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PRIVATE SECTOR COOPERATION WITH
MORTGAGE MODIFICATIONS—ENSURING
THAT INVESTORS, SERVICERS, AND
LENDERS PROVIDE REAL HELP
FOR TROUBLED HOMEOWNERS

Wednesday, November 12, 2008

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

The committee met, pursuant to notice, at 10:11 a.m., in room
2128, Rayburn House Office Building, Hon. Barney Frank [chair-
man of the committee] presiding.

Members present: Representatives Frank, Kanjorski, Maloney,
Watt, Sherman, Meeks, Capuano, Lynch, Green, Cleaver, Donnelly,
Foster, Speier; Bachus, LaTourette, Biggert, Neugebauer, and
Price.

Also present: Representative Marshall.

The CHAIRMAN. I apologize for the lateness of this hearing. The
period of repose that I had looked forward to for this committee has
been one of the less important victims of the current economic tur-
moil, and I therefore had to cram more things into a shorter period
of time than I had hoped. I apologize for keeping people waiting.

This hearing has evolved in some extent in its orientation. It was
originally concerned about what was reported in the newspaper as
two hedge funds saying that they were going to instruct their
servicers not to take advantage of legislation that could reduce
mortgages. We have since gotten letters and statements from the
funds that—and I would ask unanimous consent to put into the
record the statement from Harvey Allon, president of Braddock
Corporation, and then also a letter from William Frey, who is the
principal and CEO of Greenwich Financial Services. Mr. Frey notes
he is not a hedge fund. Mr. Allon mentions that he is. But the let-
ter from Mr. Allon—let me just read some excerpts in fairness—
“Braddock urges all services to fully acquaint themselves with the
text and guiding principles of the act, the HOPE for Homeowners
bill that we passed, and are actively undertaking efforts to ensure
that qualifying homeowners participate in this program and that
the homeowner loans are modified in a timely fashion pursuant to
the letter and intent of the act.”

We believe this letter is constructive and sets forward what we
believe to be the appropriate policy. That is not an issue that is be-
fore us. We had never intended the legislation for modifications to
be imprudently granted to entities—to individuals who couldn’t
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sustain it. And whatever there was in terms of a misunderstanding

in the communication, that has now been resolved, and we ac-

knowledge that the Braddock Corporation is urging servicers to

{:)aki full advantage in an appropriate way of the legislation on the
0oks.

Mr. Frey notes for the record: “I would like to clarify that I do
not manage a hedge fund as erroneously assumed in a letter. I add
there is nothing wrong with hedge funds.” We agree obviously with
both cases. He was inappropriately included in the article, and be-
cause he was inappropriately included in the article, he was inap-
propriately the recipient of the letter. So in one case, there was
mistaken information on which we acted, and in the second case—
or the first case that I mentioned, the situation has been resolved
and the Braddock Fund is instructing its servicers to go forward.

Now I will begin with the opening statements.

The problem of servicers has become clearer and clearer. We
have had some encouraging steps taken recently with regard to re-
ducing foreclosures. And again we stress that reducing foreclosures
is one of three things that I believe has to happen if we are to get
out of the economic mire in which we find ourselves: One, the re-
duction of foreclosures; two, having the rescue plan that this Con-
gress voted used efficiently, specifically to get the maximum
amount of funds out into the economy that can be lent; and, three,
an economic recovery program that would include funding to the
States and others to do job creation. This committee has jurisdic-
tion over the first two, but not over the third.

As to foreclosures, the argument needs to reemphasized that
foreclosures damage the whole economy. Diminishing foreclosures
is not entirely—maybe not for many people even a matter of exam-
ination for those who may be foreclosed. As long as you have the
foreclosure cascade, as long as you have mortgage-based securities
decreasing in value so rapidly, you do not get out of the problem
we are in. So diminishing foreclosures—and clearly some people
who took loans are beyond any assistance that could reasonably be
extended, but diminishing foreclosures is an important part of help-
ing us get out of this problem.

Now there have been assertions that the way to do that is—and
there have been some plans floated to have taxpayer money go in,
buy up the loans, and then reduce the amount paid. I think it
should be very clear. No matter what people have argued, there is
in my judgment zero likelihood that Federal taxpayer dollars will
go to those who hold loans that never should have been made in
the first place. People who have advocated this as a solution which
involves Federal assumption of the risks of 100 percent of loans
that should not have been made do not understand the mood of
this country, and do not understand what rules will apply. Simi-
larly, I do not think you are going to see taxpayer funds, nor
should you, go to people to help them pay their mortgages. We
have had some proposals; the FDIC has been very constructive in
this regard, particularly Chairwoman Sheila Bair. The role of the
Federal Government is appropriate, it seems to us, to do this in
various forms. To induce those who hold the loans to recognize that
they are holding loans that are not going to be repaid in full, to
calculate that in many cases this would be a worse economic prob-
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lem if they foreclosed, and to write down the terms of the loan, ei-
ther by interest or principal or some combination, to a point where
that borrower could repay, doing so because it would be in their
efonomic interest to get something rather than to go through fore-
closure.

