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LEGISLATIVE PROPOSALS TO END
TAXPAYER FUNDING FOR INEFFECTIVE
FORECLOSURE MITIGATION PROGRAMS

Wednesday, March 2, 2011

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

The subcommittee met, pursuant to notice, at 2 p.m., in room
2220, Rayburn House Office Building, Hon. Judy Biggert [chair-
woman of the subcommittee] presiding.

Members present: Representatives Biggert, Hurt, Miller of Cali-
fornia, McHenry, Dold; Gutierrez, Waters, and Sherman.

Also present: Representative Green.

Chairwoman BIGGERT. The Subcommittee on Insurance, Housing,
and Community Opportunity will come to order for a hearing enti-
tled, “Legislative Proposals to End Taxpayer Funding for Ineffec-
tive Foreclosure Mitigation Programs.”

Thank you all for being here in these tight quarters. Unfortu-
nately, this hearing was put on the schedule rather late, so we are
in the second hearing room. The reason that I am starting now,
and the ranking member and I waived our opening statements, is
because we are going to have votes. In fact, we expected them at
quarter to one, and then we are expecting another series of votes,
so the more that we can accomplish right now, the better.

So I am just going to start with the witnesses, and I would like
to welcome them. And members will be always welcome to submit
their statements for the official hearing record, but we will imme-
diately proceed to our panel of witnesses.

Our first witness is the Special Inspector General for the Trou-
bled Asset Relief Program, Neil Barofsky.

Inspector General, I understand you are retiring from your post,
so I would like to thank you for your service and wish you the best
in your future endeavors.

Mr. BAROFSKY. Thank you.

Chairwoman BIGGERT. And next, we will hear from HUD FHA
Commissioner David Stevens. Welcome back. Also from HUD, our
third witness is the Assistant Secretary for Community Planning
and Development, Ms. Mercedes Marquez.

Our fourth witness is the U.S. Government Accountability Office
Director of Financial Markets and Community Investment, Mat-
thew Scire. And our final witness is Ms. Katie Jones, who is an An-
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alyst in housing policy with the Congressional Research Service of
the Library of Congress.

So welcome, all of you.

And, Inspector General, you are recognized for 5 minutes for
your statement.

STATEMENT OF THE HONORABLE NEIL BAROFSKY, SPECIAL
INSPECTOR GENERAL, TROUBLED ASSET RELIEF PROGRAM
(SIGTARP)

Mr. BAROFSKY. Thank you, Madam Chairwoman.

Chairwoman Biggert, Ranking Member Gutierrez, and members
of the subcommittee, it is a privilege to appear before you today to
testify about the HAMP program. HAMP, of course, arose out of
the Emergency Economic Stabilization Act.

Chairwoman BIGGERT. If you would suspend for a moment—

Please put those posters down; that is against the decorum in
our hearings. Thank you.

I am sorry about that. Please continue, Inspector General.

Mr. BAROFSKY. Sure.

HAMP, of course, arose out of the Emergency Economic Sta-
bilization Act’s requirement that TARP be used not just to benefit
the Wall Street banks, but also Main Street through a specific goal
of preserving homeownership. Unfortunately, since HAMP’s an-
nouncement 2 years ago that it would help up to 3 to 4 million
struggling homeowners achieve sustainable permanent modifica-
tions, the numbers have been nowhere close, with fewer than
540,000 permanent modifications to date.

Five weeks ago, in testifying before the House Oversight Com-
mittee, I was asked the same question that is the subject of this
hearing, whether given the disappointing results of HAMP, the pro-
gram should be terminated. At that time, I thought this conversa-
tion was premature and that Treasury should be given an oppor-
tunity to respond to what had become bipartisan criticism and con-
cern that the program was failing to do two things: one, set forth
its plan on how to revamp the program so it could meet those im-
portant TARP goals of preserving homeownership; and two, finally
answering the question that needs to be answered for there to be
any true discussion about whether to continue this program or not,
which is how many people Treasury expects to help through this
program with sustainable permanent modifications.

Unfortunately, since that hearing Treasury has done little to ad-
dress these concerns. On the one hand, Secretary Geithner has ac-
knowledged that the program will come nowhere close to meeting
its original expectations and that the program itself suffers from a
major design flaw in that the incentives for the servicers are insuf-
ficient to overcome the conflicts of interest that are inherent in the
program as Treasury designed it.

But rather than then build on this belated recognition of failure,
Treasury continues to celebrate the status quo. Last week, to an
applauding crowd of mortgage servicers, one Treasury official con-
firmed that there would be no meaningful change or changes in the
HAMP program and that all that would be done is tweaks around
the program’s edges.
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Since then, other Treasury officials, seemingly on a daily basis,
have been issuing defenses of the program, saying that it has been
successful, citing ever-changing goals and milestones that are
meaningless and misguided.

Even more disturbing is Treasury’s continued and inexplicable
failure of transparency in identifying how many people it expects
this program will help over the course of its life span. Steadfastly
refusing to do so for more than a year, this past December, the
Congressional Oversight Panel (COP) tried to fill the void by pro-
viding its own estimate of 700,000 to 800,000 modifications over
the life of the program.

But since that past hearing, rather than issue its own numbers,
its own estimate of the total number of people who would be
helped, Treasury has done something astonishing. In a written re-
port to Congress, it suggests both that the COP’s estimate of
700,000 to 800,000 is accurate and also the number might be twice
that amount. Another Treasury official testifying before the sub-
committee only stated that the program would help as many people
as it could. Treasury’s refusal to be transparent about the number
of people it expects to help does it no service, and merely fuels the
concerns and suspicions of those seeking to terminate the program
and providing for those who would otherwise seek to defend it, de-
priving them of the necessary tools to respond.

So here we are 2 years later with now basically universal and bi-
partisan agreement that the HAMP program is failing to meet
TARP’s goal of preserving homeownership, with Treasury standing
alone as the defender of the status quo.

In fact, this past week, one senior Treasury official, in declaring
the program a success, was citing to its otherwise disappointing
rate of conversion from trial modifications to permanent—this, the
conversation rate and tried to defend it by comparing it to a base-
ball player and said that if a baseball player hit for a 330 average,
that would be successful, so therefore the HAMP program has been
successful.

Now, to be sure, for those people, proportionately few, who do re-
ceive sustainable permanent modifications, they will receive a ben-
efit under this program. But these type of flip statements and com-
parisons demean the real harm that is suffered by many of the
more than 800,000 families who have seen their modifications ter-
minated under the HAMP program and the up to 2.3 to 3.3 million
families who might have been reached by this program if only it
had been better designed, better managed, and better executed by
the Treasury Department.

I thank you for this opportunity to testify, and I look forward to
answering any questions you have.

[The prepared statement of Inspector General Barofsky can be
found on page 30 of the appendix.]

Chairwoman BIGGERT. Thank you very much.

I now recognize Commissioner Stevens for 5 minutes.
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STATEMENT OF THE HONORABLE DAVID H. STEVENS, ASSIST-
ANT SECRETARY FOR HOUSING AND COMMISSIONER OF
THE FEDERAL HOUSING ADMINISTRATION, U.S. DEPART-
MENT OF HOUSING AND URBAN DEVELOPMENT (HUD)

Mr. STEVENS. Thank you, Chairwoman Biggert, Ranking Member
Gutierrez, and members of the subcommittee. Thank you for the
opportunity to testify here today. I am pleased to discuss the Ad-
ministration’s programs designed to help families and the housing
market recover from the economic crisis.

First, let me speak briefly about the progress of the recovery. As
you know, when home prices were falling every month for 30
straight months when President Obama took office, the Adminis-
tration had no choice but to take action.

The results are clear. Monthly foreclosure starts are down more
than 30,000 a month from this time a year ago. More than 4.1 mil-
lion distressed home borrowers have received mortgage assistance
since April of 2009, including HAMP modifications, FHA loss miti-
gation activities, and voluntary private efforts as part of the HOPE
NOW Alliance, more than twice the number of foreclosures com-
pleted during that time. Still, the housing market remains fragile.
Where the crisis was initially driven by defaults created by risky
subprime loans, today unemployment and negative equity are the
main drivers of foreclosures. To respond to these new challenges,
the Administration has unveiled new tools, two of which I would
like to talk about today.

The first is the FHA short refinance program to help some of the
estimated 1.5 million borrowers who owe more on their mortgages
than their homes are worth. Making matters worse, these bor-
rowers often can’t move to find a new job or refinance their loan
into a lower payment, because their house is underwater.

Through the program, a targeted group of borrowers who are cur-
rent on their mortgage payments, will have an opportunity to have
their loans modified or refinanced into a sustainable FHA fixed-
rate mortgage.

To qualify, the existing first lien holder must write down at least
10 percent of the unpaid principal balance. Then the borrowers are
able to refinance an underwater, non-FHA insured mortgage into
an FHA-insured mortgage at 97.75 percent of the home’s value. As
a result, the vast majority of the program’s cost is borne not by the
faxpayer, but by the investors and institutions which own these
oans.

While we have faced some initial implementation challenges,
with Wells Fargo, Citi Mortgage, and GMAC Ally having just an-
nounced they will soon begin short refinance pilots and several
other major lenders indicating they will begin participating this
year, we expect to see some progress in the months ahead.

What first started with the foreclosures from bad loans has now
transitioned into issues with unemployment and negative equity.
As we work to help homeowners who have watched the value of
their homes plummet during this crisis, the Administration is
working to help families who are facing foreclosure through no
fault of their own, because they have lost their jobs.

In October, we announced the emergency homeowners loan pro-
gram, a $1 billion initiative authorized by Congress to provide a
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zero interest, forgivable bridge loan of up to $50,000 to as many as
30,000 distressed borrowers in 32 States and Puerto Rico. This pro-
gram is designed to bring the homeowner current on their mort-
gage and then provide additional assistance to reduce the monthly
payments to affordable levels. Assistance terminates when the bor-
rower’s income is restored to 85 percent of their pre-crisis levels.

Once assistance is complete, the loan will be secured by a junior
lien against the homeowner’s principal residence. Created by the
Dodd-Frank Wall Street Reform bill, this program complements the
Treasury Department’s hardest hit fund and will be administered
through two delivery channels: individual State agencies for States
with similar programs in place; and through a network of intake
and housing counseling agencies designed by NeighborWorks
America.

Madam Chairwoman, I would like to be the first to acknowledge
that it is taking longer to implement the program than we had ex-
pected due to challenges that are unique to it. But I would note
that the emergency home loan rule and notice have been sent to
the Federal Register and are now publicly available on the HUD
Web site.

HUD is currently working to sign cooperative agreements with
key program partners including NeighborWorks and those substan-
tially similar States. And this spring, we hope to provide informa-
tion as to when, where, and how borrowers can apply for the
NeighborWorks Program.

These initiatives supplement a variety of programs already in
place to continue our Nation’s economic recovery. Mark Zandi of
Moody’s Analytics said just recently that not only have the Admin-
istration’s collective efforts to date helped to stem the vicious cycle
of steadily declining home prices that was leading to escalating
loan defaults when we took office, but also stated “any further price
declines could be forestalled to an additional 500,000 solid modi-
fications over the coming year” and that these kind of approaches,
particularly principal write-downs represent a key to getting there.

Of course as President Obama has pointed out, we cannot pre-
vent every foreclosure, nor would it be responsible to assist every
borrower who bought more than they could afford. But those aren’t
the families these efforts assist. Rather, they are tailored to assist
responsible borrowers who are at risk of foreclosures through no
fault of their own, whether they have lost their jobs due to this re-
cession or because they have seen their property values collapse.

That is why the Administration is opposed to all four bills that
are the subject of this hearing, and it is why I urge Congress to
instead support our efforts and help us improve them. Thank you
for the opportunity to testify before you today.

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

Chairwoman BIGGERT. Thank you. We have had a roll call, but
we will try and do one more testimony before we run off like lem-
mings to the House Floor.

Next, we have the Honorable Mercedes Marquez.
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STATEMENT OF THE HONORABLE MERCEDES M. MARQUEZ,
ASSISTANT SECRETARY, COMMUNITY PLANNING AND DE-
VELOPMENT, U.S. DEPARTMENT OF HOUSING AND URBAN
DEVELOPMENT (HUD)

Ms. MARQUEZ. Chairwoman Biggert, Ranking Member Gutierrez,
and members of the subcommittee, thank you so much for the op-
portunity to testify today in support of the Neighborhood Stabiliza-
tion Program.

Let me start by clarifying that the NSP Program is not a fore-
closure prevention program, but rather a tool to help communities
address and mitigate the negative effects that vacant, abandoned,
and blighted properties have on neighborhoods and property val-
ues.

While monthly foreclosure starts are down more than 30,000 per
month from the same time 1 year ago, the housing market remains
fragile. Neighborhood stabilization investments are important be-
cause they prevent further decline. Since 2008, HUD, NSP grant-
ees, and a range of private sector and nonprofit partners have
worked together to craft distinctive, market-oriented responses that
stabilize and improve neighborhoods while these dollars often turn
foreclosed and abandoned properties into affordable rental housing
that families need and shore up the equity of neighboring home-
owners in these communities.

I am responsible for overseeing all three rounds of Neighborhood
Stabilization Program funds, including: the initial $4 billion pro-
gram established by HERA in 2008; $2 billion for NSP2 appro-
priated by the Recovery Act; and the $1 billion for NSP3 included
in Dodd-Frank. All told, we expect the $7 billion in Neighborhood
Stabilization Funds to impact 100,000 properties in the Nation’s
hardest-hit markets and with grantees reporting that more than
36,000 of these properties are under construction, we are more
than a third of the way there.

While 100,000 properties may seem small by comparison to the
millions of foreclosures we have seen in recent years, the targeted
nature of these allocations, and the statutory requirement that
grantees focus their funds on areas with the greatest need, has en-
abled NSP to not only impact those homes and neighborhoods
where the funds are invested, but to produce a multiplier effect
ic{hat impacts our local, regional, and even national housing mar-

ets.

I am pleased to report that the funds have been well-managed,
both at the Federal and local levels. To date, HUD has obligated
signed grant agreements with States, local governments, and non-
profits for 100 percent of NSP1 and NSP2 dollars and we expect
the NSP3 funds by the end of this month.

Indeed, the 99.6 obligation rate for NSP1 grantees at the 18-
month deadline speaks to the commitment and tenacity of commu-
nities across the country, even during a difficult budget environ-
ment and to CPD’s NSP technical assistance effort, which ensured
accountability of these funds by helping grantees assess their mar-
kets and retool their efforts to produce the biggest impact with the
minimum taxpayer investment.

Most important of all, Madam Chairwoman, these efforts are pro-
ducing results. To date, communities using NSP1 have produced
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more than 5,300 rehabilitated or newly constructed homes, more
than 6,000 households have received direct homeownership assist-
ance to acquire formerly foreclosed or abandoned properties, and
more than 9,700 blighted properties have been demolished and
cleared.

But statistics alone don’t capture the impact this program is ac-
tually having. In Cleveland, Ohio, NSP funds have made a huge
difference in helping reduce vacancy rates. Despite an estimated
18,000 vacant properties, NSP has helped Cleveland reduce the va-
cancies in one East Side neighborhood by nearly 40 percent in the
last 2 years. At the same time, this helped responsible homeowners
like Millie Davis, who recently earned her Master’s Degree in
Urban Planning from Cleveland State University, buy a home clos-
er to where she works and invite her mom to live with her.

Or Lee County, Florida, one of the regions hardest hit by fore-
closures with over 2,600 foreclosure filings per month at one point.
Lee County not only used their NSP dollars to help its communities
come back to life, they have also partnered with the sheriff’'s de-
partment there to create a weed-and-seed program to reduce crime
in these areas.

One hardworking nurse, Priscilla Hardaway, was paying more
than $1,000 in monthly rent when she learned about the NSP pro-
gram. Because of NSP, she purchased a home, and now affords a
mortgage of $528 per month, a dramatic savings.

Madam Chairwoman, I believe these two examples illustrate the
impact this investment is having: helping stabilize hard-hit com-
munities; creating sustainable homeownership opportunities for re-
sponsible homeowners; and stabilizing or raising property values
for families who have lost so much over these past few years
through no fault of their own.

These are the kinds of values we want our housing market to
support in the years ahead: more affordability; more sustainability;
and more transparency and accountability when it comes to tax-
payer dollars. That is the difference this program is making and,
with your partnership, will continue to make in the coming
months. That is why I am here to support this program and to
stand against the four bills.

Thank you again for this opportunity to testify, and I look for-
ward to answering your questions.

[The prepared statement of Assistant Secretary Marquez can be
found on page 46 of the appendix.]

Chairwoman BIGGERT. Thank you. I think we have time for one
more, since we have 10 minutes.

Mr. Scire, please proceed for 5 minutes.

STATEMENT OF MATTHEW J. SCIRE, DIRECTOR, FINANCIAL
MARKETS AND COMMUNITY INVESTMENT, U.S. GOVERN-
MENT ACCOUNTABILITY OFFICE (GAO)

Mr. SciRe. Thank you. Chairwoman Biggert, Ranking Member
Gutierrez, and members of the subcommittee, thank you for the op-
portunity to discuss GAOs assessments of Treasury’s Making Home
Affordable Program including its loan modification program called
PAM.
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It has been over 2 years since Treasury first announced the
Home Affordable Modification Program with the promise of helping
3 to 4 million homeowners in danger of losing their homes. Since
then, 1.7 million homeowners have been offered to file mortgage
modifications, and in December there were 522,000 active, perma-
nent modifications.

However, the number of homeowners who face foreclosure re-
mains high. As of December, about 3.7 million mortgages were 90
or more days delinquent or in the process of foreclosure. That rep-
resents more than a fourfold increase over the number of such
mortgages in 2005. Put another way, over 8 percent of all mort-
gages face the prospect of foreclosure.

We reported in July of 2009 and in June of 2010 on the chal-
lenges that Treasury and servicers faced in implementing the
HAMP program, and the challenges that distressed homeowners
faced using it. Later this month, we will report on the continuing
challenges Treasury faces in its efforts to modify mortgages or oth-
erwise help homeowners through its Making Home Affordable Pro-
gram.

We also will report on the outcomes of borrowers who were either
denied or fell out of Treasury loan modifications. At the outset, I
think it is important to note that Treasury’s HAMP program is
part of an unprecedented response to a particularly difficult time
in our Nation’s mortgage market. The Emergency Economic Sta-
bilization Act called for Treasury to, among other things, preserve
homeownership and protect home values, and HAMP continues to
be Treasury’s cornerstone effort for doing this.

However, more than a year after Treasury’s initial announce-
ment of HAMP and the goal of bringing consistency to foreclosure
mitigation, we reported last June that servicers continued to treat
borrowers seeking to avoid foreclosure inconsistently, in part be-
cause of a lack of specific guidance from Treasury.

Servicers used different definitions for determining whether a
homeowner was in imminent danger of default. Servicers also var-
ied in their message for ensuring compliance with program require-
ments. We also found that Treasury had not specified consequences
or remedies if servicers do not comply with program requirements
and has yet to do so.

We recommended that Treasury take a number of steps to im-
prove program transparency and accountability, but it has not fully
implemented these measures. We also noted that as Treasury con-
tinued to design and implement new HAMP programs, including
the Principal Reduction and Foreclosure Alternatives Program, it
would be important to develop sufficient capacity to establish
meaningful performance measures and make appropriate risk as-
sessments.

In our ongoing work, we find that these newer efforts, along with
the second lien program, have gotten off to a slow start with lim-
ited activity reported to date. The slow pace was due to several rea-
sons and Treasury has taken steps to address many, but the poten-
tial effects of these changes remain to be seen. We believe there is
more that Treasury could do. Treasury could do more to ensure
that servicers have capacity to undertake these added responsibil-
ities. Treasury could also do more to establish goals and effect the
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performance measures for these programs as we recommended last
June.

Finally, to better understand the outcome for borrowers that
HAMP was unable to help, we surveyed six large HAMP servicers.
We found that borrowers denied HAMP modifications most often
became current at the time of our survey. Those who fell out of
modification most often were in the process of or had received a
proprietary modification.

And those borrowers who defaulted on permanent modifications
most often were in the process of foreclosure. Going forward, it will
be important to understand what explains borrower outcomes from
foreclosure mitigation efforts. And here again, we think there is
more the Treasury can do to more clearly understand the final dis-
position of borrowers who fall out of the HAMP program.

In summary, Madam Chairwoman, the Treasury’s HAMP pro-
gram has not lived up to expectations. It has helped fewer persons
than it had initially promised, and more announced programs have
had limited activity. We continue to find that Treasury could do
more to bolster program accountability and transparency.

Treasury can begin by understanding better the capacity of serv-
ices to undertake, additional responsibilities for delivering recently
implemented programs. It could specify what outcomes it expects
of these programs. It could also do more to hold servicers account-
able by establishing clear goals and performance benchmarks.

This concludes my opening remarks. Thank you again for the op-
portunity to appear before you today.

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

Chairwoman BIGGERT. Yes. Thank you very much.

This committee will recess until we return immediately after
Floor votes. I wouldn’t give up your seats.

[recess]

Chairwoman BIGGERT. The hearing will come to order.

We have one more witness, Ms. Katie Jones, professional analyst.
You are recognized for 5 minutes.

STATEMENT OF KATIE JONES, ANALYST IN HOUSING POLICY,
CONGRESSIONAL RESEARCH SERVICE (CRS)

Ms. JoNES. Chairwoman Biggert, Ranking Member Gutierrez,
and members of the subcommittee, I am honored to be here today.
My name is Katie Jones and I am an analyst at the Congressional
Research Service. As requested by the subcommittee, my testimony
will provide dot-com information and performance and funding
metrics on the Home Affordable Modification Program, or HAMP,
the FHA Short Refinance Program, the Interagency Homeowners
Own Program, and the Neighborhood Stabilization Program.

Since CRS does not collect independently collect data, the num-
bers provided in my testimony come from data that are made pub-
licly available by the administering agencies or other Federal enti-
ties.

My testimony today highlights information that is discussed in
two CRS reports, written by myself and my colleagues, both of
which I have included for the record. CRS has not performed addi-
tional analyses specifically for this hearing. As is our policy, CRS
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takes no position on these legislative proposals or on the initiatives
themselves.

The first initiative that I will discuss is HAMP, which was estab-
lished by the Administration using TARP funds. HAMP became ac-
tive in March 2009 and currently has an end date for entering into
new modifications of December 31, 2012. HAMP provides financial
incentives to facilitate mortgage modifications that lower bor-
rowers’ monthly mortgage payments to no more than 31 percent of
their monthly income. Borrowers first enter into a trial modifica-
tion, which is supposed to become a permanent modification as bor-
rowers make all of their trial period payments on time.

The incentive payments provided by the Federal Government are
offered for permanent modifications. Treasury was designated
nearly $30 billion in TARP funds for HAMP and its related initia-
tives. As of February 25, 2011, just over $1 billion has been dis-
persed. In addition to the TARP funds, Fannie Mae and Freddie
Mac will provide up to $25 billion for the cost of modifying mort-
gages that they own or guarantee.

Under the HAMP incentive structure, some of the incentives are
designed to be paid based on the future performance of the modi-
fications. For this reason, Treasury may continue to have a contrac-
tual obligation to pay servicers for their past performance under,
or reliance on, the HAMP program, even if the program were to be
terminated before its currently scheduled end date.

In public announcements when HAMP began, Treasury esti-
mated that HAMP could reach between 3 million and 4 million
homeowners. As of Treasury’s most recent report, which just came
out today, there were almost 540,000 permanent active HAMP
modifications, and about another 145,000 modifications were in the
trial period, for a total of nearly 685,000 active modifications.

At the same time, over 800,000 modifications have been canceled
since the start of the program. Most of these were trial modifica-
tions that never converted to permanent status. Nearly 54 percent
of the active modifications are GSE loans, so the cost of modifying
these loans come from the GSEs, rather than TARP funds.

The next initiative I will discuss is the FHA Short Refinance Pro-
gram, which was also established by the Administration using
TARP funds. It allows certain homeowners who are current on
their mortgage payment, but owe more than their homes are worth,
to refinance into new mortgages insured by FHA if the original
mortgage lender agrees to write down the principal balance by a
certain amount. The program was announced in March 2010 and
became effective on September 7, 2010.

Currently, borrowers can refinance through the program until
December 31, 2012. Treasury has designated up to $8 billion in
TARP funds for the FHA Short Refinance Program to cover a por-
tion of expected losses through the program. As of the January
2011 FHA report, 40 loans have refinanced through the program.

The next program that I will discuss, the Emergency Home-
owners Loan Program, was established by Congress in the Dodd-
Frank Wall Street Reform and Consumer Protection Act. That leg-
islation also provided up to $1 billion in mandatory funding to
HUD to administer the program.
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Through the program, HUD will provide short-term zero interest
subordinate loans to some homeowners who meet certain eligibility
criteria and who experienced a reduction in income due to unem-
ployment or underemployment to help cover the cost of their mort-
gage payment. HUD will forgive the subordinate loan entirely after
5 years if the borrowers meet certain conditions.

HUD has allocated $1 billion in funding under this program to
the 32 States and Puerto Rico that are not eligible to receive fund-
ing under Treasury’s hardest-hit funds. The program is expected to
begin taking applications this spring. Since the program is not yet
taking applications, no funds have been dispersed to borrowers to
date. By statute, no new loan agreements with borrowers can be
entered into after September 30, 2011.

Finally, Congress established the Neighborhood Stabilization
Program in the Housing and Economic Recovery Act of 2008 to pro-
vide funds to States and local communities to purchase and rede-
velop foreclosed or abandoned properties. Congress subsequently
provided two additional rounds of funding for the programs. These
components of NSP are identified as NSP1, NSP2, and NSP3, re-
spectively. Unlike the other programs I have discussed, NSP is not
designed to prevent foreclosures, but rather, to help communities
deal with the aftermath of foreclosures.

NSP1 and NSP3 funds were awarded by formula, while NSP2
funds were awarded competitively. To date, HUD data show that
NSP funds have principally been used for acquisition and residen-
tial rehabilitation activities. As of January 13, 2011, HUD reported
that NSP1’s grantees have completed nearly 20,000 units. HUD an-
nounced 283 NSP3 grantees on September 8, 2010. These grantees
were required to submit their action plans to HUD by March 1,
2011, and HUD is expected to award these funds shortly.

Thank you.

[The prepared statement of Ms. Jones can be found on page 37
of the appendix.]

Chairwoman BIGGERT. Thank you very much. We will now pro-
ceed to questions. And members are limited to 5 minutes, as well.

So I will start the questioning, but first I would like to enter into
the record, without objection, a number of written testimonies and
letters: first, the testimony from Kelly William Cobb on behalf of
Americans for Taxpayer Reform; second, testimony from Mark A.
Calabria on behalf of the Cato Institute; third, the March 1, 2011,
letter from the National Foreclosure Prevention and Neighborhood
Stabilization Task Force; fourth, a March 1, 2011, Washington
Times article entitled, “Obama’s Helping Hand Hoodwinked Home-
owners”; fifth, testimony from Satya Solomon and Anthony Sanders
at the Mercatus Center at George Mason University; sixth, testi-
mony from the U.S. Treasury Department; and seventh, a March
2, 2011, Wall Street Journal article entitled, “Housing Market Mas-
ochism.”

My first question is to all the witnesses—the Administration has
noted that 4.1 million distressed homeowners have received mort-
gage assistance since April 2009. However, according to the testi-
mony that this subcommittee received on February 15th, around
3.5 million of these mortgage modifications were completed without
any government program and no taxpayer assistance. Meanwhile,
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about 580,000 programs were completed through a government
program.

So why is the Administration providing help to these programs
when the majority of the modifications were made through efforts
of the private sector?

Would anybody care to address that?

Ms. JoNES. Chairwoman Biggert, while HAMP is not directly
under my authority or HUD’s authority, I would articulate it in a
couple of fashions.

First of all, by previous testimony before the House Financial
Services Committee, under the previous Congress, the two heads of
the mortgage businesses were Bank of America and Wells Fargo,
as an example, highlighted the fact that HAMP really created the
blueprint for all other modification programs that have been imple-
mented in this country, that they had seen, that they implemented
in their institutions, being the largest institutions in the market.

So clearly, the tangible value of creating something in an envi-
ronment that we had never experienced before started with HAMP
and allowed the private sector to ultimately model after the HAMP
program.

The interesting variable, however, and difference—and this
comes from the OCC, who has stated that the HAMP program
clearly is more effective than what they have seen in private modi-
fications.

Just to give a couple of examples, the median savings on a
monthly basis for borrowers from HAMP is $527 a month versus
$337 to the OCC review of private modifications.

And also the other variable is, if you look at redefault rates,
which I think reflects the sustainability of the HAMP program, the
redefault rates for the OCC review is about 19 percent after a bor-
rower is 60 days late after 6 months in the program.

And HAMP redefault rates are 10.7 percent after 6 months.

So, while the numbers have clearly been smaller and the total
numbers are counted in the scorecard, there is absolutely unequivo-
cal support, both from the private sector and in—and results that
the HAMP program clearly was the model by which others fol-
lowed, and that the HAMP performance of borrowers in the HAMP
program exceeds those in the private sector.

Chairwoman BIGGERT. But besides the data that we have gotten
from Federal oversight entities, this is something that my constitu-
ents have come in to see me about because they wrote seeking a
mortgage modification under the HAMP program.

And so they were told, just while you are waiting, it is going to
take us 3 months or so to go through this—pay the lower amount,
starting now, and then you will continue when there is a loan
modification.

What happened to them is that then some of them were told that
they weren’t qualified to do it. And so please pay us back, back to
the rate that you were paying plus a penalty.

And I think the penalty is what really got these people, and par-
ticularly somebody who is in that place where they weren’t able to
make the payments, which is why they sought the modification.
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And so it is—most of them went into foreclosure and lost their
homes. And I think that is kind of a false hope to have people do
that and then they are not able to fulfill—

Mr. ScIgrE. If T could—

Chairwoman BIGGERT. Yes, Mr. Scire, I know that you have had
some dealings with this. If you would comment on that, please.

Mr. SCIRE. For a borrower in that kind of situation, the servicer
is required to first consider them for the HAMP program. So a
servicer should not be telling a borrower and trying to move them
into the proprietary without first full consideration for the HAMP
program.

I would also point out that the proprietary modifications gen-
erally will have different terms, which I think the Commissioner
was hinting at, than the HAMP program.

So you are not going to get as generous a modification on the
proprietary program, generally.

Chairwoman BIGGERT. Okay.

Could you maybe—what are the characteristics of borrowers who
have redefaulted or were canceled? What did you see as far as peo-
ple who thought that they could do this and then couldn’t make the
mortgage payments?

Mr. SciRE. For those who redefaulted, just like those who did
not, they tended to have higher back-end DTI, for example. They
tended to have lower FICO scores.

So they generally were more risky borrowers, if you will, those
who got through HAMP and then redefaulted.

We did some other analysis where we are looking at what be-
came of them. And there we also see those who redefault more
often end up in foreclosure.

Chairwoman BIGGERT. Thank you. My time has expired.

I turn to the ranking member, Mr. Gutierrez—

Mr. GUTIERREZ. Thank you very much.

First of all, welcome to all of you. I want to express, first of all,
my apologies, because I really feel that this room and this venue
is really inadequate, especially for the seriousness of the issue.

There are people outside who can’t get in. I have had difficulty
listening to people as they have given testimony.

I hope that in the future we would use a venue that is appro-
priate to the importance and the substance of the issue that we are
discussing here today.

And because I—just to be quick about something, I don’t think,
really gives value to the importance of people losing their homes
and communities being destroyed and stripped apart across Amer-
ica.

