market. 

I will just remind everybody that we will have 10 minutes of 
opening statements on either side. And with that, I will recognize 
myself for an opening statement. 

As I mentioned, this is our fourth hearing on FHA and we have 
learned a little bit along the way. One of the things that we have 
learned is that FHA was not immune to the housing crisis and that 
their mortgage portfolio has been problematic to the point where 
we learned that their fund is basically underwater. 

It has a negative equity and the President just released his budg-
et today which indicates that the American taxpayers may have to 
put as much as $943 million, nearly a billion dollars, into that 
fund. 

And we also heard from people saying that FHA had kind of 
moved beyond its initial charge, that it had expanded into markets 
and to territories it had not been before. 

We also learned that some people felt like FHA was, in many 
cases, being used as a vehicle for doing housing policy, sometimes 
to the detriment of FHA, and maybe sometimes to the detriment 
of the housing market. 

What we also learned, as we were looking to bring the private 
sector back into play for mortgage housing finance in this country, 
is that the pricing that FHA is using on its mortgage insurance in 

VerDate Nov 24 2008 17:20 Jun 24, 2013 Jkt 080876 PO 00000 Frm 00007 Fmt 6633 Sfmt 6633 K:\DOCS\80876.TXT TERRI



2 

many cases was very difficult to compete with, particularly since 
the American taxpayers are the ultimate backstop. 

We have had a number of witnesses say that FHA reform is 
probably needed. There hasn’t been a lot of reform to FHA in a 
number of years. 

And one of the things that I think House Republicans, and I 
think this committee, are committed to is having a robust housing 
finance market in our country, which is sustainable. 

Because we believe that if you have a sustainable, robust hous-
ing finance market in this country, then you will also have a more 
sustainable housing market in this country, and that is very impor-
tant to the American people. 

Some of the people who got mortgages, who shouldn’t have got-
ten mortgages, could have been victims in this circumstance, but 
I think in many cases, the real victims of the housing crisis were 
those people who had been making their mortgage payments, or 
maybe they paid their house off and were counting on the equity 
in their house for retirement or to send kids to college. 

And because of the market conditions and what happened, those 
housing values went down and those people were as much of a vic-
tim as those folks who got mortgages which maybe shouldn’t have 
been made. 

So, I think that this is an important hearing today. We have, I 
think, additional stakeholders. We have tried to have as many 
stakeholders in this process as we can because, ultimately, the goal 
here is to begin to look at some legislative language and policy that 
we think accomplishes the goal of making a sustainable housing fi-
nance market in this country. 

And we want to make sure that we bring all of the stakeholders 
in place because it is important that we get it right. The ultimate 
goal here is to get this right. 

We look forward to hearing from the witnesses who are here 
today. I think we have a great panel and we are certainly looking 
forward to them. 

And with that, I yield back my time, and recognize my good 
friend, Mr. Capuano, the ranking member of the subcommittee, for 
his opening statement. 

Mr. CAPUANO. Thank you, Mr. Chairman. 
I want to thank the members of the panel for being here today. 

I particularly want to welcome Mr. Kelly, who grew up in my 
neighborhood. We did lose him to a small State named Delaware 
or something. It is this little State somewhere along the Atlantic 
Ocean, but he is welcome back. 

And my understanding is he is still registered to vote in my dis-
trict. Don’t worry about it, Mr. Kelly, nobody will change here as 
long as you vote the right way, of course. 

I just want to say that I actually want to thank the chairman. 
I think this panel today—I have read pretty much all of the testi-
mony and I know pretty much where most of your organizations 
stand. 

I actually think this is going to be the most informative panel we 
have had, and the most thoughtful discussion, I am hoping. I am 
looking forward to it. 
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I think that is the end of my opening statement, because the 
truth is I want to hear from you. I want to engage in some discus-
sion. 

I think we all agree that we want to make some changes to the 
FHA and I think we need to have a discussion about the specifics 
and the details of what should change, and what shouldn’t, within 
those parameters, which maybe today is not the day for full details, 
but at least some general parameters. 

So I am looking forward to it and, again, I want to thank the 
panel for coming. I look forward to your testimony. I yield back. 

Chairman NEUGEBAUER. I thank the gentleman. 
And, now, the vice chairman of the subcommittee, Mr. 

Luetkemeyer, is recognized for 2 minutes. 
Mr. LUETKEMEYER. Thank you, Mr. Chairman, for this important 

hearing. 
While this conversation may be difficult at times, it is in the best 

interest of our country and the American people to closely examine 
FHA and to make responsible reforms to this Nation’s housing fi-
nance system. 

I continue to be troubled by the fact that FHA seems to have 
grown well beyond its original mission. Loan limits are high. The 
number of insured mortgages has surpassed 7 million nationwide. 

So the question is, can we find ways to reform the system? Dur-
ing a recent hearing, FHA Administrator Carol Galante made it 
clear that she would be supportive of seeing the loan limits, which 
now stand at $729,000, decrease. 

FHA was created to serve low- to moderate-income borrowers 
who were creditworthy. That mission appears to have changed as 
FHA’s book of business continues to grow. 

I firmly believe that we need to advance legislation that not only 
returns the mission of FHA to its original purpose of serving those 
creditworthy borrowers who need access to the housing finance sys-
tem, but also one that shifts risk away from American taxpayers 
and allows for more participation in the private market. 

Last week, former FDIC Chairman Sheila Bair had an article in 
the Wall Street Journal which said, ‘‘Regulators let big banks look 
safer than they are’’ and it talked about the modeling of themselves 
and how they look at—when they look at their capital asset ratio. 

And it shows that the megabanks, the big banks, kind of fudge 
the numbers a little bit whenever they put some of their more risky 
assets at less than the actual value and concerns that we have 
about them and that part of those investments are mortgage- 
backed securities. 

So, again, we are playing with fire not only within the housing 
system itself, but also with investments in our financial system as 
well. 

I think it is essential that this committee work to return FHA 
to its original mission and to ensure that U.S. taxpayers are not 
the ones left footing the bill for these risky endeavors. 

I look forward to hearing ideas from the panel on how to reform 
the system into one that is safer and follows the tenets of its own 
lending and underwriting. 

And, with that, I yield back, Mr. Chairman. 
Chairman NEUGEBAUER. I thank the gentleman. 
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And, now, the ranking member of the full Financial Services 
Committee, the gentlewoman from California, Ms. Waters, is recog-
nized for 3 minutes. 

Ms. WATERS. Thank you very much. I welcome the committee’s 
continued attention on FHA and I am pleased that we are hearing 
from a number of key industry participants today. 

Today’s hearing is the fourth hearing focused on FHA this year, 
and I welcome each of the witnesses to the committee. 

Since its inception in 1934, FHA has insured home loans for 
more than 37 million American families. For many of these fami-
lies, FHA was the only home financing option. 

And while FHA has been put under considerable strain during 
the housing crisis, it served an important countercyclical role and 
ensured the continued availability of mortgage credit. 

Now that the housing market has stabilized, FHA’s footprint has 
been reduced, as we have heard from witnesses during previous 
hearings, and I am pleased that FHA has taken a number of im-
portant steps, including multiple premium increases, to strengthen 
themselves, which has helped lead to FHA’s strongest books of 
business on record in 2010 and 2011. 

The release today of the President’s Fiscal Year 2014 budget will, 
undoubtedly, return attention to the financial solvency of the Mu-
tual Mortgage Insurance Fund (MMIF) and whether HUD may 
need to borrow funds from the Treasury, a situation, I might add, 
that we won’t know for sure until the end of this fiscal year. 

There are bipartisan steps that we can take right now that would 
help address the solvency issue. I recently introduced, along with 
the ranking member of this subcommittee, Michael Capuano, bipar-
tisan FHA solvency legislation that passed this committee unani-
mously last year, and which subsequently passed the House with 
over 400 votes, something that does not occur in this body very 
often. 

So I want to take this opportunity to urge my colleagues on the 
other side of the aisle to join us in quickly passing this legislation 
and sending it to the Senate. 

Among the key reforms contained in that legislation is indem-
nification authority, which FHA Commissioner Galante included in 
her list of recommendations to this committee in mid-February. 

One other point that is cited in Mr. Thomas’ testimony, and that 
I believe deserves repeating, is that FHA continues to have signifi-
cant resources, sufficient to pay 30 years’ worth of expected claims 
on its portfolio. 

The Fiscal Year 2012 actuarial review showed that the total cap-
ital resources of the Mutual Mortgage Insurance Fund at the end 
of Fiscal Year 2012 were estimated to be $30.4 billion. 

As Mr. Thomas’ testimony further notes, it is also important to 
keep in mind that the requirement that FHA hold 30 years’ worth 
of expected claims is 30 times more than what is required of banks, 
which are only required by the financial accounting standards to 
hold 1 year to reserve. 

I want to highlight this fact in particular for those of my col-
leagues who believe that FHA should operate more like a private 
company and be subject to accounting and other rules that apply 
to the private sector. 
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Once again, I want to welcome the witnesses to today’s hearing, 
and I look forward to examining more closely the ideas set forth 
in their testimony. I yield back the balance of my time. 

Chairman NEUGEBAUER. I thank the gentlewoman. 
Now, the gentleman from California, Mr. Royce, is recognized for 

1 minute. 
Mr. ROYCE. Thank you, Mr. Chairman. 
The President’s budget, which is going to be released later today, 

stands as a reminder of the risk posed to the American taxpayer 
if the financial solvency of the FHA is not addressed. 

And for us here today, it is an opportunity to start to turn the 
corner and talk about returning private capital to the mortgage in-
surance market. 

So my hope is that our witnesses will outline how the FHA can 
operate with a clearly defined mission that complements, instead 
of competes with, private credit enhancements. 

If that can be done, it is going to facilitate a sustainable housing 
finance system for the United States. And the FHA, of course, as 
we all know, has a key role to play for first-time and low- to mod-
erate-income borrowers. 

But where we can unleash private capital, we should. And it is 
in the best interest of the taxpayer and our housing economy to do 
so. 

I yield back the balance of my time. 
Chairman NEUGEBAUER. I thank you. 
And I have my interpreter here, the ranking member, and he has 

been making sure that I pronounce the next person—Mr. Carney, 
is recognized for 1 minute. 

Did I say that right? 
Mr. CARNEY. Thank you, Mr. Chairman. I want to thank you and 

the ranking member. Don’t listen to the ranking member in pro-
nouncing my last name though; you are not going to get it right. 

I just thank you for the opportunity to welcome one of my friends 
from Delaware, Kevin Kelly, who is here on the panel today. I have 
known Kevin for a long long time as an advisor, as a friend, and 
as an expert in housing in our State. 

As many of you may know, Kevin worked for one of the giants 
in housing in our State of Delaware and in our country, Leon 
Weiner—who passed away many years ago—a former president of 
the National Association of Home Builders, and I think the build-
ing has a bust of him outside of it. 

I have learned a lot from Kevin over the years on housing issues. 
He used to be the president of the Home Builders Association of 
Delaware. There was a time in a former life where I served as the 
acting director of public works for the largest county in our State, 
and we worked very closely together. 

I want to thank Kevin for all the work that he has done for our 
State, and he is now moving up as one of the vice presidents of the 
National Association of Home Builders, for all the work that he is 
doing and thank him for coming to be part of this panel today. 

And I yield my time back. Thank you. 
Chairman NEUGEBAUER. I thank the gentleman. 
And I had an opportunity to know Leon Weiner as well. He was 

a great American, a giant in the housing industry. 
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I now recognize the gentleman from California, Mr. Miller, for 2 
minutes. 

Mr. MILLER. Thank you, Mr. Chairman. 
If you look at the design of FHA, they were intended to play a 

countercyclical role, and in this downturn, that is exactly what 
they did as the private market withdrew, they moved in. 

Now, without a doubt, some of the worst years FHA has on the 
books are 2007 to 2009, and that is when they really ramped up 
to fill the void made by the private sector. 

The problem is that when they entered the market, they were 
not prepared for it. Their underwriting standards were not as they 
should have been. The premiums were not adequately adjusted in 
a timely fashion. 

But if you ask, did they do what they were intended to do, they 
did. The nice thing about what is happening today is you are see-
ing a recovery in the housing market. In my specific district, I am 
seeing people getting back to work because of that recovery. 

So, now, we look and say, what did FHA do that really restruc-
tured the way they were going, and in 2010, former FHA Commis-
sioner Stevens created a risk management office. And, in doing 
that, he basically minimized some of the risks that were coming in 
the future, but he didn’t do it as rapidly as some wanted him to 
do, but I want to praise him for what he did. 

What we are experiencing now in the recovery, I think you can 
say was partly due to the efforts of FHA. Now, I am not defending 
them, saying that they did a great job and they did what they 
should have done. They did what they should have done at the 
right time. They didn’t do it in the right fashion. 

So how do we look at restructuring what they do in the future 
to make sure that their mission is appropriately managed and the 
risks they are taking on at a time is appropriate risk? 

The latest actuarial review made it clear that FHA was not fully 
prepared for the strain that it faced during the downturn, and I 
don’t think anybody on the panel is going to say they were pre-
pared for it. 

But did they do their job on operational structure? I think they 
did because they were designed to be countercyclical, but they 
weren’t prepared for the measures that they were implementing 
and the full risks they were taking on. 

But as we return to a robust marketplace, we look for the private 
sector to come in and take over the job that the FHA has done and 
let’s hope that happens in a rapid fashion. 

I yield back the balance of my time. 
Chairman NEUGEBAUER. I thank the gentleman. 
And now, the gentleman from New Jersey, Mr. Garrett, the 

chairman of the Capital Markets Subcommittee, is recognized for 
2 minutes. 

Mr. GARRETT. Thank you, Mr. Chairman, for holding this impor-
tant hearing. 

Reforming FHA must be a top priority of this committee. And I 
agree with each and every one of the points you raised: that we 
must stabilize FHA; clearly define its mission; reduce taxpayer ex-
posure; and ensure that it is run well and run like an efficient in-
surance company. 

VerDate Nov 24 2008 17:20 Jun 24, 2013 Jkt 080876 PO 00000 Frm 00012 Fmt 6633 Sfmt 6633 K:\DOCS\80876.TXT TERRI



7 

But I would add one more point to the priorities. We must also 
make sure that the government’s scorekeepers provide the Amer-
ican taxpayer with an accurate picture of the risks that are as-
sumed. 

To do this, the first thing you must realize is that there is no 
such thing as a free lunch when it comes to a government program. 
The costs are inevitably borne by the taxpayer. 

And people are beginning to realize that not only is government 
costly, but also that it costs more than they initially thought. The 
burden of government rarely comes in under budget. 

So the typical narrative of government programs gone bankrupt 
should come as no surprise. However, it defies common sense that 
the Mutual Mortgage Insurance Fund, according to Administration 
officials, actually makes money for the government. Only through 
the alchemy of government accounting can you transform a mort-
gage portfolio, figuratively led into gold, and still remain true to 
the law. 