The role of the Federal Government in the bill we passed and,
as I understand it, what Sheila Bair is talking about, although it
is muffled by intra-administration concerns, is similar to saying to
the lender, if you recognize that you are holding loans that cannot
be realized and take a loss, we will then, through Federal instru-
ments, the FHA and our bill in appropriate cases, guarantee the
new level of loan. There will be a refinancing to a lower level. What
it says to the lender is you take your loss, the Federal Government
is not going to make you whole for loans that shouldn’t have been
made in the first place. The inducement is once you have recog-
nized the loss, that will be the extent of your loss. You will then
have some stability and some ability to tell people what you owe
and don’t owe. There will be some risk for the Federal Government
in that because we will be guaranteeing these loans for people who
had some problems before. And in the bill we passed, that is ac-
companied by a requirement that any profit that is made on those
loans be returned to the Federal Government in varying percent-
ages for the first 5 years and even more by the fact that the Fed-
eral Government takes the house. This is not a free ride for that
new borrower. There will be some losses, we were told by OMB, in
a fairly small amount. I am hoping that Sheila Bair will be able
to come up with a further approach.

We have also seen some encouraging efforts by the Bank of
America and by JPMorgan Chase. I would say I feel vindicated. I
am going to take a little extra time and, if there is no objection,
we will allocate it equally. I will say I feel vindicated. When the
Bank of America announced it was buying Countrywide, a number
of my friends were concerned this would be a problem, that Bank
of America was too big, and I was asked with some consternation
by one person with whom I have worked on some issues how I
could justify supporting the Bank of America buying Countrywide.
My answer is at that point I would have supported Syria buying
Countrywide. The disaster that was inflicted on the country by
Countrywide was deep-seated. I think Bank of America did a useful
thing. Obviously, they are trying to make money, but I think soci-
ety will benefit. And so Bank of America, JPMorgan Chase, and
now I am told Citicorp, as well, are taking constructive steps. We
got an announcement yesterday that Fannie Mae and Freddie Mac
will be doing more to improve the situation by reducing fore-
closures, again from the standpoint of helping us deal with the eco-
nomic problem.

But here is the problem that remains and will be on our agenda
when we reconvene. So far all of the advances in losses being recog-
nized by those who imprudently either made or bought loans that
shouldn’t have been made, they have all been by the owners. That
is of course how we got into this. We have not seen servicers par-
ticipating in any significant way. And I believe we now have a situ-
ation that requires legislation. We have been told by a number of
people that the servicers do not have the legal authority and we
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have asked this question in general. We said to the servicers and
to the owners, is there enough legal authority to act on modifica-
tions—again, if it is in the economic interest of the holder of the
loan? I don’t want to see us throwing more money to the side. If
you would be better off reducing the loan than foreclosing, you
have the authority to do that. We were told yes in general, but we
are now being told no in particular. We have a serious obstacle ap-
parently and it is true with Fannie Mae and Freddie Mac and oth-
ers. We are getting some progress where the loans are owned in
a definable way. All the more reason why it is a good thing to some
extent that Fannie and Freddie had a portfolio and went ahead and
securitized everything. But where we have servicers administering
these securities, we apparently cannot get much done and it is a
problem.

There should not be a public policy which allows important deci-
sions that should be made in the economic interest of society to be
unmakeable. You should not have a legal form in which the author-
ity to make important decisions is so spread out and split up that
no one can make them. I think what we have is the equivalent of
what all of us have seen from time to time, a very nice home in
a neighborhood which is left by a deceased to several siblings who
hate each other. And you get a situation where the quarrel among
the siblings means that the house cannot be disposed of and you
come by what used to be a very nice home in the neighborhood that
is now crumbling and in disrepair and you say, what is that all
about, and the answer is, well, there are four sisters and brothers,
and they can’t agree, so the whole neighborhood suffers, I think.

The gentlewoman from California, Ms. Waters, has been very ac-
tive in arguing this. I think this committee has to now act and
hopefully the whole Congress on restructuring that servicing mech-
anism. Someone has to have the authority to make a decision and
we face a situation now as we said in the case. So it is bifurcated.
We are getting some progress where the legal authority to modify
is clear. It took a while, but it is coming. We have not had that
with our servicers.

The last point is this: When this Congress passed the Economic
Stabilization Act and created the troubled assets program, we ex-
plicitly put in that big authority to the Secretary of the Treasury
to buy whole loans or mortgage-backed securities to make us the
owner so we could do these kind of reductions. Again, the distinc-
tion seems to be obviously owners and servicers. To date, the Sec-
retary hasn’t used that authority. A large amount of the first $350
billion that was available is being used up for other purposes; $290
billion is now accounted for by the grants to banks and advances
to AIG, the loan to AIG. That is a question now that we will have
to address, and it will involve using the second $350 billion. But
I believe that we still have a need for that funding to be used to
put the Federal Government in the position of being the owner so
we can do the kind of sensible writedown of mortgage payments to
avoid foreclosure. That is in the interest of the economy as a whole,
and we will be talking further about that as well because we will
have a hearing next week on the 18th on the administration of that
program.
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b And with that, I will now recognize the gentleman from Ala-
ama.