Now as one who voted for TARP reluctantly, for over $700 billion
in order to save the financial markets of the United States of
America so that one day we could have some stability in our econ-
omy again, and it just seems to me, Madam Chairwoman, that in
the last 2 years, the markets, the S&P is up 50 percent.

Pretty good if you are in the market. Goldman Sachs and the
others are handing out bonuses once again to themselves. They are
doing well and prospering.

We see that the money that we invested in our financial institu-
tions that was largely due to their own greed, to their own mis-
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takes, that we, the American public and American taxpayers put
in to save them, they are doing well.

And what is the thank you we get? I think most of the American
people, Madam Chairwoman, are saying, once again, they did well.
And we get the short end of the stick because people aren’t getting
back into their homes.

Now, I want to thank—I can’t say your name, I am sorry.

Mr. BAROFSKY. “Barofsky.”

Mr. GUTIERREZ. Mr. Barofsky—I apologize.

Mr. BAROFSKY. I think I mispronounced your name at the begin-
ning as well, so—

Mr. GUTIERREZ. But I want to thank you for your service. I want
to thank you for your testimony. You will be missed in this process.
And so I want to thank you for coming, and I just want to kind
of part from where you are at. I agree.

They need to set standards and that is our responsibility and our
obligation. I won’t do that here in this—

I have other avenues and other opportunities in which to seek re-
dress on that issue, and I will do that, at that appropriate—Dbe-
cause I don’t believe we should be discussing eliminating this pro-
gram.

I think we should be discussing how we improve this program
and how we expand the opportunity to Americans. And I say that
on the basis of, God, the other side did really well.

We came at a moment of crisis and we saved them from them-
selves and their own mistakes.

And now those who are suffering the most, the homeowners,
given the collapse of this bubble of our real estate, we should be
there, 540,000 is not enough. We put $50 billion into this program.

It was a key cornerstone to getting Democrats or people on this
side of the aisle to accept and to support a Republican President
and a Republican Secretary of the Treasury. That is bipartisanship.

And what does a Democrat say and those who want it say?

We want some help for American men and women not to lose
their most precious asset, the thing in which they have most of
their equity and most of their savings and most of their future,
their homes.

And now we are talking about stopping that from happening? I
say shame on us if we give the Goldman Sachs of the world and
we give all the investment bankers on Wall Street—and they are
up 50 percent, ladies and gentlemen.

Some of them are up even more, billions of dollars in their pock-
ets. And we are going to strip the ability of American homeowners
to obtain and stay in their homes.

I don’t think that is the America that I came to represent in the
Congress of the United States, and that is why I will continue to
oppose legislation that stops—

I say let’s fix it, but let’s not strip the program. It still has valu-
able goals, and I think we can reengineer and we can remodify the
modifications so that people can stay in their homes.

That is certainly something that I am going to continue to at-
tempt to champion here in the Congress of the United States. And
I thank the chairwoman for the—
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Chairwoman BIGGERT. And I thank the ranking member. This
venue is very inadequate, as we see with everybody sitting here
and standing here.

Be that as it may, we are here. And I would recognize the gen-
tleman from Illinois, Mr. Dold, for 5 minutes.

Mr. DoLD. Thank you, Madam Chairwoman.

I appreciate it and I want to thank you all for taking the time
to come. And I also want to apologize to those who are here. It is
a little warm as well. So we appreciate that.

But I am delighted to know that it is getting picked up and hope-
fully many others will have the opportunity to see what we are
talking about here today, because it is very important.

A couple things that I wanted to go over—and, really, the line
of questioning I am going to focus on is going to be on the refinance
program.

I know that, Secretary Marquez, you had talked about earlier, in
your opening statement, that funds have been well-managed. And
certainly, I would like to go into a little bit about the refinance, in
terms of resources that have been spent on it, versus the number
of refinances that have actually happened.

So would you say that, with regard to the FHA refinance pro-
gram, the funds have been well-managed?

Ms. MARQUEZ. On that, I will have to defer to my colleague, Dave
Stevens, the FHA Commissioner.

Mr. DoLD. Okay.

Ms. MARQUEZ. I run the NSP program.

Mr. DoLD. I understand, but I am just saying, if you—we are
talking about several programs. I will direct it over to the Sec-
retary in a second, but—so you are not really familiar with that
specific—

Ms. MARQUEZ. That is not in my portfolio.

Mr. DoLp. Okay. I will then go over to Secretary Stevens. Can
you tell me if you believe those funds have been well-managed?

Mr. STEVENS. Yes, no funds have been spent, Congressman. The
funds were there for covering potential losses in the event of ulti-
mate default, and no money has been spent out of those monies at
this point.

Mr. DoLD. So is the information that I am receiving with regard
to—I have been told that we have, through TARP, approximately
$50 million that has been disbursed. Is that incorrect, out of the
8-plus billion?

Mr. STEVENS. That is incorrect. Not all of that was for the FHA
short refinance program. But just—if I could clarify because I
think—

Mr. DoLD. Please.

Mr. STEVENS. —it is an important question. The program, FHA
short refi is part of kind of a mosaic of offerings that have been
created by the Administration. And this was created later in the
process to deal primarily with negative equity.

If you think about HAMP, for example, HAMP was an early cre-
ation to deal with borrowers who have been put into subprime
loans and alternative products that they never should have been
put in, in the first place, and that was meant to modify their pay-
ments downward.
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As the recession moved forward over the last couple of years,
those problems transgressed into areas that were specifically re-
lated to negative equity and unemployment.

The short refi program, which was only actually implemented in
the late fall of last year, is still being operationalized by a number
of institutions to get it into the market. In fact, this week alone it
has been reported that Wells Fargo, GMAC/Ally, Citi, and other
major institutions have stated publicly that they are just in the
process of implementing pilots to roll out the short refinance pro-
gram.

The monies that were allocated were designed to protect the fund
going out past 2020, in the event of losses that might be incurred
from FHA short refis that would be originated to protect the tax-
payer—protect the fund itself from being at risk.

So, at this point, no funds have been expended whatsoever.

Mr. DoLDp. If I can, do you have a response to that, in terms of
funds from TARP that have been allocated?

Mr. BAROFSKY. There has been a significant obligation toward
the short refi program, but because there have been only a small
handful of actual refinances, none of which have defaulted yet,
there has been no real expenditure of money. The expenditure will
occur if the program is successful.

And if there are refinances and then there are problems with
those refinances, that is when the TARP money kicks in, either as
the guarantee, on one end, for failures, where TARP has the first
loss position. And then secondly, there is an additional $2.5 billion
that is allocated to help extinguish or modify second liens associ-
ated with this program. But to date, nothing has really happened,
from a TARP perspective, on the short refi program.

Mr. DorLD. How long has the program been operational?

Mr. STEVENS. Again, Congressman, the program was—this was
a later addition to deal with the economy. It was fully rolled out
in November of last year.

Mr. DoLD. And how many—

Mr. STEVENS. And institutions were able to offer it from that,
from November. And just to be clear, each of these institutions had
to evaluate their portfolios. It was optional for investors to decide
whether to write down. They had to create systems and we are just
seeing those institutions begin to operationalize this now as we
speak.

Mr. DoLD. I appreciate that. And one of the things that, at least,
that—$50 million that has at least been put into the initial kitty.
We have under 40 loans thus far, since September 2010, which
may have been its inception, but maybe fully rolled out in Novem-
ber.

Still, we have seen 39. We have $50 million allocated if it goes
well. And we have, I think—correct me if I am wrong—a little bit
over $8 billion is what is totally allocated in there?

Mr. BAROFSKY. Well, yes. For this particular program, it is really
almost a total of $10 billion of TARP funds that are allocated. The
additional funds that you are referring to from that are dedicated
to other TARP modification programs like the HAMP program.
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Mr. DoLD. And since my time is really running out, just one last
question. So homeowners can’t participate unless the senior lender
will reduce their principal by at least 10 percent?

Mr. BAROFSKY. That is correct.

Mr. DoLD. Is that correct? So principal lenders on performing
loans will have to agree to reduce the principal by 10 percent in
the private sector?

Mr. BAROFSKY. Absolutely, yes.

Mr. DoLD. Do you anticipate that there are going to be many
who are going to flee to this program, that this was going to be a
good idea?

Mr. STEVENS. We were always very clear from the beginning to
understate the numbers. And while it started off slow, I will tell
you that, in the first few months, we have 245 applications in proc-
ess. It exceeds what HOPE for Homeowners did in 3 years.

By no means are we touting success, but these are complex pro-
grams to implement. If you read any of the news this week, three
major national institutions announced that they are going to be
doing pilots with the short refinance program.

I do not expect large numbers. And I think that is an absolute
concern. Because it is voluntary on the part of these servicers to
participate, with the investors that hold those mortgages.

Mr. DoLp. My time has expired. I would like, out of the 240 that
you have in process, how many do you anticipate will actually
make it through?

Mr. STEVENS. Two hundred and forty loans is a very low number.

Mr. Dowrp. I understand.

Mr. STEVENS. And I can’t estimate exactly what would go
through. I will tell you this, that of the loans that have been fi-
nanced already, the average write-down was $77,000. The average
loan-to-value is 90 percent. And the average FICO score is 711.

So these are—I actually anticipate, if the sample were to keep
like that, and as institutions implement the program, it will be see-
ing significant write-downs. And these loans will be very sustain-
able, exceeding what we expected from a risk factor, which would
mean that the TARP allocation would be underutilized in that
process.

But it is very early in the stage to be evaluating the program,
since it was just literally implemented over the past few months.

Mr. DoLD. Thank you.

Chairwoman BIGGERT. The gentleman’s time has expired. The
gentleman from North Carolina, Mr. McHenry, is recognized.

Mr. McHENRY. I thank the Chair. And thank you for your leader-
ship on this.

And I am glad everyone is able to get into this little table to-
gether and share this space. But to you, Commissioner Stevens,
thank you for coming back.

I wish that Treasury was here with you. However, we were in-
formed by Treasury that they would prefer a 2-week notification.
And so I am sorry this burden falls to you, and I would hope that
you would encourage Mr. Massad to come forward, rather than let
you answer these questions that are very pressing.

Under the HAMP program, under the status quo, how many per-
manent modifications do you foresee actually happening?
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Mr. STEVENS. Congressman, I do apologize that I am not the
HAMP expert here at the table. And I encourage you to commu-
nicate with that office. I think—Ilet me give you some estimates
that I have heard, and I would be glad to share those with you.
So we have 540,000 permanent modifications now. We have
150,000 families who are in trial modifications. And we just an-
nounced, I think, another 27,000 new permanent modifications.

The numbers are definitely smaller than what was originally ex-
pected from the HAMP—

Mr. McHENRY. Do you have an estimate?

Mr. STEVENS. The current expected population that, on a pro
forma basis, looking forward at this point, looks to be about 1.4
million to 1.5 million families—

Mr. McHENRY. On the HAMP Web site, it still says 3 million to
4 million.

Mr. STEVENS. And again, I can’t answer for the HAMP Web site.
I—

[laughter]

I apologize. That is managed by a different department, and—

Mr. MCHENRY. Sure, okay. But in your discussions in the Admin-
istration, you think 1.4 is—okay.

Now, how many permanent modifications do you foresee?

Mr. STEVENS. Okay, so the 3 million to 4 million on the Web site,
if T could just clarify, is an estimate of all modifications that will
occur. That includes the HAMP modifications, FHA’s modifications,
and the HOPE for Homeowners modifications.

Mr. McHENRY. Wow. This is very different than what was said
in March of 2009 when this program began.

Mr. Barofsky, is the 3 million to 4 million under the HAMP pro-
gram—was that the original goal set forward, if you recall?

Mr. BAROFSKY. Three million to four million was what was origi-
nally intended and announced as the number of sustained perma-
nent mortgage modifications that would come under that program,
that would be funded by HAMP, provided by HAMP. And even Sec-
retary Geithner now acknowledges that we are going to come abso-
lutely nowhere close to that number.

Mr. McHENRY. Okay. Do you foresee seeing a sustainable modi-
fication, basically what is also termed a permanent modification?

Mr. BAROFSKY. It is somewhat shameful that at this point, here
we are in March 2011 and the Treasury Department will, in one
breath, say that we know the number is not going to be anywhere
close to what we originally said it would be, and then in the second
breath, refuse—this is such a basic failure in transparency, to
refuse to tell SIGTARP, to tell GAO, to tell the Congressional Over-
sight Panel, to tell you what their expectation is as to the total
numbers that are going to receive permanent modification.

All we have is an estimate, the best estimate from the Congres-
sional Oversight Panel, of $700,000 to $800,000, and Treasury, in
its admission to Congress, saying, maybe that number is right or
maybe it is going to be double that number.

And that is the exact opposite of transparency. It evades account-
ability. And it is trying to cover up a program that is clearly a fail-
ure.

Mr. McHENRY. Failure?
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Mr. BAROFSKY. Failure.

Mr. McHENRY. Mr. Stevens, do you contend that is accurate or
inaccurate?

Mr. STEVENS. Again, I am just going to—Congressman, I think
it is an important question. I understand the debate. Without ques-
tion, the HAMP numbers have not been what was originally fore-
cast. Again, it is not—I am a member of the Housing and Urban
Development. We are clearly very concerned about all the programs
that are trying to be implemented.

I would say this, and I think it is important. I have been in this
housing finance industry for 3 decades. We have never been
through an environment like this in history. These programs were
developed and created—

Mr. MCHENRY. Sure, but—

b lf\‘/Ir. STEVENS. —in an environment that had never been created
efore.

Mr. MCHENRY. —we are 2 years in on this, and I realize—

Mr. STEVENS. So we are 2 years in, but I would just say, Con-
gressman, that—and I refer back to testimony stated by Barbara
Desoer of Bank of America, Mike Heid of Wells Fargo, the two—
the presidents of each of those respective mortgage institutions.
They would have no modification in their testimony that this pro-
gram was the blueprint for it.

So while the numbers—

Mr. MCHENRY. So the blueprint for it—have they done more or
less, in terms of permanent modifications, than HAMP?

Mr. STEVENS. They—

Mr. McHENRY. More or less?

Mr. STEVENS. They have done more.

Mr. McHENRY. More? So at lower—

Mr. STEVENS. But at lower payments and higher redefault rates?

Mr. McHENRY. Right. But they have helped more people.

Mr. STEVENS. Lower payment reduction, excuse me.

Mr. McHENRY. They have helped more people? Is that what you
are testifying to?

Mr. STEVENS. I hope they—

Mr. MCHENRY. Because that is the number that I have, as well.

Mr. STEVENS. I would be hopeful that they helped vastly more
people considering it is the servicers and originators in this country
that originated the products that ultimately went in default. And
if they can do it without taxpayer support, that would be all the
better.

Mr. McHENRY. What we get down to is this is about people and
the harm that HAMP is giving—the harm that HAMP is doing to
people. And it is their government with their tax dollars doing ac-
tive harm, based on the analysis we have had, by stringing people
out, putting them more upside down in their payment, taking every
bit of savings that they can get out of these people, and still taking
their homes.

Chairwoman BIGGERT. The gentleman’s time has expired.

The gentleman from California, Mr. Miller. Oh, I am sorry, I am
so sorry, the gentlelady from California.

Ms. WATERS. Oh, thank you very much, Madam Chairwoman.
And I am sorry I was a little bit late coming in.
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But let me just say from the onset that I have had a hand in
helping to develop some of the programs that are being questioned
here and are set for ending. I don’t want to talk a lot about the
HAMP program because I think we all agree that there were weak-
nesses in the HAMP program, that there are ways by which it
could have been strengthened, and it did not do everything that it
should do.

But I am not willing to talk about eliminating the opportunity
for some people to get a loan modification by not replacing HAMP
with something. And for those people who are talking about getting
rid of all these programs and they come with no programs or pro-
posals to help working people, to help Americans who are in trou-
ble, to help many Americans who are in trouble having defaulted
or in foreclosure or threatened to be in foreclosure, not because
they are bad citizens.

And I will say it over and over again, millions of Americans
didn’t all of a sudden become bad citizens not paying their debts.
Something went wrong.

And we know what went wrong. What went wrong was there
were exotic products that were placed on the market, that were not
regulated. There were products that were placed on the market
such as no-doc loans, and these loans that are resetting, loans
that—teaser loans that got people in for a little amount of money.
So we owe it to the people to try and be of assistance because we
didn’t do what we should have done in order to do the kind of regu-
lation that will protect them from all of these fraudulent practices
that were out there.

Having said that, let us take a look at the NSP program. Now,
to get rid of NSP is going backwards. NSP is the Neighborhood
Stabilization Program that goes into these communities where you
have all of these boarded-up properties that have been foreclosed
on, driving down the value of homes that are being kept up in the
neighborhood, increasing the cost to the cities for fire, fire depart-
ments and police departments, who now have to take care of the
crime that is going on in these vacant properties, weeds growing
up.

And not only is it a good program, to help stabilize the neighbor-
hoods, and to make sure that we retain the value, it is a program
that creates jobs. It is jobs intensive.

In order to rehab these houses and to put them back on the mar-
kets, we employ a lot of people. We employ the contractors. We get
the Realtors involved. We get the title people involved. We get sub-
contractors involved. It goes on and on and on. It is job producing.

When there are estimates that talk about some of these cuts and
how they are going to cause the loss of jobs, it is true. You can ab-
solutely see it in something like NSP.

Many of the people who are talking about getting rid of NSP
don’t even know what NSP is. They are simply talking about slash
and burn.

And so I helped to create NSP. I believe in it. Communities want
it. It is being implemented well. The HUD took a look from the
very beginning at how it is being implemented and moved quickly
to strengthen it.
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And now, cities and towns love it. They are doing a good job with
it.

And I don’t have any questions. I just have a lot to say.

Not only is this program good for the city, some people think, oh,
this is just—this is for rural areas, this is for suburban areas, this
is for everybody. So I don’t want anybody to be mistaken to think,
oh, this is just something for some of those cities that got in trou-
ble. No, this is a good American program. It should not be cut.

And I don’t know what else you can say to help educate all of
the Members of Congress about the value of NSP, but ask them to
go back to their cities and talk with their mayors and talk with
people about NSP that they want to cut and see what kind of re-
sponse they get.

With that, I yield back the balance of my time.

Chairwoman BIGGERT. The gentlelady yields back.

Mr. GUTIERREZ. Madam Chairwoman, may I ask unanimous con-
sent that Congressman Green, a member of the full committee—
when everyone on the subcommittee has been given an oppor-
tunity, be allowed to ask questions?

Chairwoman BIGGERT. Without objection, it is so ordered.

Mr. GUTIERREZ. And I ask unanimous consent that we insert a
letter to both you, Madam Chairwoman, and me about the Neigh-
borhood Stabilization Program from the National Association of
Counties, National League of Cities, and U.S. Conference of Mayors
in the record.

Chairwoman BIGGERT. Without objection, it is so ordered.

Mr. GUTIERREZ. Thank you, Madam Chairwoman.

Chairwoman BIGGERT. The gentleman from California, Mr. Mil-
ler.

Mr. MILLER OF CALIFORNIA. I have enjoyed a lot of the com-
ments. I will go back in history to say Ms. Waters remembers me
introducing language on predatory lending versus subprime prob-
ably 6 times. We got it to the Senate, and Senate Democrats fili-
bustered it every time. We started in 2002. Had we done that, per-
haps Countrywide and others would not have done what they did
and ruined the marketplace.

Also, there were comments on the monies lent to banks in TARP
I that was under a House and Senate controlled by Democrats. It
was a bipartisan bill. The money lent to the banks was repaid.
That also should be stated.

The problem I have today is Freddie and Fannie are in serious
trouble and this Administration is charging them 10 percent inter-
est for funds to keep them going. That is abhorrent. Ten percent
interest.

So if we want to put the facts on the table here, let’s put all the
facts on the table.

My good friend Maxine talked about the Neighborhood Stabiliza-
tion Program. The problem I have with it is the equitable allocation
I think is absolutely questionable: Los Angeles County in NSP 1,
2, and 3 got $26.5 million; San Bernardino County got $33.2 mil-
lion; and Orange County got $4.3 million.

Neighborhood Lending Partners, Inc., got $50 million. I don’t
know who they are. The Community Builders, Inc., got $78.6 mil-
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lion. Chicanos por la Causa, Inc., got $137 million, $137 million. I
don’t know who they are.

The Inspector General of HUD already identified numerous mis-
uses of NSP money at the State level and the Government Account-
ability Office has questioned the information system in place that
HUD wused to track the money. There is very little hard evidence
on whether the funds are being used by the recipients in a cost-
efficient manner.

I guess the question I have is, the new proposed budget deficit
is $1.6 trillion. This program is allocated for $7 billion. Is there any
mechanism that requires repayment of these funds to the Federal
Government? Can anybody answer that?

Ms. MARQUEZ. These are grant funds.

Mr. MILLER OF CALIFORNIA. They are grant funds to be repaid
to the groups who buy the houses, rehab the houses, and sell the
houses. So what we are saying is, we are giving $7 billion of tax-
payers’ money to groups and organizations out here and to cities
and none of it comes back to the Federal Government?

Ms. MARQUEZ. The money is going to homeowners and to Amer-
ican citizens.

Mr. MILLER OF CALIFORNIA. There is a repayment of the funds
to the group. So you are telling me if a group buys a foreclosed
home and they rehab the home, they just give the house away?

Ms. MARQUEZ. I would be happy to discuss it.

Mr. MILLER OF CALIFORNIA. Yes.

Ms. MARQUEZ. The NSP program is in three phases. The for-
mulas you speak about, formula program in NSP1 and in NSPS3,
as—spoke about, are done by formula. It takes into account—

Mr. MILLER OF CALIFORNIA. That is not the question. I have
talked about that. Where does the money go when it is repaid? Is
this just a gift?

Ms. MARQUEZ. When the money is repaid, it is calculated the
way other community development programs are done. In fact, it
mirrors the CDBG program, which uses it as program income. So,
for instance—

Mr. MILLER OF CALIFORNIA. But wait a minute. We don’t give
CDBG program money to—we didn’t give $50 million to Neighbor-
hood Lending Partners, we did not give $78 million to Community
Builders, we did not give $137 million Chicanos por la Causa, Inc.

Ms. MARQUEZ. In fact, sir, I guess I would say that we allocate
money through communities, like NSP does with CDBG. CDBG
does the same thing, we allocate to the grantees and the grantees
have the discretion and the flexibility to then grant funds or lend
funds to various sub-recipients.

It is probably true that if I were to check the records, I am pretty
sure the Community Builders actually does receive money from
CDBG from various States. And in fact, Chicanos por la Causa or
these different groups run them through NSP2 and they are na-
tional groups. So they are doing work in multiple States.

So what they are doing is all throughout the country. Chicanos
por la Causa—

Mr. MILLER OF CALIFORNIA. But there is a big difference between
taking and making sure boarded-up houses are off the marketplace,
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rehabbed and sold, putting new people in there, then just giving $7
billion worth of government funds away.

And that is what we are doing, we are giving $7 billion worth
of taxpayer dollars away to groups and organizations and there is
no requirement for repayment. But in the bill, there is an oppor-
tunity for them to buy the property and sell the property. And the
money goes back to them. It goes back to them. Mr. Stevens, do
you have anything to add to that?

Mr. STEVENS. Congressman, I—under my authority, it is Assist-
ant Secretary Marquez.

Mr. MILLER OF CALIFORNIA. I think it is a huge, enormous waste
of taxpayer dollars to put $7 billion out there, giving some—they
can say nonprofits, whatever you want to call it, the opportunity
to receive the funds. I don’t think there is adequate oversight over
those funds, and if they sell the property to take the funds back
and keep those funds.

A program like this should have been used for the purpose of
making sure that foreclosed properties were taken off the market,
if that was the intent, rehab them, sell them, then the money
comes back to the Federal Government. But this government has
to stop giving the taxpayers’ monies away like we are today. We
don’t have $7 billion to keep throwing out there today. We just
don’t have it.

And if we are going to do something like this, it should be done
in the form of a loan basis, not a grant, and especially when I don’t
think the grant was equitably distributed to the different groups
out there.

I yield back.

Chairwoman BIGGERT. The gentleman yields back.

The gentleman from Virginia, Mr. Hurt, is recognized.

Mr. HURT. Thank you, Madam Chairwoman.

Welcome, to all of the witnesses.

Mr. Barofsky, are you familiar with an article that was written
in The Washington Times this morning that talked about a survey
that was conducted by a group called ProPublica?

Mr. BAROFSKY. I haven’t read The Washington Times article. I
am familiar with ProPublica’s survey they did of HAMP recipients.
Is that—

Mr. Hurt. That is the one—that is the subject that I am talking
about.

Mr. BAROFSKY. Oh, no, absolutely. We actually cited to it in
our—one of our most recent quarterly reports.

Mr. HurT. Okay. And what was remarkable to me was their pro-
jection that during the progress of the HAMP program, that recipi-
ents were told to fall behind in order to qualify for the HAMP help.

Based on their calculations, they figured that 500,000 of those
who received the HAMP program assistance actually were told
that.

I wondered if you would comment on that and surmise as to
whether or not you think that estimate is correct.

Mr. BAROFSKY. I can’t speak on whether that estimate is correct
or not. But it doesn’t surprise me.
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This has been one of the inherent problems of this program, is
that the mortgage servicers entrusted with this program have done
an abysmal job. There is universal agreement on this.

But Treasury has done nothing to punish or penalize these
servicers.

So what you have is a program where these servicers routinely
violate the rules, routinely violate the guidelines that—they are not
supposed to ever tell a homeowner, oh, by the way, you should stop
making payments. That is a direct violation of the rules.

But we hear anecdotally time after time that this has happened.

So what is the Treasury Department’s role in this? They are ena-
bling this behavior by not imposing financial penalties, by not try-
ing to call back funds, by not denying servicer payments. But they
do nothing—one of the reasons why I think—

Mr. HURT. You could argue that the person they are trying to
help is the one who gets hurt the most because you could argue
that certainly some of these folks might not have gotten into the
modification program if they had not been told to miss a payment
so they could qualify for assistance.

Mr. BArROFSKY. Which is, again, why, when Treasury cites as a
success of this program the 1.4 or 1.5, now, million homeowners
who have received trial, temporary modifications, and say that they
have all received a benefit, why, that just is so dead wrong, be-
cause there are so many who have suffered as a result of this pro-
gram and had the rug pulled out from under them.

Mr. HURT. Are there other examples of underhanded or wrong
encouragement that was given by servicers, other than the—that
the proposal that you fail to pay your mortgage so that you can
qualify for the program?

Mr. BAROFSKY. We have heard and we have reported on, from
our hotline, all sorts of different behavior. Losing documentation is
one of the most common errors.

Whether intentional or not, we have had homeowners who can
document that their paperwork has been lost, 1, 2, 3, 4, 5 times.
And then they are pulled out of the program. They are kicked out
of the program, even though they have made every payment on
time.

They are hit, as the Chair said, they are hit not just with a bill
for all of the difference between their trial payments and the
amount original done, but late fees. Homeowners are being hit with
late fees.

And Treasury permits this in their program, late fees, when they
have never actually missed a payment. And all that—

Mr. HURT. But they are paying the reduced—paying the trial
modification amount?

Mr. BAROFSKY. But so they—right, right. So they make all those
payments, but not only do they get hit with the difference but with
the late fees.

Mr. HURT. Right.

Mr. BAROFSKY. Which Treasury allows. And then the servicer
tacks all of that onto the mortgage balance. And they get that
money first when there is a foreclosure.

Or if it goes into one of these proprietary modifications, they are
vastly inferior.
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And I find it puzzling that Treasury continues to cite this as the
success of the HAMP program when they cite these proprietary
modifications so adoringly when they would never qualify.

They would be rejected—

Mr. HURT. My time is about to expire. But I would love it if ei-
ther Ms. Marquez or Mr. Stevens would like to comment on what
he has stated, in terms of the—what I would say fraudulent behav-
ior.

Is there anything you want to add to that for those estimates?

Mr. STEVENS. Again, I would encourage you to work with the De-
partment of the Treasury that manages the HAMP program. I am
not well-versed enough in the details of those comments.

Mr. ScIRE. If I could add, we reported last year about concerns
on equitable treatment of borrowers. And a borrower need not be
delinquent to be considered for a HAMP modification.

They could be current, but as a servicer must then consider
whether or not the borrower is in imminent danger of default, we
recommended that Treasury establish criteria for making that de-
termination.

And Treasury has not done so. We found, of the 10 servicers we
visited, they had 7 different definitions for determining whether a
borrower who was current should be considered for HAMP.

Mr. HURT. I thank the witnesses.

Chairwoman BIGGERT. The gentleman yields back.

The gentleman from Texas, Mr. Green.

Mr. GREEN. Thank you, Madam Chairwoman.

I thank the witnesses as well.

I suppose I am the only person in the room who is not surprised
that we have a program that is not perfect. Imperfect program. The
question really is, who do you punish if the program isn’t perfect?

Do you punish the people who can benefit from the program by
eliminating it? Or do you try to find a means by which the imper-
fect can be perfected? Who do you punish?

M?r. Barofsky, you don’t advocate punishing the homebuyers, do
you?

Mr. BAROFSKY. We have advocated tirelessly that Treasury
should fix the program.

Mr. GREEN. Fix the program. Thank you, sir. Please, I don’t
mean to be rude, crude, and unrefined, but I have much to say and
little time to say it.

Fix the program. Does any one among you advocate punishing
the homeowners by ending the program? Let the record reflect that
not one person advocates ending the program and punishing the
homeowners.

Ms. JONES. I do have to say that CRS doesn’t advocate any posi-
tion—

Mr. GREEN. Thank you, but for your edification, there are per-
sons who will distort what has been said here today, but for what
I am doing right now, I have to do my job. And my job is to make
sure that those who want to be set free by knowing the truth will
be {ree. If you know it, it will free you. And I want to free some
souls.

The people who are damaged, who are to be helped by these pro-
grams, many of whom were pushed into subprime loans, who quali-
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fied for prime loans by the yield spread premium—for those who
don’t know, the yield spread premium said simply, you qualify a
person for a 5 percent loan and if you can get them to take out an
8 percent loan, you will get a lawful kickback.

That was what took place at the time many of these loans were
being made. And many people were pushed into subprime loans
who qualified for prime loans, 3/27, 2/28, bearable rates.

Qualified for the bearable rate but didn’t qualify for the adjusted
rate. Teaser rates that coincided with prepayment penalties. If you
try to get out of the loan, you have to pay this huge penalty that
they could not afford.

So let’s not kid ourselves.

We have a lot of people who were victims of a system that al-
lowed these kinds of dastardly products to not only manifest them-
selves but to become a part of the broader market and be sold and
securitized, credit default swaps, the list can go on and on of the
things that were occurring at the time.

So we have to ask ourselves the question, who do we punish? Do
we punish the people who can benefit from the programs by termi-
nating them? Or do we do what we do when we have a problem
with a military program, we fix it.

We fix the problem. When we sell $200 toilet seats, we fix it.
When we sell $100 hammers, we fix it. Why not fix this?

When we have a problem in a police department, we don’t say
we are going to end the police department. We fix the problem and
continue to have the police on the beat.

Who do we punish? Do we punish the people who can benefit by
terminating the program? Name me one perfect bill that has ever
been passed in Congress, other than the ones that I—of course.

The point is, my dear friends, let’s assume for the record that all
that you have said is true. You don’t set the policy. That is our job.
Does everybody agree with that?

If there is a person among you who thinks that you set policy,
raise your hand so that you can be properly terminated. All right.
You don’t set policy.

We set policy. And in setting policy, we have to make tough deci-
sions. The easy decision is to eliminate something that we don’t
like. The tough decision is to work together, bipartisanship, come
up with a means by which that which is unacceptable can work for
the American people. This is what the American people expect of
us.
We have helped Wall Street. We have helped Main Street. Now
it is time for us to help Home Street. These are dollars for home-
owners. Let’s help Home Street.