This free money comes courtesy of the Fair Credit Reporting Act 
of 1990 (FCRA). Under FCRA, cooked accounting rules, the cost of 
Federal mortgage insurance it determined it’s risk on the basis of 
its subsidy cost including the risk that the borrowers default on its 
mortgages. 

The subsidy cost represents, in present value terms, the amount 
the loans are expected to earn or lose over their life. But the rub 
lies in the fact that FCRA uses the interest rates on Treasury secu-
rities to calculate this cost. This assumption fails to account for 
market risk or systemic risk. So unlike fair value accounting, 
which apparently incorporates a premium for market risk, FCRA 
fails to reflect the true cost of FHA-backed mortgage insurance. 

Unfortunately, the Administration has strongly resisted the move 
to fair value accounting, instead clinging to this dangerous fiction 
of FCRA and this alchemy. 

So to bring a ray of sunshine to Federal budgeting, you must re-
quire the Administration to account for Federal loan programs on 
a fair value basis. 

I do hope the Administration will finally wake up to the unfortu-
nate economic reality we are in, and much like FHA, free lunches 
do end up costing a lot more than you expect. 

And with that, I yield back. 
Chairman NEUGEBAUER. I thank the gentleman. 
And now, the gentlewoman from Ohio, Ms. Beatty, is recognized 

for 1 minute. 
Mrs. BEATTY. Thank you, Mr. Chairman, and Mr. Ranking Mem-

ber. 
I join my colleagues today as we continue the examination of the 

Federal Housing Administration, specifically looking to the future 
as we anticipate the necessary reforms for improving FHA’s long- 
term financial position, for refocusing the agency on its mission to 
increase mortgage assurance for first-time buyers and low- to mod-
erate-income households. 

I think looking at the past history of the great benefits that FHA 
provided to the housing market and the economy as a whole, dur-
ing the past several years, it has been, in my opinion, undeniable 
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that the FHA has been an integral part of the housing recovery 
and the market as a whole. 

And we could not, in my opinion, function without its presence. 
So I look forward to hearing your testimony and how you can be 
helpful to assure that we don’t lose sight of the original mission of 
FHA. 

Thank you, Mr. Chairman, and I yield back. 
Chairman NEUGEBAUER. I thank the gentlewoman. 
I ask unanimous consent that all members of the Financial Serv-

ices Committee who are not members of the subcommittee and who 
have joined us today will be entitled to participate in the hearing. 

Without objection, it is so ordered. 
Now, it is my pleasure to introduce our panel today: Mr. Adolfo 

Marzol, vice chairman of Essent Guaranty, Inc; the Honorable 
David H. Stevens, president and chief executive officer of the Mort-
gage Bankers Association; Mr. Gary Thomas, 2013 president of the 
National Association of REALTORS®; Mr. Kevin Kelly, first vice 
chairman of the board of the National Association of Home Build-
ers; Ms. Sarah Rosen Wartell, president of the Urban Institute; 
and Mr. Clifford Rossi, executive-in-residence and Tyser teaching 
fellow at the Robert H. Smith School of Business, University of 
Maryland. 

I thank the witnesses for being here, and with that, Mr. Marzol, 
you are recognized for 5 minutes. 

STATEMENT OF ADOLFO MARZOL, VICE CHAIRMAN, ESSENT 
GUARANTY, INC. 

Mr. MARZOL. Chairman Neugebauer, Ranking Member Capuano, 
and members of the subcommittee, thank you for the opportunity 
to testify today on, ‘‘Sustainable Housing Finance: Perspectives on 
Reforming the FHA.’’ 

My name is Adolfo Marzol, and I am vice chairman of Essent 
Guaranty, a private MI company. Just a little background on my-
self, my parents came to the United States as Cuban refugees in 
1961. They bought their home with an FHA loan. My mother actu-
ally still lives in that home today. 

I bought my first home with a 5-percent-down mortgage from 
Fannie Mae, fortunately, with private mortgage insurance. And I 
do think my family’s story mirrors so many, where access to hous-
ing finance has made a tremendous difference in our lives. 

Essent was formed in 2008 in the depths of the crisis. We are 
dedicated to prudently continuing to provide access to mortgage 
credit. We are guided by the fundamental belief that truly private 
capital will take credit risk without explicit or implicit guarantees 
is something that would be needed and valued in our housing fi-
nance system. 

We believe private MI, backed by strong capital and a reliable 
payment of valid claims, offers the market a product that effec-
tively mitigates risk. It can be accessed by lenders of all size. It in-
tegrates smoothly into the functioning of the mortgage market, in-
cluding TBA securitization. 

And we think if government provides backstops in the market, 
private MI provides an effective alternative between either all tax-
payer credit risk or no taxpayer credit risk. 
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We are pleased that our business approach has been validated by 
the market. Since we actually began writing insurance in 2010, we 
have grown to be about 10 percent of the new private mortgage in-
surance being written. 

Our entry has been part of a broader renewal of a resilient in-
dustry which, importantly, is demonstrated through the ability of 
both new entrants and legacy companies to raise capital of over 
$10 billion since 2008, and nearly $2 billion just this year. 

Investor interest in providing capital to the U.S. MI industry ap-
pears to be quite strong, which should enable companies like 
Essent to do more. 

FHA helped our Nation through the crisis by expanding its role 
when private markets were distressed, and despite differing views 
regarding the eventual balance between the private and public 
roles in the market, we think there is widespread agreement that 
the role of private capital should be expanded from its present 
state, and taxpayer risk can be reduced. 

The balance towards private has definitely been improving. We 
think it can continue to improve without loss of access for ready 
borrowers by steady, incremental use of private MI. 

We support a future role for FHA, but transitioning to a more 
focused mission of providing access to homeownership for credit-
worthy borrowers who are not adequately served with private MI. 

And, today, we really come with four key recommendations: 
Number one would be to address the long-term solvency of FHA on 
a foundation of provisions similar to those that were adopted by 
the House last Congress in H.R. 4264, the FHA Emergency Fiscal 
Solvency Act of 2012, including additional authorities HUD has re-
quested to address solvency, and we believe should also include set-
ting prudential limits on seller concessions, a policy change HUD 
has proposed, but not implemented. 

Number two, we believe solvency should be addressed while mov-
ing toward a mission-focused footprint for FHA, simply because 
taking non-mission risks to address solvency needlessly increases 
taxpayer risk and creates incentives to serve borrowers that can be 
privately insured. 

Number three, we would like to urge beginning to explore a dif-
ferent relationship between private MI and FHA not as competi-
tors, but as partners that make sure the market is covered. As 
partners, private insurance should play as large a role as possible, 
and FHA should be a complement that expands access where need-
ed. 

And one approach to build a partnership is credit risk-sharing 
with private MI by FHA. Risk-sharing approaches should be tested 
through pilots, as FHFA has directed be done at the GSEs, tar-
geting risk-sharing transactions on $60 billion in GSE mortgages 
to contract taxpayer risk this year. 

And, finally, we would ask for support for appropriate recognition 
of the value of private MI when regulators establish the final Dodd- 
Frank mandated risk retention rules and continued recognition of 
MI in Basel III capital rules for banks. 

Appropriate recognition for the risk-mitigating benefits of MI will 
avoid needless business going to FHA when private MI works well. 
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Thank you for this opportunity to share our views, and I welcome 
your questions. 

[The prepared statement of Mr. Marzol can be found on page 59 
of the appendix.] 

Chairman NEUGEBAUER. I thank the gentleman. 
And, now, Mr. Stevens, you are recognized for 5 minutes. Thank 

you for being here. 

STATEMENT OF THE HONORABLE DAVID H. STEVENS, PRESI-
DENT AND CHIEF EXECUTIVE OFFICER, MORTGAGE BANK-
ERS ASSOCIATION (MBA) 

Mr. STEVENS. Thank you. Chairman Neugebauer, Ranking Mem-
ber Capuano, and members of the subcommittee, thank you for the 
opportunity to offer MBA’s perspectives on FHA reform. 

The MBA represents the entire real estate finance industry, but 
given the circumstances facing FHA in the single-family market, 
my oral statement will focus on that sector. My written testimony 
includes our views on FHA’s critical role in multi-family rental 
housing as well. 

FHA has never played such an important role in the housing 
market. Today, it is the dominant source of mortgage finance for 
borrowers with low downpayments and those without high incomes 
or inherited wealth. 

Many of these are first-time homebuyers, young families looking 
to put down roots in a community, and they are a segment that 
must be served if we are going to grow our economy and sustain 
the housing recovery. 

Since the onset of the housing crisis, when FHA’s books suffered 
like everyone else’s, the agency has taken a number of steps to ad-
dress losses in its single-family portfolio: raising mortgage insur-
ance premiums; increasing downpayment requirements for certain 
borrowers; eliminating the approval of loan correspondence; raising 
lender net worth requirements; reexamining reverse mortgage poli-
cies; and establishing the Office of Risk Management. 

By making these changes, FHA has moved swiftly to protect tax-
payers and the fund. The credit profile and performance of the 
2010 to 2012 portfolios demonstrates the effects of these changes. 

For example, the average FHA credit score for 2011 was 696, up 
from a historical average closer to 650. More importantly, these 
books are projected to contribute significantly to the economic value 
of the fund over the next several years. 

Looking ahead, we believe further programmatic changes at FHA 
must balance three priorities: restoring financial solvency; pre-
serving FHA’s critical housing mission; and maintaining the agen-
cy’s countercyclical role. 

We continue to work with our members to develop additional pol-
icy changes regarding FHA’s future and we will certainly share 
those recommendations with this panel as they get completed. 

There are a number of steps this subcommittee could take to fur-
ther strengthen FHA and promote the return of private capital. 
Loan limits could be lowered from the levels that were necessary 
at the height of the housing crisis. 

Downpayment requirements could be adjusted to mitigate for 
other risk factors like low credit scores. Risk-sharing is another 
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idea that if done prudently, could potentially meet all the objectives 
I have just listed. 

Similarly, risk-based underwriting could further reduce FHA’s 
credit risk by targeting areas of risk-layering. However, the con-
sequences to FHA’s traditional borrowers on each of the above sug-
gestions could be significant if FHA employs overly stringent con-
trols. 

Finding the right balance is absolutely critical. Many lenders in 
recent years have tightened their standards beyond FHA’s mini-
mums. FHA may need to lock in some of these overlays as appro-
priate. This would protect FHA from any erosion in standards as 
market conditions evolve. 

Also, in recent years, FHA has increased its oversight and en-
forcement of agency-approved lenders. To be clear, as FHA Com-
missioner, I initiated tighter controls and enforcement procedures 
that shut down irresponsible FHA lenders. When warranted, this 
was certainly the right thing to do for the fund. 

The key is finding the proper tolerances and communicating 
them clearly to market participants. When lenders are forced to op-
erate their businesses to near perfect standards, they will operate 
well inside of those published standards. 

Right now, credit is far tighter than anyone has experienced in 
decades. There may be families with good credit willing to put 
down substantial downpayments who are being frozen out of the 
market because the risks of making any mistake are simply too 
great and the rules of the road are unclear and often contradictory. 

When lenders don’t know whether FHA will demand indemnifica-
tion or cancel the government guarantee on top of the potential 
they may face substantial financial penalties because the goal posts 
have been moved, they will, quite naturally, only lend to people 
with perfect credit and limit financing options for FHA’s targeted 
population. 

Mr. Chairman, we need to strive to clear up the uncertainty in 
our real estate finance system. We need a system where home-
ownership is a doorway to opportunity and borrowers can once 
again feel safe, confident, and secure in their loans, but also a sys-
tem that thrives in an environment that encourages a competitive, 
responsible marketplace so business can grow. 

That includes not just FHA, but also examining the future of the 
entire housing finance system. Ultimately, all stakeholders want 
the same thing: a fully functioning market that relies most heavily 
on private capital with a limited, appropriate role for Federal pro-
grams. 

A stable, sustainable FHA program must be part of that system. 
Thank you for the time. 

[The prepared statement of Mr. Stevens can be found on page 78 
of the appendix.] 

Chairman NEUGEBAUER. I thank the gentleman. 
Mr. Thomas, you are recognized for 5 minutes. 

STATEMENT OF GARY THOMAS, 2013 PRESIDENT, NATIONAL 
ASSOCIATION OF REALTORS® (NAR) 

Mr. THOMAS. Chairman Neugebauer, Ranking Member Capuano, 
and members of the subcommittee, thank you for this opportunity 
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to testify on behalf of the 1 million members of the National Asso-
ciation of REALTORS® who practice in all areas of residential and 
commercial real estate. 

My name is Gary Thomas. I am a second generation real estate 
professional from Villa Park, California. I have been in the busi-
ness for more than 35 years and have served the industry in nu-
merous roles. I currently serve as the 2013 president of the Na-
tional Association of REALTORS®. 

Throughout the course of my real estate career, I have witnessed 
the vital role that the Federal Housing Administration plays in 
providing access to affordable homeownership. 

Over the past 5 years, FHA’s role has been more critical than 
ever as it sustained housing markets nationwide during the worst 
economic crisis of our lifetime. 

NAR recognizes the challenges that FHA is facing today and the 
concern about risk to the taxpayers. FHA has taken a number of 
significant steps to immediately replace their reserves, including 
raising premiums 5 times in the last 2 years, increasing risk man-
agement controls, and raising downpayments. 

We believe these changes are substantial and will continue to im-
prove FHA’s financial condition. However, there are additional re-
forms that we believe will further enhance FHA and protect the 
availability of mortgage credit to millions of American families. 

Today, FHA is constrained in its response to economic conditions 
and its own financing standing. We support legislation to provide 
FHA with flexibility to change program requirements when nec-
essary to protect the fund. These include greater flexibility on set-
ting premiums, changing loan policies, and other programmatic 
changes. 

As a tool in its risk management arsenal, FHA should continue 
improving its oversight of lenders. We support legislation that pro-
vides FHA the authority to seek indemnification from direct en-
dorsement lenders, and the ability to quickly terminate a lender’s 
ability to originate FHA-insured loans. 

There are a number of other proposals that have been suggested, 
which NAR believes are worthy of discussion. These include low-
ering the guarantee, and creating a risk-sharing model with pri-
vate mortgage insurance companies. NAR does not currently have 
a policy on these proposals, but is actively reviewing them. 

We would benefit from additional information about the pro-
posals and their impact on the FHA, consumers, and the housing 
markets. To summarize, the National Association of REALTORS® 
supports reforms that strengthen the FHA fund. And we look for-
ward to the return of a vital, robust private market. 

NAR remains concerned about changes that would cause disrup-
tion to the housing market. Now is not the time to lose sight of 
FHA’s mission for the sake of encouraging greater private equity, 
which will return on its own when extenuating factors, such as reg-
ulatory uncertainty around issues like QM, QRM, and Basel III are 
resolved. 