Mr. BacHus. I thank the chairman. Mr. Chairman, how much
time are we going to have on both sides? Are we going to extend
that time?

The CHAIRMAN. Yes. What is the maximum we can get—20 and
20 because we have a fairly small panel? Is that acceptable?

Mr. BAcHUS. That is fine.

The CHAIRMAN. Yes, we will do 20 minutes on each side. We only
?ave the one panel and hopefully we won’t have that much to do
ater.

Mr. BAcHUS. Thank you, Mr. Chairman. I yield myself 7 min-
utes.

Mr. Chairman, first let me respond to the subject matter of this
hearing. I have prepared a written statement which I have re-
leased and that goes into some detail. I would like to respond to
some of the things that the chairman has said. It is in everyone’s
best interest as a general rule to prevent foreclosures. Foreclosures
are a negative impact on not only the family in that home, but also
their neighbors, their property values, the community, and the
local government. A number of foreclosures as well as homeowner-
ship are relatively good predictors of criminal activity and economic
development. Having said that, I think we should be very careful
in saying that we need to prevent all foreclosures.

Number one, if the homeowner is underwater, if the house is
worth less than the mortgage, I don’t believe it is in the best inter-
est of the homeowner in most cases to continue to pay the note. In
fact, what we are seeing all over the country and most—I don’t
know whether it is most or a good number or a good percentage
of foreclosures—are homeowners who are underwater and they are
walking away, and that is why they are walking away, not so much
that they can’t pay it or they couldn’t come up with the money. It
is that they simply are not going to do that. And I don’t see any
practical way of preventing that.

Second, when you have a bank and a borrower, the traditional
arrangement, it is easy to work out deals and it is normally in peo-
ple’s interest. Where we are running into a problem is with
securitizations, and that is really the great majority of the mort-
gages that are in foreclosure or threatening foreclosure, is where
you have multiple parties. Now that is, I think, what we are deal-
ing with as much as anything in this hearing. Obviously we are
talking about hedge funds, so you are talking about securitized
mortgages. In those cases, I am all for encouraging the parties to
work together, if they are willing. Often, they are not willing, and
in those cases I am very hesitant to do two things. One, I am very
hesitant to try to force the parties to an agreement. One reason—
and let us say a willing buyer but an unwilling lender or hedge
fund or whomever is holding the securitized mortgage, it affects fu-
ture funding of future mortgages. I mean, if you are going to start
interfering with contracts, you may get away with it with these,
but how about mortgages in the future? Are people going to be will-
ing to buy securitized mortgages? And the answer is, no, they are
not, because if they think that the Congress or the government can
come in there and change that contract, they are just not going to
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be willing to put their money at risk. So we have to be very careful
in that case.

The only other thing I would say is that I am also skeptical of
any proposal which requires the borrower to be 90 or 120 days late
on their payment. That to me is going to almost encourage people
who may be current and struggling, since they don’t qualify unless
they are 90 days later—I actually had a constituent who called us
and said we are not going to qualify for this program because we
are current, what should we do, should we miss three payments?

Having said that, let me say that I commend the chairman for
holding this hearing.

Now, let me change the subject to what we are dealing with over-
all and that is government intervention into the private sector
through either we call it intervention, a bailout, a rescue plan, etc.,
etc. We have all as members had 3 weeks to go home. And if you
are like me, I basically will boil down the questions my constitu-
ents ask me to two question. The first question is basically—I can
boil it down to how do you justify giving my money to somebody
else as a taxpayer? How do you justify that? How—in a case of
mortgages, hey, I went out, I negotiated a good price for a house,
I bought it, I put 20 percent down, I put 10 percent down. I was
very careful on the terms, I got a good interest rate. I am paying
my mortgage, I am paying it on time. I don’t think it is fair that
you are going to take my tax dollars and subsidize or change a loan
for someone else who wasn’t as careful as I was or wasn’t as re-
sponsible. Not that I—my constituents don’t think they are nec-
eﬁsarily bad people. They just don’t want their money going to
them.

Now, we are now talking about a bailout to the automobile com-
panies. I know the questions we are going to have because of the
questions we had with financial services. I have automobile plants
in my district. Those automobile plants pay $25 to $35 per em-
ployee per hour. I am sure that I am going to be asked, Congress-
man, I work at Honda or I work at Mercedes, I get $40 an hour,
why are you going to take my tax dollars and pay it to a company
that is paying their employees $75 an hour? And these are ques-
tions we need to anticipate and need to be prepared to answer.

Even, I think, people who are going to be more hostile are that
sawmill worker in my district who is making $15 an hour and he
is working hard every day and he gets very dirty every day and it
is a risky, hot job. Or it is very cold. It is usually very cold or very
hot. He is making $15 an hour, and we are taking his money and
we are paying it to a company that is paying $75 an hour. We are
going to get those questions, and we need to be prepared to answer
them.