And my final question is this, my time has ended, but maybe I
can get a quick answer.

Have any of you done any studies on the impact of this nation-
ally, ending all of these programs at the same time, at the time of
the crisis we are going through? Anybody? Anybody?

Ms. MARQUEZ. Not of all of them.

Mr. GREEN. Okay. All right. Thank you very much. I yield back
the balance of my time that I do not have.

Chairwoman BIGGERT. Thank you very much.
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I would like to ask unanimous consent to insert in the record
written testimony of the American Alliance of Home Modification
Professionals.

We have just been called for another vote—timing is perfect, I
guess, here.

Let me note that some members may have—

Mr. GUTIERREZ. —if you have time, I would like to continue. I
think it is important. And we are not coming back.

Chairwoman BIGGERT. Yes. We missed the last vote—we were
able to get in—so I would prefer to adjourn. I would just note that
members may have additional questions for these witnesses which
they may wish to submit in writing. Without objection, the hearing
record will remain open for 30 days for members to submit written
questions to the witnesses and to place their responses in the
record.

[Whereupon, at 3:47 p.m., the hearing was adjourned.]
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Chairman Biggert, Ranking Member Gutierrez, and members of the Committee, I am honored to
appear before you today to discuss the Department of the Treasury’s Home Affordable
Modification Program (“HAMP™).

Since the President’s announcement of the HAMP program in February 2009, the Office of the
Special Inspector General for the Troubled Asset Relief Program (“SIGTARP”) has committed
significant resources to provide oversight for the program and to take steps to limit its
vulnerability to waste, fraud and abuse. To date, through one completed audit (with two more
currently under way) and eight quarterly reports, SIGTARP has offered Treasury 18
recommendations to help maximize program effectiveness and protect the taxpayer from losses
due to fraud. Of these, Treasury has fully implemented four recommendations, partially
implemented five, not implemented seven, and has stated that it is in process of at least partially
implementing the remaining two. SIGTARP’s Investigations Division has also been busy
policing the program, focusing primarily in its charged cases on those who have used HAMP as
a tool to defraud struggling homeowners. Of the 47 individuals and 16 entities that to date have
been the subject of criminal or civil actions' related to SIGTARP’s investigations, HAMP-
related frauds have resulted in criminal charges against eight people, civil actions against 23
people (3 of whom were also charged criminally), and civil actions against14 entities. Of the 15
defendants who have been convicted to date for fraud related to the Troubled Asset Relief
Program (“TARP”), three have been convicted for participation in schemes relating to HAMP.

As for the program itself, HAMP began with much promise, intended to promote TARP’s most
specific Main Street goal of “preserv[ing] homeownership.” But as SIGTARP and the other
TARP oversight bodies — the Congressional Oversight Panel (*COP”) and the Government
Accountability Office (“GAO™) ~ have detailed in audits and reports, HAMP has been beset by
problems from the outset and, despite frequent retooling, continues to fall woefully short of
meeting its original expectations. Today the program is under siege from all quarters, with near
universal agreement that the program has failed to meet its goals, and the current debate
centering mostly on whether the program should be terminated, replaced or revamped. Treasury,
it seems, stands alone in defending the status quo.

The frustration expressed from both sides of the aisle is understandable. As SIGTARP described
in its January 2011 Quarterly Report to Congress, the numbers as of the end of 2010 were
remarkably discouraging. According to RealtyTrac data, a record 2.9 million homes received
foreclosure filings in 2010, up from 2.8 million in 2009, and 2.3 million in 2008. RealtyTrac
predicts that filings will be 20% higher in 2011, obliterating the 3 million threshold. The
recently reported numbers for January 2011 support this prediction, with more than 260,000
foreclosure filings in that month alone. The firm’s data further reveal that bank repossessions
continue to increase, from just less than 820,000 in 2008 to more than 918,000 in 2009 to 1.05
miilion in 2010. Some estimate that as many as 13 million homes will be subject to foreclosure
filings during the operative stage of HAMP.

In contrast, the number of permanent mortgage modifications under HAMP remains feeble—
there were just under 522,000 ongoing permanent modifications as of December 31, 2010, with
approximately 238,000 of those funded by and attributable to TARP. The remaining
modifications were funded outside of TARP by the Government Sponsored Entities (“GSEs”).
A combined total of more than 792,000 trial and permanent modifications had been cancelled,

! These numbers do not include multiple administrative actions, such as debarments and suspensions, or filings in
bankruptcy cases.



32

with more than 152,000 trial modifications still in limbo. These permanent modification
numbers pale in comparison not only to foreclosure filings, but also to Treasury’s initial
prediction that HAMP would “help up to 3 to 4 million at-risk homeowners avoid foreclosure”
“by reducing monthly payments to sustainable levels.” While as of the drafting of this testimony
Treasury had not released numbers for January 2011, there is little reason to hope that things will
get better.

Treasury, for its part, has at least begun to acknowledge the program’s shortcomings, with
Secretary Geithner recently conceding that HAMP “won’t come close™ to the initial estimate of
helping 3 to 4 million at-risk homeowners avoid foreclosure. The Secretary also recently
acknowledged what SIGTARP and the other oversight entities have been stating for some time,
that loan servicers — which by design bear the central responsibility for implementing HAMP —
“are still doing a terribly inadequate job.” Further, the Secretary admitted that the program
suffers from a design flaw that goes to its very heart, with the recognition that the incentives to
servicers that were intended to serve as the engine of HAMP simply “have not been powerful
enough.” While these admissions about the fundamental flaws in HAMP represent a step
forward, they come very late in the game and appear to be unaccompanied by any consequential
changes to the program or meaningful statement of program goals. Indeed, it is apparent that
Treasury has no intention of meaningfully responding to these failures in performance or design.
Just last week a Treasury official reportedly declared at a Mortgage Bankers Association
conference that the attendees would not “see any major new programs coming out," and that
while Treasury "may tweak around the edges,” its “primary objective in 2011 is excellence in the
program we have.™ As a result, supporters of HAMP have little reason to hope that it will be
anything more than it is today — a program that benefits only a small portion of distressed
homeowners, offers others little more than false hope, and in certain cases causes more harm
than good.

HAMP’s failure to meet its original expectations has many causes, starting with a rushed launch
based on inadequate analysis, an insufficient incentive structure, and without fully developed
rules, which has required frequent changes to program guidelines. The unnecessary confusion
and delay that accompanied the hasty rollout were exacerbated by Treasury’s initial decision
(later corrected) to encourage servicers to accept homeowners into trial modifications without
requiring adequate documentation of income, despite SIGTARP’s warning of the hazards of
doing so. And while Treasury now acknowledges that “when HAMP was launched in early
2009, servicers were totally unequipped to deal with a crisis,” Treasury’s design of HAMP as a
program so entirely dependent on servicer competence, along with its decision to flood those
same “unequipped” servicers with trial modifications based on unverified data, in no small part
contributed to the well-documented servicer failures that followed.

Perhaps most fundamentally, despite consistent and repeated recommendations from SIGTARP
and the other TARP oversight bodies, as well as members of Congress, Treasury has steadfastly
refused to adopt meaningful goals and benchmarks for HAMP. Rather than develop such goals
and metrics, which would allow more meaningful oversight, promote accountability, and provide
guidance for useful change, Treasury instead has regularly changed its criteria for success, citing
at different times the total number of trial modification offers extended to borrowers, regardless

? jon Prior, Treasury makes adjustments to give HAMP a chance, HousingWire {Feb. 24, 2011) {online at
www.housingwire.com/2011/02/24/treasury-makes-adjustments-to-give-hamp-a-chance).
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of whether they were accepted, and then the total number of trial modifications, regardless of
whether they became permanent, which far fewer than half have actually done.

Treasury’s continued reliance on trial modifications as a measure of success — just last month it
highlighted the “temporary relief” such modifications provide, reinforcing its prior declaration
that “every person who is in a temporary modification is getting a significant benefit” — is
particularly troubling in light of the harm and suffering that often accompany failed trial
modifications. In SIGTARP’s October 2010 Quarterly Report, SIGTARP provided examples of
the damage that failed trial modifications have inflicted, including complaints received through
SIGTARP’s hotline. Since then, there have been countless published reports of HAMP
participants who end up worse off for having engaged in a futile attempt to obtain the sustainable
relief that the program promised. Failed trial modifications often leave borrowers with more
principal outstanding on their loans, less home equity, depleted savings, and worse credit scores.
And even in situations where they never missed a payment, such borrowers may face back
payments, penalties, and even late fees that become due once their trial modification is cancelled.
The impact of these added burdens becomes even greater when trial modifications are allowed to
continue long past the three-month period called for by the program. While it may be true that
some homeowners benefit from the “temporary relief” of a trial modification even though the
modification ultimately fails, Treasury’s repeated references to the benefits of failed
maodifications ignores the real and often debilitating harm that such modifications have inflicted
on many families, and appears to be little more than an attempt to define specific failures as
SUCCESSES.

In recent months, Treasury’s evolving defense of HAMP has featured the claim that HAMP has
had a beneficial impact on private modifications that occur outside of the HAMP program. This
too is a questionable measure of success. While Treasury may deserve credit for having had a
positive, if inadvertent, impact on industry practice, according to a December 2010 COP report,
“when pressed, Treasury acknowledges that there is no clear causal link between HAMP and
proprietary modifications.” Furthermore, while data suggests that proprietary modifications have
generally improved from the homeowner’s perspective since the launch of HAMP, the terms of
such modifications are typically far less advantageous, often including more unfavorable terms
for the borrower, higher rates of redefault, and broader imposition of servicer fees that are
specifically prohibited in HAMP. In other words, it is odd for Treasury to celebrate
modifications whose terms would largely be unacceptable from both the borrower’s and
Treasury’s perspective in HAMP. Furthermore, touting such proprietary modifications as a
HAMP “success” also undermines Treasury’s defense of the need to continue HAMP. If it truly
views these modifications in such an admiring light, it raises the very serious question as to why
taxpayers should continue to fund HAMP.

Of course, any credible measure of HAMP’s suceess would include a comparison of the original
expectation of helping 3 to 4 million families with sustained permanent modifications with the
number of families that will actually receive them over the course of the program. Remarkably,
despite recommendations from oversight bodies and requests from Congress, Treasury still
refuses to provide even the most basic estimate of the total number of permanent modifications it
expects to complete and maintain under HAMP. Instead, in recent testimony to this Committee,
a Treasury official merely promised “to reach out to as many eligible homeowners as possible to
our program’s expiration in 2012.” In December 2010, COP attempted to fill the void left by
Treasury by estimating that, if current trends hold, HAMP will result in only 700,000 to 800,000
effective permanent modifications. Unfortunately, COP’s bleak projection appears all too
reasonable, with participation trends getting worse with cach passing quarter. For example,
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HAMP produced only a net increase of slightly more than 18,000 permanent modifications per
month over the most recent quarter, down 35% from the quarter before that, and a far cry from
the 20 to 25,000 trial modifications per week Treasury officials once predicted. Even of these,
TARP is responsible for only approximately 10,000 modifications per month, with the GSEs
providing the balance.

Rather than confirm or reject COP’s estimate, or provide one of its own, Treasury does
something astonishing: Albeit in the context of calculating HAMP’s total cost, it suggests both
that COP’s estimate might be accurate, which would mean roughly an additional 180,000 to
280,000 ongoing permanent modifications by program’s end, or that the total might be twice
COP’s estimate, which would mean roughly an additional 870,000 to 1,070,000 ongoing
permanent modifications by program’s end. Treasury’s suggestion that the number of new
ongoing permanent modifications might vary by a factor of close to 10 can hardly give comfort
to those interested in saving HAMP. Nor does it provide the American people and their
representatives in Congress with the kind of information that is absolutely necessary in
evaluating whether the program should be shut down, significantly revamped, or permitted to
stay on its current course. We were all led to believe when HAMP was launched that it would
help 3 to 4 million families stay in their homes through permanent modifications to sustainable
tevels. Given Secretary Geithner’s acknowledgement that Treasury will “not come close™ to that
number, any credible assessment of HAMP must start with Treasury’s clear articulation of the
number of sustained permanent modification it believes HAMP will deliver.

The foundation for Treasury’s claim that HAMP is a success appears to be that at [east the
program is helping some families, even if nowhere near the number originally promised. While,
as Treasury repeatedly points out, for the more than 520,000 families that benefit from ongoing
permanent HAMP modifications the program has certainly been successful, this does not make
the program itself successful. Instead, the program should be defined by its failure to reach, if
COP’s estimate is accurate, the 2.2 to 3.3 million families from Treasury’s initial estimate that
will never be reached but who would have benefited from a better designed, better executed, and
better managed program. To be sure, if HAMP continues in the status quo, some incremental
number of families will certainly benefit from new, ongoing permanent modifications. But
without any estimate from Treasury about what that incremental number will be, it is nearly
impossible to measure the incremental benefit against the additional costs of continuing at the
current pace, including the additional administrative costs, the opportunity costs of not pursuing
potentially more effective alternatives, the harm inflicted on those who will inevitably enter into
modifications that later fail, and further harm to Government credibility.

One defense Treasury offers against terminating HAMP is its claim that the servicing industry
“was not and still is not fully equipped to deal with this crisis. Ending HAMP now will mean
that the fate of struggling homeowners will be solely up to the servicers.” While Treasury’s
acknowledgement of the abysmal petformance of servicers is important, its use of that
observation to justify the continuation of HAMP ignores two critical realities: First, by its very
design, HAMP puts the “fate of struggling homeowners™ squarely in the hands of servicers.
Under HAMP, servicers not only operate as the point of contact for distressed homeowners
seeking to participate in the program but also administer the loans on behalf of investors. In
short, Treasury has placed virtually all of HAMP’s eggs in the servicer basket. Second,
Treasury’s implicit suggestion that it can and will control servicer behavior within HAMP is
utterly belied by experience. Despite nearly daily accounts of servicer errors and more serious
misconduct, Treasury reported to SIGTARP that as of December 31, 2010, it had yet to impose a
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financial penalty on, or withhold or claw back incentives from, a single servicer for any reason
other than failure to provide data.

Anecdotal evidence of servicer failures, of course, has been well chronicled. From the repeated
foss of borrower paperwork, to blatant failure to follow program standards, to unnecessary delays
that severely harm borrowers while benefiting servicers themselves, stories of servicer
negligence and misconduct ate legion, and the servicers’ conflicts of interest in administering
HAMP — they too often have financial interests that don’t align with those of either borrowers
or investors — have been described by SIGTARP and others. Treasury’s tepid reaction to date
to servicer non-compliance with the requirements of HAMP and its related programs appears to
be driven in part by the fear that forcing servicers to comply with their contractual obligations
will drive them away from HAMP. Treasury recently told COP that since participation by the
servicers is purely voluntary, “our abilities to enforce specific performance are extremely
limited” and “aggressive enforcement {is] difficult.” This same fear of servicer withdrawal was
offered by Treasury in response to SIGTARP’s recommendation that Treasury reconsider its
decision to make its Principal Reduction Alternative program entirely voluntary, and Treasury
continues to operate an appeals system that leaves the ultimate decision of whether to approve or
deny a modification squarely with the servicer. TARP’s oversight bodies — SIGTARP, COP,
and GAO — have all called on Treasury to get tough on servicers. Without meaningful servicer
accountability, the program will continue to flounder.

In recent testimony, Treasury has offered an additional justification for failing to get tough on
servicers, stating that “Congress didn’t give us the tools to impose fines, as Mr. Barofsky is
suggesting. What we have is the ability to withhold payment when they enter a permanent
modification.” This statement appears to be a retreat from earlier Treasury press releases and
statements warning that servicers would suffer consequences and face monetary penalties for
failure to meet performance obligations. Indeed, a November 30, 2009, Treasury press release
specifically stated that “servicers failing to meet performance obligations under the Servicer
Participation Agreement will be subject to consequences which could include monetary penalties
and sanctions.” SIGTARP has asked Treasury to clarify its position on when it may impose
penalties, claw back prior payments, or withhold payments to servicers for violations of program
guidelines or other provisions of the Servicer Participation Agreement, as well as any legal
authority it believes supports its position. And, of course, if Treasury believes that it needs
additional tools from Congress to effectively manage HAMP, it should propose legislation that
would give it the necessary authority it believes it lacks.

Another of Treasury’s current defenses of the HAMP is its claim that SIGTARP “has explicitly
stated that it does not support terminating the program.” I can only assume that this is a
reference to my testimony before the House Committee on Oversight and Government Reform in
January of this year. At that hearing, which included overwhelmingly bi-partisan criticisms of
HAMP, Tsuggested in response to a question as to whether HAMP should be terminated that
while hope for the program was “slipping away,” Treasury should be given the chance to
respond swiftly to Congressional criticisms, articulate meaningful program goals, and implement
changes to meet those goals before giving up entirely on the one TARP program that was
specifically targeted to help Main Street, and fulfill the Emergency Economic Stabilization Act’s
goal of “preserv[ing] home ownership.” What has happened since that hearing? Very little.
While Treasury has acknowledged some of HAMP’s shortcomings, it has offered no meaningful
plan going forward, and no meaningful way to measure program success. Instead it continues to
refuse to set forth its expectations for the program and reportedly promises a conference of
mortgage servicers that it all it will do is possibly “tweak around the edges.” As a result, those
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who argue for keeping HAMP alive have an increasingly daunting task, and absent meaningful
action from Treasury, SIGTARP’s “support” of HAMP’s continued existence is all but
exhausted.

Chairman Biggert, Ranking Member Gutierrez, and members of the Committee, 1 want to thank
you again for this opportunity to appear before you, and I would be pleased to respond to any
questions that you may have.
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Testimony of Katie Jones
Analyst in Housing Policy
Congressional Research Service

Chairwoman Biggert, Ranking Member Gutierrez, and Members of the Subcommittee, my name is Katie
Jones, and I am an analyst at the Congressional Research Service. I am honored to appear before the
Subcommittee today. As requested by the Subcommittee, my testimony will provide background
information on the four federal foreclosure mitigation initiatives that are the subject of the draft
legislation that is the focus of this hearing. Those programs are the Home Affordable Modification
Program (HAMP); the FHA Short Refinance Program; the Emergency Homeowners’ Loan Program; and
the Neighborhood Stabilization Program (NSP).

The Subcommittee specifically requested that I provide data on performance and funding metrics related
to these foreclosure mitigation initiatives. Since CRS does not independently collect data, the numbers
provided in my testimony come from data that are made publicly available by the Treasury Department,
the Department of Housing and Urban Development, or other government entities. My testimony today
highlights information that is discussed in my CRS Report R40210 entitled Preserving Homeownership:
Foreclosure Prevention Initiatives and CRS Report RS22919 entitled Community Development Block
Grants: Neighborhood Stabilization Program; Assistance to Communities Affected by Foreclosures,
written by two of my colleagues. I have included both of these reports for the record. My testimony is
limited to information contained in these reports and previous analyses that my colleagues or [ have done
in relation to these initiatives. CRS has not performed specific analyses of these programs for this hearing,
and it has not performed any analyses of the draft legislation. As is its policy, CRS takes no position on
these legislative proposals or on the initiatives themselves.

1 have organized my testimony by first addressing the two foreclosure mitigation initiatives in question
that are Obama Administration initiatives funded under the Troubled Asset Relief Program (TARP). 1 then
address the two additional initiatives that were created by Congress. { will spend much of my time
addressing HAMP and NSP, since these are the two initiatives that have been active for the longest
periods of time.

HAMP

The first initiative that T will discuss is the Home Affordable Modification Program (HAMP), which was
established by the Obama Administration using TARP funds. HAMP was first announced in February
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2009, became active in March 2009, and currently has an end date for entering into new modifications of
December 31, 2012. HAMP provides financial incentives to mortgage servicers, borrowers, and investors
to facilitate mortgage modifications that lower borrowers’ monthly mortgage payments to no more than
31% of their monthly income. Borrowers first enter into a trial modification, which is supposed to
become a penmanent modification if borrowers make all of their trial period payments on time and all
other eligibility criteria are met. The financial incentive payments provided by the federal government are
offered only for permanent modifications.

‘While HAMP is primarily geared to making monthly payments on first mortgages more affordable for
borrowers, several additional components of HAMP that address related factors have been announced and
implemented since HAMP first became active. These include the Second Lien Modification Program
(2MP), which provides incentives for the modification of second liens when the first lien is modified
through HAMP; the Home Affordable Foreclosure Alternatives Program (HAFA), which provides
incentives to facilitate short sales and deeds-in-lieu of foreclosure as alternatives for borrowers who
ultimately do not qualify for HAMP modifications; the Home Affordable Unemployment Program (UP),
which provides for a three-month forbearance period for unemployed borrowers who meet the initial
HAMP eligibility criteria; and the Principal Reduction Alternative (PRA), which requires servicers to
consider reducing principal balances for certain homeowners who owe more than their homes are worth,
although they are not required to do so. Additionally, mortgages insured by the Federal Housing
Administration (FHA) can participate in a program known as FHA-HAMP, and mortgages insured by the
Department of Agriculture’s Rural Development agency can participate in a program called RD-HAMP.
The start dates of HAMP and these related initiatives are included in Table 1.

Table 1. Start Dates of HAMP and Related Programs

Event Date
HAMP Announced February 18, 2009
HAMP Start Date March 4, 2009
Start Date of 2MP August 13, 2009
Start Date of FHA-HAMP August 15, 2009
Start Date of HAFA April 5,2010
Start Date of UP July 1, 2010
Start Date of RD-HAMP September 24, 2010
Start Date of PRA October 1, 2010
Anticipated Program End Date December 31,2012

Source: Table prepared by CRS on the basis of HAMP guidance.

In addition, Treasury has made several changes or updates to the program guidance for first-lien
modifications since HAMP first became active. One such change was a requirement that servicers verify
borrowers” income information before approving a trial modification, rather than approving trial
modifications on the basis of stated income information and requiring documented income information
before a trial converted to permanent status, as was allowed by the initial program guidance. This change
went into effect for all servicers on June 1, 2010. Another program change was a requirement that
servicers evaluate borrowers for HAMP eligibility before referring a borrower to foreclosure, which also
went into effect for all servicers on June 1, 2010. There have also been a number of enhanced disclosure
and outreach requirements that have gone into effect over the course of HAMP’s existence. In addition,
the Dodd-Frank Wall Street Reform and Consumer Protection Act required certain changes to HAMP.
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Namely, that law required that Treasury make a net present value (NPV) calculator available online,
which Treasury has said it expects to be operational in Spring 2011; and that servicers provide borrowers
with certain net present value test inputs upon denying a borrower for a modification, which went into
effect for all servicers on February 1, 2011.

Program Funding

Treasury initially estimated that up to $75 billion would be spent on HAMP modifications. Of that
amount, $50 billion was to come from TARP funds, and $25 billion was to be provided by Fannie Mae
and Freddie Mac (“the GSEs”) for the costs of modifying mortgages that they own or guarantee. The $50
billion in TARP funds has since been reduced to a total of $45.62 billion for HAMP and other housing
programs. Treasury has reduced the amount of TARP funds that it has designated specifically for HAMP
and its related programs to $29.91 billion, with the remainder of the funds designated for the FHA Short
Refinance program ($8.12 biltion) and the Hardest Hit Fund ($7.6 billion).

According to Treasury, as of February 25, 2011, $1.04 billion of the HAMP funding has been disbursed.'
TARP funds spent on HAMP are used to pay incentive payments to mortgage servicers, borrowers, and
investors in connection with first-lien modifications of non-GSE mortgages under HAMP. Some of the
funding is also used for incentive payments under the related HAMP programs described earlier, as well
as incentive payments related to modifying or extinguishing second liens under the FHA Short Refinance
program.

Under the HAMP incentive structure, mortgage servicers receive an upfront incentive payment when a
modification becomes permanent, and mortgage investors also receive a payment cost share incentive for
successful permanent modifications. In addition, mortgage servicers can receive “pay-for-success”
incentive payments of $1,000 per year for up to three years, and borrowers can receive pay-for-success
incentive payments of $1,000 per year for up to five years in the form of principal reduction, if the
borrower remains current on the modified mortgage payments. In other words, certain HAMP incentive
payments are designed to be paid based on the future success of servicer actions in the past. For this
reason, Treasury may continue to have a contractual obligation to pay servicers for their past performance
under (or retiance on) the HAMP program, even if new legislation is enacted to terminate the program
before its currently-scheduled end date.

While Treasury anticipates that the entire $45.62 billion currently designated for the three housing
programs that use TARP funds (HAMP, FHA Short Refinance, and the Hardest Hit Fund) will be spent, a
November report from the Congressional Budget Office (CBO) estimates that only $12 billion in TARP
funds will ultimately be spent on these programs.

Program Participation

In public announcements when HAMP began, the Treasury Department estimated that HAMP could reach
between 3 million to 4 million homeowners.® As of December 2010, there were 521,630 permanent,

' U.S. Department of the Treasury, Daily TARP Update (Figures as of 02/25/2011), February 25, 2011,
http://www treasury.gov/initiatives/financial-stability/briefing-roomsreports/tarp-daily-summary-
report/ TARP%20Cash%20Summary/Daily %20 TARP%20Update%20-%2002.25.2011.pdf.

? Congressional Budget Office, Report on the Troubled Asset Relief Program — November 2010,
http://www.cbo.gov/fipdocs/H19xx/doc11980/11-29-TARP.pdf.

us. Department of the Treasury, Making Home Affordable: Summary of Guidelines, March 4, 2009,
{continued...)
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active HAMP modifications. Another 152,289 modifications were currently active in the trial period that
precedes a permanent HAMP modification, for a total of 673,919 currently-active modifications. At the
same time, nearly 800,000 modifications bave been canceled since the start of the program. Most of these
were trial modifications that never converted to permanent status.” Note that these numbers include both
GSE and non-GSE modifications; nearly 54% of all active HAMP modifications as of the December
report were GSE loans.

Figure 1 shows the number of new HAMP trial modifications and new HAMP permanent modifications
in each month in 2010. The number of new trial modifications decreased each month in the beginning of
the year, but has somewhat leveled out in subsequent months. The number of new permanent
modifications increased each month in the beginning of 2010, with a peak of over 68,000 new permanent
modifications in April 2010. After that point, the number of new permanent modifications generally
decreased over the next several months, although the numbers of new trial and permanent modifications
both showed slight increases in the last months of 2010, In the last quarter of calendar year 2010, an
average of 32,000 mortgages were entering a HAMP trial period each month, and an average of 28,000
modifications were transitioning to permanent status each month.

{...continued)
http:/fwww.treasury.gov/press-center/press-refeases/Do guidelines_ y.pdf.

' U.S. Department of the Treasury, Making Home Affordable Servicer Performance Report through December 2010, January 31,
2011, http://www.treasury.gov/initiatives/financial-stability/resutts/ MHA~
Reports/Documents/Dec%202010%20MHA%20Report%20F inal.pdf.
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Figure 1. New Trial and Permanent HAMP Modifications by Month
January 2010 - December 2010
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Source: Figure created by CRS based on data from Treasury’s monthly Making Home Affordable Servicer
Performance Reports.

Figure 2 illustrates the total number of active trial and permanent modifications, and their relative shares
of the number of total active modifications, in each month between January and December 2010. The
total number of active permanent modifications, and the proportion of active modifications that are
permanent modifications, have both increased over the course of the year. This is to be expected as trial
modifications convert to permanent status. The number of active trial modifications, and the total number
of active modifications, has also decreased partly because a number of trial modifications have been
canceled rather than converting to permanent status, and a smaller number of trial modifications have
been beginning each month. While the total number of active modifications decreased for several months
after a peak in March 2010, the number of total active modifications began to flatten out and then slightly
increase in the last months of 2010.
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Figure 2. Total Active Trial and Permanent Modifications by Month
January 2010 ~ December 2010
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Source: Figure created by CRS based on data provided in Treasury's monthly Making Home Affordable Servicer
Performance Reports.

In terms of redefault rates, the Treasury Department reports that about 20% of borrowers who receive
permanent HAMP modifications are 60 or more days behind on their mortgages again twelve months
after the modification became permanent.’ The Office of the Comptroller of the Currency (OCC) and the
Office of Thrift Supervision (OTS), which put out a quarterly Mortgage Metrics Report, report similar
numbers. For example, the OCC/OTS Mortgage Metrics Report for the Fourth Quarter 2010 reports that
14.4% of HAMP modifications completed in the fourth quarter of 2009 are 60 or more days delinquent
nine months after the modification. This compares to a redefault rate of 30.3% for modifications
performed during the same time period that took place outside of HAMP. ¢

FHA Short Refinance

The FHA Short Refinance program was established by the Obama Administration using TARP funds. It
allows certain homeowners who are current on their mortgage payments, but owe more than their homes
are worth, to refinance into new mortgages insured by the Federal Housing Administration (FHA), if the
original mortgage lender agrees to write down the principal balance by certain amounts. The program was

* Treasury’s Making Home Affordable Servicer Performance Report through December 2010, p. 4.

¢ Office of the Comptroller of the Currency and Office of Thrift Supervision, OCC and OTS Mortgage Metrics Report, Third
Quarter 2010, December 2010, p. 37, hitp://occ.gov/publications/publications-by-type/other-publications/mortgage-metrics-q3-
2010/mortgage-metrics-g3-2010.pdf.
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announced in March 2010; detailed guidance on the program was released on August 6, 2010; and the
program became effective on September 7, 2010. Currently. borrowers can refinance through the program
until December 31, 2012.

Program Funding

Treasury has designated up to $8.12 billion in TARP funds for the FHA Short Refinance program to cover
a portion of any losses that FHA experiences on defaulted foans through this program. Also, as noted
carlier, a portion of the TARP funds set aside for HAMP will be used by Treasury to pay the costs of
incentive payments to second lienholders to reduce second mortgage balances or extinguish their liens
through this program.

Program Participation

The FHA Short Refinance program became active in September 2010. As of a January 2011 FHA report,
40 loans had refinanced through the program.”

A HUD economic impact analysis of the FHA Short Refinance Program notes that HUD cannot make a
“definitive estimate” of the number of households that could utilize the program due to the voluntary
nature of the program and the number of external factors that could impact program participation.
However, the same analysis states that Treasury expects that 1 million households could refinance through
the program, and HUD has established a range of between 500,000 and 1.5 million households to evaluate
the program. HUD also states that it anticipates that most of these expected participants (60%) would sign
up in the program’s first year (FY2011).%

Emergency Homeowners’ Loan Program

Congress established the Emergency Homeowners’ Loan Program (EHLP) in the Dodd-Frank Wall Street
Reform and Consumer Protection Act (P.L. 111-203), which was enacted on July 21, 2010. The Dodd-
Frank Act reauthorized and made changes to the Emergency Mortgage Relief Program, which was
initially established by the Emergency Housing Act of 1975. The legislation also provided funding to
HUD to administer the program, effective October 1, 2010. Through the Emergency Homeowners” Loan
Program, HUD will provide short-term, zero-interest, subordinate loans to some homeowners who meet
certain eligibility criteria, and who have experienced a reduction in income due to unemployment or
underemployment to help cover the cost of their mortgage payments. No payment on the subordinate loan
will be due during the following five-year period as long as borrowers remain current on their first
mortgage payments and continue to live in the home as their primary residence. HUD will forgive the
subordinate loan entirely after five years if these criteria continue to be met.

The program is expected to begin taking applications in Spring 2011. By statute, no new loan agreements
with borrowers can be entered into after September 30, 203 1.

7U.S. Department of Housing and Urban Development, FHA Single-Family Qutlook, January 2011, p. 4,
http://www.hud.gov/officesthsg/rmra‘oe/rpts/ooe/oleurr.pdf.