We applaud FHA for continuing to serve the needs of hard-
working American families who wish to purchase a home. And we 
stand in support of its mission, its purpose, and its performance, 
particularly in the times of a national housing crisis. 
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On behalf of the National Association of REALTORS®, thank 
you for the opportunity to share our thoughts on how we can work 
together to ensure that FHA maintains its critical role for Amer-
ican homeowners. And I look forward to taking any of your ques-
tions at the appropriate time. 

[The prepared statement of Mr. Thomas can be found on page 99 
of the appendix.] 

Chairman NEUGEBAUER. I thank the gentleman. And now, Mr. 
Kelly, you are recognized for 5 minutes. 

STATEMENT OF KEVIN KELLY, FIRST VICE CHAIRMAN OF THE 
BOARD, NATIONAL ASSOCIATION OF HOME BUILDERS (NAHB) 

Mr. KELLY. Thank you, Chairman Neugebauer, Ranking Member 
Capuano, and members of the subcommittee. I appreciate the op-
portunity to testify here before you today. I also wish to thank my 
Congressman, Congressman Carney, for being here today, and 
thank him for his service to this Congress and to our State. 

I am a homebuilder and developer from Wilmington, Delaware, 
and serve as first vice chairman of the National Association of 
Home Builders. NAHB supports efforts to improve FHA. We under-
stand that this is not a simple undertaking, and change to FHA 
programs cannot be separated from the larger discussion of reform-
ing the complex housing finance system, including future reforms 
to Fannie Mae and Freddie Mac. 

While the recent FHA actuarial report is troubling, and deserv-
ing of congressional oversight and action, NAHB urges Congress to 
proceed carefully. Although there is no question that the housing 
finance system needs to be reformed, the contributions that FHA 
has made during this economic downturn underscore the need for 
a government backstop to both the primary and secondary mort-
gage markets. 

As we have learned, private institutions have been unable or un-
willing to meet the housing capital needs of homebuyers. Without 
government support for home purchasing and refinancing, the Na-
tion’s mortgage markets will grind to a halt in times of economic 
stress and uncertainty, throwing the economy into recession. 

FHA has become the primary source of mortgage credit for first- 
time homebuyers, minorities, and those of limited downpayment 
capabilities, as other sources of mortgage credit have disappeared. 
The program has been essential for the Nation’s economic recovery. 
FHA’s share of the market jumped from 3 percent during the hous-
ing boom to a high of 30 percent early during the housing crisis. 

Nearly 80 percent of FHA’s purchase loans have been for first- 
time homebuyers. This dramatic shift is evidence that FHA is per-
forming its mission of providing a Federal backstop to ensure that 
every creditworthy American has access to stable mortgage prod-
ucts. 

NAHB believes that the private market should be the primary 
source of mortgage financing, but that market is currently ex-
tremely limited. While such conditions prevail, it is appropriate for 
FHA and other federally-backed programs to play a larger-than- 
usual role to keep our economy afloat. 

FHA also plays an important role in financing of multi-family 
rental housing, especially now during the economic crisis. Such fi-
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nancing is particularly valuable in small markets where Fannie 
Mae, Freddie Mac, and other market participants are less active. 

FHA is now in danger of exhausting its multi-family commitment 
authority before the end of the fiscal year. It is vital for Congress 
to provide an additional $5 billion in commitment authority to pre-
vent the programs from shutting down this summer. 

With Fannie Mae and Freddie Mac directed to reduce their re-
spective multi-family businesses by 10 percent over the next year, 
we face a severe reduction in multi-family financing for reasons un-
related to market conditions. NAHB believes the Congress should 
look at FHA and its policies in an effort to ensure the program is 
on sound financial footing. 

While we have cautioned against the piecemeal approach to ad-
dress housing finance reform, we have supported individual re-
forms aimed at providing the FHA with immediate tools to better 
manage risk and to protect the insurance fund. FHA must be mod-
ernized so the agency can operate more efficiently and effectively. 

It has been constrained both by Congress and HUD, which has 
impeded the agency’s ability to operate in a manner that evolves 
with the developments in the private market. FHA must be freed 
from bureaucratic restraints to develop a results-oriented culture. 
NAHB believes that this can be accomplished by restructuring 
FHA as an independent government entity within HUD. 

In addition, a number of other changes to the single-family pro-
grams have been proposed recently, including risk-based pricing, 
risk sharing, and reduction in the FHA loan guarantee. These pro-
posals merit exploration. 

NAHB believes that any modification should be analyzed in the 
context of other changes that have occurred or may occur both 
within FHA and in the broader housing finance market. NAHB 
stands ready to work with you to achieve reforms that will provide 
much-needed stability for the Nation’s housing sector, while ensur-
ing FHA’s future role as a source of mortgage financing, particu-
larly in difficult financial times. Thank you, Mr. Chairman. 

[The prepared statement of Mr. Kelly can be found on page 50 
of the appendix.] 

Chairman NEUGEBAUER. Thank you, Mr. Kelly. Ms. Wartell, you 
are recognized for 5 minutes. 

STATEMENT OF SARAH ROSEN WARTELL, PRESIDENT, THE 
URBAN INSTITUTE 

Ms. WARTELL. Chairman Neugebauer, Ranking Member 
Capuano, and members of the subcommittee, thank you for the op-
portunity to testify about FHA. 

I am focused today on steps that Congress can take now to im-
prove FHA’s financial health by strengthening its ability to manage 
risk and mitigate loss. You can help the agency to better protect 
taxpayers with additional loss mitigation measures. 

Some of these measures won broad bipartisan support from this 
Chamber just last year. I urge you to enact these now rather than 
let more time pass while costs that could be avoided continue to 
mount. 

At the same time, I hope you will hold off on decisions about 
FHA’s mission until the design of the larger housing finance sys-
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tem is clear. Some measures under discussion would limit access 
to FHA in ways that could impair its ability to provide counter-
cyclical support to the economy, and help creditworthy borrowers. 

Once we have a plan to wind down the GSEs, and bring more 
private capital to housing finance, while preserving liquidity and 
long-term financing, FHA’s place in the market will be clear. Un-
fortunately, Congress is, at a bare minimum, many, many months 
away from enacting legislation to reform the broader system. And 
in the meantime, costs that FHA could avoid today continue to 
amount. 

It appears no deep differences prevent you from protecting tax-
payers now in taking these modest steps. One caveat: I do believe 
that the time is right now to bring down the FHA loan limits 
gradually, recognizing that the different market conditions exist in 
high-cost areas. 

Fortunately, FHA’s market share is falling on its own, and pri-
vate mortgage insurance is serving more of the market, as it 
should. Although the credit quality of FHA-insured loans is high 
right now, the majority are in terms the private insurers and the 
GSEs will not yet accept. 

As the GSEs and MI credit standards ease, FHA’s market share 
will continue to shrink, even while its capital position strengthens, 
just as it has in the past, after each period where FHA fills a gap 
in the market. 

So I urge you to take up now the provisions of the legislation 
passed overwhelmingly by this Chamber last year, with some mod-
est changes I detail in my written testimony. Please also consider 
four additional management proposals that could help FHA to con-
trol costs. 

First, you can provide the Secretary with what I call ‘‘emergency 
risk mitigation powers,’’ so that he may suspend issuing insurance 
upon terms that are risky to the taxpayers, if he makes a finding 
that continuation under those terms exposes the taxpayers to ele-
vated risk of loss, and fails to serve the public interest. 

The emergency authority would be time-limited, rulemaking 
would follow, and Congress could, at any time, vote to disapprove 
the use of those emergency powers. 

Second, you can direct the HUD Secretary to continuously im-
prove its early-warning risk indicators. To my mind, the Adminis-
tration’s proposal regarding specific changes to the compare ratio 
is too timid. You can empower the Secretary to use any early-warn-
ing indicator that evidence suggests is predictive of loss, provided 
it is lawful and nondiscriminatory. 

It shocks the conscience that FHA officials must continue to ac-
cept loans for insurance pending administrative procedures, when 
they know the taxpayers are being exposed to unnecessary risk 
from a particular lender. Of course, lenders must have a mecha-
nism to challenge these determinations. But taxpayers, not pro-
gram participants, should get the benefit of the doubt. 

Third, you can authorize FHA to pilot new insurance policies to 
test their costs, including carefully designed risk-sharing, con-
sistent with principles I detail in my testimony, and understand 
better those costs and benefits before implementation. 
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Finally, provide FHA with the flexibility to use insurance pre-
miums to pay for systems, contractors, and even employees with 
special skills at compensation akin to the bank regulators, to 
strengthen its capacity to mitigate risk. It will be some time still 
before broader housing finance reform legislation is enacted. 

The system that results will determine the role that FHA must 
play long into the future. In the meantime, I hope that Congress 
will tackle what is possible, non-controversial, and urgently need-
ed, improvements to FHA’s ability to manage risk and reduce 
losses. A practical bill will be a helpful prerequisite to broader 
housing finance system reform. I thank you. 

[The prepared statement of Ms. Wartell can be found on page 
114 of the appendix.] 

Chairman NEUGEBAUER. Thank you. Mr. Rossi, you are recog-
nized for 5 minutes. 

STATEMENT OF CLIFFORD V. ROSSI, EXECUTIVE-IN-RESI-
DENCE AND TYSER TEACHING FELLOW, ROBERT H. SMITH 
SCHOOL OF BUSINESS, UNIVERSITY OF MARYLAND 

Mr. ROSSI. Chairman Neugebauer, Ranking Member Capuano, 
and members of the subcommittee, thank you for the opportunity 
to testify on how to reform the Federal Housing Administration. 

I am currently an executive-in-residence and Tyser teaching fel-
low at the Robert H. Smith School of Business at the University 
of Maryland. Prior to my role at the University of Maryland, I 
spent more than 20 years at major financial institutions, managing 
or leading risk management functions. 

My testimony today focuses on the effectiveness of FHA struc-
ture, its policies, risk assessment, and operational capabilities to 
ensure the long-term financial sustainability of its programs. In ad-
dition, I highlight several recommendations that would secure the 
financial viability of FHA, while also clarifying and sustaining its 
role in the housing finance system. 

Unquestionably, FHA has served a critical role in our Nation’s 
housing market by providing affordable credit to about 40 million 
first-time homebuyers, and other borrowers with limited resources 
who would otherwise have difficulty in obtaining access to credit 
through more traditional private sector sources. 

The recent financial crisis and its aftermath underscore the im-
portance of FHA’s countercyclical role in providing much-needed li-
quidity and credit to mortgage markets reeling from the with-
drawal of private capital during this period. 

At the same time, FHA in its capacity as public steward of the 
$1 trillion-plus Mutual Mortgage Insurance Fund, has responsi-
bility for maintaining the financial sustainability and integrity of 
that fund, which according to recent actuary analyses, has lately 
experienced considerable stress. 

The current state of the fund can be directly attributed to a lack 
of clarity in the scope of its programs; mission conflict between 
maintaining actuarial soundness of the fund and advancing home-
ownership opportunities to prospective borrowers; a lack of re-
sources to effectively identify, measure, and manage risk consistent 
with an insurance fund of the scale and complexity of the fund; and 
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a lack of systematic and proactive countercyclical policy mecha-
nisms to guide the agency as economic circumstances change. 

The question for policymakers is what changes should be made 
to FHA to provide the agency with the best opportunity to fulfill 
its crucial mission in housing, while also protecting the taxpayer? 
Ensuring the long-term viability of the fund, while clarifying FHA’s 
mission, can be achieved by implementing a number of reforms 
aimed at addressing the contributing factors to the current chal-
lenges facing FHA. 

These reforms include the following: clarifying the role of FHA 
vis-a-vis other market participants by requiring the FHA to adopt 
an area median income target to determine program eligibility, and 
to phase out the use of area-based loan limits. 

In conjunction with establishing income-based eligibility require-
ments, FHA should strengthen its requirements to ensure all eligi-
ble borrowers have the best chance of staying in their homes, re-
structuring the FHA to provide the agency with the flexibility and 
tools to manage its risk. 

An optimal structure for an agency the size of FHA would be to 
establish it within a new Federal corporation overseen by a com-
mission comprised of the heads of the various Federal agencies 
with housing and mortgage responsibilities, and chaired by the 
HUD Secretary. 

This entity would bear some resemblance structurally, in my 
opinion, to the Federal Deposit Insurance Corporation. Such a 
structural arrangement would yield a number of benefits for FHA 
specifically, and for housing markets generally. 

A set of countercyclical policies and practices should be devel-
oped. Taking a cue from the Federal Reserve’s targeting of key 
macroeconomic factors in developing its monetary policy, a set of 
policy targets for housing and mortgage markets would provide 
FHA with clear direction on when to expand and contract its busi-
ness. 

Such policy targets as local home—market home price trends, 
market credit spreads on mortgage securities, and other pertinent 
housing and mortgage metrics could provide FHA with direct feed-
back on the health of these markets. Permit FHA to enter into 
risk-sharing arrangements with suitable counterparties consistent 
with other market participants. And finally, provide greater pricing 
flexibility to the FHA, including the ability to initiate risk-based 
pricing of mortgage insurance premiums reflective of the inherent 
risk of a loan. 

Without question, FHA is an essential part of the housing fi-
nance system. While maligned for the current financial challenges 
of the fund, it is important to keep in mind that the FHA has 
served this country well for nearly 80 years. 

However, like many institutions, FHA has not kept pace with im-
portant structural changes in the market. The advent of 
securitization, and other sophisticated capital markets’ risk-trans-
fer mechanisms, have left the FHA at a competitive disadvantage 
vis-a-vis other market participants. 

The lack of a clearly defined mission for FHA, along with poten-
tial conflict between its social and financial missions, are contrib-
uting factors to the current state of the fund. The agency requires 
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a number of major reforms in order to put it on a secure financial 
footing that would ensure its important legacy for borrowers for the 
next 80 years. Thank you very much. 

[The prepared statement of Mr. Rossi can be found on page 67 
of the appendix.] 

Chairman NEUGEBAUER. I thank the gentleman, and I thank our 
panel. We will now go to Member questions. Each Member will be 
recognized for 5 minutes in order of seniority. With that, the Chair 
recognizes himself for 5 minutes. 

Before I get into some questions, I want to just have a little poll 
here with the panel. How many people on the panel agree that the 
core mission of FHA is as a mortgage insurer, that is the core busi-
ness? Would you raise your hands, please? 

And if the core mission is that it is a mortgage insurance com-
pany or entity, should it be run on an actuarially sound basis? 
Does everybody agree with that? 

I think the question then—and I appreciate the testimony—is I 
think every one of you mentioned the fact that FHA should engage 
in risk-sharing as one of the ways to get the taxpayers off the hook. 
Is there unanimity on that? Ms. Wartell? 

Ms. WARTELL. If I may just clarify, I think that appropriate pi-
lots for parts of FHA’s business are a reasonable way to proceed, 
but to mandate FHA risk-sharing across the portfolio would not be 
something I would support. 