How do I know we are going to get those questions? Because
with the financial services companies, the Wall Street companies,
we have already gotten those questions. If you didn’t get those
questions, you are not listening to your constituents. They are al-
ready beginning to ask—my constituents usually get about a $250
bonus at Christmas. They are already asking me, Congressman,
did you take my money and give it to a company that is paying
some of their employees $250,000 at Christmas, or year-end bonus
or incentive or whatever you want to call it, and I get $250? It is
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a fairness issue and it is something that we are going to have to
answer.

The second question is very simple, where does this stop, how do
we get out of this mess, when are we going to quit, when are we
going to end it? Well, we started with financial services. We went
from banks to insurance companies and I will tell you this, I for
one realize—and I think we all did—we could not let our financial
structure of this country, our financial infrastructure, our banking
system, we could not let it collapse. That was something that we
could not allow. But now we are talking about manufacturing com-
panies, automobiles. You start there. Does it end there? It didn’t
with financial services. We kept expanding that. And does it end
with manufacturing? What about retail? What about Circuit City?
I have read now that a lot of Circuit City employees are even more
angry this week than they were last week that they are losing their
jobs and they are seeing what is going on, on Capitol Hill, where
we have intervened or bailed out on behalf of a lot of financial serv-
ices companies and manufacturing companies. And I am afraid if
we don’t answer the question very soon, when does this stop, that
it is going to stop when we run out of money, when we are unable
to print more money, when foreign countries are unable to lend to
us at a reasonable interest rate and quite frankly we need to stop
before then. If we don’t, I think the American people will simply
rise up and stop us. And I, for one, hope that we are rational and
reasonable enough to in going forward, being very, very careful.

I want to conclude on a positive note. We did something that I
think was very good. In the last intervention, it was originally pro-
posed that we buy $750 billion of the very worst assets in the fi-
nancial system, and the proposal was that we actually buy those
assets and that we manage them. Now, we would have had to have
hired thousands of people to do that. Thank goodness, I believe we
have almost dodged that bullet. Instead, what we did was a much
more reasonable and rational approach, something that protects
the taxpayers to a greater extent, not to a total extent, and that
was we took preferred shares. We did the same thing Warren
Buffett did; we made a deal. And we don’t have to manage those
assets, we don’t have to set a price, we don’t have to buy them, we
don’t have to sell them. We simply took preferred shares and that
was a much better approach. We are still talking about buying
some of these—call them worthless assets, call them impaired as-
sets—and that is not going to be as good a deal. But so far we have
made a terrible situation better.

But let us not—let us have an exit strategy, let us now agree
that it has to stop and it has to stop soon.

Thank you, Mr. Chairman.

The CHAIRMAN. The gentleman from Pennsylvania is recognized
for 4 minutes.

Mr. KANJORSKI. Good morning, Mr. Chairman.

While the mortgage loan modifications theory remains sound, the
practice has fallen short of expectations that many of us have.
Keeping Americans in their homes should be a priority. Unfortu-
nately, this view does not appear to be shared by all.

Today we will hear from several parties in the private sector to
better understand the ever-widening gap between what ought to
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happen and what is happening. We will also discuss some of the
proactive steps taken to date to address this important issue. This
issue is not a partisan one. Back in March, Mr. Castle and I intro-
duced the Emergency Loan Modification Act of 2008, H.R. 5579.
The bill aimed to clarify the responsibilities of and provide a safe
harbor from legal liability for mortgage servicers who helped trou-
bled borrowers remain in their homes by engaging in loan modifica-
tions and workouts according to specific criteria. While pieces of
that legislation did become law through the enactment of the larger
housing package, the safe harbor provision fell by the wayside.

At the hearing, Mr. Castle stated, “I believe Congress can take
specific steps to ensure loan servicers work with homeowners to
keep mortgages solvent wherever practical.” I shared that senti-
ment then and I believe it today. Congress last spoke to the issue
when passing the Emergency Economic Stabilization Act which
provided guidance and authority for the Treasury Department to
increase the number of loan modifications. Despite our actions, cer-
tain industry players and, in fairness, the current Administration
and government housing agencies simply have not pursued modi-
fications with the urgency our Nation’s financial crisis demands.

This reality must change quickly. As homeowners continue to
find themselves underwater, we must all work to keep them afloat.
More and more foreclosures have led to ever-declining home values
and spiking foreclosure rates have also decimated some commu-
nities. Pointing fingers about which borrowers irresponsibly took
out loans they could not afford or which lenders recklessly doled
out money to unqualified borrowers does absolutely nothing to
solve the problem. Instead of placing blame, we must work together
toward a solution.

In this regard, I am pleased that entities like the Bank of Amer-
ica and JPMorgan Chase have stepped forward with their own ini-
tiatives for expediting mortgage modifications. Our lenders and
servicers can learn from these actions and model their mortgage
modification programs on these efforts.

In sum, our witnesses will help us all understand why loan modi-
fications have not already increased and what can be done to en-
sure that a greater number of loan modifications occur in the days
ahead. I look forward to their testimony and thank them for being
here.

The CHAIRMAN. The gentleman from Texas is recognized for 4
minutes.

Mr. NEUGEBAUER. Thank you, Mr. Chairman. First of all, I want
to associate myself with the ranking member’s remarks on a num-
ber of fronts, but certainly on the direction that we are headed in
this country as far as this major intervention into our markets by
the Federal Government.