8 U.S. Department of Housing and Urban Development, “Economic Impact Analysis of the FHA Refinance Program for
Borrowers in Negative Equity Positions,” http://www.hud.gov/offices/adm/hudclips/ia/ia-refinancencgativeequity.pdf.
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Program Funding

Congress provided up to $1 billion in mandatory funding for the Emergency Homeowners’ Loan Program
in the Dodd-Frank Act. HUD has allocated this funding to the 32 states (and Puerto Rico) that are not
eligible to receive funding under Treasury’s Hardest Hit Fund Program; the funding was allocated
according to each state’s relative share of unemployed homeowners with a mortgage.

States that already have programs that are deemed to be “substantially similar” to the Emergency
Homeowners’ Loan Program can receive allocations of their share of funds for the cost of making loans
under their existing programs. In states that do not have substantially similar programs, HUD has
contracted with NeighborWorks America to perform administrative and outreach functions, including
accepting applications from homeowners. Since the program is not yet taking applications, no funds have
been dispersed to borrowers to date.

Program Participation

The Emergency Homeowners® Loan Program has not yet begun taking applications, but is expected to
begin doing so imminently. The Conference Report that accompanied the Dodd-Frank Act did not provide
an estimate of the number of borrowers that Congress expected could be assisted through this program.
HUD also does not appear to have publicly announced an estimate of the number of borrowers it expects
to receive loans through this program.

Neighborhood Stabilization Program

Congress established the Neighborhood Stabilization Program in the Housing and Economic Recovery
Act of 2008 (P.L. 110-289), enacted on July 30, 2008, to allow states and local communities to purchase
and redevelop foreclosed or abandoned properties. Congress subsequently provided additional funding for
the program in the American Recovery and Reinvestment Act (P.L. 111-5), enacted on February 17,
2009, and in the Dodd-Frank Wall Street Reform and Consumer Protection Act (P.L. 111-203), enacted on
July 21, 2010. These components of NSP are identified as NSP-1, NSP-2, and NSP-3 respectively.

Program Funding

The Housing and Economic Recovery Act of 2008 provided $3.9 billion for NSP-1. HUD awarded the
funds to states and local governments based on a formula that focused on the number and percentage of
residential foreclosures and subprime loans. Each state was granted a minimum allocation of 0.5% of the
amount appropriated. Only local governments who received a minimum allocation of $2 million were
granted direct administrative control of NSP-1 funds. In total, 309 states and local governments met the
minimum requirements to directly administer NSP funds.

The American Recovery and Reinvestment Act provided $2 billion for NSP-2, These funds were awarded
competitively to states, local governments, or non-profit entities. For-profit entities could participate as
direct recipients of funds when teamed with a state or local government or a non-profit entity. Funds were
awarded based not only on need, as measured by highest number and percentages of foreclosed homes,
but also on additional factors intended to measure project quality, such as a project’s potential leveraging
of other public and private sector funds. The program’s Notice of Funding Availability (NOFA) required
that the amount requested was to be of “sufficient size to contribute toward significant and measurable
neighborhood stabilization.” The minimum grant request could be not less than $5 million, and was
required to return at least 100 abandoned or foreclosed homes back to the housing stock. On January 14,
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2010, HUD announced the selection of 56 grantees. Most were consortia of local governments and
nonprofit housing organizations.

The Dodd-Frank Wall Street Reform and Consumer Protection Act provided $1 billion for NSP-3, to be
obligated using the same formula as NSP-1. Each state receives a minimum grant amount of $5 million.
The minimum grant threshold for communities is $1 million based on the results of the formula used by
HUD. Cities whose fund allocation is less than $1 million are rolled into its county's allocation. If the
county's allocation falls below $1 million, its allocation is rolled into the state allocation. HUD announced
283 grantees on September 8, 2010. Grantees were required to submit their action plans to HUD by
March 1, 2011.

Each of the rounds has specific deadlines that must be met with respect to the obligation and expenditure
of funds.

*  Under NSP-1, grantees had 18 months from the date HUD signed their grant agreements
to obligate these funds and four years to expend allocations. According to HUD, 99.7%
of NSP-1 funds had been obligated by grantees by September 30, 2010, and 55.4% of
NSP-1 funds had been disbursed as of February 7, 2011.

* Under NSP-2, recipients are required to spend at least half of the funds within two years
of their allocation date (February 2012), and 100% within three years of the date funds
are allocated (February 2013). As of February 7, 2010, HUD reports that 9% of NSP-2
funds had been disbursed. All NSP-2 funds were obligated to grantees by the February
17, 2010 deadline established by ARRA.

e Under NSP-3, no obligation deadline was established in legislation; however, 50% of
NSP-3 funds must be expended within two years, and 100% within three years.

Program Participation

According to data available to date, NSP-1 grantees are using funds principally for two types of activities:
acquisition accounted for 33% of obligated funds, and residential rehabilitation accounts for 27%. As of
January 13, 2011, HUD reported that NSP-1 grantees have completed 19,189 units, which may include
rehabilitation activities, clearance and demolition, and new housing construction.’

* U.S. Department of Housing and Urban Development, FY2012 Congressional Budget Justification,
hitp://portal. hud.gov/hudportal/documents/huddoc?id=Neighborhood_Stab 2012.pdf.
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Insurance, Housing, and Community Opportunity
Wednesday, March 2, 2011

Chairwoman Biggert, Ranking Member Gutierrez, and Members of the Subcommittee, 1
am Mercedes Marquez, Assistant Secretary for Community Planning and Development (CPD) at
the U.S. Department of Housing and Urban Development. Thank you for the opportunity to
testify today on status of the Neighborhood Stabilization Program (NSP) and the continued need
for all NSP funding appropriated to date.

In less than three years since its authorization, NSP has progressed through three rounds
and is delivering on its intent by assisting states and local governments to stabilize
neighborhoods impacted by foreclosures. To be clear, NSP is not a foreclosure prevention
program but rather a tool to help communities across our nation address and mitigate the
negative effects that vacant, abandoned and blighted properties have upon neighborhoods and
property values.

The problems presented by foreclosed and abandoned properties across the nation remain
a significant challenge for the country — and certain markets in particular.

Foreclosed homes have a debilitating effect on neighborhoods and often lead to blight,
neighborhood decay and reduced property values, feeding a vicious cycle. Back in 2008, the
Center for Responsible Lending estimated that homeowners living near foreclosed properties
would see their property values decrease $5,000 on average. And while the freefall in home
prices was stopped in early 2009 and monthly foreclosure starts are down more than 30,000 per
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month from this same time one year ago (partially attributed to servicer process reviews in light
of foreclosure processing deficiencies), the housing market remains fragile.

While recent increases in foreclosure activity are due in large part to poor lending
practices and general economic conditions such as increases in unemployment, the impact of
foreclosed homes on surrounding property values creates a negative effect in our neighborhoods.
NSP serves as a buffer against further decline by shoring up the equity of homeowners that live
on the block where an NSP investment is made. CPD, NSP grantees, and a range of private
sector and non-profit partners have worked together since August 2008 to craft distinctive,
market-oriented responses that help stabilize and improve target neighborhoods with NSP
investments.

Background

As Assistant Secretary for Community Planning and Development, 1 am responsible for
the administration of the three rounds of NSP, known respectively as NSP1, NSP2, and NSP3, as
well as the NSP technical assistance effort. NSP1 refers to the initial $3.92 billion program
established by the Housing and Economic Recovery Act of 2008 (HERA), which was signed into
law on July 30, 2008. NSP2 refers to the $2 billion appropriated in the American Recovery and
Reinvestment Act of 2009 (Recovery Act) and the NSP technical assistance effort is a $50
million initiative funded out of the Recovery Act appropriation. NSP3 refers to the $1 billion
appropriated by the Dodd-Frank Consumer Protection and Wall Street Reform Act of 2010
(Dodd-Frank Act). Of the NSP3 funds, $20 million will be reserved to supplement the NSP
technical assistance effort. The following table provides details with regard to the NSP funds.

NSP1 NSp2 NSP3
Legislative Basis Housing and American Recovery Dodd-Frank
Economic Recovery | and Reinvestment Act | Consumer Protection
Act of 2008 of 2009 and Wall Street
(HERA) (ARRA) Reform Act of 2010
Appropriation $3,920,000,000 $2,000,000,000 $1,000,000,000
Program Format Formula allocation Competitive Formula Allocation
Number of Grantees 307 56 283"
Technical Assistance | N/A $50,000,000 $20,000,000°
Funds
Administrative Funds_| $6,500,000° $20,000,000° $10,000,000°

' Projected based on allocations.

? Recovery Act permitted up to 10% of NSP2 appropriation ($200 million) to be used for technical assistance and
capacity building for NSP1 and NSP2 but HUD opted for only $50 million.

* Dodd-Frank Act permits up to 2% of appropriation for technical assistance purposes.

*P.L. 110-329, Continuing Resolution Act, 2009, provided funds to support 2008 CDBG disaster recovery
appropriation and NSP1,

* Recovery Act permitted 1% of NSP2 to be used for HUD's administrative purposes.

2
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Funds Use Deadline March 2013 50% by February | 50% by March 2013
2012 and 100% by | and March 2014
February 2013

HERA

NSPI funding was provided to states and local governments by formula as specified in
HERA. Each of the 50 states and Puerto Rico received a minimum award of $19.6 million.
Insular areas and the District of Columbia also received direct awards. Ultimately, NSP1 funds
were allocated to 309 grantees (North Las Vegas joined with Clark County, NV and Colorado
Springs, CO joined with the State of Colorado for a total of 307 grants), all of which applied for
their funds by early December of 2008 and received approvals and grant agreements by mid-
March 2009.

Because HERA directs that NSP funds be treated largely like Community Development
Block Grant (CDBG) funds, CPD was able to quickly establish the NSP1 program requirements
on a framework familiar to grantees. Unlike CDBG, NSP funds are restricted to a range of
housing activities that affect vacant and foreclosed properties. Grantees may use NSP1 funds to
establish financing mechanisms for the acquisition of foreclosed property, acquire and
rehabilitate abandoned or foreclosed property, establish and operate land banks for foreclosed
residential property, demolish blighted properties and redevelop vacant or demolished properties.
All NSP1 funds received by a grantee must be used to benefit individuals at or below 120
percent of area median income (AMI). Further, all NSP appropriations require that at least 25
percent of the funds be expended for housing activities that benefit households at or below 50
percent AML

HERA established an 18 month obligation period for NSP1 funds once the funds were
available to grantees. Through tremendous efforts by grantees, CPD staff and technical
assistance providers, NSP1 grantees achieved an obligation rate of 99.6 percent by September
30, 2010, the point at which NSP! grantees completed their 18 month obligation period.
Grantees were motivated to obligate funds by the announcement in May 2010 that CPD would
aggressively move to recapture and reallocate unobligated funds at the close of grantee
obligation periods. As of February 28, 2011, NSP1 grantees have expended 57.2 percent of their
grant funds.

ARRA

NSP2 was funded at a level of $2 billion by the Recovery Act. The Recovery Act
directed HUD to award these funds competitively to states, local governments, non-profit
organizations or consortia of these eligible applicants. The Department conducted the necessary
competition in the second half of 2009 and announced 56 awards for $1.93 billion on January 14,

® Based on applicability of Recovery Act provision for 1% of NSP appropriation for HUD administrative costs.
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2010. These awards ranged in size from $5 million to the city of Reading, Pennsylvania, to $223
million to the state of Michigan. These funds were obligated to grantees on February 11, 2010.

Of the remaining $70 million from the Recovery Act appropriation, $20 million was
reserved for CPD’s administrative cost in managing NSP and, pursuant to a Recovery Act
provision; $50 million was reserved for a separate competition for NSP technical assistance
purposes to support both NSP1 and NSP2. The Department conducted this competition in the
summer of 2009, announced awards on August 26, 2009, and obligated all funds in October
2009. I will discuss the impact of the NSP technical assistance in the Technical Assistance
section of this testimony.

In the risk analysis for the NSP appropriations, HUD determined that additional ficld
staff hires were necessary to mitigate the program launch and ongoing management risks,
through 2013. With the administrative funds, in 2009 HUD hired 34 temporary NSP staff and
stationed them in field offices to support management of NSP grantees. They joined 8 temporary
staff hired in an earlier round in 2009, and were supplemented later by two additional term
employees as a coverage gap was noted. To increase field support as grantees have ramped up
production and to replace staff lost to attrition, HUD advertised 22 temporary positions in early
2011. HUD is currently reviewing applications for these positions, all but two of which will be
stationed in field offices.

Dodd-Frank

The Dodd-Frank Act, enacted July 21, 2010, provided an additional $1 billion for the
third round of NSP. The language of the Dodd-Frank Act places NSP3 in the context of the
Recovery Act provisions but directed the program be allocated on a formula basis to states and
local governments. The Department announced $970 million in allocations to 283 jurisdictions
on September 8, 2010, and, in subsequent guidance, established March 1, 2011, as the deadline
for submission of action plans describing the uses of funds. The Department is in the process of
reviewing and accepting these action plans at this time, and expects to obligate these funds by
March 31, 2011. The remaining $30 million is allocated for technical assistance ($20 million)
and administrative support ($10 million) consistent with provision of the Recovery Act.

Program Status

The total appropriation for NSP has been $7 billion, a relatively small amount in the
context of the problems that have arisen in the housing markets over the past four years. There
were 1.7 million foreclosures completions between April 2009 and December 2010 and we
expect NSP will impact 100,000 properties in the nation’s hardest-hit markets.
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Already, grantees report that more than 36,000 of these properties are either under
construction or rehab — better than a third of the way there.

Because this makes up almost 20 percent of the REO over the last 18 months in NSP-
targeted areas, we believe these efforts will have “a multiplier effect” that could have a profound
impact on our local, regional and national housing markets alike. By investing NSP dollars the
other units in the neighborhood will be more likely to be acquired by the private sector because
the area is stabilizing.

Indeed, the targeted nature of allocations and awards in conjunction with the statutory
requirement that grantees focus their funds on areas having the greatest need has enabled NSP to
have a positive effect in those neighborhoods where the funds have been put to work. Grantees
have had to make critical decisions on the selection of target neighborhoods to assist and the
activities to implement in order to make the best use of their limited NSP resources.

NSP grantees continue to make great strides in production. The fact that most
communities started their NSP programs in the midst of the mounting fiscal distress facing local
governments over the past three years cannot be ignored when evaluating their resources (or lack
thereof) to quickly implement a new program, especially one that requires expertise they may not
have had in-house. To ensure that grantees have sufficient resources to implement NSP, HUD
permits up to 10 percent of the grant to be for administrative costs. In most cases, NSP grantees
have responded to this challenge in a positive and creative manner, are producing units, housing
families and reducing vacancy rates to stabilize neighborhoods. In weak markets such as
Michigan and Ohio, many weighted their program mix toward land banking and demolition and
clearance of blighted, vacant units that depreciated neighborhood property values. In California
and Florida, direct homeownership and purchase/rehabilitation projects are more common.

NSP is singular among grant programs in CPD in that the income of the beneficiaries
ranges up to 120 percent of area median income, or middle class. Grantees for NSP1 and 2 are
projecting, conservatively, treatment of over 100,000 units or properties; this figure includes
significant demolition of blighted property, particularly in Michigan and Ohio. Currently, NSP1
and 2 communities are projecting direct benefit to more than 86,000 households, meaning those
households will be able to live in housing affordable to them. With NSP3, the total projected
households benefiting from NSP would rise to 100,000. The data projecting the number of
persons to benefit from stabilized neighborhoods is not as refined as the production projections,
but it is clear from grantee estimates that several million persons live in the neighborhoods in
which NSP is active.

The 99.6 percent obligation rate for NSP1 grantees at the 18-month deadline speaks to
the commitment and tenacity of communities across the country, and to CPD’s NSP technical
assistance effort, which helped many grantees to assess their markets, re-design their programs,
and successfully meet their obligation deadline.
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As of February 28, 2011, NSP1 grantees have obligated $4.01billion or 103% of the
original formula allocation amount, an amount of funds that exceeds the original grant amounts
because of the program income beginning to return to the program as treated units and properties
return to the markets. To date, including program income, NSP1 grantees have expended $2.24
billion, or 57.2 percent of the original grant allocations. As of the last quarterly performance
reports, for the quarter ending December 31, 2010, communities using NSP1 have produced
more than 5,300 households in rehabilitated or newly constructed units, more than 6,000
households have received direct homeownership assistance to acquire formerly foreclosed or
abandoned properties, and more than 9,700 blighted properties have been demolished and
cleared.

Communities are making good progress in meeting the statutory requirement to use 25
percent of each NSP grant to produce housing affordable to households with incomes at or less
than 50 percent of area median income (AMI). In NSP1, grantees report committing more than
$1.3 billion for such activities, over 33% of the total; more than $680 million has been drawn.
So far in NSP2, grantees have set up activities in the online reporting system totaling $494
million to meet this requirement and of this amount have drawn down about $48 million.

For NSP1 and 2, grantees report
that, as of December 31, 2010, 2101 Jow-
income (50% of AMI or below) rental
households occupied completed units. As
of February 2011, grantees were
projecting that a total of 14,515 low-
income households, 5,224 moderate-
income (51-80% AMI) households, and
4,435 middle-income (81-120% of AMI)
households  will occupy rental units
assisted with NSP1 and 2.

And in some places, data is
emerging to show all this effort is working
to stabilize neighborhoods. Our data
shows that  concentrated  targeted
investment by grantees arrests decline and

reduces vacancy rates. Witness the | ke home el

dramatic reductions in long-term vacant éffum?lf??gmd ! eded |
November, closer to where she worked

properties in target neighborhoods in

Youngstown and Cleveland, Ohio. In
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North Reno, a neighborhood with fast rising vacancies saw them fall quickly with NSP
investments.

Not only was NSP2 competitive, HUD tightened the targeting requirements and enhanced
the data support for the program, providing more detailed foreclosure and vacancy data via an
online mapping tool (which was again enhanced for NSP3). The only neighborhoods eligible for
NSP2 were among the hardest hit in the nation — applicants had to select neighborhoods that
scored an average of at least 18 on a 1-20 scale, with | the fewest vacancies and foreclosures and
20 the most, to be eligible to participate in NSP2. All NSP2 grantees received their grant
agreements in February 2010.

Starting about one year behind NSP1 with about half the funds, as of February 28, 2011,
NSP2 grantees have obligated about $475 million. NSP2 grantees have expended $200 million,
or 10.4 percent. NSP2 grantees project serving 11,000 households through rehabilitation and
new construction and more than 5,200 households through direct homeownership support, and
about 3,800 blighted properties cleared.

NSP 3

For NSP3, HUD enhanced the NSP mapping tool to support the requirement (the first of
its kind for a CPD formula program) that NSP3 grantees should only target neighborhoods that
met a certain standard of need. The tool was enhanced to allow a grantee to draw online the
shape of a proposed target neighborhood. The tool calculated the stabilization need in the
neighborhood, providing the grantee not only the need score, but also other data about the area
including an estimate of how many properties would have to be treated to achieve neighborhood
stabilization and, where the data were clear, recommendations for the most appropriate NSP
activities for the area. Grantees were not required to accept HUD's recommendation. They were
however, required to include the data with their proposed plan for public comment. Moreover,
as grantees have already launched and designed NSP1 and/or NSP2, they will be move quickly
to implement their NSP3 plans.

Given the projections for NSP2 and the actual production for NSP1, CPD estimates that
at least 6,000 houscholds will benefit from NSP3 through purchase/rehabilitation of foreclosed
or abandoned residential property or new construction on redeveloped lots. About 3,000
households will benefit from direct homeownership assistance.
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NSP also contributes to a community’s overall well-being by providing employment
opportunities across the nation. Based on NSP1 activity budgets, the Department estimates that
NSP will support more than 93,000 jobs nationwide.

Management of NSP

The Department began implementation of NSP1 immediately and met the legislative
deadline of 60 days to issue implementing regulations. These took effect on Sept. 29, 2008.
Grantees immediately received training in the form of regional briefings on the program. The
309 potential grantees developed their applications and all submitted them on or before the
December 1, 2008 deadline. Two grantees joined with nearby communities in joint programs,
resulting in a total of 307 grantees. CPD provided support in the form of an e-mail Hotline and a
website with Frequently Asked Questions and other supporting information. The initial
assistance was limited by the existing staff capacity in the Department, yet all applicants were
able to develop programs that met the requirements.

Technical Assistance (NSP TA)

The technical assistance effort is proving to be a tremendous support to NSP grantees.
As 1 noted earlier, HUD used $50 million in Recovery Act funding to create NSP TA. This
competitive program distributed $50 million to regional and national technical assistance
providers. With NSP TA, we are making CPD’s TA, not only about program compliance, but
about capacity building. For many years, technical assistance at the Department primarily
focused on compliance — filling out the right forms and checking off the right boxes. Now, we
are moving to provide technical assistance in a more holistic manner to truly meet the needs of
grantees. The overall $7 billion NSP effort is targeted at communities that have suffered the
most through the foreclosure crisis.

Through NSP technical assistance (NSP TA), we are assisting these communities by
conducting individual needs assessments, particularly for grantees who are struggling to meet
the goals of the program, and following up with customized direct practitioner assistance plans.
In addition, all HUD OIG findings are reviewed and considered as CPD deploys the NSP TA
resources. We plan to continue this effort with NSP3 to help create and increase the capacity of
whole communities across the country to address this crisis responsibly. From the resource
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exchange where CPD, communities, and nonprofits share tools for effectively implementing
neighborhood stabilization projects, the NSP TA resources are creating affordable housing
expertise at the local level that will last after the NSP1, NSP2, and NSP3 programs are closed
out. Problem solving clinics, NSP term employees — who were hired from their communities
using Recovery Act funds— weekly technical webinars, and frequent feedback in the form of data
snapshots increase the likelihood that the practitioner skills formed in carrying out the NSP
programs will translate into new or enhanced community ability to use other resources.

As the term employees came on board and technical assistance firms were engaged, the
range of available services expanded substantially. By early 2010, CPD and its team were
developing needs assessments in 102 of the 307 grantee communities which were deemed
vulnerable because of weak administrative capacity, difficult market conditions, prior audit or
monitoring findings and similar indicators. CPD also launched a very popular series of sixteen
Problem-Solving Clinics across the country, where grantees could receive face-to-face
assistance, ask questions, and attend workshops.

The NSP group also created a much-expanded website (www.hud.gov/nspta) where
grantees can find resources, ask questions, and request technical assistance. The technical
assistance providers have developed nine toolkits for different program types (e.g. acquisition-
rehab, lease-purchase, land banking) which enable grantees to easily adapt procedures manuals
and document templates. The Department also produced training for new grantees and is offering
on-site direct technical assistance through the providers.

NSP First Look

The Department has actively sought non-profit and private sector partners in its effort to
make NSP successful. The National First
Look Program is a first-ever public-private
partnership agreement between HUD and the
National Community Stabilization Trust
(Stabilization Trust). In collaboration with
national servicers, Fannie Mae, Freddie Mac
and our FHA colleagues, the First Look

abfalmif‘ 200 of whi

program is intended to give communities | dof sthit the ground. Th
e e . . . i wver o third of the. total
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opportunity  to  purchase  bank-owned
properties in NSP target neighborhoods so
these homes can either be rehabilitated, rented,
resold or demolished.




55

Based on a pilot forged by the National Community Stabilization Trust and the nation’s
leading financial institutions, First Look gives NSP grantees an exclusive 12-to-14 day period to
evaluate and bid on properties before others can do so.

It’s based on a simple idea: that instead of the “retail” strategy so many communities
resort to when it comes to neighborhood stabilization--establishing individual relationships with
financial institutions, negotiating the best price one house at a time--we should be creating a
wholesale strategy -- and market power. Since the program was announced in early September,
NSP grantees have had the opportunity to view over 20,000 properties through the first look
program and purchased 553. On average, these properties were purchased at an average discount
of 13% below fair market value.

With the country’s leading financial institutions participating in First Look, accounting
for more than 75 percent of the REO inventory, we expect First Look will cut the traditional 75-
to-85 day REO process in half. Moreover, grantees selectively pick the most strategically
important properties, whether they are REO, short sale or deed-in-lieu. In addition, the system
is extremely cost-effective becausc instead of using a staff intensive, one-off property acquisition
approach, our partners have access to automated, state of the art mapping and property
management tools -- so communities can spend more time targeting their efforts and optimizing
their limited NSP resources.

Interagency Partnerships
An interagency effort at the Federal level should be noted as well. The Office of the

Comptroller of the Currency, the Board of Governors of the Federal Reserve System, the Federal
Deposit Insurance Corporation, and the Office of Thrift Supervision recently published a joint
final rule (Final Rule) expanding the category of community development activities that qualify
for Community Reinvestment Act (CRA) credit to include loans, investments and services to
support NSP activities in communities with HUD-NSP plans. These investments must be in
NSP target areas and mirror the NSP program requirements, which allow assistance to household
up to 120% of AM. The final rule, published on December 19, 2010, and effective January 19,
2011, further supports the soundness of the NSP strategy.

Program Monitoring

Complementing the added capacity and program support, CPD continues to monitor and
communities for progress, performance and compliance. CPD field offices monitored 146 NSP1
grantees in the first year and have undertaken reviews of NSP2 grantees. Relatively few
significant problems emerged, although numerous communities still struggled. CPD continues to
build capacity in those locations with on-site and other technical assistance.
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The HUD Office of Inspector General (OIG) instituted an aggressive audit program
focused on NSP shortly after its enactment in 2008. To date, the OIG has completed 42 NSP
audits nationwide and 10 more are currently in progress. 1 would like to note two evaluations
completed by HUD's OIG that speak to the effectiveness of CPD’s implementation of NSP2.
The first evaluation, issued in September 2009 (Memorandum NO. 2009-AT-0801), addressed
the front end risk assessment that CPD prepared for NSP2. A front end risk assessment (FERA)
is a management tool required by OMB Circular A-123 and is used to minimize the
Department’s exposure to fraud, waste and abuse in the administration of its programs and is
required for new program such as NSP. In its report, the OIG made no recommendations with
regard to the NSP2 FERA and provided a positive review, stating:

e “Qur review determined that the factors of general control environment, risk assessment,
control activities, information/communication, and monitoring were adequately
addressed and the major program objectives of timeliness, clear and measurable
objectives, transparency, monitoring, and reporting were adequately emphasized in the
assessment. “(p. 3-4)

The second OIG evaluation to note is one that assessed CPD’s competitive review and award
process for $1.93 billion in NSP2 funding (Audit Report 2010-AT-0001). This competition was
administered by CPD’s Office of Block Grant Assistance, which traditionally manages formula
grants under the CDBG program. Nonetheless, HUD carried out the evaluation and selection
process in accordance with all applicable requirements by reviewing 482 applications requesting
more than $15 billion in funding. After performing its due diligence, the OIG did not issue any
recommendations because there were no reportable deficiencies with the NSP2 evaluation and
selection process. The following excerpts from the OIG report clearly make that point:

o “What we found: HUD followed the applicable requirements during the evaluation and
selection process and included special conditions in the grant agreements as required.” (p.
2)

o “HUD properly evaluated and selected the applications for the NSP2 funding. It
followed the requirements and procedures in the notice and employed quality control
procedures to help ensure that its decisions were correct and supportable. In addition, it
properly included special conditions in grant agreements for high risk grantees.” (p. 8)

e  “Our audit did not identify any reportable deficiencies, and, therefore, there are no
recommendations.” (p. 8)

The results of these two reviews well characterize CPD’s efforts to implement and
manage NSP. Overall, CPD continues to work with the OIG on audits of NSP, most of which
focus on program implementation and oversight at the state and local grantee levels. In the cases
where these audits have identified program deficiencies, we have used these as opportunities to
target technical assistance funding and to improve local capacity.

11
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In December 2010, the Government Accountability Office completed a report on NSPI
(GAO-11-48). The report examined CPD and NSP1 grantee performance in the following areas:
(1) meeting HERA obligation time frames and income-targeting criteria; (2) actions HUD has
taken to mitigate program risks and ensure grantee’s compliance with key NSP1 requirements;
and (3) HUD s efforts to collect program data and to assess the reliability of the data. As part of
this effort, GAO analyzed data, interviewed selected grantees and HUD staff in Washington, DC
and at 15 sites across the United States. It was noted that data on program outputs could be
improved and we at HUD are actively working to make those improvements. In the end, GAO
concluded that HUD and NSP1 grantees are taking actions to comply with program requirements
as reflected by the following comment:

e “NSP 1 provided a mechanism for state and local governments to mitigate the
destabilizing effects of mortgage foreclosures, but HUD and grantees faced a number of
implementation challenges, including the program’s tight time frames and the limited
capacity of some grantees to undertake real estate activities. 'HUD took actions to help
grantees meet these challenges though guidance, training, and technical assistance.
Additionally, HUD established internal control procedures to mitigate risks and promote
compliance with program requirements. Our work suggests that these efforts helped
grantees obligate funds in a timely manner, adopt strategies appropriate to their
communities, and follow program rules.” (p. 41)

The Recovery Act enabled CPD to use 1 percent of the NSP2 appropriation for
administrative purposes and this resource enabled the hiring of more than 30 temporary NSP
Specialists, to visit grantees and monitor their programs, and it also funded improvements to the
Disaster Recovery Grant Reporting (DRGR) system, which is used by grantees to budget, draw
funds and report NSP program outputs to HUD. Many of these teraporary hires were displaced
real estate professionals who were impacted by the housing crisis so they were capable of
“hitting the ground running,” supporting grantees with program compliance and program
implementation issues. Today, these temporary hires serve as the first line of support in CPD
field offices responding to grantee needs, alerting HUD Headquarters when problems arise and
track grantee performance in DRGR. ARRA Administrative funds make it possible for them to
visit grantees and monitor their programs on a regular basis. These visits help CPD establish
relationships with our grantees and identify problems before they become serious hindrances to
program implementation.

While DRGR was built to serve CDBG disaster recovery grants, it did not have all of the
metrics needed to track NSP program outputs. The Recovery Act administrative funds made it
possible to improve the DRGR platform and it is those improvements that enable me to share
NSP program accomplishments with you today. Additional DRGR improvements are proposed
to be funded with Recovery Act dollars to assist NSP grantees in deploying more complex
program techniques and CPD track their program outputs and accomplishments.

12
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In closing, the Neighborhood Stabilization Program is being effectively implemented by
HUD’s Office of Community Planning and Development consistent with the purpose of assisting
state and local governments in addressing the negative effects of abandoned and foreclosed
properties. NSP grantees are gaining traction at the local level as they build capacity and expend
funds, thereby helping to stabilize still fragile housing markets. While $7 billion is a substantial
sum to invest in this purpose, it pales in comparison to the overall size of the problem. Buta
program targeted to areas of high need coupled with a flexible programmatic approach, extensive
technical assistance, and aggressive management on the part of CPD, has yiclded some
remarkable progress in the 30 months that NSP has been in existence. To rescind the final $1
billion in NSP funding at this time would stall that progress and remove critically needed
investments from the hardest hit housing markets in the country. For these reasons, Secretary
Donovan and [ urge the Committee not to move any legislation that would rescind the NSP3
funding.
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Chairman Biggert, Ranking Member Gutierrez, and Members of the
Subcommittee:

I am pleased to be here today to discuss our work on the Making Home
Affordable (MHA) program, including the Home Affordable Modification
Program (HAMP). Since the Department of the Treasury (Treasury) first
announced the framework for its MHA program over 2 years ago, the
number of homeowners facing potential foreclosure has remained at
historically high levels. HAMP, the key component of MHA, provides
financial incentives to servicers and mortgage holders/investors to offer
modifications on first-lien mortgages. The modifications are intended to
reduce borrowers’ monthly mortgage payments to affordable levels to help
these homeowners avoid foreclosure and keep their homes.