Chairman NEUGEBAUER. I think some people mentioned a pilot 
program, or something like that. But one of the parts of the risk- 
sharing piece that has been brought up is that there has been dis-
cussion about reducing the guarantee on FHA from 100 percent to 
some percentage more in line with what the private market in-
sures. 

Is there anybody who disagrees with that concept? Mr. Stevens? 
Mr. STEVENS. I think that is the right way of approaching a pilot 

like this, Mr. Chairman. The thing I would emphasize is that we 
have to separate the guarantee against the mortgage-backed secu-
rity versus the insurance guarantee that private capital has to 
make up at the loan level up front. 

And in the event of catastrophic loss, the way it works for VA, 
or even Freddie Mac or Fannie Mae, is in the event the institution 
ultimately fails, the guarantee still exists on the mortgage-backed 
security, which keeps capital flowing into the market. 

Chairman NEUGEBAUER. Ms. Wartell, did you want to comment 
on that? 

Ms. WARTELL. I just want to note that if we were to use a struc-
ture like that, Ginnie Mae would then continue to have a signifi-
cant amount of counterparty risk. And so, it is very important that 
we—and that would be very different than for the VA portfolio, 
which serves a very discrete set of borrowers, with a different set 
of incentives. 

So proceeding with real caution, as opposed to funding, would be 
very important for FHA to— 

Chairman NEUGEBAUER. I am reminded, though, that Ginnie 
Mae actually does that for VA loans, and they are not 100 percent 
guaranteed. 
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Mr. STEVENS. You are absolutely correct. And I think for the 
most part, we all agree that a pilot is worthy of testing. I think the 
point that Sarah is making is that there are a fewer number of 
counterparties in the VA program. And FHA is widely distributed 
amongst a couple thousand institutions that participate in that 
program. 

And so therefore, the ability to manage the counterparty risk for 
that large number of lenders which participate in FHA will clearly 
add some cost to Ginnie Mae, which would have to be offset in 
some measure, either higher Ginnie Mae guarantee fees, or some 
way for them to build resources, because we also know that they 
are fairly underresourced as well. 

Chairman NEUGEBAUER. Mr. Marzol? 
Mr. MARZOL. Mr. Chairman, what I wanted to offer is I think the 

spirit of the suggestion of the limited guarantee is a worthy one, 
because it is an alignment of interests between private sector and 
public when there is risk-taking. I just wanted to point out that the 
approach to risk-sharing we suggest in our testimony is a fairly 
well-established one. 

We are risk-sharing partners today with the taxpayers when we 
put our first-loss insurance on loans that go into GSE 
securitizations. And so our proposal would be to at least try to take 
that approach, which is fairly well-established, and see if it can 
have merit, and can be utilized for some of the borrowers who are 
ending up in FHA. So, I just wanted to offer that thought. 

Chairman NEUGEBAUER. And then, I want to go in one other di-
rection here. One of the proposals is that we make FHA a separate 
entity, and possibly decouple it from HUD. Because if it is, as the 
panel said, an insurance entity, then it might be better served 
being an independent agency, building up its reserves, and pricing 
to build up the reserves. 

But also, I think one of the witnesses—maybe it was you, Ms. 
Wartell—said that they needed some investment and technology, 
and to upgrade that. Right now, they are dependent on the normal 
budgetary process to be able to get the resources they need, maybe 
to have the state-of-the-art underwriting. 

Would anybody disagree that this committee shouldn’t consider 
looking at partitioning that entity from HUD? Mr. Marzol? 

Mr. MARZOL. It is not that I disagree with that suggestion. But 
what is important from our perspective—because you are right, 
FHA is a mortgage insurer. But I think we should be clear as to 
whether it is a government-owned mortgage insurer whose role is 
to compete broadly in the marketplace, and try to serve everyone 
it can, or is it a government program that is supposed to help ex-
pand access where the private sector can’t, and then within that 
framework, should be run appropriately as a mortgage insurer. 

I just think that is, from our perspective, an important clarifica-
tion. 

Chairman NEUGEBAUER. Mr. Kelly? 
Mr. KELLY. Thank you. NAHB would support an independent 

agency housed within the Department of Housing and Urban De-
velopment for the reasons I stated in my testimony. 

It is an organization that needs to be modernized. It needs to be 
freed from the bureaucratic constraints that currently hamstring 
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the organization and its effectiveness. So we would support its 
independence, but it should be housed within the Department of 
Housing and Urban Development. 

Chairman NEUGEBAUER. I see my time has expired. I now recog-
nize the ranking member, Mr. Capuano, for 5 minutes. 

Mr. CAPUANO. Thank you, Mr. Chairman, and again, I want to 
thank the panelists. So far, the testimony and the discussion has 
been exactly what I had hoped for, the least ideological discussion 
I think I have ever heard on this committee on an important issue. 

But that doesn’t mean we don’t have differences. It just means 
we are having an adult conversation, which is nice for a change. 
So thank you for that. 

I guess the only thing—I think I agree pretty much with a lot 
of generalities that I have heard. Again, details are details. But 
Mr. Stevens, I just want to clarify one thing that you did say. 

You said you want to see the limits lowered. And I don’t have 
a problem with that. But I want to be clear about it. I want you 
to clarify—would you agree that there are regional differences in 
real estate costs, and therefore, the limit should be adjusted from 
one region to another? 

Mr. STEVENS. Yes. Thank you, Congressman, for asking a follow- 
up on that question. 

We clearly think loan limits are worthy of consideration. It is not 
that easy. We all know that it is really not a matter of risk when 
it comes to FHA. First and foremost, the higher loan limits are ac-
tually additive in terms of negative subsidy to the budget, in terms 
of how it is calculated. And it is also a very small percentage of 
the portfolio. 

The other key point is obviously, the $729,000 is only in higher- 
cost markets. So it is just a handful of select markets around the 
country that are important— 

Mr. CAPUANO. I haven’t had one of them. 
Mr. STEVENS. —to those markets. And the thing we really believe 

is important in the event loan limits are not extended, because as 
you know, they automatically roll back, is we need to test and find 
out who is going to support those markets in the absence of those 
loan limits falling back. 

Mr. CAPUANO. I want to follow up on an important point, because 
I presume you are all relatively familiar with the congressional 
process, and how long we take to do anything. It is actually a good 
process. 

I know it is frustrating to a lot of people, but it works well, be-
cause we don’t take things like FHA and throw them out one day, 
and bring them in the next day. That is what it is meant to do. 
But because of that—and I agree with you—a lot of concerns were 
thrown out. 

Even the risk-sharing. I like the concept. But I will be honest 
with you, I am a little concerned about it. I would like to see it 
tested in certain pilot areas to see where it should go, exactly how 
it should work. Conceptually, it sounds fine. Ideologically, okay, 
let’s try it. 

But I would be very hesitant, probably, about just doing it. Be-
cause we are getting into something, and we don’t know where it 
is going to go. So for me, I would love to see some general pilot pro-
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grams to try to specify and see exactly how all these new ideas 
work before we mess around with something that has worked so 
well for so long. 

That being the case, it is going to take us time. And in order for 
me—I come from the approach that says, ‘‘Look, let’s do what we 
can while we can. And then on the things we are not sure of, let’s 
take some time.’’ 

Again, I think that the FHA discussion is slowly moving away 
from the ideological debate and into something more realistic that 
we can eventually work out. But in the meantime, I think it is a 
mistake to sit here and do nothing. Because I am watching FHA 
kind of slowly fade away. 

The multi-housing stuff, the reverse mortgage stuff, is a real 
problem that we are doing nothing about because we want to do 
the whole thing or nothing. I feel just the opposite. I would like to 
get some pilot programs going in the meantime, and in the mean-
time, do what we can. 

We had a bill last year, that I am assuming you are all familiar 
with, which got 402 votes on the Floor of the House. Would any of 
you oppose the concept of taking that bill and passing it? Again, 
I fully admit it is not the bill I want, but it is something we have 
already agreed to. 

Pass that bill, and in the meantime, work on the other things 
that we want to try. Maybe get some pilot programs going, and 
move on other issues. Do any of you think that we should do noth-
ing until we can do everything? Or do you think that we should do 
what we can do as quickly as we can to fix it? 

I guess I would ask you, Mr. Marzol, and then just go right down 
the panel. 

Mr. MARZOL. We are for making as much practical progress as 
can be made. And as I said in my oral testimony, we certainly 
thought the bill that passed last year, plus the additional—some 
additional authorities at HUD has requested a specific mention on 
the seller concessions. Those would certainly be progress. And if 
more can be done, more can be done. But we are all for progress. 

Chairman NEUGEBAUER. Mr. Stevens? 
Mr. STEVENS. The most recent version of the bill is very similar 

to the one that was introduced when I was FHA Commissioner, 
which also passed, I think, by 404 votes as well. There were some 
minor changes to it. And we would like the opportunity to be able 
to work with you on a couple of concerns. 

I could address them now if you would like. They are technical 
in nature. But we do agree generally that there is opportunity to 
put an FHA reform proposal through in the context as you stated. 

Chairman NEUGEBAUER. Mr. Thomas? 
Mr. THOMAS. Yes. We are in full support of the bill that you and 

Congresswoman Waters have proposed. It is very similar to the one 
last year that we supported, and we support yours as well. 

Mr. KELLY. Congressman, NAHB supported that piece of legisla-
tion last year. We think it gives—it is a platform to revisit the sub-
ject this year. But again, we would urge that FHA reform be 
donned in the broader context of overall reform to the housing fi-
nance system, including GSE reform. 
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Mr. CAPUANO. Mr. Kelly, just to clarify, and again, I agree with 
what you say. Getting back to the reality of Congress, you realize 
that broader discussion may take a long time to finalize. And a 
very clear question, do you think we should not do anything until 
we get the whole thing done? Because that is really the question 
we have. 

Mr. KELLY. As I say, the legislation—as opposed to doing noth-
ing, something is better than nothing. But again, a preference 
would be to try and work on all of the moving parts at the same 
time, to develop a comprehensive reform to the mortgage finance 
system. 

Ms. WARTELL. Congressman, if there are ways in which this body 
can protect the taxpayers from additional losses that are agreed to 
today, I think it would be very difficult to justify failing to act on 
those now while additional costs are incurred. 

So, I fully agree. There are changes that could be made. They are 
technical in nature. They can be quickly worked out. You should 
do what you can do now. 

Chairman NEUGEBAUER. Mr. Rossi? 
Mr. ROSSI. I embrace pragmatic change that can happen quickly, 

but at the same time, I am a big believer that we have absolutely 
no national housing policy. And for that reason alone, I think that 
we have an excellent opportunity to finally step back and make the 
changes that we need to make to make both the secondary market 
or what we see in the conventional conforming side, as well as on 
the fully guaranteed side, the right steps going forward. 

So, in my opinion, quick legislation isn’t always necessarily good 
legislation. And so, I would at least caution the subcommittee to 
really kind of take a closer look at those things. 

Chairman NEUGEBAUER. I thank the gentlemen. And now the 
gentleman from Missouri, Mr. Luetkemeyer, is recognized for 5 
minutes. 

Mr. LUETKEMEYER. Thank you, Mr. Chairman. Just to kind of 
follow up on Mr. Capuano’s question, you all were talking about 
different changes. Are there things that the Administration could 
do right now? I know it takes a long time for Congress to get any-
thing done. It is like watching paint dry on a wall here, what we 
do. 

Mr. Stevens, you are an interesting gentleman to have on the 
panel today, having been in the Administration before and FHA. 
Are there things that the Administration could do now through Ex-
ecutive Order, through some administrative rule, that could impact 
this, and make a big difference? 

Mr. STEVENS. There are some things. As you know, they have al-
ready done a lot that only came from the help of Congress when 
the ability to raise mortgage insurance premiums was initiated in 
this body, and ultimately went through the Senate. So that has 
been very helpful to the 2010, 2011, and 2012 portfolios, which are 
all, by all expectations—CBO, OMB, and otherwise—expected to be 
very profitable. 

There are measures that could be done. As an example, today 
FHA is being further protected beyond their own guidelines by 
lender criteria that is more conservative than what FHA allows for. 
And I think one of the things that should be considered, particu-
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larly as competition increases in the market, is will lenders in the 
broader lending community erode the credit of FHA by using the 
broadest scope of the FHA underwriting guidelines? Or should 
FHA take some measure to try to at least lock in and protect some 
of the credit that is being originated today? 

An easy example is that FHA’s minimum FICO credit score re-
quirement is 580. Most lenders don’t do FHA loans at 580. They 
do them somewhere in the low 600s, due to performance concerns. 

That gap should be looked at closely by FHA policy experts, and 
it should be determined whether those should be locked in at some 
level to avoid the risk of potential erosion downstream as the mar-
ket becomes more competitive. So there are some things that can 
be done by mortgagee letter that don’t require Congress. 

Mr. LUETKEMEYER. Ms. Wartell, in your response to Mr. 
Capuano, you made a comment, too, that there are some things 
that can be done. Are there things you are aware of, or suggestions 
you could make, that the Administration or FHA itself could do 
right now that would be impactful? 

Ms. WARTELL. There are a couple of measures that FHA is pur-
suing right now, but that require rulemaking for them to complete, 
and in some cases, because program participants have objected, 
there has even been litigation about that. 

So one of the reasons why I think some of the provisions in this 
legislation would be helpful is it would clarify FHA’s authority to 
take those actions through mortgagee letter. And I would be happy 
to specify those. I don’t have them off the top of my head. 

But I do think that giving FHA more flexibility to act sometimes 
without regulatory procedure speeds up their ability to protect the 
taxpayers. 

Mr. LUETKEMEYER. Thank you. Mr. Stevens, I know that in your 
position with the Mortgage Bankers Association, you see a lot of 
the housing market activity. Do you see from the actions being 
taken by the government regulators, or the government agencies 
here, that they are forcing the private market away from this by 
the fees or their criteria that they are using? 

And if so, are there ways that we can draw—bring it back in so 
the private market can come back in and be effective? 

Mr. STEVENS. Thank you for that question. I think it was actu-
ally referred to in Gary Thomas’s testimony as well, is that the ex-
traordinary uncertainty in the lending community, through a mo-
rass of regulation coming from multiple bodies, not that regulation 
is wrong, because we need good regulations in the marketplace, but 
it is the inconsistency, the overlap, the lack of coordination in hous-
ing policy in Washington that is really causing much of the lending 
industry and private capital trepidation to re-engage in the system. 

If you are private equity today, you don’t know where QRM is 
going to end up. So why would you extend credit into the market-
place, knowing the risks associated with that? There are rules com-
ing out from multiple regulators, and there is no coordination point 
at all within Washington. 

We have advocated strongly that this Administration could iden-
tify an individual or body to coordinate all of these policy efforts, 
and clearly articulate the sort of end-state, and try to move in a 
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coordinated fashion so that the confusion can subside, and private 
capital can find a pathway to re-enter the market. 