Interesting, before the first vote over the weekend before that, I
was sitting in my office and I decided to take some calls from peo-
ple in my district, but we have never had as many calls on one spe-
cific issue as we did on that one. And interestingly enough, at 5:00
on a Sunday afternoon, a young man who attends Texas Tech Uni-
versity called me from his dorm room, and he and three or four of
his buddies were sitting around the dorm watching the news and
they said, “Congressman, we are not quite sure we understand all
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the things that are going on in these markets, but we do under-
stand that you are about to mortgage our future even more than
it has already been mortgaged.” And, in fact, we did do that. We
had to increase the debt ceiling to $11.3 trillion.

I think what Ranking Member Bachus was saying is that Mem-
bers of Congress all have these voting cards. Right now we are
using them as credit cards and what we are doing is we are sub-
sidizing the living and the lifestyle that we have today and we are
asking the next generation to pay that back. I am not sure that is
good for them. I am not sure that is good for us.

In relation to this hearing today, I have had a number of con-
versations with people who are involved in mortgage workouts and
mortgage servicing over the last few months, and one of the first
things that they tell me is foreclosure is the last resort for both the
borrower and the lender because what happens at that particular
point in time is somebody loses their house and the lender loses a
lot of money. And what I have also heard from them is that many
mortgage servicers and banks and institutions are working aggres-
sively with borrowers who will work with them. Interestingly, the
statistic that I am hearing is that if you take, say, 10 people who
are behind on their mortgage, that you send a letter and the first
4 get current. The next four get current after a couple of letters
have been sent, and of the last two, one of those people will most
likely not return a phone call, answer a letter, or work with the
lender in any way, leaving the lender with very little opportunities.
But one of the things that most of those folks told me, and I am
sure we are going to hear from the witnesses today, is that if some-
body will enter into a dialogue with the lender, there will be some
effort to try to keep those people in the home because, again, the
lender does not want that property back, particularly in this real
estate environment.

I think the second point is—and I think the ranking member was
alluding to that—overall our mortgage finance structure in this
country has worked relatively well for a number of years. Yes, we
had some people who abused it and for that the market has been
punished. But one of the things I think we have to be very careful
of moving forward is that in looking at the short term, what are
we doing to the long term? The best thing we can do for America
and people who own homes today is to get the housing market back
functioning again. And the way you get the housing market back
functioning again is you get the housing finance market back func-
tioning again. We have to be very careful that we do not do things
here that impact the ability of the mortgage finance market to get
back up and running again. For example, creating some doubt in
the minds of people who are insuring mortgages, the PMI compa-
nies, that somehow the contractual relationship causes them to lose
more money than the risk that they realized they are taking; also,
making sure that we get securitization back up and going again.
Securitization has become a nasty word, but quite honestly has
provided an opportunity for us to provide a lot of housing finance
in the future. And also we don’t want to encourage borrower behav-
ior that is not appropriate and, like the ranking member, constitu-
ents calling in saying the plan is we get 90 days behind and then
we get a piece of the pie. That is an entitlement mentality that is
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permeating our country today, and I think we have to be very care-
ful as we move in that direction.

So while I think these discussions will be productive, we should
be very careful in moving in a direction where we are going to
mandate that mortgage companies have certain behavior. I think
we want to encourage good behavior. Quite honestly, I believe that
behavior is probably already taking place in the market today.

Thank you.

The CHAIRMAN. The gentlewoman from New York is recognized
for 2 minutes.

Mrs. MALONEY. Thank you, Mr. Chairman, for holding this im-
portant hearing. In my view, this Congress has been pushing and
dragging a reluctant Administration to help homeowners in the
same way and on the same scale that the Treasury rushed to help
Wall Street. Yesterday, the Administration announced that Fannie
and Freddie would help several hundred thousand homeowners re-
structure their loans using a systemic loan modification that was
developed by the FDIC at IndyMac. Systemic loan modification is
a good step in the right direction, but this program is only a tiny
one. We need to be thinking in an order of magnitude that is much
bigger, not hundreds of thousands, but millions. Some economists
estimate that 2 to 5 million Americans may lose their homes. It is
said that new protocol will be a standard for the industry to quick-
ly move homeowners into long-term sustainable mortgages, and I
hope to hear of their efforts today.

I do want to say that I am encouraged by the steps that were
reported recently from JPMorgan Chase, Bank of America and
Citibank on efforts that they are doing to help people stay in their
homes. All economists say that we will not solve this problem until
we stabilize home prices and housing in America. It is very vital
for stabilizing our economy.

I look forward to hearing your testimony today on ways we can
expand the program, not to hundreds of thousands, but to literally
millions of Americans. Thank you.

The CHAIRMAN. The gentlewoman from Illinois is recognized for
4 minutes.

Mrs. BIGGERT. Thank you, Mr. Chairman. I thank you for hold-
ing today’s hearing, and I will offer a few quick thoughts so that
we can proceed.