Since HAMP's inception, concerns have been raised that the program is
not reaching the expected number of homeowners. In two prior reports,
we looked at the implementation of the HAMP first-lien modification
program, noted that Treasury faced challenges in implementing it, and
made several recommendations intended to address these challenges.' In
addition, our ongoing work examines the extent to which additional MHA
programs have been successful at reaching struggling homeowners, the
characteristics of homeowners who have been assisted by the HAMP first-
lien modification program, and the outcomes for borrowers who do not
complete HAMP trial or permanent modifications. These programs include
the Second-Lien Modification Program (2MP) for those whose first liens
have been modified under HAMP, the Home Affordable Foreclosure
Alternatives (HAFA) program for those who are not successful in HAMP
modifications, and the Principal Reduction Alternatives (PRA) program for
borrowers who owe more on their mortgages than the value of their
homes.

'GAQ is required to report at least every 60 days on findings resulting from, among other
things, oversight of the Troubled Asset Relief Program’s (TARP) performance in meeting
the purposes of the Act, the financial condition and internal controls of TARP, the
characteristics of both asset purchases and the disposition of assets acquired, the
efficiency of TARP's operations in using appropriated funds, and TARP's compliance with
applicable laws and regulations (12 U.S.C. § 5226(a)). Under this statutory mandate, we
have reported on Treasury's use of TARP funds to preserve homeownexship and protect
home values. See GAO, Troubled Asset Relief Program: Treasury Actions Needed to Make
the Home Affordable Modification Program More Transparent and Accountable,
GAG-09-837 (Washington, D.C: July 2009) and GAOQ, Troubled Asset Relief Program:
Further Actions Needed to Fully and Equitable Implement Foreclosure Mitigation
Programs, GAO-10-634 (Washington, D.C: June 2010).
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My statement is based on the report on HAMP that we issued in June 2010,
as well as on preliminary observations from our ongoing work.”
Specifically, this statement focuses on (1) the extent to which HAMP
servicers have treated borrowers consistently and the actions that
Treasury and its financial agents have taken to ensure consistent
treatment; (2) the status of Treasury’s second-lien modification,
foreclosure alternatives, and principal reduction programs; (3) the
characteristics of borrowers who received HAMP modifications; and (4)
outcomes for borrowers who are denied or fall out of HAMP trial or
permanent first-lien modifications.

To examine these questions, we spoke with and obtained information from
10 HAMP servicers of various sizes who collectively had been designated
71 percent of the TARP funds allocated to participating servicers. We
visited 6 of them for our June 2010 report. In addition, for our ongoing
work, we spoke with and obtained data from 6 large MHA-participating
servicers. We reviewed HAMP program documentation issued by Treasury,
including supplerental directives for the first-lien program and
announcements of new TARP-funded homeowner assistance programs. To
determine the key elements needed to ensure program stability and
adequate program management, we compared documents obtained from
Treasury regarding HAMP program governance and internal controls to
the Government Performance and Results Act of 1993 (GPRA) and the
Standards for Internal Control in the Federal Government.® We also
analyzed loan-level data from Treasury’s HAMP database, which included
data reported by servicers on borrowers evaluated for HAMP participation
through September 30, 2010, to analyze the characteristics of borrowers
who received HAMP modifications, were canceled froms HAMP trial
meodifications, or redefaulted from permanent HAMP modifications. We
coordinated our work with other TARP oversight entities, including the
Congressional Oversight Panel, the Office of the Special Inspector General
for TARP (SIGTARP), and the Financial Stability Oversight Board.

The work on which this testimony is based was performed in accordance
with generally accepted government auditing standards. Those standards
require that we plan and perform the audit to obtain sufficient, appropriate

PGAO-10-634.
*Government Performance and Results Act of 1993, Pub. L. No. 103-62, 107 Stat. 285,

codified at 5 U.8.C. § 306 (1993), and GAU, Standards for Internal Control in the Federal
Government, GAG/AIMD-00-21.3.1 (Washington, D.C.: November 1989).
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evidence to provide a reasonable basis for our findings and conclusions
based on our audit objectives. We believe that the evidence obtained
provides a reasonable basis for our findings and conclusions based on our
audit objectives.

Summary

In June 2010, we reported on several inconsistencies in the way servicers
treated borrowers under HAMP that could lead to inequitable treatment of
similarly situated borrowers. These inconsistencies involved how servicers
solicited borrowers for the program, how they evatuated borrowers who
were not yet 60 days delinquent on their mortgage payments, and how they
handled borrower complaints.’ In addition, we noted that while Treasury
had taken some steps to ensure servicer compliance with program
guidance, it had not yet finalized consequences for servicer
noncompliance. We made eight recommendations to improve the
transparency and accountability of HAMP in June 2010. Treasury stated
that it intended to implement some of the recommendations, but little
action has been taken to date.

Further, as part of our ongoing work, we identified several implementation
challenges that had slowed implementation of newer MHA programs,
specifically 2MP, HAFA, and the Principal Reduction Alternative (PRA).
For example, we found that servicers experienced difficulties in using a
required database to identify borrowers who might be eligible for 2MP,
contributing to a slow start for this program. We found that borrowers
who were in HAMP trial or permanent modifications tended to share
certain characteristics, such as reduced income and having high debt
levels, and that those who were canceled from trial modifications or
redefaulted from permanent modifications tended to be further into
delinquency at the time of their modifications. Lastly, we found that many
borrowers who were denied or fell out of HAMP modifications had been
able to avoid foreclosure to date. But weaknesses in how Treasury reports
the disposition paths, or outcomes, for these borrowers make it difficult to
understand exactly what has happened to these homeowners.

Background

In March 2009, Treasury issued the first HAMP guidelines for modifying
first-lien mortgages in an effort to help homeowners avoid foreclosure.
The goal of the first-lien mortgage modification program is to reduce

‘GAO-10-634.
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struggling homeowners' morigage payments to more affordable levels—
specifically to 31 percent of the borrower's income. To reduce mortgage
payments, servicers may modify the loan by lowering the interest rate,
extending the amortization period, or forbearing principal. According to
Treasury officials, the prograre was intended to offer reduced monthly
payraents to up to 3 to 4 million homeowners.

Through December 2010, there were a total of 143 active servicers under
the TARP-funded portion of HAMP. Through December 2016, over 1.7
million HAMP trial modifications had been offered to borrowers, nearly
1.5 million of which had begun HAMP trial modifications.” Of the trial
modifications begun, approximately 152,000 were active trial
modifications, and roughly 522,000 were active permanent modifications.
Approximately 735,000 trial modifications and around 58,000 permanent
modifications had been canceled (fig. 1). As of December 31, 2010, $1
billion in TARP funds had been disbursed for TARP-funded housing
programs, of which roughly $840 million was disbursed to servicers for
HAMP-related activity. Most of the disbursements to date have been made
for the first-lien modification program.

*The government-sponsored enterprises (GSE) Fannie Mae and Freddie Mac have directed
all of their approximately 2,000 servicers to implernent parailel HAMP programs on first-
lien mortgages owned or guaranteed by the GSEs. Roughly 46 percent of borrowers who
were in trial or permanent modifications as of September 30, 2010, had non-GSE loans and,
therefore, fell under the TARP-funded portion of HAMP.
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L T —————
Figure 1: GSE and Non-GSE HAMP Trial and Permanent Modifications Made and C: fed Each Month, Di her 2010
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In addition to first-lien modifications, Treasury has announced a number
of TARP-funded housing programs, inciuding those for modifying second
liens held by borrowers with first-lien modifications under HAMP,
reducing principal, offering temporary forbearance for unemployed
borrowers, and providing alternatives to foreclosure (see table 1), At the
current time, with the exception of the Housing Finance Agency (HFA)
Hardest-Hit Fund, the cutoff date for borrowers to be accepted into TARP-
funded programs is December 31, 2012, and disbursements of TARP funds
may continue until December 2017.

Page 5 GAO-11-338T



65

Table 1: Status of TARP-Funded | ing Prog! as of D ber 2010

Program Program description Program status

HAMP First-Lien First-lien loan modifications + Announced in March 2009

Modification « Implemented in April 2008
» 143 active non-GSE servicers
+ More than 1.5 million trials started—522,000 active permanent

modifications, 152,000 active trials, and 735,000 cancellations

« Over $827 million disbursed in incentive payments

2MP Second-lien loan modifications for  + Announced in March 2009

HAMP first-lien borrowers - implemented in March 2010

« 17 servicers have signed agreements
« $2.9 million in incentive payments made

HAFA incentives for short sales or deeds- + Announced in March 2009

in-ieu of foreclosure

Implemented in April 2010
$9.5 million in incentive payments made

HFA Hardest-Hit Fund

Funding for state housing finance
agencies in the 18 states and
Washington, D.C., hardest hit by
the foreclosure crisis

.

.

Announced in February and March 2010
implementation varies by state
$7.6 billion designated for 19 HFAs

PRA

Principal reduction for HAMP-
eligible borrowers with high loan-to-
value ratios

Announced in March 2010
implemented October 2010

HAMP Unemployed
Borrowers

Temporary principal forbearance for
unemployed borrowers

Announced in March 2010
implemented July 2010
No expected TARP funds

FHA Refinance

Principal reduction and loan
refinancing into an FHA loan

Announced in March 2010
Implemented September 2010
$11 biflion designated

Source: Treasury.
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Servicers Have Been
Inconsistent in
Soliciting and
Evaluating HAMP
Borrowers and More
Treasury Action Is
Needed to Ensure
Equitable Treatment
of Borrowers with
Similar
Circumstances

Although one of Treasury'’s stated goals for HAMP is to standardize the
loan modification process across the servicing industry, in our June 2010
report, we identified several inconsistencies in the way servicers treated
borrowers under HAMP that could lead to inequitable treatment of
similarly situated borrowers.® First, because Treasury did not issue
guidelines for soliciting borrowers for HAMP until a year after announcing
the program, the servicers we contacted solicited borrowers differently. A
few solicited those who were 31 days delinquent on their payments, but
other servicers waited until borrowers were at least 60 days delinquent.
We also noted that many borrowers had complained they did not receive
timely responses to their HAMP applications and had difficulty obtaining
information about the program. In March 2010, Treasury issued guidelines
to address sorae of the issues related to communicating with borrowers
about the program, and said it planned to monitor servicers’ corapliance
with the guidelines.

Second, Treasury’s lack of specific guidelines for determining HAMP
eligibility for borrowers current or less than 60 days delinquent, but in
imminent danger of defaulting has led to inconsistencies in how servicers
evaluate them. The 10 servicers who GAO contacted reported seven
different sets of criteria for determining imminent default. Two servicers
considered borrowers in imminent default if they met basic HAMP
eligibility requirements, but other servicers had additional criteria, such as
requiring that a hardship situation has existed for more than 1 year.
Treasury's goal was to create uniform, clear, and consistent guidance for
loan modifications across the servicing industry, but these differences may
result in one borrower’s being approved for HAMP and another borrower
with the same financial situation and loan terms being denied by a
different servicer. We recommended that Treasury establish clear, specific
criteria for determining whether a borrower was in imminent default to
ensure greater consistency across servicers. However, Treasury believes
the impact of these variations on borrowers is inconsequential and has
declined to implement this recommendation. We continue to believe that
further actions are warranted.

In addition, Treasury has not clearly informed borrowers that they can use
the HOPE Hotline to raise concerns about servicers” handling of HAMP
loan modifications and to challenge potentially incorrect denials, likely
limiting the number of borrowers who have used the hotline for these

SGAD-10-634.

Page 7 GAO-11-338T



67

purposes.” The HOPE Hotline also has procedures for referring borrowers
who need additional assistance to the Making Home Affordable Escalation
Team. However, it is unclear whether borrowers are aware of and using
the HOPE Hotline to raise concerns about their servicers and challenge
potentially incorrect denials. We recommended that Treasury (1) more
clearly inform borrowers that the HOPE Hotline may also be used for
these purposes and (2) monitor the effectiveness of the HOPE Hotline as a
process for handling borrower concerns.

Finally, Treasury has taken some steps to ensure that servicers comply
with HAMP pregram requirements, but has yet to establish specific
remedies for noncompliance with HAMP guidelines. For instance, the
HAMP servicer participation agreement describes actions that could be
taken in response to noncomphliance and the HAMP Compliance
Committee monitors servicers’ performance and activities. But without
standardized remedies for noncompliance, Treasury risks treating servicer
noncompliance inconsistently and its methods of responding to incidents
of noncompliance lack transparency. In our June 2010 report, we
recommended that Treasury finalize and expeditiously issue consequences
for servicers who do not comply with HAMP requirements. We made eight
recommendations to improve the transparency and accountability of
HAMP in June 2010. Treasury stated that it intended to implement some of
the recommendations, but little action has been taken to date.

Implementation
Challenges Have
Affected the Progress
of Treasury’s Newer
Housing Programs

The implementation of Treasury's 2MP, HAFA, and PRA programs has
been slow, and limited activity has been reported to date. This slow pace is
attributed in part to several implementation challenges, including the
following.

Difficulty matching first and second liens for 2MP. Because eligibility for
2MP required a first-lien HAMP modification, Treasury contracted with a
database vendor to provide data on existing second liens that
corresponded with these modifications. However, the servicers we
contacted noted that even differences in the spelling of addresses—for

‘Fannie Mae, in its role as the MHA program administrator, has contracted with the
Homeownership Preservation Foundation to offer its HOPE Hotline for incoming borrower
calls about HAMP and Treasury’s other MHA programs. Through the HOPE Hotline,
borrowers may obtain information about the programs, assess their potential eligibility, or
discuss their individual situations, including complaints about their servicer or about
potentially incorrect HAMP denials. )
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example, in abbreviations or spacing—could prevent an accurate
identification. Initial 2MP guidelines stated that servicers could not offer a
second-lien modification without confirming a match with the database
vendor, even if they had serviced both first and second liens on the same
property. In November 2010, Treasury provided updated program
guidance that allowed servicers to offer a 2MP modification if they could
identify a first- and second-lien match within their own portfolio or had
evidence that a corresponding first lien existed, even if the database had
not identified it.

FExtensive program requivements for HAFA. All six of the large MHA
servicers we spoke with identified extensive program requirements as
reasons for the stow implementation of HAFA, including the initial
requirement that applicants first be evaluated for a HAMP first-lien
modification. Because of this requirement, potential HAFA borrowers had
to submit extensive income and other documentation required for a
modification, even if they simply wanted to sell. In cases where a borrower
had already identified a potential buyer before executing a short-sale
agreement with the servicer, the additional time required for a HAMP first-
lien evaluation may have dissuaded the buyer from purchasing the
property. Restrictive short-sale requirements and a requirement that
mortgage insurers waive certain rights may have also contributed to the
limited activity under HAFA. Servicers said that given these requirements,
they did not expect HAFA to increase their overall number of short sales
and deeds-in-lieu. In response to this concern, Treasury released updated
HAFA guidance on December 28, 2010, to no longer require servicers to
document and verify a borrower’s financial information to be eligible for
HAFA.

Voluntary nature of the FRA program. Treasury officials told us that 13 of
the 20 largest MHA servicers were planning to offer principal reduction to
some extent, but some servicers we spoke with said they would limit the
conditions under which they would offer principal forgiveness under PRA.
Treasury’s PRA guidelines require all servicers participating in HAMP to
consider principal forgiveness for HAMP-eligible borrowers with mark-to-
market loan-to-value ratios (LTV) greater than 115 percent.” But servicers
are not required to offer principal reduction, even if the net present value
{NPV) is higher when principal is forgiven.’ For example, one servicer had

*Mark-to-market. LTV is the unpaid principal batance divided by the property value at the
time of medification.

“The NPV model compares expected cash flows from a modified loan to the same loan with
ne modification, using certain assumptions.
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developed a “second look” process that used internal estimates of default
rates to determine NPV and did not forgive principal unless these
estimates—not those calculated using program guidelines—indicated a
higher NPV with forgiveness. As a result, only 15 to 25 percent of those
who otherwise would have received principal forgiveness received it,
according to this servicer. We recommended in June 2010 that Treasury
report activity under PRA, including the extent to which servicers
determined that principal reduction was beneficial to mortgage investors
but did not offer it, to ensure transparency in the implementation of this
program. Treasury officials told us they would report PRA activity at the
servicer level once the data were available. We plan to continue to monitor
Treasury’s reporting of PRA and other TARP-funded housing programs.

In addition, we found that Treasury could do more to build on the lessons
leamed from its first-lien modification program. For exaraple, we
previously reported that Treasury had not sufficiently assessed the
capacity of servicers to implement the first-lien program. More recently,
we observed that Treasury has not obtained all required documentation to
demonstrate that servicers have the capacity to successfully implement
the newer programs. According to Treasury, Fannie Mae has conducted
programi-specific readiness reviews for the top-20 large servicers for 2MP,
HAFA, and PRA, including all 17 servicers participating in 2MP. These
reviews assess servicers’ operational readiness, including the development
of key controls to support new programs, technology readiness, training
readiness, staffing resources, and program processes and documentation.
According to Treasury’s summary of these reviews, of those that had
completed reviews, 4 had provided all required documents for HAFA, and
3 had provided all required documents for PRA. None of the servicers
provided all required documents for 2MP. As a result, servicers’ ability to
effectively offer troubled horneowners second-lien modifications,
foreclosure alternatives, and principal reductions is unclear. Further,
Treasury has not implemented our June 2010 recommendation that it
establish goals and effective performance measures for these programs,
nor has it said how it will use any assessments to hold servicers
accountable for their performance. Treasury also has not established
actions it will take in cases where individual servicers are not performing
as expected in these prograras. As we noted in June 2010, without
performance measures and goals, Treasury will not be able to effectively
assess the outcomes of these programs.
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HAMP Borrowers
Shared Several
Characteristics,
Including Reduced
Income; Early Data
Indicate that
Borrowers Who
Redefaulted from
Permanent
Modifications Were
Further Into
Delinquency

Our analysis of HAMP data for borrowers in trial and permanent
modifications indicated that over half of borrowers cited curtailed income,
such as reduced pay, as the primary reason for needing to lower their
mortgage payments (56 percent of borrowers in active modifications and
53 percent in trial modifications). However, only 5 percent of borrowers in
each of these groups cited unemployment as their primary reason for
financial hardship. Borrowers also had high levels of debt prior to
modification with monthly mortgage payments that were 45 and 46
percent of gross monthly income, respectively, and total debt levels of 72
and 76 percent of gross monthly income, respectively. Even after
modification, these borrowers continued to have high debt levels (median
back-end DTI ratios of 55 and 57 percent for those in trial and permanent
modifications, respectively). In addition, borrowers in trial and permanent
modifications tended to be “underwater,” with median mark-to-market
LTV ratios of 123 percent and 128 percent, respectively.

Borrowers who were either canceled from a trial modification or
redefaulted from a permanent one shared several of these characteristics,
including having high debt levels and being “underwater” on their
mortgages. However, some characteristics appeared to increase the
likelihood that a borrower would be canceled from a trial modification.
For example, borrowers who received a trial modification based on stated
income were 52 percent more likely to be canceled from trial
modifications than those who started a trial modification based on
documented income. In some cases, borrowers who received trial
modifications based on stated income were not able to or failed to provide
proof of their income or other information for conversion to permanent
modification.” In other cases, borrowers may have submitted the required
documentation but the servicer lost the documents. In addition, borrowers
who were 60 or 80 days or more delinguent at the time of their trial
modifications were 6 and 9 percent more likely to have trial modifications
canceled, respectively, compared with borrowers who were not yet
delinquent at the time of their trial modifications. Treasury has
acknowledged the importance of reaching borrowers before they are
seriously delinquent by requiring servicers to evaluate borrowers still
current on their mortgages for irmminent default. But, as we noted in June

"“Treasury has recognized challenges with documentation as a reason for the low
conversion rate to permanent modifications, and as of June 2010, began requiring that
servicers verify borrowers’ income before placing borrowers into trial modificaions.
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2010, this group of borrowers may be defined differently by different
servicers."

Borrowers who had high mark-to-market LTV ratios (from 120 to 140
percent) were 7 percent less likely to be canceled from trial modifications
than those with mark-to-market LTV ratios at or below 80 percent, and
those with a mark-to-market LTV ratio of more than 140 percent were 8
percent less likely to be canceled. Borrowers who received principal
forgiveness of between 1 and 50 percent of their total loan balance were
less likely to be canceled from trial modifications compared with those
who did not receive principal forgiveness. In addition, larger monthly
payment reductions lowered the likelihood that a trial modification would
be canceled. For example, borrowers who received a principal and
interest payment reduction of least 10 percent were less likely to be
canceled from their trial modifications than other borrowers.

Qur initial observations of over 15,000 non-GSE borrowers who had
redefaulted from permanent HAMP modifications through September 2010
indicated these borrowers differed from those in active permanent
modifications in several respects. Specifically, non-GSE borrowers who
redefaulted on their HAMP permanent modifications tended to have higher
levels of delinquency at the time they were evaluated for a trial
modification (median delinguency of 8 months compared to 5 months for
those still in active permanent modifications), lower credit scores, and
lower median percentage of payrent reduction compared with those who
were still current in their permanent modifications (24 percent compared
with 33 percent). These borrowers may have received smaller reductions
in their payments because they had lower debt levels before modification
than borrowers who did not redefault.

"GAO-10-634.
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Most Borrowers
Denied or Canceled
from Trial
Modifications Have
Avoided Foreclosure
to Date, but Limits to
Treasury’s Data Make
Understanding Their
Outcomes Difficult

We requested data from six servicers on the outcomes of borrowers who
(1) were denied a HAMP trial modification, (2) had their trial modification
canceled, or (3) redefaulted from a HAMP permanent modification.
According to the data we received, of the about 1.9 million GSE and non-
GSE borrowers who were evaluated for a HAMP modification by these
servicers as of August 31, 2010, 38 percent had been denied a HAMP trial
modification, 27 percent had seen their HAMP trial modifications
canceled, and 1 percent had redefaulted from a HAMP permanent
modification.”

According to these servicers’ data, borrowers who were denied HAMP trial
modifications were more likely to become current on their mortgages
without any additional help from the servicer (39 percent) than to have
any other outcome. Of those borrowers who were canceled from a HAMP
trial modification, servicers often initiated actions that could result in the
borrower retaining the home. Specifically, 41 percent of these borrowers
had received or were in the process of receiving a permanent proprietary
modification, and 16 percent had received or were in the process of
receiving a payment plan. However, servicers started foreclosure
proceedings on 27 percent of borrowers at some point after the HAMP trial
modification was canceled, but only 4 percent of these borrowers
completed foreclosure. Compared with borrowers who were denied,
borrowers who had a HAMP trial modification canceled were less likely to
become current on their mortgages (15 percent) or to pay off their loan (4
percent).

Finally, though data are limited, of the borrowers who redefaulted from a
HAMP permanent modification, almost half were reflected in categories
other than proprietary modification, payment plan, becoming current,
foreclosure alternative, foreclosure, or loan payoff. Twenty-eight percent
of borrowers who redefaulted from permanent modifications were
referred for foreclosure at some point after redefaulting, but, like
borrowers denied or canceled from a HAMP trial modification, the
percentage of borrowers who completed foreciosure remained low
relative to other outcomes (less than 1 percent). Unlike borrowers who
were denied or canceled, borrowers who redefaulted were less likely to

The remaining borrowers included those in active trial and permanent modifications,
those who were still being evaluated for trial modifications, and those who were offered
but declined trial modifications. Two servicers provited the data as of their closing date for
reporting August 2010 data to Treasury, September 6, 2010, and September 8, 2010,
respectively.
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receive or be in the process for receiving a permanent proprietary
modification or payment plan after redefaulting, with 27 percent of
borrowers receiving or in the process for receiving one of the outcomes. In
addition, less than 1 percent of borrowers who redefaulted had become
current as of August 31, 2010.7

We also looked at data that Treasury had begun reporting on the
disposition paths of borrowers who were denied or canceled from HAMP
trial modifications. However, weaknesses in how Treasury requires
servicers to report data make it difficult to understand the current status
of these borrowers. First, Treasury’s system for reporting the disposition
of borrowers requires servicers to place borrowers in only one category,
even when borrowers are being evaluated for several possible
dispositions, with non-HAMP (proprietary) modifications reported first. As
a result, the proportion of borrowers reported as receiving proprietary
modifications is likely to be overstated relative to other possible
dispositions, such as foreclosure starts. Further, Treasury does not require
servicers to distinguish between completed and pending actions, so some
reported outcomes may not be clear. For example, we asked six large
servicers to separate borrowers who had a HAMP trial modification
canceled into two groups: those who were being evaluated for permanent
proprietary modifications and those who had actually received them. The
servicers’ data indicated that 23 percent of these borrowers were in the
process of being approved for proprietary modifications, and 18 percent
had received one. At the same time, Treasury reported that 43 percent of
borrowers canceled from a HAMP trial modification through August 2010
were in the process of obtaining a proprietary modification.”

Servicers told us they had been able to offer more proprietary
modifications than HAMP permanent modifications because proprietary

PBecause borrowers who redefault on 2 HAMP modification would still retain the terms of
their HAMP modification, we would not expect many borrowers who redefaulted to receive
a proprietary modification. One servicer, however, reported that 95 percent of those
borrowers who redefaulted from a HAMP permanent modification had an action pending
for a proprietary madification. The servicer explained that it evaluates the majority of these
borrowers for another modification program after they redefault.

Hwe requested that servicers provide the data as of August 31, 2010, but servicers could
report borrowers with a canceled HAMP trial modification to Treasury until early
September 2010 for August 2010 reporting. In addition, servicers may have included loans
in our data request that have not yet been reported to Treasury and, therefore, would not
be reflected in the number of borrowers that Treasury reports. Lastly, one servicer
reported borrowers to Treasury for a business division not included in our data.
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moedifications offered greater flexibility. For example, several servicers
told us that their proprietary modification programs had fewer
documentation requirements. Several servicers told us they were able to
offer more proprietary modifications than HAMP modifications or help
borrowers when HAMP could not because their proprietary modifications
had fewer eligibility requirements, such as restrictions on occupancy type.
In addition, while HAMP guidelines require borrowers o have a mortgage
payment exceeding 31 percent of their income, all of the servicers we
spoke with indicated their proprietary modification programs also served
borrowers who had lower payment ratios. While the number of proprietary
modifications has outpaced the number of HAMP modifications, the
sustainability of both types of modifications is still unclear. For example,
proprietary modifications may not reduce monthly mortgage payments as
much as HAMP modifications, potentially affecting the ability of
borrowers to maintain their modified payments.

In suramary, we reported in June 2010 that it would be important for
Treasury to expeditiously implement a prudent design for the remaining
TARP-funded housing programs. Our current work shows there is more
Treasury can do to ensure the effective implementation of these programs,
including ensuring that servicers have sufficient capacity to implement
them, and that borrowers are notified about potential eligibility for
second-lien modifications. We also believe it will be important for
Treasury to have clear and accurate information on the dispositions of
borrowers who are denied or fall out from HAMP modifications. Without
accurate reporting of borrower outcomes, Treasury cannot know the
actual extent to which borrowers who are denied, canceled, or redefaulted
from HAMP are helped by other programs or evaluate the need for further
action to assist this group of homeowners. We provided a copy of our
current draft report to Treasury for its review and corament. Treasury
acknowledged the report’s description of servicers’ challenges and
appreciated our assessment of Treasury’s housing programs. Treasury
indicated that the draft report raised certain eriticisms of the design and
iraplernentation of MHA that were unwarranted. We continue to believe
there are opportunities to improve the transparency, accountability, and
effectiveness of MHA and anticipating the report this month, in March
2011. We will continue to monitor Treasury's implementation and
management of TARP-funded housing programs as part of our ongoing
oversight of the performance of TARP in meeting its legislative goals. We
are also conducting a broad-based study of the federal government's
efforts to mitigate the impact of foreclosures, which will include an
assessment of how federal foreclosure mitigation efforts or alternatives
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might better preserve homeownership, prevent avoidable foreclosures,
and otherwise help resolve troubled mortgages.

Chairman Biggert, Ranking Member Gutierrez, and Members of the
Subcormmittee, I appreciate this opportunity to discuss this important
program and would be happy to answer any questions that you may have.

Thank you.
For information on this testimony, please contact me at
g;;g‘ Contact and (202) 512-8678 or sciremj@gao.gov. Contact points for our Offices of
Congressional Relations and Public Affairs may be found on the last page
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“Legislative Proposals to End Taxpayer Funding for Ineffective Foreclosure Mitigation
Programs”

Hearing before the House Financial Services Committee’s Subcommittee on Insurance,
Housing, and Community Opportunity
Wednesday, March 2, 2011

Chairwoman Biggert, Ranking Member Gutierrez, and Members of the Subcommittee, thank you
for the opportunity to testify today on behalf of the Department of Housing and Urban
Development’s efforts as part of the Obama Administration’s work to stem the Nation’s
foreclosure crisis. The Federal Housing Administration, HUD and the entire Administration are
committed to ensuring that the government continues to facilitate the recovery of the housing
market.

Today, I want to discuss two HUD programs, the FHA Refinance Option and the Emergency
Homeowners Loan Program and their contributions to these overall efforts.

Administration Efforts to Stabilize the Housing Market

Madam Chairwoman, this Administration quickly took several steps to confront the economic
crisis as soon as taking office two years ago, including steps to stabilize a housing market that
was declining rapidly with seemingly no bottom.

House prices were in freefall -- having fallen every month for 20 straight months before
President Obama took office. Home equity had been slashed in half—Ilosing $6 trillion total—
which wiped out wealth for many families. And we were losing an average of 753,000 jobs a
month and were in the middle of 22 straight months of job losses.

With the market collapsing and private capital in retreat, the Administration had no choice but to
take action.

Federal Reserve and Treasury Department mortgage-backed securities purchase programs helped
keep mortgage interest rates at record lows. To ensure mortgages were available at those low
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rates, the Administration also provided critical support for Fannie Mae and Freddie Mac, while
the FHA and Ginnie Mae stepped in to play a larger role in the home purchase market and
enabled a robust refinancing market to emerge. As reported in the Obama Administration’s
January Housing Scorecard', since April 2009, nearly 10 million homeowners have been able to
refinance their mortgages to benefit from lower interest rates, saving them an average of $140
per month or $17.6 billion annually.

And collectively, the FHA’s loss mitigation policies and the Administration’s Home Affordable
Modification Program (HAMP) set an example for mortgage modification efforts that the private
market took too long to adopt but has finally begun to incorporate into their servicing practices.
More than 4.1 million distressed borrowers have received mortgage assistance since April
2009—including HAMP modifications, FHA loss mitigation activities, and voluntary private
efforts as part of the HOPE NOW alliance—more than twice the number of foreclosures
completed during that time. Monthly foreclosure starts are down more than 30,000 per month
from this same time one year ago. While the sharp decline may be partially attributed to servicer
process reviews in light of foreclosure processing deficiencies, and this number may trend
upwards as servicers revise and resubmit foreclosure paperwork in coming months, we are
seeing encouraging signs that fewer families are entering delinquency in the first place. And
most importantly, the Administration’s broader economic policies have produced 14 straight
mounths of job growth in the private sector.

Independent economists, including Mark Zandi of Moody’s Analytics have indicated that these
combined government efforts, while not sufficient on their own to enable the market to fully
recover, were appropriate policy actions to help stem the vicious cycle of steadily declining
house prices leading to escalating loan defaults. Furthermore, as recently as this month, Zandi
has stated that due to the “better job market and house prices that are closer to their equilibrium
values... any further price declines [could be forestalled through] an additional 500,060 solid
modifications (preferably principal writedowns) over the coming year.”