Mr. LUETKEMEYER. Yes, sir? Mr. Marzol? 
Mr. MARZOL. I wanted to make a comment. If uncertainty had 

paralyzed us, Essent wouldn’t be here today, because it took get-
ting started in 2008 to be able to be in the market in 2013. 

And I would like to just, for ourselves, we think we have the ca-
pacity to do more. We think capital is interested in doing more 
through private mortgage insurance. I would like to give you the 
sense that if there is opportunity, we think at least our company, 
and broadly, our industry, is positioned to do more, while other pri-
vate capital sources are trying to get their feet under them and re-
solve their uncertainties. 

Mr. LUETKEMEYER. I think my time is up. I certainly appreciate 
everybody being here this morning. It is a great discussion. Thank 
you. Thank you, Mr. Chairman. I yield back. 

Chairman NEUGEBAUER. Thank you. And now, the ranking mem-
ber of the full Financial Services Committee, Ms. Waters, is recog-
nized for 5 minutes. 

Ms. WATERS. Thank you very much, Mr. Chairman. I would like 
to get a little clarification discussion from Mr. Thomas about the 
requirement that FHA has sufficient reserves to pay predicted 
claims over 30-year period. 

The recent report released by FHA’s independent actuary states 
that FHA’s single-family insurance fund has an economic value of 
a negative, what, $16.3 billion? But FHA’s current cash reserves 
total about $30.4 billion. Notwithstanding this fact, FHA’s inde-
pendent actuary estimates that it does not currently have sufficient 
reserves to pay predictive claims over a 30-year period. 

Can you discuss FHA’s requirement to hold reserves to cover 
claims over a 30-year period? How does that compare to the Finan-
cial Accounting Standards Board’s requirement for the reserves 
that need to be held by private financial institutions? And are you 
aware of any other Federal loan program that has such stringent 
accounting requirements? 

I am speculating that this is I guess, some protection with the 
30-year loan. But most people refinance about every 5 years or so. 
So what is this? And is it time for us to start looking at a repeal 
of this, and do something that makes good sense? 

Mr. THOMAS. If you look at it compared with the private side, it 
is completely wrong. So I would agree with you, that we do need 
to take a look at it. 

We also need to take a look at the fact that the Administration, 
in the budget that they are proposing, is asking to take a certain 
amount of money to put in, if in fact it is needed. It is not needed 
yet. And so why in the world are we even putting that in there 
when it is not needed? 

Also, the fund is performing extremely well, and should be—I 
don’t think they are even going to need it, from everything that we 
have researched, by the time we get to the end of the fiscal year. 

So, I agree with you. I don’t think that we need to have that type 
of a requirement on the government side that isn’t required on the 
private side. 
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Ms. WATERS. I know that sometimes when we begin to look at 
repealing certain things have replaced in law that people are very 
skeptical. They must have done it for a good reason. 

However, they don’t take into consideration everything that has 
happened since the law was first instituted. And I think it is time 
to take a look at this. 

And so since I am talking to you about it, I am going to come 
back and talk to you again about the possibility of a review of this 
that would help to rearrange our reserve requirements in ways 
that will not in any way put FHA at risk, but rather, relieve them 
of a requirement that makes it appear that somehow they are in-
solvent, or they are in trouble. 

And I just think that we should be a little bit more forward-look-
ing than this, and not be held to this law, that perhaps does not— 
is not relevant at this point in time, as we look at what happens 
to the 30-year mortgage, for example. 

Again, I said that I think people refinance, or sell, or do some-
thing every 5 years. That is an amount of time that I remembered. 
I don’t know if that is still about the right amount of time. 

Mr. THOMAS. A little longer now. But that— 
Ms. WATERS. Seven years or what? 
Mr. THOMAS. Yes. 
Ms. WATERS. About seven—so I do think that it is worth review. 

Thank you very much. Mr. Chairman, I yield back the balance of 
my time. 

Chairman NEUGEBAUER. I thank the gentlewoman. And I now 
recognize Mr. Miller, from California for 5 minutes. 

Mr. MILLER. Thank you, Mr. Chairman. One thing Congress ex-
cels at is looking back. We really do a good job there. But if you 
look at the current market, and the uncertainty of QRM, Basel III, 
where the secondary market is going, we have created tremendous 
uncertainty in the marketplace right now. 

There has been debate that FHA is crowding the private sector. 
I think the private sector is just afraid to crowd back in. They are 
just not coming in. 

And there has been some debate that FHA should work more 
like a private business. But Mr. Stevens, had that occurred when 
the downturn existed, and had FHA worked more like a private 
business, and slowed our exit to the marketplace during the down-
turn, what would have been the result on the housing market and 
the economy? 

Mr. STEVENS. It would have been devastating. And, Congress-
man, as you know, we worked closely during that period of time. 
There was nobody providing low-downpayment financing in the 
marketplace. 

And quite frankly, even HMDA data for last year clearly shows 
that for first-time homebuyers and other demographics with low 
downpayments, there is no source of access to the housing finance 
system. As the market recovers, and its rules create greater cer-
tainty, Adolfo’s point aside, I think there is clearly not the interest 
in private capital to engage in a way that reflects sort of a normal 
lending environment as we have seen over past decades. 
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Mr. MILLER. Even last year, you could look at the marketplace. 
And when you were applying for loans, FHA was one of the few out 
there, because the private sector just wasn’t filling that void. 

Mr. STEVENS. Yes. If you look at—just take for example, Fannie 
Mae’s recent quarterly statement release, if you look at the average 
loan-to-value of their purchase transactions, or excluding HARP, 
which is in their financial statement—HARP is refinanced activ-
ity—it is in the high 60 percent range. 

So there is very little financing still coming into the market out-
side of FHA, VA, or USDA in the low-downpayment sector. And I 
think that will come in with confidence around a variety of things 
you suggested. 

Mr. MILLER. You are starting to see the private sector come back 
a little bit. But when you became FHA Commissioner, you took a 
number of steps to improve the risk management capability of the 
FHA. And can you help us understand how far behind the FHA 
was with risk management when you became Commissioner? 

Mr. STEVENS. Thank you for that question. As you well know, 
there was no risk management role at all at HUD when I came 
into the FHA job. It didn’t exist. 

So we actually had to come to this body. We had to get an ap-
proval to get it created as an office. We had to get appropriations 
to create the office. 

And that is one of those flexibility impediments that really 
makes it difficult for FHA to respond quickly in times of crisis. Be-
cause we had to go through a variety of steps, which took months, 
in fact almost a full year to get the Office of Risk Management es-
tablished and funded so that we could create it, and to have an in-
surance company of any size, let alone the size of FHA, to not have 
an independent risk management oversight function was deplor-
able. And that could not have happened without the support of 
Congress. 

Mr. MILLER. Nobody expected the collapse to be as rapid as it 
was, or as significant when it did occur. That was part of the prob-
lem. And if FHA had appropriate capabilities during this crisis, do 
you think the losses would have been much smaller than they 
were? 

Mr. STEVENS. Yes. The budget is going to be released here any 
second. And I think as we look at the numbers, the two provisions 
that I think people are going to look at most closely is first, that 
the seller-funded downpayment assistance program, which actually 
FHA tried to stop and was sued to continue the program, will have 
cost the FHA over $13 billion cumulatively against what is likely 
to be less than a billion-dollar net loss. 

And second, the reverse mortgage program also was very costly. 
And that was a program that they had difficulty making changes 
to. If you could avoid those kinds of, what I call sort of ‘‘inability 
to respond to risk management issues,’’ as Sarah Wartell discussed 
earlier, and FHA could respond to those, there would have been a 
way to avoid actually any need for a draw whatsoever, had those 
two programs been addressed appropriately up front with their 
own authority. 
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Mr. MILLER. They played a good countercyclical role. Could they 
have played that part if they were much smaller than they are 
today? 

Mr. STEVENS. No. We have come through a recession that had 34 
percent home price declines from peak to trough. We had a 9 per-
cent national unemployment rate, the worst recession since the 
Great Depression, the worst housing recession in anybody’s history 
here in this room. 

And FHA became sole-source provider for housing finance. Now, 
granted, it is well beyond what we would describe as their mission. 
But in the absence of FHA playing that role, I am not sure where 
the financing would have come from in this country. 

Mr. MILLER. Dr. Rossi, you gave examples of what private com-
panies can do, but FHA cannot. Can you give us some examples of 
that? 

Mr. ROSSI. The one example that comes to mind as we think 
about the risk management—and I would applaud Dave Stevens’ 
efforts to revitalize, or actually establish a risk management of-
fice—but I will tell you that if FHA, in my opinion, was overseen 
by the Office of the Comptroller of the Currency or the Federal Re-
serve, their Board would be under consent decrees, or for still, 
some of the problems that exist today for the size and complexity 
of the fund that they had. 

There is no question in my mind that they need to—for the size 
of that fund, they definitely need to reinvigorate their practices 
around risk management. That is in my mind job number one for 
them to establish themselves in that critical role of being there 
for— 

Mr. MILLER. I want to applaud Mr. Stevens for his movement on 
risk management, on what you said. 

Mr. ROSSI. Yes, oh, absolutely. In fact, that, as a first mover on 
that, that was absolutely critical. 

Mr. MILLER. Yes. Thank you. I yield back the balance of my time. 
Chairman NEUGEBAUER. I thank the gentleman. The gentlelady 

from New York, Ms. Velazquez, is recognized for 5 minutes. 
Ms. VELAZQUEZ. Thank you, Mr. Chairman. Mr. Stevens, could 

you please explain to us, or discuss the difference between the 
steps taken by FHA to improve its solvency versus some of the pro-
posals today, as increased FICO score, downpayments, and mort-
gage insurance premiums? 

Mr. STEVENS. Let’s start with the fundamental point that is 
going to come out in the budget, which I understand was just re-
leased. It shows that FHA will need a draw of just under a billion 
dollars. 

That is solely the result of the 2006 through the first part of 
2009 books of business. The 2010, 2011, and 2012 books by OMB, 
CBO, and the independent actuary for all those shows their books 
being very profitable, and well-managed. 

And I think the result, what has made those books profitable, 
made them less risky to the taxpayer, is the authority that was 
given to them, quite frankly, to raise premium, and some overlays 
that were put in around putting a minimum FICO score in place 
that would require a much larger downpayment beyond that. 
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And I would say fundamentally, FHA’s risk profile is a far dif-
ferent picture today, in terms of new loans being generated, than 
the kind of risk that was put on those books during those peak 
years. 

Ms. VELAZQUEZ. So can you tell me what specific reform, if any, 
you believe that is necessary today? 

Mr. STEVENS. I think they need greater flexibility, to Sarah’s 
point around emergency powers, which by the way, I don’t think 
is in the last bill that was presented. And that needs to be added. 

I do think there needs to be some additional capabilities for FHA 
to require indemnification of lenders that clearly violate the pro-
gram. I think we have to be careful in some of that indemnification 
language, because it could also cause additional tightening. And 
there is a provision in there we need to talk about. But those are 
components. 

I think the third area is we need to think about risk-based un-
derwriting. So rather than attach provisions that would put hard- 
line vigor downpayments, for example, in the portfolio, which 
would be a wealth barrier to access, you can accomplish a similar 
outcome by putting better underwriting characteristics with lower 
downpayments, and first-time homebuyers, that might cap, for ex-
ample, the debt-to-income ratio to a lower level, so that you can en-
sure sustainability for low-downpayment borrowers, while not ex-
cluding access to homeownership. 

Ms. VELAZQUEZ. Thank you, Mr. Stevens. Mr. Thomas and Mr. 
Kelly, what do you think will be the unintended consequences of 
implementing better work requirements than those that are in 
place today? Could they potentially harm the single-family mort-
gage market for first-time, lower-income or minority homebuyers, 
particularly those in high-cost areas like New York City? 

Mr. THOMAS. I am from California, so I understand that, too. 
Yes, it could. And so, I agree with Mr. Stevens. That is what you 
need to take a look at, not just coming up with a minimum down-
payment, or anything like that. 

It needs to be looked at actuarially, as to that borrower and their 
ability to repay. It should not be just a hard line. That would harm 
the fund, and it would harm the ability of people to get into the— 

Ms. VELAZQUEZ. So how do we strike that balance? 
Mr. THOMAS. You are going to have to give them the flexibility 

to make the adjustments without having to come back to Congress 
to get those things implemented. They can do it if you give them 
the ability to do it. 

Ms. VELAZQUEZ. Yes, Mr. Kelly? 
Mr. KELLY. The National Association of Home Builders surveys 

its members on a fairly regular basis. In our recent surveys, when 
we asked, ‘‘What are the greatest impediments to builders selling 
homes?’’, they are telling us—and this has changed over the last 
couple of years—that it is buyers’ access to an availability of credit. 

So I think FHA has played a vitally important role in supporting 
the housing market during this downturn, and this Nation’s econ-
omy. I think we have to move very carefully in looking at the types 
of adjustments that were talked about by the other speakers. 

I am a builder and developer who, on the for-sale side, build to 
first-time homebuyers, often in lower-income, urban areas. And 
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quite frankly, we periodically examine and go back in those devel-
opments. 

The last 120 homes or so that I have sold in two developments 
in urban areas in Wilmington, Delaware, none of the buyers had 
more than a 3 percent downpayment. And out of the 120 over the 
last, I think it was 4 years, last time we checked, which was about 
a year ago, there was one default. All those buyers had to go 
through very extensive housing counseling. They all had FHA in-
surance. 

But again, I suggest that we have to do it carefully, and very 
thoughtfully. 

Ms. VELAZQUEZ. Thank you, Mr. Chairman. 
Chairman NEUGEBAUER. I now recognize Mr. Bachus, the chair-

man emeritus of the full Financial Services Committee, for 5 min-
utes. 

Mr. BACHUS. Thank you. Looking at this various data about the 
HECM program, the home equity mortgage conversion, and the re-
verse mortgage program, it seems like that is disproportionately af-
fecting the FHA insurance fund. 

I know there have been premium increases. But I would ask the 
panel, Mr. Kelly, Mr. Stevens, maybe any of you who would like 
to respond, are you aware of any changes to minimize FHA losses 
other than maybe increasing premiums? And does the industry 
have any—is there any consensus between, say, the agency and the 
industry on how to minimize these losses? 

Mr. STEVENS. Congressman, as we all know, the reverse program 
is a very unique program for seniors which extends to a senior cit-
izen all the principal balance, interest accrues over time, and they 
make no payments. The only way the program works, quite frank-
ly, is if home prices are appreciating over time, or if you keep the 
draw low enough so that it can compensate for flat home prices. 

The program, up until this point, did not allow for that. It was 
a full-draw, 30-year fixed-rate program that allowed too much of a 
draw up front to the senior. And when home prices didn’t appre-
ciate, it put the fund underwater, and that is what has caused this 
disproportionate outcome. 

I actually think Commissioner Galante has made the right move 
in her most recent announcement that they are going to curtail the 
fixed-rate, full-draw HECM, in replacement for what they call the 
‘‘HECM Saver Program,’’ which is actuarially sound, at least the 
last time I looked at the actuarial review of that program. It re-
duces the draw amount. 