First, I am pleased that the private sector continues to work
independently and with government entities to keep qualified
homeowners in their homes, and I am particularly pleased that
these initiatives don’t involve taxpayer dollars. However, I do re-
main concerned about the issue of fairness when it comes to home-
owners who may have lived beyond their means or not saved for
a rainy day who are getting a deal versus prudent homeowners,
and that is most homeowners, who are making their mortgage pay-
ments and not getting a deal on a mortgage modification.

That aside, I think it has become increasingly clear that with a
little lender and servicer flexibility as well as one-on-one coun-
seling, many American homeowners in trouble can make their
mortgage payment, can live within their means, and can stay in
their homes. To many of my constituents, they see mortgages and
other financial counselors as a critical lifeline and I would like to-
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day’s witnesses to comment and offer ideas on how we can increase
troubled borrowers’ access to HUD certified counselors and increase
financial literacy.

Second, FDIC Chairwoman Sheila Bair offered an idea to use the
$50 billion of TARP money to guarantee mortgages, and I would
like today’s witnesses to comment on that.

In addition, I would be interested in any reaction to Chairwoman
Bair’s statement “that there are questions that remain about im-
plementation” of the new GSA mortgage modification plan which
was announced yesterday.

And finally, I think it is no secret that industry participants rep-
resented today by ASF and in part by MFA are purportedly stuck
between a rock and a hard place. We will hear testimony that
clearly indicates the willingness of the members of ASF and MFA
to do whatever is possible to keep homeowners in their homes, and
the problem that has been mentioned is that some industry partici-
pants with this willingness also hold contractual obligations to in-
vestors, which include our seniors with retirement funds and work-
ers with pensions, so they will be able to maximize the value of
troubled mortgage loans.

Well, as the saying goes, where there is a will, there is a way,
and I would like to hear from today’s witnesses exactly and specifi-
cally about how, and how quickly, the industry can collaborate, put
together new guidelines to establish a floor for a net present value,
and ultimately improve the process of mortgage modifications. It is
important that sooner rather than later, the right balance is struck
so that: One, qualified homeowners can stay in their homes; two,
investors clearly understand and accept a mortgage modification
process; three, servicers can obligate sufficient resources to modify
the mortgages; four, fraudulent actors are exposed and prosecuted;
and five, underwriting standards are strengthened so that a simi-
lar boom and bust cycle is not repeated.

I look forward to hearing from today’s witnesses and I thank you,
Chairman Frank. I yield back.

The CHAIRMAN. The gentleman from New York, Mr. Meeks, for
2 minutes.

Mr. MEEKS. Thank you, Mr. Chairman. I just want to thank you
for the great job that you are doing in conducting this hearing this
morning and just dealing with this whole crisis that we have. We
are very proud of you and what you have been doing. I will be very
brief. We all know about the economic crisis that we are going
through. And the one way that when we talked about TARP and
the $700 billion that we will often talk about is this is where Wall
Street meets Main Street. And the way that we can show our con-
stituents that Wall Street is meeting Main Street, and how we are
not only just trying to fix the situation in regards to our financial
institution, is to show that we are also trying to keep Americans
in their homes. Reworking these mortgages, etc., becomes ex-
tremely important in doing that because absent that, then, of
course, we have this problem and I could go on with a litany of sta-
tistics in my district for example, in Queens, which is leading the
City of New York in foreclosure rates, in the price of homes that
are going down, in how long it takes to sell a house now and on
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and on and on. But the key is trying to make sure that we keep
people in their homes.

I have assembled in my office now on a weekly basis counselors,
financial advisors, and attorneys every week on a Wednesday from
1:00 to 5:00. I have these counselors in my office and we set up ap-
pointments and they have been jampacked, and we are packed up
now for the next, I think it is 6 weeks, with people. I will ask some
questions when we get to the question period. But I just want to
say that the key to this—in getting out of this crisis that we are
in is keeping people in their homes and I want to compliment those
individuals in the programs that I recently heard in regards to Citi,
and I think Chase and a few others and I want to get into that.
You know, as we ask questions. But—and that is why hearing from
you and what your testimony and how we can make sure this is
working is extremely important. So I thank you for being here
today and I await your testimony.

The CHAIRMAN. The gentleman from Ohio, Mr. LaTourette, for 3
minutes.

Mr. LATOURETTE. Thank you, Mr. Chairman. And thank you for
having this hearing, and I especially look forward to the next hear-
ing that you are going to have on the 18th and thanks also for
chatting with me over the break about National City Bank in
Cleveland. All I can say is what a mess this is. And, Mr. Chairman,
I have the highest respect for you and I think my plea is, after this
morning and these hearings are over, you use all of the wisdom
that you have to help us think outside of the box. And the reason
I say that, if you go to the bill that we passed in July which Chair-
man Frank really did Yeoman-like work on, and I fully supported
that piece of legislation, I have been told that only 42 mortgages
have been submitted to date for modification and none have been
granted because it takes 60 days, and that the regulators are say-
ing that by next fall, it will only be 20,000, far short of the 400,000
that we envisioned when we passed that legislation.

I would ask unanimous consent to include into the record an arti-
cle written by—and I never read this fellow before—Joe Nocera
from the New York Times of November the 11th.

The CHAIRMAN. Without objection, it is so ordered.