1 would like to take this opportunity to discuss how the FHA Short Refinance Option and the
Emergency Homeowners Loan Program, in conjunction with HAMP and other modification
efforts, are responsible efforts that have the potential to further stabilize the housing market and
keep homeowners out of foreclosure.

Keeping Families in their Homes, Spurring Economic Recovery

The lingering effects of the most severe economic downturn since the Great Depression have had
devastating impacts on the Nation’s homeowners. But the economic environment is very
different today from when the Administration took office. Where the challenge then was
increasing defaults and foreclosures due to risky loans, today it is the ripple effects of those bad
foans on our communities and our economy. In particular, job losses and price drops have meant
that we see foreclosures and defaults in prime loans as well. And while unemployment rates

* The Obama Administration Housing Scorecard is posted monthly at
http://portal.hud.gov/hudportal/ HUD?sre=/initiatives/Housing_Scorecard
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have seen a decline, today two of the biggest threats to our housing recovery remain
unemployment and underwater borrowers.

As a result, foreclosures are increasingly being driven by homeowners who find themselves
unemployed or underemployed and can no longer make payments that were once affordable.
Many more have, through no fault of their own, experienced declines in their income, inching
them closer to foreclosure. And making matters worse, these borrowers often can’t move to find
a new job because they can’t sell their homes due to owing more on their house than it is worth.

In light of these issues, which are of importance not only to our housing market but our broader
economy, this Administration and Congress have taken steps to maintain stable, affordable
housing for millions of homeowners.

In March 2010, the Federal Housing Administration announced the FHA Refinance Option to
assist non-FHA borrowers to refinance their underwater mortgage into a sustainable fixed rate,
FHA-insured mortgage by providing an additional opportunity for lenders to voluntarily offer
principal writedowns and restructure loans for some families who owe more than their home is
worth.

Then, in July 2010, as part of the Dodd-Frank Wall Street Reform Act, Congress provided HUD
authority and funds to assist unemployed and underemployed homeowners struggling to make
their mortgage payments via the Emergency Homeowners Relief Fund.

The Challenge of Underwater Homeowners and the Potential for Principal Writedowns to
Help Stabilize the Market

An estimated 11 to 15 million mortgages, or approximately one-fourth of outstanding mortgages,
are for amounts that exceed the value of the underlying home. However, it is important to put
this number into context as this includes owner-occupied homes as well as mortgages on second
homes and investment properties. While it is difficult to estimate the precise percentage of
underwater mortgages that are on owner-occupied homes, it is important to note that the
Administration’s efforts are specifically targeted to assisting borrowers to remain in their
primary residence,

Many such homeowners now find themselves owing more on their home than its current market
value. Many of these homeowners are underwater due to sharp price declines in their local
housing markets due to no fault of their own — some happened to buy at the peak of the boom,
while others have suffered from the impact of foreclosures on properties in their neighborhoods.
In many cases, neighbors lost their jobs or suffered other types of financial distress, leading to
resale at much lower prices, sharply lowering the market value of the other homes in the
neighborhood. Underwater homeowners are often facing unaffordable monthly payments,
putting them at an increased risk of default, which would lead to further destabilization of the
housing market and the local economy. Facilitating principal writedowns for homeowners who
are now in mortgages that place them dangerously close to default will enable them to restructure
their debt, refinancing into more sustainable loans. By lowering their risk of default, these
efforts will also improve prospects for their neighbors by lowering the likelihood that the local
housing market will suffer from more foreclosures.
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It is also important to note that the majority of underwater homeowners are still current on their
mortgage. While many underwater borrowers are at imminent risk of foreclosure, the majority
of underwater borrowers are still making their monthly mortgage payments.

FHA is well aware of the potential for moral hazard in principal reduction. That is why we
carefully designed the guidelines of the FHA Short Refinance Option to discourage borrowers
from purposefully becoming delinquent on their loan, otherwise known as strategically
defaulting, solely to receive a principal writedown. To this end, borrowers are required to be
current on their existing loan to be eligible to refinance into a FHA-insured mortgage.

Principal writedowns can be difficult to implement due to the multiple entities that must be
coordinated, including investors, servicers, originators, and the borrower. Despite this difficulty,
they have been shown to be an attractive option that can be both more sustainable for the
borrower and fair for the investor.

FHA Short Refinance Option

The FHA Short Refinance Option offers a cost effective approach to assisting underwater
borrowers and divides theses costs are between the private sector and the federal government. It
seeks to realign property values and mortgage obligations resulting in sustainable long term
homeownership.

FHA underwriting requirements are utilized and the program is voluntary for servicers.
Therefore, not all underwater borrowers who qualify may be able to participate in the program.

The existing first lien holder must write off at least 10 percent of the unpaid principal balance.
Then, borrowers are able to refinance an underwater, non-FHA-insured mortgage into an FHA-
insured mortgage at 97.75% of the home’s value. Non-extinguished existing subordinate
mortgages must be re-subordinated and the new Joan may not have a combined loan-to-value
(CLTV) ratio greater than 115 percent. By moving borrowers to 115 percent or below, the
program will strengthen the borrowers’ position. Many first-lien investors and analysts of loan
defaults have shown that providing principal writedowns for loans that are more than 20%
underwater significantly improves loan performance and reduces the likelihood for those loans to
default. As a result, the cost of providing the principal writedown, which is borne by the private
sector, is lower than the eventual loss if the loan were to default and the home go to foreclosure.
The FHA refinance option provides a vehicle for many investors and lenders to reduce their
expected losses while also providing responsible borrowers with meaningful debt relief and
better enabling them to afford to remain in their home.

The new loan must conform to FHA’s underwriting requirements, so performance would likely
fall within acceptable risk thresholds for FHA. That being said, there is reasonable concern that
there may be a performance differential — these loans may perform worse than refinanced loans
that were not previously underwater. As such, loans that conform to all guidelines of the FHA
refinance option will be counted separately towards lender performance monitoring through
Credit Watch — the system by which FHA suspends or terminates lenders for high default rates.
Originating these loans will not hinder a servicer’s ability to pursue other lines of business,
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mitigating a potential barrier to servicers’ and investors”™ willingness to offer principal
writedowns to borrowers.

Of the $11 billion of TARP funds allocated to support the FHA refinance option, up to $8 billion
will be made available to provide coverage to lenders for a share of potential losses on these
loans, mitigating detrimental impacts to FHA’s capital reserve as a result of facilitating the
private sector to provide principal writedowns to underwater botrowers in conjunction with these
refinancings. No TARP funds will go to the FHA itself for any loans.

Cancelling the program prematurely could cost the taxpayer in two ways, without providing any
benefits to homeowners. First, the letter of credit to enable the loss share coverage would have
to be terminated and is subject to cancellation fees. Secondly, the cancellation of the loss share
agreement would mean that FHA could no longer support new guarantees under this program, as
it is contingent on TARP loss sharing to mitigate FHA’s MMI fund exposure to risk.

Utilization Status of the FHA Short Refinance Option

FHA Short Refinance Option first became available on September 7, 2010. As of February 11,
2011, 23 FHA approved lenders are participating in this program and 245 FHA case numbers
have been requested, of which 44 loans have been endorsed. In addition, 17 lenders including
the major second lien holders have executed Service Participation Agreement with Treasury to
receive incentive payments for extinguishment under FHA 2LP. The chart below lists the
average information for the loans endorsed to date.

Apprai sed Value

Unpaid Principal Balance - 1st lien $308,982
Write off $77.546
FHA Insured Loan $248.415
Loan-to-Value 91.41%

Qualifying Ratios to Income

25.28/40.92
(mortgage payment / total debt) 5.28/40.9

Credit Score 711
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Although the number of loans endorsed to date is relatively low, the offering has only been
available for a few months while systems and operational infrastructure must often be developed
to utilize this option, in addition to the significant coordination required throughout the mortgage
chain. Lenders and/or investors select the loans to be refinanced. Borrowers have to agree to
apply for a new loan and submit full documentation requirements. Lenders and/or investors have
to agree to provide the principal write off. Servicers have to agree to cooperate with the lender,
investor, and borrower. And originators have to agree to provide a new loan.

Wells Fargo and GMAC/Ally both recently announced publicly that they will soon begin pilots
with a select population of their loans held on portfolio. Based on additional discussions, several
more lenders are in the process of developing the capability to utilize the FHA Short Refinance
option by midyear and intend to collectively assist several thousand more homeowners.

Economic Rationale

Under FHA s Short Refinance Option, the borrowers” average credit score was 711. This credit
score indicates that the borrowers are not irresponsible, but rather are borrowers with loans
whose investors believe principal write down is a valuable option for both the borrower and the
investor.

Many analysts have identified a strong correlation between loan-to-value ratios of homeowners
and the likelihood that they will default. In many cases, providing a principal writedown to a
borrower is more economically rational for an investor or lender than not doing so, as lenders
lose significant value when a home goes to foreclosure. Many first-lien investors and analysts of
loan defaults have shown that providing principal writedowns for loans that are more than 20%
underwater significantly improves loan performance and reduces the potential for those loans to
default. As a result, the cost of providing the principal writedown, which is borne by the private
sector, is lower than the eventual loss if the loan were to default and the home go to foreclosure.
The FHA refinance option provides a vehicle for many investors and lenders to reduce their
expected losses while also providing responsible borrowers with meaningful debt relief and
better enabling them to afford to remain in their home.

The FHA refinance option is voluntary and both homeowners and investors must agree to the
transaction. Early in the housing crisis, principal writedowns were limited, due in part to
uncertainty about where house prices would stabilize. Now that housing prices have been
relatively more stable for an extended period, lenders can make more accurate calculations about
the expected returns from principal writedowns. In this new phase of recovering from the
housing crisis, principal reduction should offer an important additional path to interest rate
reductions or forbearance to effectively prevent foreclosure — even when the different approaches
might result in the same monthly payment for the homeowner. In short, providing homeowners
with a path to positive equity can be a very helpful factor to prevent loan defaults.

Critically, the vast majority of the burden of writing down these loans will fall where it belongs,
on the lenders and investors, not on the taxpayer. As mentioned earlier, the private sector has
increasingly recognized that a principal writedown can be an economically rational alternative to
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a foreclosure to preserve value in their mortgage holdings. FHA Short Refinance supports the
efforts already underway in the market and offer incentives to expand their reach to loans in
which the servicer of the Joan may differ from the investor and to overcome obstacles to market
coordination, including the presence of a second lien and stresses on the capacity of servicers to
perform modifications.

The changes to the FHA Refinance program to assist borrowers in negative equity positions is
one tool that has the potential to assist in stabilizing the mortgage finance market that continues
to experience volatility. This program is intended to maintain affordable homeownership,
prevent foreclosures and mitigate the potential for “strategic defaults” wherein a homeowner
determines that it is in his or her financial interest to default on the mortgage rather than continue
paying. The benefit of this program is to make mortgage payments more affordable and prevent
dramatic declines in property values in order to prevent foreclosures that impose costs on
borrowers, lenders and neighboring property owners.

This program is not intended to address the entirety of the negative equity problem but is part of
the overall efforts to give borrowers an opportunity to stay in their homes. This program
decreases the likelihood that homeowners go into foreclosure, thereby decreasing the values of
other homes nearby, which in turn would push more neighborhoods underwater and increase
foreclosures.

Emergency Homeowners Loan Program

As noted above, many homeowners through no fault of their own have experienced a significant
reduction in income and are at risk of foreclosure due to involuntary unemployment,
underemployment, or a medical condition. In past cycles, many of these struggling homeowners
could have sold their homes and relocated to more affordable housing situations located in areas
where jobs are more plentiful. But with millions of these unemployed borrowers underwater on
their mortgages, they are trapped in homes that they cannot afford and often are unable to
maintain — to the detriment of both themselves and their neighbors. In addition to providing a
helping hand to unemployed homeowners forced to ride out the economic storm, the Emergency
Homeowners Loan Program (EHLP) may also provide homeowners the time needed to gain
access to workforce training that will enable them to obtain higher paying jobs when they are re-
employed.

EHLP is a $1 billion initiative to provide assistance to distressed homeowners in 32 states and
Puerto Rico. The remaining 18 states and the District of Columbia are assisted by the U.S.
Treasury’s Innovation Fund for the Hardest Hit Housing Markets. EHLP will be administered
through two delivery channels: (1) individual state agencies, if the state already administers a
program deemed by HUD to be substantially similar to EHLP; or (2) through a network of
intake/housing counseling agencies designated by NeighborWorks of America (NWA)—a
national network with more than 230 community-based partners in all 50 states. All funds
authorized by Dodd-Frank for EHLP must be obligated by Septernber 30, 2011 though
expenditures can continue until September 2013.

EHLP will provide as many as 30,000 distressed borrowers a zero interest forgivable bridge loan.
EHLP assistance will first bring the homeowner current on their mortgage and then provide

7
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additional assistance to reduce the monthly payments (including principal, interest, taxes, and
insurances) to an affordable 31 percent of current income. EHLP assistance terminates when the
borrower’s income is restored to pre-crisis levels, with assistance limited to a maximum duration
of 24 months, or $50,000, whichever occurs first. Once EHLP assistance is complete, the
assistance received by the borrower will be secured by a junior lien against the homeowner’s
principal residence. To avoid weighing the EHLP borrower down with burdensome debt, EHLP
borrowers will be able to reduce their accumulated EHLP obligation by 20 percentage points for
each year they continue to keep current on their first mortgage. In cases of foreclosure or
voluntary sale of the mortgage property, HUD’s recovery is limited to the net proceeds from the
sale of the property.

IMPLEMENTATION TIMELINE

HUD is working diligently to implement the Emergency Homeowners Loan Program (EHLP)
and hopes to begin accepting homeowner applications soon. It has taken longer to implement
the program than earlier expectations due to challenges that are unique to this program.

e The EHLP rule and notice which reactivates the 1975 relief program have been sent to
the Federal Register and is now publicly available on the HUD Website.

e HUD has drafted and is currently working to sign cooperative agreements with key
program partners including NeighborWorks America and those states that have programs
determined to be substantially similar to EHLP.

HUD will also provide information later this Spring as to when, where and how borrowers can
apply for the NeighborWorks portion of the program. Since HUD anticipates that the program
will be oversubscribed, a fair selection process will be devised in keeping with the Agency’s
commitment to promoting equal opportunity for accessing HUD assistance.

SUBSTANTIALLY SIMILAR STATE (88S) PROGRAMS

The SSS portion of EHLP operates under specific authorities contained in Dodd-Frank and the
implementation timeline differs from that of the HUD-administered portion. A Federal Register
Notice was posted on Nov 12, 2010 defining the requirements for the SSS Program. Responding
to that Notice, ten jurisdictions submitted information about programs they considered to be SSS
HUD has completed its review of these submissions and is in the process of communicating with
the states. These state directed programs may launch before the HUD-administered program
because they build on existing program infrastructure. Applicants in those states will not apply
through HUD, but instead will apply directly through these “substantially similar” programs.
States determined to be substantially similar will announce when they will begin taking
applications for assistance. Currently HUD anticipates that these state directed programs will
begin taking applications later in March.

HUD-ADMINISTERED PROGRAM
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On February 2, 2011, HUD submitted an interim rule for a 15 day Congressional review. The
rule reinstates, with certain modifications, former HUD regulations to enable the provision of
emergency relief to homeowners that do not live in substantially simitar states. These
regulations were originally promulgated following enactment of the Emergency Homeowners’
Relief Act of 1975, the statute which was reauthorized, with certain amendments, in Dodd-
Frank. The regulations were not utilized and HUD eventually removed the regulations from the
Code of Federal Regulations in 1995. The Rule has completed the mandatory 15 day Hill review
period, and now both the Rule and Notice await publication. Upon publication, HUD will have
sufficient legal authority to obligate and spend funds to build capacity to implement the program.

In anticipation of publication, HUD has been working with NWA and several potential fiscal
agents (FAs) to assist HUD in the administration of this program. Startup funding will enable
NWA to assemble and train a network of counseling agencies and develop systems needed to
operate the program. Once the needed mechanisms are in place, working with HUD, NWA will
engage in a public outreach campaign and provide detailed information on when and how
homeowners will be able to complete an initial pre-screening form. Each counseling agency
(CA) participating in the program will host a two-week open enrollment period to accept the pre-
assessment forms. Since the program is likely to be oversubscribed, NWA will use a
randomized lottery process to determine which household submitting pre-assessment forms will
be invited to submit the documentation required to complete an application package for the
program. .

Startup funding will also enable the selected FA to begin work with HUD and NWA to finalize
program operations, train staff to provide a “second review” of application packages, establish
best practices for effective engagements with servicers of delinquent mortgages, record ELHP
Mortgages and complete technology build out. HUD will also use a share of the EHLP funds to
adapt HUD systems to efficiently and effectively operate the program in a fiscally responsible
manner.

HUD anticipates that EHLP in the HUD-administered program will be available to distressed
homeowners later this Spring. In the meantime, unemployed households struggling to meet their
mortgage payments should contact a HUD-approved Housing Counseling Agency to obtain
information about other loss mitigation options that are currently avatlable. They can find a
housing counselor through the following HUD web page:
http/portat.hud.gov/portal/page/portal/ HUD/ or by calling (800) 569-4287.

Conclusion

Obviously, Madam Chairwoman, these are only a few important tools in our toolbox as we fight
to continue our nation’s economic recovery. And they won’t help every family struggling to
keep their home.

Indeed, they recognize that we must balance the need to help responsible homeowners struggling
to stay in their homes, with the reality that we cannot and should not help everyone. The
President has said: “We can’t stop every foreclosure.” And in fact, we can’t maintain this

balance if we try to assist every borrower who bought more than they could afford, every
investor and speculator who took a risky gamble that went bust or every or every millionaire who
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defaulted on their vacation home. Instead, the Administration must focus on providing
responsible homeowners opportunities to obtain a modification or to refinance and prevent
avoidable foreclosures and, when necessary, facilitate the transition to a more sustainable
housing situation. The programs are tailored to accomplish these goals by helping a targeted
group of borrowers.

Madam Chairwoman, thank you again for this opportunity to testify. I would be glad to respond
to any questions.

10
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“Legislative Proposals to End Taxpayer Funding for Ineffective
Foreclosure Mitigation Programs”
Hearing before the House Financial Services Committee’s
Subcommittee on Insurance, Housing, and Community Opportunity
Wednesday, March 2, 2011

Chairwoman Biggert, Ranking Member Guticrrez, and Members of the Subcommiittee,
am Steven Gillan Executive Director of American Alliance of the Home Modification
Professionals. Thank you for the opportunity to submit testimony in support of HAMP.

“HAMP Fatal Flaw”

Twenty months into HAMP and the Obama Administrations efforts to slow foreclosures
with its many troubles still exist. This is evident from all the processing problems we
still see and hear about on a daily basis, from lost documents, improper calculation of
income, poor knowledge and implementation of the underwriting guidelines, 4, 6, 12, 20
months for approval and now the Robo signing situation. The list goes on and on but yet
after all this time we do not see improvement. Now we find a “Fatal Flaw” in HAMP that
could be our last chance to fix the problems.

What we do see is a level of frustration from all interested parties; we have the investor
who hired the servicer under a Master Servicing Agreement (MSA) who can not get their
servicer provider to even respond to their inquires. These investors are losing money and
are being charged a continuous stream of fee’s to deal with the foreclosure process. We
have the Homeowner who is making ever effort to comply with the servicers’ continuous
request for more and more documentation even though they where sent ten times. Than
there are our government representatives from the State level to Congress wondering
what is going on. Hearings are held in the House and Senate with all witnesses, excluding
the Bank/Servicing Industry, all testifying to where the problem lies.

The plan in the beginning was to create MHA/HAMP where Treasury would provide an
over all strategy, guidelines, policy directives and alterations as required to try and meet
the overall objectives of stabilizing real estate values nationwide. Treasury hired Fannie
Mae and Freddie Mac to run the programs, Freddie as its compliance team and Fannie as
the agency responsible for implementation. After all this time it is evident the program is
failing for reasons as mentioned earlier.
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To Treasury’s credit they have tried to work with the servicing industry to make the plan
workable. They have implemented directive after directive to deal with the challenges
and shortfalls of the original program. The frustration is evident at Treasury and in
Congress with the failure of the servicer to follow guidelines as designed. The servicer
claim they are doing everything possible giving a host of reasons, excuses, why after ail
this time they can not get their programs, manpower or technology working.

Now we have the Robo signing issue which they (servicers”) have admitted to being part
of. Employees signing documents where the signers’ attests to having full knowledge that
the information with in the documents is true, to the best of their knowledge, and a notary
stamp certifying the same.

Lets review; twenty four (24) of improper implementation by the servicer, millions of
people out of their homes, millions of below market REO’s on the market and now Robo
signing. If the servicer has willingly taken part in Robo signing in the hundreds of
thousands why is anyone to believe they did not cut corners in the underwriting process.
Based on all the evidence delivered by witness after witness, with report after report,
from many different entities both in and outside of the government is a forgone
conclusion why HAMP is failing.

Treasury could implement a component in HAMP that deals with compliance. It is a tool
that has been built into the guidelines for compliance of policy by the servicer. This job
is contractually the responsibility of Freddie Mac. It is a tool that allows Freddie Mac to
review the servicer operation and procedures to assure that all applications for HAMP are
given the same treatment. This compliance operation is part of the Participating Servicing
Agreement (PSA) that over one hundred servicers have signed with Treasury. Part of this
guideline is the “Escalation” process where a homeowner that has been denied a
modification has the ability to have their case reviewed by Treasury. Treasury has hired
Homeownership Preservation Foundation (HPF) to handle those calls. According to
Treasury it is the job of HPF to work with the homeowner and servicer to try and iron out
differences, to act as an advocate of the homeowner with the servicer.

In the past week Treasury has announce a program for greater use of this “Escalation”
process. The troubling part of the above process is this; during that escalation process no
one checks the servicer work product. When this homeowner was denied a HAMP
modification or the process is taking ten to twenty months no one checks if the servicer
underwriting was correct to start with, no one request to see the files to determine if that
homeowner does or does not actually meet the guidelines. Again are we just to believe
the servicer did the job correctly or that the file is not being dragged on for financial gain.

This is the “Fatal Flaw” in HAMP which has doomed it to failure because no one is
checking on the servicer. How can Treasury assure that homeowner or the American
Taxpayer that the particular file did not “in fact” qualify for a HAMP modification if no
one determines that it was underwritten properly? The servicer can do and say what ever
they want and Treasury or the homeowner has not recourse but t accepts their conclusion.
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A strong “Escalation” process performed by a neutral third party can either affirm or
dispute those finding. With cases that the decline is valid based on HAMP underwriting
guidelines everyone knows where they stand and they all move on. In a case where the
servicer did “in fact” make a mistake - a completed modification application, fully
underwritten by a HUD Direct Endorsed Underwriter, would be given to the servicer for
them to review and completion of the process. This Escalation process would also give
Treasury the information they need to verify if the servicer is doing the right job and take
action on those they are not. It would let the servicing industry know that they can not
continue to perform they job poorly because no one will check on them. The hope would
be to get the servicer, due to competition that they no longer have a monopoly on the
process to act properly.

Unfortunately at this time Treasury has stated clearly on two separate occasions they
have no intention of performing this function even though it is mandated by HAMP,
makes sense to actually “review” a file for accuracy and they have been presented with a
plan to implement a program immediately by our organization. With out this what
recourse is left to the investor and homeowner, the answer is possible the Courts but that
takes a long time which will continue to just slow the process. This does not benefit
anyone but the servicer. This “Fatal Flaw” needs to be corrected and can be.

We do not support the cancelation of HAMP rather that Treasury use tools available to
them to insure compliance by the servicing industry. To cancel HAMP would be to return
the process back to the servicers. Millions of American Families, investors, our housing
market and over all economic recovery can ill afford to let this happen.
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Subcommittee on Insurance, Housing, & Community Opportunity
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March 2, 2011

Chairwoman Biggert and Members of the Subcommittee, thank you for the opportunity to
submit testimony for the record in support of rescinding money for well-intentioned, but
costly and unsuccessful, housing programs.,

Americans for Tax Reform fully supports legislation that would rescind unused funds from
the Troubled Asset Relief Program (TARP), so-called “stimulus” American Recovery and
Reinvestment Act of 2009, and the Dodd-Frank Act. Faced with an impending vote to raise
the debt ceiling beyond an astounding $14.29 trillion, repurposing this money from failed
housing programs presents an opportunity to save taxpayers billions of dollars.

Over the past two years, the federal government has used taxpayer dollars to help prop up
lenders and borrowers mired in a foreclosure crisis. While the administration’s intentions are
certainly noble given high mortgage defaults during the economic downturn, such profligate
spending has resulted in greater harm to all American taxpayers than benefits to
homeowners.

Combined, the Home Affordable Modification Program (HAMP), the Neighborhood
Stabilization Program, the Emergency Homeowner Relief Fund, and the Federal Housing
Administration’s Refinance Program will cost taxpayers well over §30 billion. Yet, these
programs have helped dramatically fewer mortgage holders than anticipated.

Given the programs’ failed outcome, the manner in which taxpayer dollars are being
redistributed, and the need to bring down our nation’s growing debt, Americans for Tax
Reform urges all monies appropriated be returned to the U.S. Treasury from the following
federal programs:
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Home Affordable Modification Program (HAMP)

The Home Affordable Modification Program (HAMP) was established in February 2009
with the goal of lowering mortgage payments and interest rates. The Making Home
Affordable program was otiginally estimated to cost $75 billion, funded with $45.6 billion
from TARP and another $25 billion from Fannie Mae and Freddie Mac — all of which is paid
for or guaranteed by American taxpayers.! Given the program’s failure, HAMP has now
been ratcheted down and is expected to cost $29.9 billion.”

HAMRP has been the U.S, Treasury and Department of Housing and Urban Development’s
primary spending program for combating foreclosures, and the program has been a costly
failure. When the program was announced in February 2009, it was estimated to assist three
to four million homeowners.” According to the GAO, by the end of November 2010, less
than 550,000 loan modifications had been processed.” In contrast, over 792,000
modifications have been canceled under the program — far more than have been granted.”

Even if one assumes massive federal spending programs can combat the mortgage crisis, the
prospects for the HAMP program improving are slim to none. Loan modifications under
HAMP hit their peak in April 2010 and have since dropped significantly to roughly 30,000 at
the end of 2010." In other words, there is little demand for the program and what demand
exists is shrinking.

At the end of 2010, HAMP and related TARP programs have spent $1 billion (or 2.2
percent) of obligated funds.™ With little taxpayer money expended, there is an opportunity
to rescind most HAMP funds and return this taxpayer money. HAMP’s failure is pethaps for
the betterment of taxpayers, who wete expecting the federal government to spend
significantly larger sums of taxpayer dollars. This money can now be returned to the U.S.
Treasury’s coffers.

FHA Refinance Program

The Federal Housing Administration’s Short Refinancing Program is poised to utilize $8.2
billion from unused HAMP funds to refinance and turn underwater mortgages into FFHA-
insured mortgages.™

In the first three months of its inception, the program has refinanced only 15 loans.” While
these few loans have not defaulted, the program places more loans on the balance sheet of
the Federal Housing Administration, subjecting taxpayers to greater risk should any of these
loans default. Assuming this tisk comes on top of using billions of taxpayer dollars for
incentive payments to refinance loans.

Neighborhood Stabilization Program (INSP)

Established under the “sdmulus” American Recovery and Reinvestment Act of 2009, the
Neighborhood Stabilization Program (NSP) provides billions in block grants to states and
focalities in areas with a high number of foreclosures.”

In three separate appropriations, the program has been authorized to spend upwards of $7
billion through the Department of Housing and Urban Development. The $1 billion in
unobligated funds that remains should be immediately rescinded.
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Emergency Homeowner Relief Fund

The Dodd-Frank Act contained $1 billion to resuscitate the Emergency Homeowner Relief
Fund, which authorizes the Department of Housing and Urban Development to provide
loans and other payments to underwater borrowers. However, handing low-interest loans
subsidized by taxpayers to underwater borrowers only furthers their indebtedness and
exposes taxpayers to any risk should these loans default.

' Office of the Special Inspector General for the Troubled Asset Relief Program, “Quarterly Report to
Congress.” January 26, 2011. Pg 64,

» Ibid. Pg. 66.

¥ Ibid. 64

~ United States Government Accountability Office, “Troubled Asset Relief Program: Status of Programs and
Implementation of GAO Recommendadons.” January 2011. Pg. 35.

* Office of the Special Inspector General for the Troubled Asset Relief Program, Pg. 11.

Y U.S. Government Accountability Office, Py, 36.

¥i Office of the Special Inspector General for the Troubled Asset Relief Program, Pg 66.

Vil Thid. Pg. 90.

 Ibid.

* United States Government Accountability Office, “Neighborhood Stabilization Program: HUD and Grantees
Are Taking Actions o Ensure Program Compliance but Data on Program Outputs Could be Improved.”
December 2010.
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Mark A. Calabria, Ph.D. is Director of Financial Regulation Studies at the Cato Institute. Before joining
Cato in 2009, he spent seven years as a member of the senior professional staff of the U.S. Senate
Committee on Banking, Housing and Urban Affairs. In that position, he handled issues related to housing,
mortgage finance, economics, banking and insurance. Prior to his service on Capitol Hill, Calabria served
as Deputy Assistant Secretary for Regulatory Affairs at the U.S. Department of Housing and Urban
Development, and also held a variety of positions at Harvard University's Joint Center for Housing Studies,
the National Association of Home Builders and the National Association of Realtors. He has also been a
Research Associate with the U.S. Census Bureau's Center for Economic Studies. He holds a doctorate in
economics from George Mason University. hitp://www.cato.org/people/mark-calabria
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Chairman Biggert, Ranking Member Gutierrez, and distinguished members of the
Subcommittee, I thank you for the invitation to submit testimony for today’s important
hearing. Iam Mark Calabria, Director of Financial Regulation Studies at the Cato
Institute, a nonprofit, non-partisan public policy research institute located here in
Washington, DC. Before I begin my testimony, I would like to make clear that my
comments are solely my own and do not represent any official policy positions of the
Cato Institute. In addition, outside of my interest as a citizen, homeowner and taxpayer, 1
have no direct financial interest in the subject matter before the Committee today, nor do
I represent any entities that do.

Deficits as far as the eye can see

The fiscal deficits facing our nation are simply without precedent. The Congressional
Budget Office (CBO) projects a 2011 deficit of $1.48 trillion, almost 10 percent of GDP.
While of course a considerable portion of this deficit is due to short term factors related
to the recession and financial crisis, much is structural. Under current policy, CBO
estimates that i 10 years, in 2021, our annual fiscal budget deficit will still be $763
billion. The 2021 projected deficit is also not from a lack of revenues, as revenues are
projected to be 20.8 percent of GDP, above the historical average of around 18 percent
and near what many economists consider the maximum amount that can be borne by the
economy without substantially shrinking the economy (and hence actually lowering total
dollar revenues).

Federal spending currently hovers around 20 percent of GDP, but is projected by CBO to
reach 24 percent by 2010, a 20 percent increase in the size of government relative to GDP
in just 10 years. This is likely an underestimate, as the CBO baseline assumes several
policy outcomes, like sharp reductions in Medicare's payment rates for physicians'
services, which may not come to pass. The drivers of this spending are Social Security,
Medicare, Medicaid and other health entitlement programs. We cannot address our long
term fiscal imbalances without reform of these programs. As defense spending also
remains a considerable portion of the budget going forward, cuts to defense spending
should be high on the list of any deficit reduction package.