Raising premiums really doesn’t help at this point, because if the 
home doesn’t appreciate, and you can’t pay it back, you are not 
going to get the premium anyway. So we need to have a program 
which accommodates for a flatter home price market, while main-
taining a program that still provides seniors access to some sort of 
ability to draw down their equity. 

And I think that HECM Saver, and eliminating the full-draw 
HECM is the way to get there. 

Mr. BACHUS. Mr. Kelly, do you want to make any comments? I 
know that home prices have started to appreciate again. That may 
take some pressure off. But we can’t assume that will continue. 
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Mr. KELLY. I would just reiterate that some of the things that 
have been done on the overall fund, not necessarily the HECM 
fund, I will be honest with you, I am not that familiar with it; 
haven’t utilized it. 

But some of the things that FHA has put in place in the last cou-
ple of years—higher mortgage insurance premiums, tighter under-
writing standards, recently the requirement that the MIP con-
tinues to be paid by homeowners when their loan drops below 78 
percent, and the debt-to-income ratios that are currently being 
mandated for buyers with scores under 680—I believe are all very 
prudent measures that, again, will stand the fund in good stead 
over the long— 

Mr. BACHUS. Mr. Thomas, I should be asking you, I am sure, 
that first question. But what are your thoughts about minimizing 
the loss and HECM program? 

Mr. THOMAS. Those are the two areas that have caused the fund 
the greatest hazard. And I would agree that the most recent 
changes are going to do very well for the fund. And so, we support 
those. 

Mr. BACHUS. That is reducing the draw, basically, I think, may 
be a sure way to say that. And should FHA be in the business of 
insuring reverse mortgages, given their current financial situation? 
Would anyone like to answer that? 

Mr. STEVENS. It is a delicate subject, as you know better than 
anyone. The ability for seniors to particularly have access to equity 
in their homes is something that is important. And I do think you 
can do it in a sound manner. 

I think FHA was limited in terms of what they could have done 
in the past. I think the latest move, we will prove—although it will 
limit the amount seniors can draw, it still gives access to the pro-
gram. 

I think eliminating it in its entirety is a question about public 
policy and support for the elderly, who own real estate, and have 
fewer other means to have income. 

Mr. BACHUS. It is a social mission. And I think you have to de-
cide as a matter of policy whether that—and I think if it under-
mines the fund, the answer has to be no, if the changes work. 
Would anyone else care to make a comment? Also, what you would 
advise us to do. Mr. Rossi? 

Mr. ROSSI. Yes, thank you for asking that question. Actually, if 
I put myself back in the day when I was heading risk for several 
large institutions, one of the things that our regulators would tell 
us is, ‘‘Make sure you have your risk infrastructure in place ahead 
of any growth.’’ 

And that goes to programs like the HECM program. In my opin-
ion, you need to go back and do the basic blocking and tackling of 
understanding the risk that you are taking on. And while I think 
that program is very important, you really have to go back and ask 
yourself, ‘‘Do we have the wherewithal to be able to take those 
risks on at this time?’’ 

Ms. WARTELL. Congressman, I think the important thing to em-
phasize is what Dave Stevens said earlier, that if at the time offi-
cials at FHA in the Bush Administration, or in the Obama Admin-
istration concluded they should change the rules of certain pro-
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grams, either the seller-funded downpayments, or the HECM pro-
gram, if they had been able to swiftly implement the changes they 
wanted, the FHA fund would be positive today. 

And so I think it really—I agree with Cliff about risk mitigation 
tools for FHA. But I also think we need to create the ability for 
them to protect the taxpayer by being able to act more swiftly. So 
the HECM program is a perfect example of the kind of flexibility 
that is required. 

Mr. BACHUS. And if any of you have recommendations on how we 
can be of assistance or supply statutory language, we would wel-
come that. 

Ms. WARTELL. Absolutely. 
Chairman NEUGEBAUER. I thank the gentleman. Now the gen-

tleman from Missouri is recognized for 5 minutes. 
Mr. CLEAVER. Thank you, Mr. Chairman. And I am pleased we 

are having this hearing. I think we need to deal with the issues 
that have been raised here with FHA. 

Ms. Wartell, do you believe that the FHA is already independent 
of anything that may come out of this committee, moving in the 
right direction? 

Ms. WARTELL. I am sorry. Absolutely. FHA, as I mentioned in my 
testimony, market share has already fallen as it should. And his-
tory has shown us in prior circumstances where they played a simi-
lar countercyclical role, they took a hit to the health of the fund. 

In both cases, their share fell, and their solvency was restored. 
And there is this ability to essentially share risk intertemporally 
that is built into the mechanism of FHA and it is working again. 

Mr. CLEAVER. The reason I asked you, is because I thought you 
were suggesting what I already—except I am wondering if the 
other panelists agree that the FHA, independent of anything we 
are doing, is moving in the right direction? Does anybody believes 
the opposite is true? I am not particularly thrilled about some of 
the things they are doing, but I think they are trying to correct the 
problem internally. I am not really sure about the cancellation of 
the mortgage insurance premiums when they hit 78 percent. I 
think that is going to send people to the GSEs. Does anybody dis-
agree with that? 

Mr. STEVENS. Congressman, I think the difference is that we 
have to consider, as we look at taxpayer protection, that while FHA 
used to cancel the premium at 78 percent loan-to-value (LTD), they 
still guaranteed the risk to the bondholders, regardless of loan-to- 
value. 

For Freddie Mac and Fannie Mae, they cancel mortgage insur-
ance if you can get an appraisal, or it amortizes down. But then, 
you have no more mortgage insurance on the transaction whatso-
ever. And if the loan goes into default, there is nothing there to 
back it up. So it is hard to guarantee the risk without collecting 
a premium for it. 

The second thing—and this is more for the Builders and the 
®REALTORS—I am not sure if consumers realize when they are 
buying a home that 15 years from now, they are not going to have 
to make that mortgage insurance premium, if it gets canceled when 
they get to 78 percent loan-to-value. 
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And if they don’t, then perhaps protecting the taxpayer should be 
the first priority. It doesn’t change your qualification ability. And 
it probably is not a decision at the point of sale. Although, again, 
I think that is a better question for Mr. Thomas or Mr. Kelly. 

Mr. CLEAVER. Mr. Thomas, would you please address that? 
Mr. THOMAS. Sure. Congressman, to my knowledge, that never 

comes up in the discussion when you are sitting with a potential 
homebuyer, as to the fact that they might be able to cancel the 
FHA premium at some future date. 

Mr. CLEAVER. But would you agree that they probably don’t even 
know anything about that? 

Mr. THOMAS. Absolutely. 
Mr. CLEAVER. So they can’t bring up what they don’t know. 
Mr. THOMAS. That is my point. The REALTOR® doesn’t explain 

it to them, nor does the mortgage person explain it either. 
Mr. CLEAVER. Mr. Kelly? 
Mr. KELLY. I would agree with Mr. Thomas. They don’t recognize 

that is an eventuality. I don’t think it is a factor in the decision- 
making process. 

Mr. CLEAVER. Let’s continue in my line of thinking about FHA 
moving in the right direction. Rising home prices, it is believed, are 
also going to very likely reduce the $16.3 trillion problem that we 
thought we would have for the first time in 79 years of FHA. So— 

Mr. STEVENS. The budget that was just released is a re-evalua-
tion. Although I haven’t read it, I think we will find in the budget 
that what changed it from billions of dollars of expected loss to the 
current budget, which looks at it being less than a billion dollars, 
I think the home price changes are obviously a key driver there. 

And that also lowers what we call ‘‘severity costs’’ to FHA, be-
cause when a home goes into default and it sells in a rising home 
price market, that loss per foreclosure also ends up being less. I 
think both of those variables will likely be significant in what ulti-
mately ended up being a much smaller loss than what was ex-
pected several months ago. 

Chairman NEUGEBAUER. So my final question is, if the entire 
panel believes and even with the actual report from November 
which said we were going to have a problem, that FHA is moving 
in the right direction. Is there any concern that tinkering with the 
FHA now that it is moving in the right direction, might create 
problems that don’t even exist today? 

Mr. ROSSI. I would just venture to say that we may be more 
lucky than anything else at this point that home prices are rising, 
and so the fund is down to maybe $1 billion or so, as opposed to 
getting any place, the right changes that they need to be made so 
that the sustainability of the fund is there for any kind of housing 
price market that we come up against. So that is my perspective 
on it. 

Ms. WARTELL. But Congressman, I think that there are two sets 
of changes. There are changes that will give FHA the ability to bet-
ter manage its risk, which are the kinds of changes that I think 
you find every single member of this panel strongly supports. 

And then I think there are another set of changes which could 
have the effect of limiting access to FHA and whether those limits 
are appropriate or not is very hard to know, because we don’t know 
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what the policy framework for the rest of the housing market is 
going to look like when all of these changes come to there. So I 
think it is really important to act as quickly as you can on the 
things where there is consensus and make sure that we are doing 
the rest of those reforms in the context of broader reform. 

Chairman NEUGEBAUER. Good point. 
Thank you. And I thank the gentleman. Just a point of clarifica-

tion in the budget’s number for the President. This is actually an 
increase of what was in the President’s budget from last year. It 
doesn’t actually make any representation of what the actuarial 
numbers are at this particular point in time. 

So I think sometimes, we have to make sure we are talking 
about the same numbers. I now recognize Mr. Garrett, from New 
Jersey, for 5 minutes. 

Mr. GARRETT. I thank the chairman, and I thank the panel 
again. First of all, let’s start this way. Is there anyone on the panel 
who thinks we should not be as transparent as we can with the 
American taxpayer as far as the risk that FHA potentially poses 
to them? Good. 

So we know that collectively, when we are talking about inves-
tors in the private sector, we want to make sure that we protect 
the investors by having appropriate accounting standards for them, 
so they know what they are investing in. Is there any reason, does 
anyone suggest that we should not then have appropriate account-
ing standards for FHA, have them account for their books like any 
traditional insurance company would? 

Ms. WARTELL. Congressman, I think the question is, what is ap-
propriate for the taxpayer, and I think the rules that are embedded 
in the Federal Credit Reform Act are designed to accurately ac-
count for the cost taxpayer actually could bear. 

And I think there is a concern that former CBO Director Bob 
Reischauer, the Center on Budget Policy Priorities, and many oth-
ers have mentioned about potential changes to the Credit Reform 
Act in ways that could essentially inflate the cost that the tax-
payers might incur from potential risks in a way that could be in-
consistent with actual costs to the government. 

Mr. GARRETT. So would you say that the initial subsidy estimates 
that FHA has given over the years have been accurate and trans-
parent to the taxpayer and accurately reflect the risks to the tax-
payer? 

Ms. WARTELL. I think that the taxpayer generally has all sorts 
of contingent liabilities, costs from the Social Security fund and 
from Medicare and many other different— 

Mr. GARRETT. But let’s just focus here on FHA for a moment. We 
can fix those on another day. Are they accurate as far as what they 
have been doing at FHA, in protecting that in a transparent and 
accurate manner over the years? 

Ms. WARTELL. I think FHA has generally been as good at pre-
dicting loss to a mortgage insurance fund as the private sector, ac-
tually probably better, but I take your point that it is very hard 
to know how housing prices and economy and unemployment will 
vary. 

Mr. GARRETT. So, let’s take a look at that. Does anybody disagree 
that they have been fairly accurate? Mr. Marzol? 
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Mr. MARZOL. Mr. Congressman, the comment I would make on 
the issue of mortgage credit risk, particularly with low-downpay-
ment borrowers, is that the future outcomes depend a lot on what 
happens to the economy, home prices, and jobs. 

So there is uncertainty about those future outcomes. If the econ-
omy and jobs are good, the mortgages should perform fairly well. 
One of the tools that we use, and I am not an expert in GAAP or 
government accounting, but as a businessman, a tool that we use 
a lot is stress-testing our portfolio. 

It is not just assuming that times are going to be good, but it is 
asking ourselves, what will it look like if times are bad, including 
if they looked like the Great Recession that was— 

Mr. GARRETT. And does FHA do that now? 
Mr. MARZOL. Not, there are in the actuarial report, there are 

downsides— 
Mr. GARRETT. Right. 
Mr. MARZOL. —scenarios provided, and that is something that is 

just—people we try to look out a lot. 
Mr. GARRETT. So that is one thing that they are not doing as well 

as you would suggest, as you are doing. The other area is not incor-
porating a premium for market risk. And before I go to you, Mr. 
Stevens, let me just throw up some numbers to put this in perspec-
tive, so we can show the chart. 

If you really squint at that chart, this is from CBO, it is from 
1992 to 2011. Just to poke off some years, this is the initial subsidy 
estimate recorded as provided in the budget appendices from the 
CBO, in the first chart. And the next chart shows latest re-esti-
mates as provided in Fiscal Year 2013 credits supplement. 

What do these charts show? To Ms. Wartell’s comment, yes, they 
show that FHA was predicting, and each year from 1992 to 2011, 
but basically, it is a negative number, which means the effect on 
the budget is that they would be ahead of the game, right? By $852 
million, in 1992, to 6 billion, 738 million dollars in 2011. How close 
were they to their predictions in all there? Well, let’s see. 

They were wrong in every single year. That is not a great track 
record. They were off by $205 million in 1992. In 2011, they were 
off by 3 billion, 376 million dollars. On a scoring level of one out 
of 100, zero isn’t that great, is it? So I would not say the level of 
accuracy is great. And yes, the private sector may not be that good 
at this, but if the private sector had a zero accuracy level, they 
would be out of business. 

But when the Federal Government has a zero accuracy level, the 
American taxpayers are the ones who foot the bills. So I would 
hope that we could agree, as was said at the beginning, that we 
all want more transparency and one of them would be to go into 
CBO with success. 

Or others have suggested doing corporate premium for market 
risk and also we go into fair value accounting, which perhaps along 
with what Mr. Marzol has also suggested, give us a more, true re-
flection of what this is affecting and the cost to the American tax-
payer. With that, I see my time is up now. 

Chairman NEUGEBAUER. I thank the gentleman. And now the 
gentlelady from Arizona, Ms. Sinema, is recognized for 5 minutes. 

VerDate Nov 24 2008 17:20 Jun 24, 2013 Jkt 080876 PO 00000 Frm 00040 Fmt 6633 Sfmt 6633 K:\DOCS\80876.TXT TERRI



35 

Ms. SINEMA. Thank you, Mr. Chairman. Actually, I don’t have 
any questions. And that might make me the most popular member 
of the subcommittee today, actually. 

[laughter]. 
Thank you. 
Chairman NEUGEBAUER. With that, we will recognize Mrs. 

Beatty for 5 minutes. 
Mrs. BEATTY. Thank you, Mr. Chairman, and Mr. Ranking Mem-

ber. First, let me thank all of the panelists who joined us today as 
we look at your perspectives on how to reform FHA. We have obvi-
ously had a number of these meetings, and we have had our Direc-
tor from FHA come in and provide us highlights. 