Mr. LATOURETTE. Mr. Nocera makes the argument that is the
subject of the hearing and that is everybody sees the wisdom of
mortgage modifications, except nobody talked to Wall Street. And
he makes the point that I think is good, that Fannie and Freddie
have jumped up and they are going to come up to 38 percent of the
gross income modification, Citigroup is good, JPMorgan is good.
But if we don’t do something on the liability that the fiduciaries
have, we are not going to be able to refinance or modify anything.
And so I would hope that the witnesses today, the title of Mr.
Nocera’s article yesterday is, “Can anyone solve the securitization
problem?”

So I would hope that maybe the witnesses can chat about that
with us and we can solve the securitization problem to actually
have modification of mortgages.

And then lastly, the hearing next week is going to talk about
TARP and I have to tell you, Mr. Chairman, that we have to get
to the bottom of this and think outside the box because this TARP
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business, again, Mr. Nocera and others have pointed to the fact
that rather than buying troubled assets, rather than buying pre-
ferred stock, now banks are hoarding the money, maybe they don’t
want to lend it.

In the case of PNC and National City Bank, they have used
TARP money from one bank to buy another bank. And being from
Cleveland, a PIS bank buying a Cleveland bank is a bad, bad, bad
thing. And that is not what I thought the bill was supposed to be
about. But that is where we are headed. So again, I appreciate
your leadership, Chairman Frank and Ranking Member Bachus,
but I really urge us to get this right and get this done so that we
can move this forward and keep people in their homes.

The CHAIRMAN. The gentleman from Texas, Mr. Green, is recog-
nized for 2 minutes.

Mr. GREEN. Thank you, Mr. Chairman, and Ranking Member
Bachus. I find myself in accord with the previous speaker. The sit-
uation seems to be such that the home buyers are indicating that
they would like to avoid foreclosure. The lenders and servicers are
indicating that foreclosure avoidance is a good thing. In fact, infor-
mation that I have indicates that it costs about $40- to $50,000 in
attorneys fees and fees for property management when a fore-
closure takes place. And that is per unit. It seems that we all are
in agreement that foreclosure is not a good thing and that it should
be avoided. But it is not happening.

And the question becomes, how do we connect the disconnect be-
tween the servicer and the borrower such that the foreclosure
avoidance can actually take place? I have not, to date, heard of any
legislation that would be mandatory, requiring write-downs of prin-
ciple, requiring interest rates to be reduced. I have just not heard
of such legislation; it may exist, but it has not been presented in
a forum such that it can be debated and discussed, especially here
at this committee level. And my fear is that if we continue to fight
that which does not exist, it would make it difficult to deal with
that which does exist, which is the necessity to connect this dis-
connect and try to avoid foreclosure without a mandatory require-
ment of a write-down or a reduction of interest rates. I am abso-
lutely convinced that this is a solvable problem. It is one that re-
quires careful thought, but it is something that can be resolved. I
thank you for the time, Mr. Chairman, and I yield back.

The CHAIRMAN. The gentleman from Georgia is granted 3 min-
utes.

Mr. PrICE. I want to thank the chairman for holding this hearing
as well and I had to step out for a moment. I don’t know that any-
body has mentioned what happened last Tuesday, but it seems like
it would be inappropriate not to at least congratulate the chairman
and his party on the election last Tuesday and just say that I think
that the American people are now ready for us to move on on this
issue and others and work together and solve these challenges and
I for one look forward to that as well. We are all very concerned
with the critical situation of homeownership and foreclosures. I
think it is imperative, though, that we also recognize that over 90
percent of Americans either own their home or are current on their
current payment schedule. There is a major problem without a
doubt and it needs to be addressed. Of those that are challenged,
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it is my understanding as has been mentioned that over 50 percent
of them—the borrower hasn’t contacted the lender to determine
how they might be able to work on voluntarily changing the param-
eters of the agreement and see if they could remain in their home.

So I am hopeful that we concentrate on those voluntary activities
as some on the other side have mentioned. I want to commend—
there is so much that has been done and can be done. I want to
commend Mr. Meeks for what he is doing in his community. Obvi-
ously, there are a lot of folks who are working trying to get bor-
rowers and lenders together to talk when there are concerns that
are occurring. Some have said that we should not have, however,
a public policy where decisions that are in the best interest of soci-
ety are not makeable and I would suggest that the concern about
that statement is that the best interest of society is movable or is
changeable or is maybe different depending on where one sits. The
squabbling siblings who were mentioned before and not able to find
out what the disposition of the home ought to be unless it is a con-
demnation situation and there are laws that are in place to, espe-
cially in that area, but unless it is a condemnation situation, there
are other laws in the courts of law to determine what ought to
occur, to have the notion or the sense that it is the Federal Govern-
ment’s responsibility to step in in that situation and be the owner
of the home, I think, is a step that frankly the American people are
not interested in taking.

I would ask the witnesses specifically to talk about the moral
hazard argument or the moral hazard situation that we find our-
selves in. I want to thank the chairman for correcting the record
regarding Greenwich Financial and I look forward to the testimony.