Recognizing that the primary drivers of our long term fiscal deficits are outside the
jurisdiction of the Financial Services Committee, I commend the Committee for
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examining programs within its jurisdiction that can be eliminated or cut. I also commend
the Committee for not waiting for these larger issues to be resolved. Although the current
deficit is projected to decline as the economy strengthens, before rising again, efforts
should be made to reduce the current size of the deficit, as such questions the credibility
of political efforts to restrain future spending.

Where to Cut?

Spending cuts must start somewhere. Given concerns, which I believe are misplaced,
that spending cuts could adversely slow the economy, a way to address such concerns is
to target first those programs that are actually doing harm to the economy and slowing
the pace of recovery. While well-intended, the various programs designed to keep
delinquent borrowers in their current residence; I believe are slowing the needed, and
inevitable, re-balancing of our housing and labor markets.

Jobs, Jobs, Jobs

There is perhaps no more important economic indicator than unemployment. The
adverse impacts of long-term unemployment are well known, and need not be repeated
here. Although there is considerable, if not complete, agreement among economists as to
the adverse consequences of jobless; there is far less agreement as to the causes of the
currently high level of unemployment. To simplify, the differing explanations, and
resulting policy prescriptions, regarding the current level of unemployment fall into two
categories: 1) unemployment as a result of lack of aggregate demand, and 2)
unemployment as the result of structural factors, such as skills mismatch or perverse
incentives facing the unemployed. As will be discussed below, I believe the current
foreclosures mitigation programs have contributed to the elevated unemployment rate by
reducing labor mobility. The current foreclosures mitigation programs have also helped
keep housing prices above market-clearing levels, delaying a full correction in the
housing market.

First we must recognize something unusual is taking place in our labor market. If the
cause of unemployment was solely driven by a lack of demand, then the unemployment
rate would be considerably lower. Both GDP and consumption, as measured by personal
expenditures, have returned to and now exceed their pre-crisis levels. But employment
has not. Quite simply, the “collapse” in demand is behind us and has been so for quite
some time. What has occurred is that the historical relationship between GDP and
employment (which economists call “Okun’s Law) has broken down, questioning the
ability of further increases in spending to reduce the unemployment rate. Also indicative
of structural changes in the labor market is the breakdown in the “Beveridge curve” — that
is the relationship between unemployment and job vacancies. Contrary to popular
perception, job postings have been steadily increasing over the last year, but with little
impact on the unemployment rate.

Historically many job openings have been filled by workers moving from areas of the
country with little job creation to areas with greater job creation. American history has
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often seen large migrations during times of economic distress. And while these moves
have been painful and difficult for the families involved, these same moves have been
essential for helping the economy recover. One of the more interesting facets of the
recent recession has been a decline in mobility, particular among homeowners, rather
than an increase. Between 2008 and 2009, the most recent Census data available, 12.5
percent of households moved, with only 1.6 moving across state lines. Corresponding
figures for homeowners is 5.2 percent and 0.8 percent moving across state lines. This is
considerably below interstate mobility trends witnessed during the housing boom. For
instance from 2004 to 2005, 1.5% of homeowners moved across state lines, almost
double the current percentage. Interestingly enough the overall mobility of renters has
barely changed from the peak of the housing bubble to today. This trend is a reversal
from that wiinessed after the previous housing boom of the late 1980s burst. From the
peak of the bubble in 1989 to the bottom of the market in 1994, the percentage of
homeowners moving across state lines actually increased.

The preceding is not meant to suggest that all of the declines in labor mobility, or
increase in unemployment, is due to the foreclosure mitigation programs. Far from it.
Given the many factors at work, including the unsustainable rate of homeownership,
going into the crisis, it is difficult, if not impossible, to estimate the exact contribution of
the varying factors. We should, however, reject policies that encourage homeowners to
remain in stagnant or declining labor markets. This is particularly important given the
fact that unemployment is the primary driver of mortgage delinquency.

Ending the TARP

While there is widespread agreement that the TARP, as authorized under the Emergency
Economic Stabilization Act of 2008, is one of the most controversial pieces of legislation
passed in modern times; there remains considerable disagreement over its effectiveness.
For those of us who believe the TARP was a mistake, it is time to finally put an end to
the program. Fortunately many of the components of the TARP have already ended, and
at less cost than may have originally been feared (although many at the time predicted
“profits”). There remains approximately $60 billion in obligated but not expended TARP
funds. The vast majority, $44.6 billion as of December 31, 2010, of unexpended TARP
obligations are in the TARP housing programs. All of this funding should be rescinded.

Although the success of a government program should not be determined solely on
whether or not it turns a “profit”, the ultimately costs of the TARP will be almost
exclusively the result of the auto bailouts and the housing programs. If Congress were to
rescind the obligated, but not expended, housing funds remaining under the TARP, then
the ultimately program costs are likely to be under $20 billion.

Banker bailout by another name
Over 60 percent of expenditures under the TARP housing programs have taken the form

of “incentive payments”. For instance loan servicers receive a one-time payment of
$1,000 for each permanent modification under HAMP. Servicers also receive an
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additional compensation amount of $500 if the borrower was current but at imminent risk
of default before enrolling in the trial plan. Servicers can also receive payments of up to
$1,000 annually for three years if the borrower remains current.

Borrowers also receive incentives of annual principal reductions of up to $1,000 annually
for a maximum of five years. Interestingly enough, this “borrower” incentive is actually
paid to the servicer. Investors, who are often the banks themselves, can also receive
incentive payments in exchange for the lowering of monthly mortgage payments.

Almost $600 million has been paid to lenders and investors to modify loans. If these
were indeed loans that would have otherwise defaulted, then lenders and investors stood
to suffer significant losses. Repeated throughout the recession was the assertion that
foreclosure was not in the lender’s interest. One cannot help but wonder why the
American taxpayer has had to pay lenders and investors $600 million, so far, to do what
was apparently already in their interest. The truth is that the TARP housing programs
have largely been a transfer from the taxpayer to the very mortgage lenders that
contributed to the financial crisis. If we are ever to reduce irresponsible lender behavior,
then the place to start is to have the lenders bear the costs of their own mistakes, rather
than the taxpayer.

Conclusion

The foreclosure mitigation efforts of both the Obama and Bush Administrations have
largely been failures. Their one saving grace has been that such programs have been
much smaller than originally projected. These programs have delayed the needed
corrections in both our housing and labor markets, effectively prolonging weaknesses in
the economy. The TARP housing programs have also represented the largest source of
expected losses in the TARP. Ending these programs would immediately protect the
taxpayer from future loss. Contrary to concerns about broader cuts to the federal
government, eliminating the TARP housing programs would accelerate the recovery of
our economy. Lastly, ending the TARP housing programs would put an end to what can
only be characterized as back-door bank batlouts, for lenders have been the largest
beneficiaries of these programs.



99

Written Testimony
In
“Legislative Proposals to End Taxpayer Funding for
Ineffective Foreclosure Mitigation Programs”

Hearing before the House Committee on I'inancial Services
Subcommittee on Insurance, Housing, & Community

Opportunity

March 2, 2011, 2:00PM, 2220 Rayburn HOB

by

Satya Thallam

Director, Financial Markets Working Group
Mercatus Center at George Mason University

and

Anthony Sanders

Senior Scholar
Mercatus Center at George Mason University



100

L Introduction

There are a variety of Federal government programs and initiatives for attempting to create more
sustainable mortgage payments for borrowers in imminent risk of default on their home Joans. We focus
here on the Obama Administration’s “Home Affordable Modification Program™ (HAMP).

According to the HAMP reporting, 1.71 million trial modification plans have been offered to botrowers
and there have been 1.47 million trial modifications made.' Given the “fall off the cliff” of housing prices
in many states, the surge of unemployment and the evaporation of liquidity for banks and related
institutions in the second half of 2007, we are surprised that the servicing industry has moved so quickly
to make loan modifications in such large numbers.

This is especially true when one considers how the very nature of the residential servicing industry has
changed since 2007 in terms of number of problem loans to be serviced so dramatically. With 12.85
percent of borrowers in foreclosure or delinquent on their mortgages (as of 4" quarter 2010),” this creates
an incredible challenge to the servicing industry. It is a real challenge to servicers to make loan
modifications succeed when 70 percent of modifications that have only interest rate cuts have gone into
re-default after 12 months. If the loan modification affordability calculation, as done under HAMP, only
uses the first lien position, taxes and insurance and fails to include home equity loans, car leases, credit
card debt and other debt burdens, the failure of a large proportion of loan modifications should be
anticipated. The negative equity problem in the “sand states” of California, Arizona, Nevada and Florida
is going to be considerably challenging for the servicing industry; loan modifications must take into
consideration the negative equity position of households to determine their likelihood of success for
making mortgage payments. The problem will be exacerbated once short term rates begin to rise.

But it is unclear how many trial modifications will become permanent modifications. The most recent
“conversion” rate of trial to active permanent modifications is less than 36 percent, although the total
number of permanent modifications started has been increasing steadily.” And the re-default rate on those
trial loans that survive the challenge of making three months of consecutive mortgage payments during
the trial period will likely be about 50 to 60 percent or even higher.4 Say that only 25 percent of
borrowers convert from trial to permanent modifications and then 50 percent of those go into re-default,
that translates into 12.5 percent of eligible borrowers actually receiving permanent loan modifications and
keeping them current. And it is entirely possible that the “success” rate could even fall below 10 percent
of eligible loans.

* “Dacember 2010 Making Home Affordable Program Report,” Making Home Affordable Program, January 31,
2011

2 “Economic and Mortgage Finance Commentary — February 2011,” Mortgage Bankers Association, February 18,
2011.

3 Supra note 1.

* Lender Processing Services in fate May 2009 reported that nationwide modification efforts as of April achieved a
re-default rate of nearly 50% six months after modification (with the Office of the Comptroller of the Currency
showing a 55% re-default rate within six months).
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A Critique of the HAMP Approach

There are several reasons why so few loans will make the transition from temporary modification

to successful permanent modification.

1.

The first reason for the projected failure rate is the degree to which many residential
loans in the United States are in a negative equity situation. According to a Deutsche
Bank research report, 25 million homes or 48 percent are expected to be in negative
cquity position by the first quarter of 2011 S Aless pessimistic estimate is by First
American CoreLogic of 10.7 million households (23 percent) having negative equity as
of third quarter 2009.° These estimates may not be inconsistent since home prices are not
expected to hit bottom until the end of 2011 (J.P. Morgan Chase, November 23, 2009).
Although negative equity in small amounts is not a problem, larger negative equity
positions such as 125-150 percent LTV are difficult to modify (even if the HAMP
allowed such large modifications). Therefore, permanent loan modifications in areas with
large house price declines will be extremely difficult. Realistically, without significant
principal write-downs, modifications are unlikely to be successful. But the write-down
approach entails its own problems.”

The second reason behind the poor prediction for successful permanent loan
modifications is the increasing unemployment or declining employment. While a 9
percent reported unemployment rate nationally is bad enough, the true unemployment
rate (including wage and salary curtailment) is much higher. This is a challenging
obstacle to overcome for the servicing industry. When high unemployment rates and
declining employment are combined with a severe negative equity position, a “perfect
storm” is brewing of bad conditions, placing enormous burdens on the mortgage
servicing and banking industries.

The third reason for only minimal success is the documentation problem. To qualify for a
trial loan modification, the HAMP program is following the borrower “stated” income
approach that does not require documentation.” Like stated income toans, stated income
qualification for temporary loan modification is a fertile ground for moral hazard
problems where borrowers/applicants who are insulated from risk may behave differently
from the way they would behave if fully exposed to the risk. In this case, borrowers may

* Bloomberg, http://www.bloomberg.com/apps/news?pid=20603037&sid=adBYDzUMt68k
& Ruth Simon and James R. Hagerty, “1 in 4 Borrowers Under Water,” Wall Street journal, November 24, 2009, p.

Al

7 Megan McArdle, “Principal Write-Downs Still Popular with Wonks,” The Atiantic Online, February 28, 2011,
http://www theatlantic.com/business/archive/2011/02 /principal-write-downs-still-popular-with-wonks/71820/.

® See Gerald Hanweck {2007}, "Subprime Mortgage Delinquency Rates by Metropolitan Area: An Analysis by
Origination Vintages and Projections for 2007,” working paper, for estimates of the effect of low or no
documentation had on the rate of delinquency by vintage of subprime and Alt-A mortgages within metropolitan.
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not want to submit the required documentation since they may be denied a permanent
modification. While there have been stories of servicers making it “difficult” for
borrowers to submit the necessary documentation, one has to consider the flip side of the
argument. Borrowers may claim that the servicers are making it difficult to obtain
documentation when, in fact, they may just simply be hoping that the permanent
modification will be approved without full documentation. In fact, a recent article
discusses how willing the servicers were to make loan modifications, only to find that
borrowers were not completing the submission of the required paperwork.’ This is not to
say that some borrowers have not experienced “true™ documentation problems, which
would be consistent with the dramatic growth in demand for loan modifications through
HAMP as servicing entities ramp-up their servicing efforts to meet the demand.

4. The fourth reason is that many borrowers are having trouble making their three
consecutive mortgage payments during the trial modification period. "% In addition,
borrowers may not qualify for the temporary modification by having 1) too much income,
2) not enough income, or 3) have a house that has fallen too much in value.

III.  Servicer Performance

The Making Home Affordable Program provides a “Servicer Performance Report” that rank
orders servicers in terms of “Active Trial Modifications as a Share of Estimated Eligible 60+
Day Delinquencies.” The higher the ranking, the more active trial modifications the servicer is
making. The problem with this accounting method for “success” is that it does not control for
servicers with loans in particularly hard hit areas such as “bubble” states like California, Arizona,
Nevada and Florida. Servicers in states where house prices have collapsed, sometimes by as
much as over 50 percent, are going to be heavily challenged to perform these loan modifications.
When you add in the already high unemployment rate in these states, these are indeed
challenging areas to perform loan modifications.

In addition, the highest unemployment rates by large metropolitan area (as of December 2010)
are Las Vegas, NV (14.9), Riverside-San Bernadino, CA (13.9), Sacramento, CA (12.5), and
Tampa-St. Petersburg (12.0)."! While Arizona has “only™ a 9.6 percent unemployment rate, the
difficulty of loan modifications must be considered when combined with the crash of housing
prices that occurred there. ' The states and metropolitan areas with the highest unemployment

° Floyd Norris, “Why Many Home Loan Modifications Fail,” The New York Times, December 3, 2009,
http://www.nytimes.com/2009/12/04/business/economy/04norris.htmi? r=1.

* 1bid

" 1ocal Area Unemployment Statistics, U.S. Department of Labor.

* Anthony B. Sanders, “The Subprime Crisis and its Role in the Financial Crisis,” Journal of Housing Economics,
Volume 17, Issue 4, December 2008.
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rates should be taken into consideration by Treasury when determining loan modification trial
success rates.

Our recommendation for reporting servicer performance is to adjust the service performance by
percentage of loans in 1) bubble states and 2) Midwest “economic malaise” states such as Ohio
and Michigan. In short, modifying loans in Nebraska is likely to be far easier than modifying
loans in Arizona, Nevada or the Inland Empire of California or various condo-laden areas in
Florida. Therefore, servicers should be given additional credit for attempting to modify loans in
these challenging areas.

IV.  Lack of Principal Write-downs

When financial institutions and other holders of mortgages (investors) accept loan modifications
that reduce principal, short sales and short payoffs, they take an immediate hit, causing them to
reduce earnings and receive pressure from regulators to raise additional capital.'* To provide an
incentive for financial institutions/investors to sell their distressed mortgage loans to the private
markets, government regulators, including the SEC, should allow financial institutions/investors
to amortize the losses for up to 5 years, with greater proportions in the early years, so as to
spread the accounting consequence of a loss over time. This would enable the financial
institutions/investors to sell distressed assets from their books and free up funds to be invested
elsewhere such as loans to small businesses that will increase employment.

While programs like HAMP are meant to keep people in their houses, an incentive needs to be
provided to financial institution to avoid becoming “zombie banks” as has occurred in Japan.
While the HAMP program might keep some people in their homes, the program maintains the
loan with the lender and does not free funds for uses other than housing until the loan is paid off
or refinanced. And with a 40-year extension of loan maturity for some modifications, this would
mean that these loans would be on the balance sheets of the lenders/investors for almost a half
century.

V. Critique of Mortgage Modification as a Solution the Mortgage Crisis and Use of
Taxpayer Resources to Subsidize House Buyers In Defaunlt

Policies by our Federal government to encourage banks/servicers to modify mortgages to as low
as two percent interest rate and up to 40 years to maturity have the potential to load up the
already fragile U.S. banking industry with billions of dollars and possibly up to $5 trillion of

 There are other reasons for difficulties in loan modifications and principal write-downs such as HELOCs held by
other entities and mortgage insurance companies where there third party has the right to prevent the servicer
from modifying the first lien.
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these mortgages. It is known that many of these mortgages carry considerable default risk
because of the nature of borrower loan modification history. From this perspective it is a
dangerous program for the survival of the banking industry and the GSEs. Based on their latest
10Q filings with the SEC, Fannie Mae currently has $700 billion of mortgage loans and MBS in
portfolios. In addition, Fannie Mae has approximately $3 trillion of mortgage guarantees on their
books."* Unfortunately, the problem extends beyond the banks and the GSEs, but to the Fed as
well. It is sitting on nearly $1 trillion of MBS at the present time from open market purchases
and portfolios taken over from Bear Stearns now called the Maiden Lane funds.”® The problem
comes from potential increases in inflation and interest rates.

Considering the current fragile state of the banking system and the GSEs, taking on more
mortgage assets with very large durations opens them up to increased interest rate, market and
liquidity risks. Macaulay’s duration of a 40-year mortgage when mortgage market rates are 5
percent or less is 8 years or more (a 30-year mortgage has a duration of 7.9 years), regardless of
the stated coupon rate (the rate actually paid by the borrower). What this level of duration means
is that if market rates rise by 2 percentage points (200 basis points), the fair value and market
value of the mortgage asset declines by 15 percent—very meaningful change.

Using duration as an indicator of interest rate risk exposure for a mortgage instrument, the
duration of a portfolio of mortgages is equal to the remaining balance-weighted average of each
mortgage’s duration. For the GSEs they have virtually their entire portfolios in mortgages so that
the duration of their asset portfolio is about 7 to 7.5 years (including MBS). They state that the
companies’ interest rate exposure as a whole is controlled by borrowing callable bonds and
matching liability duration with asset duration. The problem with this strategy is that historically
mortgages were prepaid as market mortgage interest rates fell, decreasing the effective duration
of their assets. The current situation is that the possibility of prepayments of any magnitude is
slim since current rates at historic lows with the much greater likelihood that they will rise, not
fall. The implication of this expectation is that loan prepayments from current loans will be slow
in the future and much slower for loans modified in the HAMP program. Thus, GSE financing
mortgages with say 5-year callable bonds with a Macaulay’s duration of about 3 years will cause
a considerable mismatch with mortgage assets and substantially increase the interest rate risk
exposure of the GSEs. Not only will interest risk exposure increase, but as rates rise, market
values fall and the ability to trade mortgages decreases. Thus, market liquidity of the mortgage
portfolio will also be impaired.

The banking system faces an even more serious interest rate risk exposure problem in taking on a
meaningful amount of modified mortgages. As of the September 30, 2009 Call Reports, banks

" SEC Filing, Form 10-Q for Federal National Mortgage Association, Table 37. Freddie Mac also carries a similar
total value of mortgages as well as guarantees also in the trillions.

 “Federal Reserve System Report of Assets, Liabilities, and Capital of the Federal Reserve System as of November
25, 2009”
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and thrifts hold $4.5 trillion in mortgage loans and MBS. These represent 37.0 percent of total
domestic assets at these institutions. If $1 trillion of HAMP modified mortgages were added to
bank portfolios, the interest rate risk exposure of depository institutions would rise considerably.
Not only would the composition of the mortgage portfolio would change, but the size of the
mortgage portfolio would increase to perhaps $5.5 trillion. Unlike GSEs, banks finance asset
positions with deposit liabilities with very short durations - usually lyear or less. Thus, by
adding 8-year duration assets to the mortgage portfolio would increase the asset and liability
duration mismatch and expose banks to greater interest and market risk of their portfolios.

However, the good news is that this increase will not be as severe as for the GSEs since the
banking system has portfolios that are much less concentrated in mortgages and carry durations
that are more like 3 years — 37 percent for banks and nearly 100 percent for the GSEs. An
increase in interest rates will have a deleterious effect on the value of banking portfolios and
reduce the liquidity of them with more mortgage lending. Furthermore, additions of HAMP
modified mortgages to GSE or banking system portfolios exposes each to considerably greater
default risk. Perhaps most important, each are left with extremely illiquid loans that will be a
burden on their portfolios for years perpetuating the same over-investment in housing that caused
the crisis in the first place. This will force these institutions, particularly the banks, to retard
growth of lending to small businesses (which are responsible for much of job creation) as a
consequence.

VL.  Bringing More Equity into the Market

Once the financial institutions/investors can dispose of distressed loans from their portfolios,
private market groups can acquire these loans and enact private market loan modifications.'® In
fact, allowing financial institutions/investors to sell their distressed assets without immediate
devastating consequences would enable them to pursue loan modifications through their services
more aggressively, if economically appropriate.

Another advantage of allowing financial institutions/investors to sell the assets without
immediate adverse consequences is that it opens the door for broader approaches to dealing with
the foreclosure crisis such as 1) short payoffs, 2) short sales, 3) foreclosure, 4) conversion to
leases and 5) broader loan modifications if they make economic sense. Particularly given the
vacancy rates in many states in the housing market, conversion to leases makes sense given the
comparatively low rental rates relative to mortgage payments. Private funds have offered
interesting loan modification examples as converting the loan to a rental agreement with an

8 por example, Selene Residential Mortgage Opportunity Fund (“SRMOF”) is a private fund that is actively
purchasing, servicing and restructuring loans. See also Fortune Magazine, December 21, 2009, p.88.
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option for the former borrower to purchasc the house, a shared appreciation approach where the
borrower shares part of the upside with the lender in return for a principal write-down on the
loan. Essentially, the market-based approach brings sorely needed equity into the mortgage
market while the HAMP approach retains nearly 100 percent debt tinancing of its modified
mortgages.

Accounting changes to permit financial institutions, investors and servicers to ignore fair value
accounting and retain book values of their distressed assets that clearly dominate alternatives
such as “cramdowns” or other judicial interventions into the mortgage market. Helping financial
institutions and servicers dispose of their distressed assets was one of the original purposes of
TARP and we should now consider the wisdom of cleaning-up financial institution balance
sheets rather than judicial interventions or Federal government debt financed mortgage
modification programs.

VILI. Conclusion

The HAMP program is designed to modify mortgages by reducing the monthly payment of the
borrower to no more than 31 percent of state gross income and extend the maturity of the
mortgage. Once the borrower qualifies by meeting an initial NPV test and a 3-month trial period
at the modified monthly payments, they become eligible for a permanent modification once all
documentation requirements are met. Essentially HAMP creates a modified mortgage with the
same unpaid balance as the original mortgage, except at a much lower interest rate (as low as 2
percent) and up to a 40-year maturity. However, HAMP still leaves borrowers whose mortgages
were upside down before modification, upside down after modification. In addition, HAMP
leaves banks and GSEs with mortgages on their books with considerable default and interest rate
risk with a need to continue financing.

Helping financial institutions and servicers dispose of their distressed assets was one of the
original purposes of TARP and we should now consider the wisdom of cleaning-up financial
institution balance sheets rather than judicial interventions or Federal government debt financed
mortgage modification programs.
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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C. 20220

ASSISTANT SECRETARY

March 2, 2011

The Honorable Judy Biggert

Chairman

House Financial Services Subcommittee on Insurance, Housing and Community Opportunity
2113 Rayburn House Office Building

Washington, DC 20515

Dear Chairman Biggert:

Thank you for the opportunity to provide a statement for the record for today’s hearing on
“Legislative Proposals to End Taxpayer Funding for Ineffective Foreclosure Mitigation
Programs.”

I write to express the Administration’s strong opposition to these four proposals aimed at
eliminating the Neighborhood Stabilization Program, the Federal Housing Administration Short
Refinance Program, the Emergency Homeowner Relief Fund, and the Home Affordable
Modification Program (“HAMP”).

The Department of Housing and Urban Development has principal responsibility for the first
three programs, and I understand that Assistant Secretary for Housing and Commissioner of the
Federal Housing Administration David Stevens and Assistant Secretary for Community Planning
and Development Mercedes Marquez will be testifying at today’s hearing to discuss these
programs in more detail. The Department of the Treasury administers HAMP. Therefore, [ am
writing to explain why it is important to continue this critical program and to urge you to oppose
the “HAMP Termination Act of 2011.”

Terminating HAMP before the end of 2012 would be a mistake. HAMP continues to help tens
of thousands of additional families every month with mortgage modifications that provide the
typical borrower with a $500 reduction in monthly mortgage payments. Put simply, ending
HAMP now, without a meaningful alternative in place, would mean that struggling homeowners
would have far fewer ways of coping with the worst housing crisis in generations. Instead, their
fate would be left solely in the hands of the same mortgage servicers whose standards are widely
recognized to be in need of reform.

HAMP’s impact on the housing market goes far beyond the number of permanent modifications
achieved. By setting affordability standards and developing a framework for how mortgage
servicers should provide assistance to struggling homeowners, HAMP provides critical
protections for homeowners and has catalyzed improvements in modifications across the board.
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It is also important to note that HAMP utilizes a pay-for-success model in most of its programs.
Taxpayer funds are used only for homeowners in permanent modifications and only so long as
those homeowners continue to make payments. As required by statute, any unused funds at the
expiration of the program will be used to pay down the national debt. In short, the program only
uses taxpayer funds to the degree it succeeds.

For your further information, attached are: 1) a document entitled Home Affordable Modification
Program (HAMP) Fact vs. Fiction, and 2) the testimony of Ms. Phyllis Caldwell, Chief,
Homeownership Preservation Office, before your Subcommittee on February 16, 2011.

1 strongly urge you and your colleagues to oppose the early termination of HAMP, and to work
with the Administration to ensure that struggling homeowners continue to have meaningful tools

to avoid foreclosure and to keep their homes.
Sincerely, w
/ CL'V\ / v

Timothy G. Massad
Acting Assistant Secretary
Office of Financial Stability

cc:  Subcommittee on Insurance, Housing and Community Opportunity Ranking Member
Luis Gutierrez
Members, House Financial Services Committee

Attachiments
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MAKING HOME AFFORDABLE.cov

Home Affordable Modification Program {(HAMP) — Fact vs. Fiction

In early 2008, the Obama Administration launched the Home Affordable Modification Program (HAMP)
to help middie-class American families weather the worst economic downturn since the Great
Depression. This program to date has helped more than 600,000 families stay in their homes while
helping neighborhoods avoid the associated blight that comes with vacant and foreciosed homes.
However, some have suggested eliminating this program. This would be a mistake, as HAMP continues
to help tens of thousands of additional families every month. Put simply, ending HAMP now would
mean that struggling families will have far fewer ways of coping with the worst housing crisis in
generations. Some have suggested eliminating the program based on incorrect assertions or myths
about the program. Here are the facts:

1. Assertion: HAMP has failed because it hasn’t helped 3-4 million homeowners,

Facts: The primary reason we will not achieve 3-4 million permanent modifications of mortgages is that
there are not that many people who meet the eligibility criteria—criteria which ensure that taxpayer
funds are used wisely.

HAMP is not available for:

« mortgages in excess of $729,750;

¢ mortgages on second homes or investor-owned properties;

e mortgages on vacant homes;

s homeowners who can afford to pay their mortgage without government assistance; and
» homeowners with mortgages that are unsustainable even with government assistance.

Today, there are roughly 5 million delinquent mortgages. Currently, about 1.4 million homeowners are
eligible for HAMP. Approximately 600,000 homeowners have had their mortgages permanently
modified under HAMP, and an average of 30,000 more are being added each month. These
homeowners have a median payment reduction of $527 a month, with aggregate savings to date
totaling approximately $5 billion.

Nearly 1.5 million American homeowners have received a trial modification providing temporary relief,
and most of those homeowners then received some form of additional assistance, whether within or
outside of HAMP.

HAMP has also helped millions of people indirectly, because HAMP's standards have been adopted
across the industry to standardize loan modifications. Fitch’s most recent report states that:
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“Fitch believes that the HAMP program, while not meeting its volume projections, did help to
bring a needed standard to varied programs offered prior to its introduction and to focus
attention on the use of mods. Establishing a priority in steps, target interest rate and payment
allowances, and a net present value calculation resulted in 2 more consistent application of
efforts.”

The fact that the program has not achieved 3-4 million permanent modifications is no reason to end it,
particularly when the number of Americans that HAMP helps continues to grow each month.

2. Assertion: HAMP will cost $75 billion, which is far too much money to spend on a program
that won't help that many people.

Facts: The amount of TARP funds allocated to the Making Home Affordable Program, including HAMP, is
$29 billion. Treasury makes payments only for homeowners in permanent HAMP modifications and only
so long as those homeowners continue to make their payments. In short, HAMP only pays for success.

We want to be sure that we have the funds available to help all those who need assistance and we will
continue to reach new families through the end of 2012. Whatever is not spent will go to pay down the
national debt; it will not be used for any other purpose.

3. Assertion: There have been more trial modifications cancelled —over 700,000—than there are
current permanent maodifications.

Facts: The fact that many trial modifications were cancelled or did not become permanent is not
evidence of failure; it is evidence of HAMP's strict and sensible conditions for using federal funds. Most
of those trial modifications did not satisfy the eligibility criteria noted above. In other cases,
homeowners could not document their income, or could not make their payments during the three-
month trial period.

The reason the conversion rate from trial modifications to permanent modifications was initially low—
about one-third—was that at the beginning of the program, homeowners were accepted into trial
modifications without first providing written documentation of their income or financial hardship. We
felt this policy was necessary because the gravity of the crisis required quick action. As of DATE, all
homeowners began entering trial modifications with full documentation. Going forward, the only
reason a homeowner will not convert from a trial modification to a permanent modification is if they are
unable to sustain their trial payments on time.

4. Assertion: HAMP is a failure because Treasury has spent $1 billion of the $29 billion allocated
for the program.

Facts: HAMP was designed so that money is spent only for permanent modifications and only gradually,
over a five-year period. If a homeowner defaults on their payments, Treasury stops paying. So the fact
that payments are staged is further evidence of the prudent design of the program.

5. Assertion: HAMP is not needed because the industry will enter into modifications anyway.
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Facts: The servicing industry was not and still is not fully equipped to deal with this crisis. Ending HAMP
now would mean that the fate of struggling homeowners will be solely up to the servicers—the same
servicers whose bad mortgage lending practices contributed to the crisis, whose poor implementation of
HAMP has been widely criticized, and who have recently acknowledged failures to follow the law in
pursuing foreclosures.

The industry has improved since HAMP was launched and is offering modifications today, but that is
largely because HAMP set standards that the industry needed and subsequently adopted. These include
the universal affordability standard—a 31 percent debt-to-income ratio which helps ensure that
homeowners can sustain payments. And HAMP created a “net present value” tool to enable servicers to
evaluate whether a HAMP madification provides a better financial outcome to the investor relative to a
foreclosure. Servicers are required to follow investor guidelines when modifying loans, including
demonstrating that actions taken are in the investor’s best interest. Before HAMP was launched, very
few modifications were made, and very few of those were sustainable.

Moreover, the process HAMP created for evaluating borrowers is what has enabled servicers to then
offer their own modifications to homeowners that do not meet HAMP eligibility requirements.