In listening and reviewing your materials, I think many of you, 
and especially as I look at the document from you, Mr. Kelly, let 
me thank you for the third paragraph on page 2, where you give 
us the 80-year history and what FHA has gone through from the 
Great Depression. 

And in that last line, you talk about it being a testament to its 
ability to meet the mission in these difficult economic times, that 
we weren’t there 4 years ago, when we were really in the height 
of it. 

So my question to you or any one or two of the other panelists, 
is I take a more laser focus on the mission of FHA, to serve those 
low- and moderate-income homeowners, often first-time home-
owners, and then for fun, let’s just throw in what happens when 
we look at a 620 credit score, or lower, because that is the popu-
lation in my district, when I look at having the richest and the 
poorest. 

For you, the question is, let’s focus on those who are on the lower 
end. In looking at, and listening to the testimony, what I would 
like to hear is, what one specific thing, assuming we are all in 
favor in keeping it to its mission, and only tweaking it, what is the 
one thing that you could give me, that you would support or sug-
gest to us, that we do for those low-income folks who aren’t going 
to have another opportunity? 

And certainly, we know that the housing market spurs the econ-
omy and I don’t think anyone here, and I don’t want to speak for 
you, would be against saying that this low- and moderate-income, 
first-time homeowner, who has had some life crises, as many of us 
might have had, should still deserve to have that opportunity to be 
insured for a home. What is it that you would do from your per-
spective? 

Mr. KELLY. I would tell you from my own experience, as I shared 
with the committee earlier, our company has built and developed 
a lot of first-time entry-level housing. We have used the FHA pro-
grams, often in conjunction with State and local programs. 

What I have viewed again, and this is anecdotal more than sci-
entific, my own experience is the fact that in every instance where 
we have done these programs, there has been a mandatory housing 
counseling component to that. I think you are also going to find 
that probably, fairly universal, with State housing finance agen-
cies, and their first-time homebuyer programs across the country. 

And I think if you look at the rates of foreclosures in those pro-
grams with State housing finance agencies, their portfolios are per-
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forming very well. I think it is very important that those who are 
unaccustomed to the obligations and responsibilities of buying a 
home and maintaining that home, understand what the total cost 
and real cost are for it, so they can prepare. 

Unfortunately, when they don’t get that counseling, many only 
think about the fact that they have to pay a mortgage. They have 
no idea that mortgage payments are going to include taxes and in-
surance escrows, and they don’t think about the cost of heating and 
cooling and maintaining the property. 

Mrs. BEATTY. Thank you. 
Mr. KELLY. The one thing I would say to your quote, what I 

think is at the root of your question is that recessions are hardest 
on those with the least means. And so if you are in a State that 
is dependent on manufacturing, for example, Ohio and Michigan, 
they got particularly gutted by the automobile industry. You find 
yourself unemployed, and you don’t have a lot of wealth in the 
bank to survive that period of unemployment. 

Your credit score is going to be hurt harder than those who have 
large amounts of inherited wealth, or relatives who help you out 
through those times. We do need to find a way to ensure that we 
have responsible access for consumers who don’t have those kinds 
of resources available to them, to get the advantages of home-
ownership, which is good for society, good for the community, and 
good for the economy. 

I think there are solutions that provide access. And one sugges-
tion is to consider ensuring that they have a debt-to-income ratio 
that allows for enough residual income after their fixed costs to 
cover their liabilities, not necessarily allow 50 percent back into 
that income ratio, which could be unsustainable for a person who 
has other marginal means for paying their monthly obligation, low-
ering that debt-to-income ratio to a more reasonable level, while 
not excluding them entirely from the opportunity for homeowner-
ship. It is a balance of sustainability and access that is critical to 
the market. 

Mr. THOMAS. I would follow up too, Congresswoman, that we 
want to make sure that FHA remains available and affordable to 
all classes. We don’t want to see the increase in cost or 
downpayments that will disenfranchise these borrowers. If it was 
raised to 5 percent down, that would disenfranchise 300,000 bor-
rowers a year. 

Chairman NEUGEBAUER. I thank the gentlewoman, and now the 
gentleman from Mr. Ohio, Mr. Stivers, is recognized for 5 minutes. 

Mr. STIVERS. Thank you, Mr. Chairman, and I want to thank the 
witnesses for being here today. I also want to thank the chairman 
for calling this very important hearing on how we can shore up 
FHA because to my fellow Ohio Congresswoman, FHA does have 
an important mission, and we want to make sure they are there 
to perform that mission. 

But I have heard some things that you have pretty much all 
agreed on today. Number one, and I will call it a consensus, there 
seems to be some mission conflict, and there seems to be a discus-
sion about when it is appropriate to deal with that. FHA has to do 
a better job of allocating resources to risk management. They need 
to at least look at risk-sharing. 
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They need to do something with risk-based pricing and they need 
to do something with their risk exposure and decide what level 
they feel comfortable insuring, and I think all these things together 
can move us forward, and so I am going to ask some questions on 
each one of those things in turn, with regard to mission conflict, 
and my predecessor just talked a lot about how important FHA is 
to low-income folks. 

But I saw a recent study from the George Washington University 
School of Business which showed that 30 percent of FHA loans 
were going to families making more than 115 percent of the aver-
age median income, and I guess something looks like it is missing 
to me, and I will ask this question to Mr. Stevens, but why does 
FHA not have an income limit? 

There is a limit on the home price, there is a limit on lots of 
things but if it is really a mission geared toward low- and mod-
erate-income buyers, why don’t we look at some type of cap on how 
much folks can make and be eligible? 

Mr. STEVENS. Congressman, I think virtually every economist— 
and I am not one—would agree and have advised over time that 
income is a better measure for an FHA program. The challenge is 
if we want a market that functions, income is one of the most dis-
puted measures when it comes to backing up representations and 
warrantees. 

So if you put a minimum income, a maximum income level for 
a particular community, and an underwriter and a lender is under-
writing, a self-employed borrower who has a part-time job as well, 
and there is a dispute ultimately upon default, as to what income 
level was used, that can become a problem. 

And I would just tell you anecdotally, I ran a large financial in-
stitution, and I brought 20 underwriters into a room. I handed 
them each a thick pair of tax returns, a set of tax returns. I had 
them all underwrite the same return separately, and then put their 
number on the white board in front of the room. And I had about 
12 different numbers out of that group of underwriters. 

And that is the risk we ultimately create for the lending commu-
nity to advance capital. I think loan limits have become a proxy for 
that. 

Mr. STIVERS. Can I ask you, so you are the head of the Mortgage 
Bankers Association, do your members use income in their under-
writing? 

Mr. STEVENS. They do. 
Mr. STIVERS. Should it be considered, maybe not a hard limit, 

but shouldn’t it be considered as a component? 
Mr. STEVENS. Again, I agree underwriting— 
Mr. STIVERS. It is— 
Mr. STEVENS. —the loan income level is the better and more ac-

curate variable to ensure access to homeownership measures, and 
if it can be done with precision, in a way that can be implemented 
in the— 

Mr. STIVERS. Sure. 
Mr. STEVENS. —housing and system, we would absolutely be 

open to that. 
Mr. STIVERS. Does anybody disagree that FHA should spend 

more time and resources on their risk management? If they are 
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going to do that, they need to make sure they have the money, and 
I would just tell you that FHA does not charge the maximum pre-
mium allowed by law. 

But let’s move to the next topic that relates directly to that, and 
that is risk-based pricing, and I do have a question, sort of for Mr. 
Thomas, although kind of for Mr. Kelly. A lot of people brought up 
risk-based pricing. Mr. Thomas, in your testimony, you talked a lot 
about the problem with condominiums and I recognize that prob-
lem. 

But to the extent there is a problem there, would—and I know 
the REALTORS®, the organization you represent hates increasing 
FHA premiums or dislikes it. But would you rather have the ability 
of people who need condos to buy them at a risk-based premium, 
or have the current rules on condos? 

Mr. THOMAS. The interesting thing is that condos actually per-
form better than single-family homes. 

Mr. STIVERS. Sure. 
Mr. THOMAS. And condos are also typically the entry point into 

housing. So, we need to make sure that is available to them and 
currently, with some of the things that FHA requires of condo asso-
ciations, the condo associations are not renewing their ability to 
have FHA loans in their complexes. So there are a lot of problems 
around the FHA in the condo area, and that is just one of them, 
Congressman. 

Mr. STIVERS. It looks like my time is up. I will yield back and 
hope for a second round of questions. 

Chairman NEUGEBAUER. Thank you. Now the gentleman from 
California, Mr. Royce, is recognized for questions. 

Mr. ROYCE. Thank you, Mr. Chairman. And let me start with Mr. 
Marzol. In your testimony, you describe a resurgence of capital to 
the private mortgage insurance industry, $2 billion raised this 
year. 

What is the state of the industry? How many companies are cur-
rently offering coverage? And do you expect more capital to be 
raised in the near term? 

Mr. MARZOL. —actually, the question comes at a good time. I 
think there have been some very positive developments in terms of 
the state of the industry, and there are six or seven, I think, active 
companies. I should probably go through and name them all. 

Mr. ROYCE. No, no, no, don’t do that. 
Mr. MARZOL. I— 
Mr. ROYCE. Spare me that. 
Mr. MARZOL. But the question comes at a good time. The indus-

try has, and companies have had access to capital. There is another 
new entrant which came into the market this year, along with 
Essent having come into the market a couple of years ago. Another 
large corporation announced the acquisition of a smaller industry 
company in an attempt to turn that company into a full service 
provider. 

Mr. ROYCE. —so— 
Mr. MARZOL. Our feeling is that the capital markets are open 

now for mortgage insurers to raise capital. 
Mr. ROYCE. What is the number one thing Congress can do to en-

sure that capital gets off of the sidelines? 
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Mr. MARZOL. I think capital comes where it thinks it sees busi-
ness opportunity and need. Things have been moving in the right 
direction, and I think the extent that Congress continues to take 
steps that signals that there is demand and need for mortgage in-
surance in the system, like the risk-sharing idea that has been 
talked about. Those are the kinds of things that will be very help-
ful to continue to bring capital to the industry. 

Mr. ROYCE. You raised another issue, and it is one that I raised 
at the last hearing. You raised this issue on the impact of the QRM 
rule and Basel III capital rules on FHA’s attractiveness to lenders 
and to banks. I am very worried that the net impact of these rules 
is that government policies are going to steer borrowers to the FHA 
and further crowd out the private markets. 

So let me just ask you, what do you think needs to be done to 
change those proposed rules to ensure a level playing field for pri-
vate mortgage insurance? 

Mr. STEVENS. I think on Basel III, it would be any help that we 
could get, and we will make our own case, of course, to the bank. 
If there has been any help that we can get to persuade that private 
MI continues to be recognized for capital purposes, for banks, as-
suming that the MI is being provided by a financially sound mort-
gage insurance company. 

And then on risk retention, actually, our view is that the thing 
which would be most helpful would be to actually get mortgage in-
surance thought about the right way in the rule. And what I mean 
by the right way, is that private mortgage insurance is long-term 
risk retention. If we could get private mortgage insurance recog-
nized as long-term risk retention in the rule, then wherever lenders 
end up, potentially having to have a risk retention obligation, if 
they don’t have the capital and balance sheet to bear that risk, we 
would then be able to step and be that risk retention source for the 
lender. 

Mr. ROYCE. Okay. Thank you. I want to go to Mr. Stevens and 
ask a question about eminent domain, because these proposals 
have been under consideration in a number of States, certainly 
California being an example. These proposals would use the emi-
nent domain power to seize mortgages at a deep discount, and then 
refinance them using FHA insurance. Should FHA be used to back 
loans acquired through eminent domain? 

Mr. STEVENS. Thank you, Congressman. I believe strongly that 
the FHA should block the ability for eminent domain rules to use 
their insurance fund. Director DeMarco of the FHFA has said ex-
plicitly in a public statement that Freddie Mac and Fannie Mae 
will not be a source, as an outlet, for this eminent domain process 
and has gone further to say they may ultimately exclude financing 
being made available in those communities where eminent domain 
is used. 

That would leave the FHA solely there to be adversely selected 
by these communities and that should not be allowed. 

Mr. ROYCE. Do you want to jump in, too, on the QRM rule and 
the Basel III, Mr. Stevens? 

Mr. STEVENS. I think Adolfo’s point about recognizing other cred-
it enhancements in these rules is critically important. But I don’t 
think it is enough to recognize credit enhancements in QRM, be-
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cause still the cost of capital for a government guarantor is cheap-
er, and so if there is a downpayment threshold, even if a private 
credit enhancement is recognized, that ultimate cost of capital for 
the private credit enhancement won’t compete with a government- 
guaranteed credit enhancement. 

So, we really need to make certain that the QRM rule is defined 
as equaling the Qualified Mortgage rule and not set another bar-
rier in place that creates an additional cost for private capital to 
engage in the market. 

Mr. ROYCE. Thank you, Mr. Stevens. 
Chairman NEUGEBAUER. I thank the gentleman. The gentleman 

from California, Mr. Sherman, is recognized for 5 minutes, and my 
apologies for not acknowledging you before. 

Mr. SHERMAN. You got the State right. I want to pick up on what 
Mr. Royce had to say. I am a bit confused on what basis—I don’t 
know if the other side is represented here—someone would argue 
that private mortgage insurance is not a risk mitigant. 

How is it that the folks defining both QRM and Basel III would 
say, just ignore this? Does anybody have any insight into how these 
two regulatory processes are going the wrong way? I see nothing 
but heads shaking and I look forward to working with you and 
with others on this subcommittee to try to make sure that both 
processes recognize the obvious, which is, if you own a mortgage 
that is insured, you have less risk than if you have a mortgage that 
is not insured. Mr. Thomas, maybe you could tell us a little bit 
about what it is like in the marketplace? Is PMI now thought of 
as a way to help, making some headway, expanding its share? 

And particularly with regard to condominiums, it is difficult to 
get FHA insurance for condominiums. What role does private mort-
gage insurance play there? 

Mr. THOMAS. We are not seeing the private mortgage insurance 
back into the market back in a big way. We would love to see it. 
And we would love to see the lenders back in as they were before 
the crisis. 

But, the rules that are still out there, the QM, the QRM, and the 
Basel III, once those are finally finalized, I think we will then start 
to see the restructuring of our whole mortgage system, so that we 
understand where the rules are and everybody can play by them. 

The problem is now, the lenders are not ready to get back into 
the market until they know what the game is that they have to 
play. And so, we are seeing just a continuing tightening of credit, 
both from the availability of it, to the qualification of it. I tell any 
of the borrowers I deal with that they are going to go through an 
inquisition, not a normal process. 

And so, that is what the borrower is facing today. It is much 
more difficult than it needs to be, but a lot of it is because of the 
regulations and the unintended consequences of not knowing what 
they are going to be. 

Mr. SHERMAN. Does anyone else have a comment on what is ac-
tually happening in the marketplace? Yes? 

Mr. MARZOL. Just a comment. Individual markets are different, 
but the private mortgage insurance industry in 2012 did write $175 
billion of— 

Mr. SHERMAN. And that is a substantial— 
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Mr. MARZOL. —of insurers, and definitely were up from the bot-
tom when we were only at one time in 2010, I think between 4 and 
5 percent of the market. So we are a little bit of the invisible man 
of private capital in the mortgage market, but it is, it is not an in-
significant sum of mortgages that are getting access to mortgage 
credit with private capital on them through private mortgage in-
surance. 

Ms. WARTELL. Congressman— 
Mr. SHERMAN. Yes, go ahead. 
Ms. WARTELL. I think the one thing to remember is that FHA, 

with its premium increases has now, and for many loans, not all 
of them, gotten to the point where it is more expensive than many 
of the MI products. The real barrier, one of the real barriers for the 
MIs, strictly in the purchase money as opposed to refinance mar-
ket, is that they are limited to what the GSEs will purchase in 
much of their business. 

And so the dynamics here about where, how FHA market share 
can shrink and the MIs can grow, is not principally determined by 
FHA policy. There are other factors in the economy, including the 
regulation of the GSEs by the, in conservatorship. And so, I think 
we are getting— 

Mr. SHERMAN. So— 
Ms. WARTELL. —to a place that will be— 
Mr. SHERMAN. —if I can interrupt— 
Ms. WARTELL. —in that process. 
Mr. SHERMAN. —but we all want to see mortgage insurance play 

its role in the economy. We all want to see more private, less FHA, 
with returning FHA to more its traditional role, but ultimately, it 
is the lenders and the securitizers that control this process. 

And if you have the lenders affected by Basel III and QRM rules, 
that prefer FHA to private mortgage insurance, if you have Fannie 
Mae and Freddie Mac rules that prefer FHA to private mortgage 
insurance, then our whole goal of having private mortgage insur-
ance return to its traditional role is distorted. 

Ms. WARTELL. A level playing field is absolutely the goal and I 
think there is sometimes too much emphasis on making FHA 
change the rules to level up the playing field. And I think often it 
is these larger structural issues that are going to create the oppor-
tunity for us to see more private capital return. 

Mr. SHERMAN. I believe my time has expired, but I look forward 
to working with my colleagues to try to push the securitizers and 
those who draft QM and QRM and Basel III in the right direction. 

Chairman NEUGEBAUER. I thank the gentleman. And now the 
gentleman from Wisconsin, Mr. Duffy, is recognized for 5 minutes. 

Mr. DUFFY. First off, Mr. Kelly, did you want to make a final 
comment there? I see you had your hand up. 

Mr. KELLY. No, simply that I mentioned this earlier in the hear-
ing, that in response to Mr. Sherman’s question regarding what are 
we seeing, as I indicated, NAHB does a regular survey of its mem-
bers and asks questions regarding the challenges they face in pro-
ducing and selling homes, and the top of the heap at the moment 
is the credit access and availability and standards that their pro-
spective buyers face. 
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Mr. DUFFY. Thank you. I am one who supports the traditional 
mission of FHA. I think it is important, however, that we balance 
that traditional mission of FHA with securing American taxpayers 
from having to step in and bail out more housing programs. 

Last year, we were in the hole $688 million at FHA. We had a 
mortgage settlement of a billion dollars that was able to plug that 
hole, per Mr. Stevens’ insightful comments, the budget came out 
with a request for $943 million for FHA, right under a billion dol-
lars per year. 

To the point, a lot of us are concerned about the solvency of the 
program and taxpayers stepping in and bailing out the program. I 
think all of you on the panel had agreed that you are in favor of 
some form of risk sharing, is that correct? I think Mr. Neugebauer 
asked that question, and you all agreed to it. 

What kind of ratio do you think is appropriate? And I open it— 
is it 80/20, is it 50/50? 

Mr. STEVENS. Congressman, there are a couple of things that I 
would suggest. One is that FHA already has the authority to imple-
ment a risk-share pilot and that has not been done to date for a 
couple of reasons, but one of which is just resources to get it going. 

Mr. DUFFY. But what ratios? What kind of ratio do you have? 
Mr. STEVENS. The thing that I would suggest, and a ratio is a 

difficult one for the pilot, but I would suggest that we need to make 
sure that we do it in a way that doesn’t, that creates a clear mar-
ket where there is not an option other than risk-sharing and the 
FHA for the pilot. Because otherwise, the execution will never 
work, and the pilot won’t work, so— 

Mr. DUFFY. But you— 
Mr. STEVENS. —and I— 
Mr. DUFFY. —start off with, what, 10 percent as a goal, or some 

small percentage to test the pilot before you expand it? 
Mr. STEVENS. I think that is where you need to stop. 
Mr. DUFFY. I want to give everyone a chance to answer, but I am 

a little confused on why we are asking for a pilot? Isn’t our pilot 
the VA and isn’t the VA really a pilot program for us, and it has 
worked? Why do we have to do another pilot? If we are talking 
about pilots, I wish we would have talked about pilots with regard 
to Dodd-Frank, not FHA. 

But we have already tested it out with the VA. Why are you— 
it seems like we are kind of slow walking this thing a little bit 
when we have seen it tested, and we have seen it works. Why don’t 
we just do it? 

Mr. STEVENS. Sarah, do you want to take that? 
Ms. WARTELL. Well, a couple of things. First of all, VA is a much 

smaller program, and although it has a much lower default rate, 
the borrower pool that is eligible is different. They tend to have 
better FICO scores and there is a set of ways in which— 

Mr. DUFFY. By its very nature— 
Ms. WARTELL. —the VA has indirect— 
Mr. DUFFY. —the definition of a pilot, it is a smaller program. 
Ms. WARTELL. It is more than a smaller program. It has very dif-

ferent and targeted borrowers who are eligible, and most of us 
would not predict that you would see the same behavior and the 
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same performance on a pilot that was applicable to the entire FHA 
borrowers. 

Mr. DUFFY. What leads you to believe that? 
Ms. WARTELL. Because the borrower is in VA, first of all, they 

are all military and eligible through their service in the military. 
There are ways in which they may have lost some eligibility for 

other VA benefits, if they fail to perform on their FHA, which cre-
ates a different incentive for them to perform on their loans, and 
they also tend to be concentrated in particular markets where some 
of the risks that FHA has borne aren’t there. So if this were ex-
panded to the FHA’s traditional markets, you may see very dif-
ferent performance. 

That is why we would propose taking an FHA-eligible borrower, 
and find ways to share risk. In many loans, it is not risk sharing 
at all, because it is a 25 percent top loss coverage, and many of us 
would propose that FHA design a real true sharing of risk through 
the borrower, to align incentives better between the insurer and 
FHA. 

Mr. DUFFY. I appreciate your quick answer, getting it all in 
there. Maybe we can continue a dialogue on it. There are some 
more questions I have on the pilot program. In regard to premium 
increases, we are at 1.35 percent, we have a cap of 1.5 percent, so 
we are not there yet. 

But I think you all indicated that you support the legislation that 
passed last year which would bring us up to a cap of 2.05 percent. 
Do you all support raising that percentage, where you pass the 1.5 
percent, something closer to the 2 percent that was in the legisla-
tion that you all said you support? Anybody? My time is up, but 
I am not getting called, so I am going to ask you to answer the 
question. 

Mr. STEVENS. Congressman, the one thing I would say is that 
FHA, the good news is FHA has risen their premiums, raised their 
premiums multiple times and it wouldn’t— 

Mr. DUFFY. And it hasn’t— 
Mr. STEVENS. —they wouldn’t have that— 
Mr. DUFFY. —and it hasn’t worked yet, we are— 
Mr. STEVENS. —they wouldn’t have— 
Mr. DUFFY. —still short. 
Mr. STEVENS. —that capability if they hadn’t done it here, they 

just raised premiums April 1st by another 10 percent and our, and 
application activity was in the FHA, dropped 14 percent this last 
week. We are already losing share as a result of raising those. 

Mr. DUFFY. A $943 million shortfall this year. So I guess— 
Ms. WARTELL. It is on the HECM program. 
Mr. DUFFY. Go ahead. What is that? 
Ms. WARTELL. The shortfall this year has to do with losses on 

loans that they have already insured, and the predicted perform-
ance— 

Mr. DUFFY. Are you— 
Ms. WARTELL. —of the forward-looking— 
Mr. DUFFY. —are you calling Mr. Stevens out for his performance 

at a— 
[laughter]. 
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I will yield back and maybe we can we can chat further on this 
at some other time. 

Chairman NEUGEBAUER. I thank the gentleman, and now the 
gentleman from Delaware, Mr. Carney, is recognized. 

Mr. CARNEY. Thank you, Mr. Chairman, and thank you for giv-
ing me an opportunity to ask a few questions and to welcome my 
friend Kevin Kelly at the outset. I am not a member of this sub-
committee, but I have to tell you, this hearing has been great. 

It has been very thoughtful, a great discussion. Starting off with 
your questions, Mr. Chairman, and there was quite a bit of agree-
ment among the panelists which is not something that we often see 
in this hearing room, and it was really good to see, for me. 

Mr. Kelly knows that we have something in Delaware that we 
call the ‘‘Delaware way.’’ And when we have a problem, we kind 
of put our political differences aside, we get the experts in the 
room, and we try to figure out how to address the problem. 

It seems like if we did that here, on this issue, how to reform 
the FHA, we could put this panel together, maybe add some other 
folks and you all could write legislation that would represent a con-
sensus among your groups. 

And I know we have done that in Delaware. We have done it on 
occasion where Mr. Kelly has led those kinds of initiatives and I 
just throw that out there as a suggestion, maybe to bring the Dela-
ware way to resolve some of the differences we have around these 
issues here over the FHA and the reforms that are necessary. 

We very much appreciate all your input. I had to leave, and I 
really apologize for that. I don’t know if you had any discussion 
about the GSE reform, but I would be particularly interested in 
hearing your perspective on what we should do. 

The President asked us, a couple of years ago, actually Secretary 
Geithner came here to this committee with their White Paper, 
which included a continuum from complete privatization to some 
sort of public/private partnership there, and I would be interested 
if any of you have some—Ms. Wartell is leaning forward. I suspect 
she has some views and I would her first, my friend Mr. Kelly, and 
Mr. Stevens, and anyone else who would like to add your thoughts 
on that? Thank you. 

Ms. WARTELL. Clearly, it is appropriate for the Congress to rem-
edy some of the failures of the past in the GSEs. That means that 
we should not have an unpriced and unpaid-for implicit guarantee. 

We need the government’s role to be limited to stand behind pri-
vate capital, to be priced and paid for in some kind of catastrophic 
risk insurance fund, which will—and I think over time, that fund 
should stand behind a smaller portion of the market and gradually 
be phased out over time. 

The mechanism by which private capital can stand ahead of the 
taxpayers in that, I think can be diverse, but they—we don’t—the 
advances made by FHFA in creating a new securitization platform 
means that we can separate what the GSEs have been doing be-
tween securitization and credit enhancement, and come up with a 
way to ensure that there is well-capitalized entities with access to 
capital market mechanisms to stand ahead of the tax— 

Mr. CARNEY. Does the Urban Institute have a proposed solution 
or on— 
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Ms. WARTELL. I am working on a proposal that may come out in 
some weeks with some bipartisan colleagues. 

Mr. CARNEY. Thank you very much. Mr. Kelly? 
Mr. KELLY. Thank you, Congressman. NAHB has taken a posi-

tion and I will reiterate it that we believe the most effective means 
of benefiting the taxpayer is a comprehensive reform, both to FHA 
as I said earlier in my remarks, as well as GSE reform. That— 

Mr. CARNEY. And we have heard that from many people who 
have come before our committee to do it— 

Mr. KELLY. And— 
Mr. CARNEY. —in a comprehensive way. 
Mr. KELLY. And we always encounter the law of unintended con-

sequences. We think the mortgage finance system in America is in 
need of a holistic reform. We are in favor of reforming Fannie Mae 
and Freddie Mac. That should be done. We think that is a para-
mount concern. But we, again, think FHA reform should march 
along at the same time. 

With that said, we are emphatic in our position that it is essen-
tial that there be a government backstop, back in the primary and 
secondary mortgage markets to ensure continued access to credit 
for all homebuyers. 

Mr. CARNEY. Thank you—please. 
Mr. THOMAS. Yes. The National Association of REALTORS® has 

had a White Paper out for about 3 years on this, and I think if you 
read through it, you will see that we agree that there still needs 
to be a Federal backstop, and we need to have access to capital in 
any kind of a market. 

But there are many things that need to be contemplated in a re-
form of the GSEs and we are in support of that, and if you read 
through our White Paper, you will see that. 

Mr. CARNEY. Thank you very much, Mr. Stevens? 
Mr. STEVENS. The only thing I would say is, we have a White 

Paper out also. All of our papers generally recommend the same 
relatively similar construct. In fact, the BPC is in all that— 

Mr. CARNEY. So why is it so hard for us? 
Mr. STEVENS. We believe strongly that we have to start taking 

steps in that direction, having these institutions perpetually on, in 
conservatorship is untenable. They are controlling 70 percent of the 
liquidity in the housing finance system today. The decisions they 
make are extraordinarily impactful. 

The housing finance, both in terms of the government’s role and 
the private sector’s role and we really would encourage steps now 
while interest rates remain low, while the market’s in recovery, to 
deal with the future of the state of these two institutions in an or-
ganized way, because if we fail to do so, down the road when rates 
rise and tinkered with guaranteed fees for legislative purposes and 
otherwise we will be in a much worse position. 

So doing this now, we—in an organized way, is very important. 
Mr. CARNEY. I see my time has long expired. I appreciate the 

chairman for his forbearance and I will look at your White Papers, 
and I may call you and we can discuss it further. Thank you very 
much, Mr. Chairman. 

Chairman NEUGEBAUER. I thank the gentleman and I thank our 
panelists. I think we have had a good discussion today, with a lot 
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of good ideas. I would just encourage the panel and the groups that 
you recommend that we are—the next step in this process is to 
begin to take some of these ideas and to put them into some sort 
of an action plan, which would probably be some legislative reform. 

If you have any other ideas—we don’t want to just limit it to the 
ones that you had today. As this debate begins to unfold, if you 
have thoughts and ideas, we certainly would welcome them. 

The Chair notes that some Members may have additional ques-
tions for this panel, which they may wish to submit in writing. 
Without objection, the hearing record will remain open for 5 legis-
lative days for Members to submit written questions to these wit-
nesses and to place their responses in the record. Also, without ob-
jection, Members will have 5 legislative days to submit extraneous 
materials to the Chair for inclusion in the record. 

And without objection, this hearing is adjourned. 
[Whereupon, at 2:20 p.m., the hearing was adjourned.] 
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