HAMP modifications thus far appear to be more sustainable than other modifications. The Office of the
Comptroller of the Currency (OCC) recently stated that, “HAMP modifications were performing better
than other modifications implemented during the same periods at the end of the third quarter of 2010.
These lower post-modification delinquency rates reflect HAMP’s emphasis on the affordability of
monthly payments relative to the borrower’s income, verification of income, and completion of a
successful trial payment period.” In Treasury’s own latest monthly report, we show that at 12 months,
more than 80 percent of homeowners remain in a permanent modification.

And even proprietary modifications are showing improved redefault rates, a development that Fitch’s
most recent report attributes to “more standardized qualification criteria for mods, coupled with a focus
on towering monthly payments” — a direct result of HAMP's influence on the industry.

HAMP continues to set standards that the industry needs. These include standards for borrower
protection, which ensure that a borrower that is being evaluated for a modification is not foreclosed
upon. HAMP also provides monitoring of servicer performance, requires enhanced reporting for
greater transparency and openness, and holds servicers accountable to ensure all eligible homeowners
are fairly evaluated under the program. The compliance oversight provided by HAMP is critical to
sustaining these improvements in the servicing industry. Terminating HAMP would eliminate these
critical levers for holding servicers accountable to basic customer service and modification standards.

6. Assertion: SIGTARP has said HAMP has failed to realize the TARP goal of “preserving
homeownership”.

Facts: SIGTARP has made a variety of recommendations regarding HAMP, most of which Treasury has
implemented. lts principal criticism today is that Treasury has not set “realistic and meaningful goals”
for the program by which it can be evaluated.
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Treasury publishes a monthly report that contains detailed program statistics, which enables the public
to evaluate the performance of both the program and its participating servicers. We have also released
a data file which includes characteristics of program participants to date, including financial information,
mortgage loan information before and after entering HAMP, performance in a HAMP modification, and
race/ethnicity data. This data shows that HAMP is helping its intended audience — homeowners in
active permanent modifications have a median annual income of approximately $46,000; a median
credit score of 570 when they enter the trial period; a median post-modification loan balance of just
over $232,000; and a median mark-to-market loan-to-value ratio of 118 percent.

Finally, HAMP is not the only action being taken by Treasury and the Obama Administration to address
the housing crisis. Treasury has allocated $7.6 billion of TARP funds to the states hit hardest by
unemployment and falling house prices through the Hardest Hit Fund. And Treasury is working with the
Federai Housing Administration (FHA) to implement the FHA Short Refinance program, which will help
people who are suffering from declines in the value of their homes to refinance into a more affordable
mortgage. Treasury has also expanded Making Home Affordable to address the problem of second
liens, to provide incentives for other alternatives to foreclosure such as short sales, to provide additional
help to the unemployed, and to encourage principal reduction. in addition, an interagency task force
chaired by Treasury and HUD has been investigating the issues of robo-signing, foreclosure
documentation mistakes and related problems.

Hok kK

The question raised by legislation put forward in the House is whether the Obama Administration
should continue to help struggling homeowners. HAMP provides a model to allow families to remain in
their homes through affordable, sustainable loan modifications. It continues to serve as a benchmark
for the mortgage servicing industry through its focus on reduced payments, borrower protections,
compliance and innovative approaches to new challenges in the housing market. To end HAMP now
would inject uncertainty and unnecessary risk into a fragile housing market that has only recently begun
to regain its footing.
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Embargoed until delivery

Written Testimony of Phyllis Caldwell,
Chief of Homeownership Preservation Office,
U.S. Department of the Treasury
Hearing before the House Committee on Financial Services
Subcommittee on Insurance, Housing and Community Opportunity
on
“Are There Government Barriers to the Housing Market Recovery?”

February 16, 2011

Chairwoman Biggert, Ranking Member Gutierrez and Members of the Subcommittee, thank you
for the opportunity to testify today. Iappreciate the opportunity to share insights resulting from
the Administration’s efforts to mitigate the effects of the most serious housing crisis since the
Great Depression.

Rationale behind the Administration’s Efforts to Prevent Avoidable Foreclosures

As the Subcommittee examines the role of the government in the housing market, including the
housing programs supported by the Troubled Asset Relief Program (TARP), it is important to
remember where the housing market stood just over two years ago. When the Obama
Administration took oftice in January 2009, the economic crisis had developed into the most
serious housing crisis since the Great Depression. Home prices had fallen for 30 straight
months. Home values had fallen by nearly one-third and were expected to fall by another five
percent by the end of 2009. Stresses in the financial system had reduced the supply of mortgage
credit, limiting the ability of Americans to buy homes. Fannie Mae and Freddie Mac had been in
conservatorship for over four months. And millions of American families faced increasing
difficulties in making their monthly mortgage payments — having lost jobs or income — and were
unable to sell, refinance, or find meaningful modification assistance.

During its first month in office, the Administration took aggressive action to address the housing
crisis, such as bolstering the Government’s commitment to support to Fannie Mae and Freddie
Mac, which originated during the Bush Administration, to ensure continued access to mortgage
credit, and through the Federal Housing Administration (FHA), both of which provided liquidity
for housing purchases at a time when private lending had almost evaporated. As part of the
Administration’s response, the Treasury Department immediately began work on a program that
would improve the affordability of mortgages for responsible homeowners, consistent with the
mandate of the Emergency Economic Stabilization Act of 2008 (EESA) to promote financial
stability while protecting taxpayers.

Key Challenges of the Administration’s Response to the Foreclosure Crisis
My testimony today will highlight some of the key challenges addressed in responding to the

housing crisis and discuss how best to help homeowners. First, the industry did not have the
capacity to effectively respond to the complexity of the foreclosure crisis. Mortgage servicers
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were ill-equipped to provide meaningful assistance to homeowners while maintaining their
responsibility to investors and still struggle to balance the two. Second, effective outreach to
homeowners is difficuit due to the complexity of the challenges they face, and their
understandable mistrust of servicers. Homeowners often are not aware of the free resources
available to them, and servicers all must increase efforts to reach them. Third, homeowners need
safeguards. We have learned that the foreclosure process has to pause Jong enough to allow
homeowners enough time to find help and work out a solution. Fourth, modifications need to be
affordable to work. In order to modify loans effectively — and sustainably — servicers must focus
first and foremost on reducing monthly mortgage payments. And lastly, because the foreclosure
crisis is complex, we had to remain flexible as we looked for solutions that could reach the
maximum number of struggling homeowners.

We are working to address these challenges within the framework of the Making Home
Affordable Program (MHA), which is predicated upon voluntary agreements between Treasury
and mortgage servicers. The MHA program was designed to incentivize long term sustainable
modifications by aligning incentives within the existing mortgage servicing framework of
borrowers, servicers and investors thereby minimizing potential adverse market impacts.

Mortgage Servicers Did Not Have the Capacity to Respond to the Crisis

The mortgage industry at the outset of the foreclosure crisis was ill-equipped to respond the
housing crisis adequately. Mortgage servicers had insufficient resources to address the needs of
a market that was reeling from increasing foreclosures. In addition, their servicing expertise and
infrastructure was limited to overseeing collections and foreclosing on those who failed to pay.
While that model may have been sufficient for the industry during times of economic growth and
house-price appreciation, it quickly proved seriously inadequate in 2007, when the industry
experienced rapidly rising defaults and declining home prices.

In addition, there was no standard approach among loan servicers or investors about how 1o
respond to responsible homeowners who wanted to continue making payments, but were in need
of mortgage assistance. Most solutions offered by servicers before the crisis simply sought to
add unpaid interest and fees to the mortgage balance. These options often resulted in higher, not
lower, payments for homeowners. Although many of these early modifications may have
atternpted to address temporary hardships experienced by homeowners such as a medical
emergency or divorce, they did not generally help over the longer term, because they did not
make homeowners® monthly mortgage payments more sustainable. As a result, millions of
responsible American families simply lost their homes.

The program that Treasury launched in March 2009, the Making Home Affordable program,
includes the first lien modification program — the Home Affordable Modification Program
(HAMP). Its goal was to offer homeowners who are at risk of foreclosure reduced monthly
mortgage payments that are sustainable over the long-term. HAMP provided servicers with
standards that could be applied to all modifications. As a result, these standards soon became
national, industry wide models that were applied to the servicers” own proprietary modifications
as well.
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At the same time, it is important to emphasize that HAMP was not intended to help all
homeowners. Nor was HAMP intended to stop all foreclosures. The program was intended to
support financial stability by helping a segment of homeowners who were at risk of foreclosure
or who would be at risk before the end of 2012. Today, there are approximately 5 million
delinquent mortgages. Only about 1.5 million are eligible for HAMP, because HAMP eligibility
is not extended to:

* high cost mortgages in excess of $729,750;

s mortgages on vacation, second homes or investor-owned properties;

* mortgages on vacant homes;

* homeowners who can afford to pay their mortgage without government assistance; and
* homeowners with mortgages that are unsustainable even with government assistance.

Additionally, not every mortgage servicer participates in HAMP and not every contract between
servicer and investor allows for modifications. And HAMP is just one program in the waterfall
of foreclosure prevention options at other federal agencies like the FHA and the Department of
Veterans Affairs (VA).

Over the last two years, we have worked to develop policies and procedures in the MHA
program to ensure that responsible homeowners who meet the eligibility criteria are offered
meaningful modifications and other alternatives to a foreclosure. To address servicer
shortcomings, we have required servicers to rapidly increase staffing and improve customer
service. We have developed specific guidelines and certifications on how and when
homeowners must be evaluated for HAMP and other options before foreclosure. We developed
a clear process for promptly and fairly resolving homeowner complaints. We also have a
comprehensive compliance program to make sure that homeowners are fairly evaluated for
HAMP, and that servicer operations reflect Treasury guidance.

Today, HAMP continues to play a critical role in the market as the standard which servicers can
use to evaluate assistance for struggling homeowners. Servicers have had to make significant
operational changes to the way they handle foreclosure prevention. As a result, modifications
made outside of HAMP generally follow HAMP’s basic criteria. For the first time ever, making
monthly mortgage payments affordable for the homeowner is now a touchstone of modifications
across the industry,

Engaging Homeowners is Key

Homeowners facing foreclosure are often overwhelmed by the complexity of the challenges they
face. They are stressed and often embarrassed by their financial difficulties, and may find it
difficult to ask for assistance. As a result, we believe many homeowners fail to reach out for
help.

Many homeowners facing foreclosure have lost their jobs. Others have reduced income due to
underemployment or a new job that is lower-paying and are struggling to pay their bills. Often
these homeowners exhaust their savings, fall into debt, and become delinquent on their mortgage
before contacting their mortgage servicer for help.

-3
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Across the board, homeowners’ experience with servicers has been frustrating. Servicers have
had trouble keeping track of homeowner communication; different customer service
representatives often do not have records of a homeowner’s prior contact with their organization.
Servicers lose documents or are difficult to contact. Through public reporting and compliance
reviews, Treasury strives to improve the borrower experience when it comes to HAMP
consideration.

Almost two years into the HAMP program, over 1.4 million families have received a trial
modification which provided temporary relief, and most of those then received some form of
further assistance, whether within or outside of HAMP. Nearly 580,000 homeowners have
converted to permanent modifications and on average over the past six months, 30,000 more are
being added each month. We know that many more families need help and we are working to
bring as many eligible borrowers into the program as possible. Treasury has stepped up efforts
to reach out to homeowners and guide them through the HAMP process. We recently launched a
Public Service Advertising campaign across TV, radio, internet and billboards which has been
viewed approximately 53 million times. We recently held our 50th homeowner outreach events,
with more to come. We have trained close to 7,000 housing counselors. We continue to
strengthen our resources at the HOPE Hotline and the HAMP Solution Center, enabling us to
better support homeowners as they work with their mortgage servicer.

These efforts come on top of important policy changes that are designed to ease access into the
program while making sure that we still use taxpayer funds prudently. First, we set requirements
to reach out to homeowners as part of our homeowner protections guidance, and
comprehensively review their compliance. Second, we simplified the HAMP documentation
requirements. Third, we required that all trial modifications start only after fully documented
requests for assistance, and that homeowners have their income verified by servicers before they
can receive a HAMP trial modification. These changes were designed to simultaneously help
homeowners get access to the program and ensure that those who enter the program are much
more likely to convert to permanent modifications after completing the three month trial period.

Treasury is also working to make sure homeowners know that help is available. Homeowners
can call their servicers and ask about a HAMP modification, or the HOPE Hotline at 888-995-
HOPE, where they can talk to a free HUD-approved housing counselor who can guide them
through the process and serve as an advocate in working with the servicer.

When asked what advice he would give to others, a homeowner from Cleveland who received a
permanent HAMP modification said, “Don’t be ashamed to ask for help. These are tough times
and there is help out there. [ am so grateful for the housing counselor | worked with. There is no
charge to work with a housing counselor. The government has a lot of good resources that are
all free.” We are working hard to spread this message to more struggling homeowners.

Homeowners Need Some Safeguards

Early in the HAMP program, Treasury guidelines prohibited a foreclosure sale until a
homeowner was fully evaluated for a HAMP modification. This rule protected homeowners in

w4
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many cases, but permitted servicers to start the foreclosure process while simultaneously
evaluating homeowners for HAMP. The servicer rationale for allowing this “dual track™ was to
expedite the foreclosure process in the event that homeowners fail their trial modifications,
particularly in those judicial states that had long foreclosure timelines. However, this “dual
tracking” of homeowners can cause enormous stress and confusion for individuals already in a
difficult period.

To address these concerns, Treasury issued guidance that limited “dual tracking™. This guidance
became effective with trial modifications started on and after June 1, 2010. Specifically,
program guidelines require participating mortgage servicers of loans that are not owned or
guaranteed by Fannie Mae or Freddie Mac (referred to as the GSEs) to:

o cvaluate homeowners for HAMP modifications before referring them for foreclosure.
The focus here is on early intervention. Servicers must reach out to all potentially
eligible homeowners when they are only two months delinquent and there is a still a
viable opportunity to save the loan;

¢ suspend foreclosure sales against homeowners who have applied for HAMP
modifications, while their applications are pending;

» halt all pending foreclosure actions when a homeowner makes the first payment under a
fully verified trial plan;

* evaluate whether homeowners who do not qualify for HAMP (or who have fallen out of
HAMP) qualify for other programs to prevent a foreclosure, such as a servicer’s own
proprictary modification program;

¢ evaluate whether homeowners who cannot obtain alternative modifications may qualify
for a short sale or deed-in-licu of foreclosure, including through Treasury’s program, the
Home Affordable Foreclosure Alternatives program (HAFA); and

e provide a written explanation to any homeowner who is not eligible for a modification,
and thereafter delay foreclosure for at least 30 days to give the homeowner time to
appeal.

Servicers may not proceed to foreclosure sale unless and until they have followed these
guidelines. They must also first issue a written certification to their foreclosure attorney or
trustee stating that “all available loss mitigation alternatives have been exhausted and a non-
foreclosure option could not be reached.”

In addition, Treasury instituted a comprehensive compliance program to make sure that
homeowners are fairly evaluated for HAMP, and that servicer operations reflect Treasury
guidance. The MHA compliance program is designed to ensure that servicers are meeting their
obligations under the MHA servicer contracts for loans where Fannie Mae or Freddie Mac is not
the investor. Treasury’s compliance activities focus on ensuring that homeowners are
appropriately treated in accordance with MHA guidelines and servicers are subject to various
compliance activities, including periodic, on-site compliance reviews as well as on-site and off-
site Joan file reviews. Treasury has engaged a separate division of Freddie Mac, Making Home
Affordable-Compliance (MHA-C), to perform these compliance activities. Compliance
activities are performed by more than 200 staff at MHA-C using a risk-based approach. MHA-
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C’s compliance reviews range from generally monthly for the largest servicers, to at least twice
annually for the smaller-sized servicers.

MHA-C has performed more than 250 compliance reviews on participating secvicers, many of
which shaped servicer behavior in order to address the most vital issue: the ultimate impact on
the homeowner. Examples of actions MHA-C has taken include requiring servicers to re-
evaluate homeowners for HAMP, requiring servicers to make process and systems changes to
accommodate MHA guidelines, and corrections to the servicer’s net present value calculations.
In one case, for example, MHA-C required a servicer to reevaluate more than 150,000
homeowners, with 150,000 letters sent out and more than 3 million follow-up phone calls made.
In addition, this servicer was required to re-engineer certain HAMP processes and provide
additional training for the servicer’s staff in order to make sure that eligible homeowners were
being reached.

Modifications That Focus on Making Monthly Payments Affordable for the Homeowner
Are More Sustainable

The most recent Office of the Comptroller of the Currency (OCC) Mortgage Metrics Report
found that modifications that provide deeper payment reductions tend to have lower re-default
rates and that HAMP provides significantly more assistance than servicers’ own proprietary
modifications: “HAMP modifications made during the quarter reduced payments by an average
of $585, compared with other modifications that reduced average monthly payments by $332
overall.” Over the life of the program MHA data show that homeowners are experiencing a 37
percent median reduction in their mortgage payments — amounting to an estimated total,
program-wide savings of over $4.5 billion to date for homeowners.

Homeowners in HAMP permanent modifications continue to perform well over time, with re-
default rates lower than industry norms. December 2010 data for HAMP shows that after 12
months, nearly 85 percent of homeowners remain in a permanent modification. The OCC
recently stated that “HAMP modifications were performing better than other modifications
implemented during the same periods at the end of the third quarter of 2010. These lower post-
modification delinquency rates reflect HAMP’s emphasis on the affordability of monthly
payments relative to the homeowner’s income, verification of income, and completion of a
successful trial payment period.” Because of MHA, servicers have developed more constructive
private-sector options as well. MHA’s programs provided a model that servicers adapted to their
own foreclosure prevention solutions. In the year and a half following the initiation of HAMP,
servicers’ home retention strategies changed dramatically. According to the OCC, in the first
quarter of 2009, nearly half of proprietary mortgage modifications increased homeowners’
monthly payments or left their payments unchanged. By the third quarter of 2010, almost 90
percent of proprietary mortgage modifications lowered payments for the homeowner and the
average monthly savings has increased more than 50 percent from a year ago. This change
means homeowners are receiving better solutions. Modifications with payment reductions have
historically performed materially better than modifications that increase payments or leave them
unchanged.
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We Had To Remain Innovative

During the fall of 2009, the MHA program faced a number of challenges. The administrative
complexity and unprecedented scope of HAMP, unexpected servicer execution challenges, and
the lack of cooperation from servicers and investors tempered the potential impact of HAMP. In
addition, as a result of the changing nature of the economic crisis, sustained unemployment
challenges and negative equity mortgages became main causes of mortgage defaults and required
greater attention. As a result, Treasury created new programs and designed the next phase of
HAMP, with input from various constituencies, to better address these challenges.

Any modification program seeking to avoid preventable foreclosures has limits, HAMP
included. HAMP was never intended to address every delinquent loan. In certain instances, the
homeowner may benefit from an alternative that helps them transition to more affordable
housing and avoid the substantial costs of a foreclosure. Consequently, the Administration
launched the HAFA program, in which Treasury provides incentives for short sales and deeds-in
lieu of foreclosure for circumstances in which homeowners are unable or unwilling to complete
the HAMP modification process. HAFA sets out an important simplified industry standard for
the complex process of a short sale or deed-in-lieu of foreclosure. These foreclosure alternatives
have better outcomes than foreclosures for borrowers, neighborhoods and communities, and
investors. The HAFA program applies only to non-GSE loans. In the coming months we hope
to see increased servicer participation in the HAFA program.

In March 2010, the Obama Administration announced enhancements to HAMP aimed to more
effectively address unemployment and negative equity, including providing temporary mortgage
assistance to some unemployed homeowners, encouraging servicers to write-down mortgage
debt as part of a HAMP modification, allowing more homeowners to qualify for modifications
through HAMP, and helping homeowners move to more affordable housing when a modification
is not possible.

The Unemployment Program (UP) requires servicers to grant qualified unemployed homeowners
of non-GSE mortgage loans a forbearance period to have their mortgage payments temporarily
reduced for a minimum of three months, and up to six months or longer when permitted by
regulatory or investor guidelines, while they look for new jobs. Servicers are not reimbursed by
TARP for any costs assocjated with UP, and there is no cost to government or taxpayers from the
forbearance plans.

Under the Principal Reduction Alternative (PRA), servicers are required to evaluate the benefit
of principal reduction and are encouraged to offer principal reduction whenever the net present
value (NPV) result of a HAMP modification using PRA is greater than the NPV result without
considering principal reduction. Incentives are based on the dollar value of the principal
reduced. The principal reduction and the incentives are earned by the homeowner and investor
based on a pay-for-success structure.

For many homeowners who want to stay in their home, we have learned that a modification is

not always the most effective solution for the homeowner or the investor. A refinance can be a
very effective tool to lock in a lower interest rate based and restructure the debt to be affordable

-7
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for the homeowner over the long term. Treasury has worked with the FHA to establish the FHA
Short Refinance option. It requires that the mortgage investor write off the unpaid principal
balance of the original first lien mortgage by at least 10 percent. The new FHA loan must have a
balance less than the current value of the home, and total mortgage debt for the homeowner after
the refinancing, including both {irst and any other mortgages, cannot be greater than 115 percent
of the current value of the home — giving homeowners a path to regain equity in their homes and
an affordable monthly payment. Treasury has allocated nearly $11 billion of TARP funds to the
FHA Short Refinance option.

Finally, the Administration has allocated $7.6 billion to the Hardest Hit Fund (HHF), to allow
State Housing Finance Agencies (HFAs) in the nation’s hardest hit housing markets to design
locally targeted foreclosure prevention programs. The HHF has been rolled out to 18 states and
the District of Columbia. Most states are using the funds to help unemployed homeowners make
their mortgage payments, as well as to offer principal reduction for homeowners with high
negative equity.

Looking Ahead for Housing

As a result of the Administration actions, homeowners have more viable tools available to them
to avoid foreclosure. These programs have also established key benchmarks and homeowner
protections that are now viewed as industry best practices. As a direct and indirect result,
millions of families are still in their homes today because of these programs. Or, they have had
the opportunity to relocate quickly to more affordable housing through a foreclosure alternative,
such as a short sale. Their neighbors and their focal communities have benefited as well. A
vacant home can be dangerous and costly to a neighborhood. Therefore, we will continue to try
to help as many eligible homeowners as possible, in a manner that safeguards taxpayer resources.

Yet, as we deploy a comprehensive suite of options to help families avoid foreclosure, we must
remember, as the President noted, that not every foreclosure can be prevented nor should we try
to avoid every foreclosure. That is why the TARP-funded Treasury housing programs aim to
strike a balance between giving homeowners opportunities to avoid foreclosure and protecting
taxpayers by paying incentives only when modifications are successful. In those cases where
homeownership is no longer economically viable or appropriate to the homeowners’
circumstances, our focus is on easing the transition to a sustainable housing situation. In so
doing, these programs aim to limit market disruptions caused by rising foreclosures, while
allowing the housing market to recover.
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Housing Market Masochism
The latest bad idea to raid banks and delay a home-price recovery.

The U.8. housing market is still wheezing: The Case Shiller home-price index has fallen for five
consecutive months and 22.5% of all residential properties with a mortgage are in negative equity,
according to Corel.ogic’s latest data. Bank foreclosures are expected to accelerate, and prices in many
markets still haven't touched bottom. The Obama Administration's solution? Prolong the pain.

The latest attempt at housing market masochism was reported in a page one story in this newspaper last
week. Details are sketchy, but the idea seems to be to force the nation’s biggest mortgage servicers to
cough up $20 biflion for principal write downs on "underwater” mortgages, in which borrowers owe more
than their homes are worth. The money would be extorted as part of a seftlement for the mortgage
foreclosure kerfuffle of last year. Bank of America, Wells Fargo and J.P. Morgan Chase would likely be
among the hardest hit.

This smells like a re-run of the failed Home Affordable Modification Program, or Hamp. Launched in 2008,
Hamp was supposed to keep homeowners in their homes. Instead, the program swamped mortgage
servicers as debtors rushed for the goodies, gummed up the foreclosure process and left some borrowers
worse off. Special Inspector General for the Troubled Asset Relief Program, Neil Barofsky, said in
January that Hamp falls "dramatically short of any meaningful standard of success.”

Even if Hamp had been well-run, there's little evidence that forcing principal write downs is the way to fix
the housing market. Some borrowers took on more debt than they could afford or have lost their jobs, and
so the refief would be shori-lived. The Obama Administration and even the Democratic Congress resisted
write downs as part of Hamp because they are very expensive and reward reckless borrowers at the
expense of those who are paying their bilis.

So who's pushing this inside the Administration? Our sources point to Elizabeth Warren, the Harvard
professor and driving force behind the new Consumer Financial Protection Bureau. After it became clear
she couldn't win confirmation to run the new bureau, President Obama gave her an unprecedented
position reporting to him and Treasury Secretary Tim Geithner with orders to start the bureau up anyway.

A $20 billion raid on mortgage servicers fits with her ideological agenda that banks are the villains of the
credit crisis whiie distributing cash to homeowners who will presumably be grateful on Election Day 2012,
A big bank payout may also let the state attorneys general who've fanned the foreclosure story claim a
potitical victory.

But all of this would also do an end run around the established regulatory process for investigating bank
behavior. The Office of the Comptroller of the Currency, the Office of Thrift Supervision and the Federal
Reserve wrapped up an investigation of foreciosure procedures in December. Regulators are now
figuring out which banks need to fix which processes, sorting out which customers shouid be
compensated, and determining the proper penalties—in the order of millions, not billions.

We wonder what Mr. Geithner thinks of this new bank raid. Amid the foreclosure uproar last October, he
sounded far more reasonable. He warned on PBS's "Charlie Rose" against causing “injustice to people
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who can afford to stay in their home" but added that "we also want to make sure that we're not going to
make the problem worse." Mr. Geithner has to know that taking $20 billion out of the banks will not make
them more eager to lend.

The larger context here is that Americans are figuring out that the multiple government programs to prop
up the housing market have only postponed the day of recovery. They have given homeowners the false
hope that they can stay in homes they can't afford, delayed foreclosures that are probably inevitable, and
prevented prices from finding a bottom.

Better news for the housing market is coming from Congress, where House Republicans are moving to
dump Hamp. Mr. Geithner played the recession scare card yesterday by telling a House committee that
closing Hamp would "cause a huge amount of damage” to the economy. But Mr. Geithner has had two

years to make a difference with Hamp, and he's done more harm than good.

We'd suggest Mr. Geithner save his political energy for debating Ms. Warren and others at the White
House who want to bleed the banks one more time while further postponing a housing rebound.

Copyright 2011 Dow Jones & Company, Inc. All Rights Reserved
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COLE: Obama’s helping hand hoodwinks homeowners

Government mortgage assistance can be worse than nothing
By Rebel A. Cole

The Washington Times

6:42 p.m., Tuesday, March 1, 2011

Back in March 2009, the Obama administration unveiled the Home Affordable Modification
Program, or HAMP, a program for helping delinquent borrowers save their homes from
foreclosure - a problem that got worse again in reports released just last week. The goal of
HAMP was to "help 3 to 4 million homeowners by 2012." This phrase should have read "help or
hurt" because hurt is exactly what has happened to hundreds of thousands of homeowners who
have attempted to use HAMP to save their homes.

How is it possible that a program for providing mortgage modifications could hurt homeowners?
To understand this, we need only look at how HAMP has worked - in practice. As reported in its
most recent report for December 2010, HAMP has led to 1.47 million "trial modifications” that
have resulted in 580,000 "permanent modifications," but 735,000 "trial modifications [have
been] canceled.” The half-million permanent modifications are noteworthy achievements, so
long as they don't result in a high percentage of re-defaults, as has been the case for past
modifications.

But what about the almost three-quarter-million borrowers whose trial modifications were
canceled? Are they better off or worse off from participating in HAMP? In perhaps hundreds of
thousands of cases, the answer is worse - far worse. To understand how that happened, we must
go back in time to see how and why these borrowers entered into the program. According to a
survey by ProPublica, a nonprofit journalism organization, almost half of respondents reported
that "they were advised, incorrectly, to fall behind on their mortgage in order to qualify fora
modification.” In other words, these homeowners were current on their mortgages and only
defaulted in order to qualify for HAMP - because you had to be in default before you could get
government help. Indeed, the survey respondents reported, they only fell behind on their
payments after being advised by their lender, loan servicer or other supposedly reliable third
party that it could help their situation. Extrapolating the survey results to the 1.4 million HAMP
participants, this situation likely describes the experience of a half-million homeowners: duped
into delinquency.

As bad as this sounds, it gets much worse because these borrowers typically were not told all the
potential consequences of falling behind on their mortgages. Consider the case of one borrower 1
know who followed the advice of his servicer to default in order to qualify for a trial

modification, as HAMP is only available to delinquent homeowners. This borrower successfully
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obtained a trial modification that reduced his monthly payment from $2,000 to just $1,200. The
trials are supposed to last just three months, but after three months, this borrower was told to
continue making the modified payments until a decision could be made on his application for a
permanent modification. Eight months passed, with cight timely modified payments made to the
servicer, and then the homeowner was notified that the application had been denied because of
failure to file required paperwork that had, in fact, been filed but that the servicer had lost
repeatedly. ProPublica reports that "losing documents and giving false information" is an almost
universal complaint of respondents to its survey.

Worse yet, this homeowner was told that he was responsible not only for the next month's full
mortgage payment of $2,000, but also for the cumulative difference in the trial and full payments
for the previous eight months (a total of $6,400), for late fees ($800), for foreclosure fees
($1,900) and for foreclosure attorney fees (1,400), a grand total of $10,500. This borrower, who
was never advised of this possible outcome, did not have $10,500 saved up for such a
contingency and could not comply. Instead, the servicer initiated foreclosure proceedings, where
the situation now stands. Fortunately, this borrower lives in a judicial foreclosure state where the
process can take longer. In a statutory foreclosure state like Virginia, the house likely would
have been lost already at a sheriff's sale.

Was this homeowner helped or hurt by HAMP? He was in financial distress but able to make his
monthly payment by skimping on everything else. He reached out to HAMP for a lifeline;
instead, he received a noose around his financial neck.

How could this situation have been avoided? Clearly, more disclosure would have helped. With
the full set of facts regarding potential outcomes, this homeowner and the hundreds of thousands
in similar situations never would have defaulted in the first place. Better yet, why don't
regulators require servicers to accept the modified payment as payment in full for the length of
the trial-modification period, require servicers to make a binding decision after the three-month
trial period and require servicers to forgo late fees and other penalties when a trial modification
fails? Or perhaps, as Republican lawmakers have suggested, it is simply time to pull the plug on
HAMP and apply the $30 billion that remains allocated for HAMP to other purposes.

Of course, the servicers don't want to give up these lucrative sources of income, which have
turned foreclosure into a profit center at the expense not only of borrowers, but also of the
investor-lenders whom the servicers represent. Typically, fees get paid to servicers before
principal and interest go to investors. In fact, investors want to change the terms of their
contracts with servicers to put their own best interests ahead of the interests of the servicers.
However, the trustees who represent most investors are other Wall Street bankers, who thus far
have failed to take action against the servicers, who also are Wall Street bankers.

Just last week, the December S&P/Case-Shiller Home Price Index confirmed that housing has
entered into a double-dip recession. December data from LPS Applied Analytics shows that 2.2
million mortgages are in the process of foreclosure; another 2.1 million are seriously delinquent
and most likely headed into foreclosure. At the current rate of foreclosure sales, we are looking
at three years or more before this inventory works its way through the legal system; as it does so,
housing prices will continue to decline, dragged down by the sale of foreclosed properties. Until
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changes are made to the way delinquent mortgages are serviced in the United States, the housing
market will continue to decline, likely dragging our economy into a double-dip recession.

Rebel A. Cole is professor of finance and real estate at DePaul University.
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