The CHAIRMAN. The gentleman from Massachusetts is recognized
for 2 minutes.

Mr. CAPUANO. Thank you, Mr. Chairman. Mr. Chairman, I want
to make it clear as to what my understanding of why this hearing
is today because it I believe it 1s the best way for us to get our mes-
sage out and to hear from some people in the industry that some
of us think the industry hasn’t gotten the message yet, that we
want individual homeowners helped. Now, I don’t think the people
here today didn’t get that message, but I think some people in the
financial services industry didn’t get it. I don’t think anybody be-
lieves that every single homeowner can or should be helped. That
is not the point. But something more than 42, maybe a few hun-
dred thousand, pick a number, but something. And there are many
of us who feel that the industry hasn’t gotten the message and this
is one way to do it, and also for us to find out if there are technical
ways for us to assist the industry in implementing the message.
But I also want to make it very clear that I hope, and I am looking
forward and I am sure there will be other hearings.

I am actually, frankly, getting a little tired of having the chair-
man have to get on TV and tell the industry we don’t want them
to use money for mergers, we don’t want them to use taxpayer
monies for vacation, we don’t want them to use taxpayer moneies
for outrageous bonuses. I am not saying they can’t do those things,
but use their own money. And if they don’t get it, I think we are
going to have to have some further discussions with both the
Treasury Department and I actually take last Tuesday’s result as
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a comment by the American people that they want a more activist
government to be involved in these things. Actually, we don’t want
to tell anyone what they have to do. That not the desire that may
be necessary.

Now, my hope is that between now and then, the industry gets
the message that we want more individual help, that we don’t want
taxpayer money being used for these ludicrous purposes, we want
it used for one purpose and one purpose only, which is to get the
American economy back on its feet and moving in the right direc-
tion. Again, I don’t mean to address my remarks to this particular
panel. I think from what I know you are all on the right page in
trying to get in the same direction at the same time and it is one
of the few opportunities that we get to allow the American people
and more importantly the financial services industry to hear us
and hear us as clearly as can and with that, thank you, Mr. Chair-
man, for the opportunity.

The CHAIRMAN. The last allocation of time, 2 minutes for the
gentleman from Illinois, Mr. Foster.

Mr. FOSTER. I am most concerned in this thing that we somehow
don’t get into this mess again. One of the things I would be very
interested in hearing about is whether or not there is well-under-
stood language that would be incorporated into future
securitization contracts and so on that would make them easier to
unwind in times of financial stress, so that we really have an un-
derstanding that if—you know, as the securitization industry re-
emerges from the current crisis, that when this happens again,
that everyone understands the rules on how we get out of this
quickly and simply. I would be very interested in hearing your
comments on that. That is it.

The CHAIRMAN. We will now proceed with the panel.

We will begin with Mr. Benjamin Allensworth, who is the senior
legal counsel with the Managed Funds Association.

STATEMENT OF BENJAMIN ALLENSWORTH, SENIOR LEGAL
COUNSEL, MANAGED FUNDS ASSOCIATION (MFA)

Mr. ALLENSWORTH. Chairman Frank, Ranking Member Bachus,
and members of the committee, my name is Benjamin Allensworth,
and I am senior legal counsel for the Managed Funds Association
(MFA). MFA represents the management of the world’s largest
hedge funds and is a primary advocate for sound business practices
and industry growth. MFA appreciates the opportunity to testify
today about efforts by private sector participants to work with Fed-
eral, State, and local officials in seeking to mitigate the current
wave of foreclosures and defaults.

Our fundamental belief is that effective mortgage modifications
are preferable to foreclosures whenever possible. As we have all
learned over the past 12 to 18 months, our Nation’s housing mar-
ket is critical to the social and financial wellbeing of families and
communities throughout our country and essential to the health
and vitality of our capital markets and our economy. The wave of
foreclosures has placed downward pressure on home prices, eroded
home equity, and shattered confidence which, in turn, has led to
a freezing-up of the mortgage backed securities market, a major
source of liquidity and credit to our capital markets. That cas-
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cading effect has led to the tightening of the broader credit markets
as financial institutions and market participants have been forced
to satisfy redemption requests of investors and hold more capital.

To stem the effects of this crisis, bold proactive steps need to be
taken. MFA and our members are committed to working with pol-
icymakers on effective remedies to address these serious economic
challenges. Over the past few months, Congress has enacted a
number of measures in response to the ongoing crisis in our mort-
gage and credit markets, specifically the Emergency Economic Sta-
bilization Act and Housing and Economic Recovery Act. The central
element of HERA is HOPE for Homeowners, a program that seeks
to help those at risk of default and foreclosure move into more af-
fordable loans insured by the FHA. MFA believes that with addi-
tional time and continued collaboration, HOPE for Homeowners
can serve as a valuable tool to mitigate foreclosure and help inject
much needed liquidity back into the mortgage and credit markets.

While MFA does not have a formal association policy regarding
the terms and conditions for modifying MBS contracts, our associa-
tion and our members strongly support effective mortgage modifica-
tions over foreclosure whenever possible. Loss mitigation is a chal-
lenge for all MBS market participants and investors. That includes
hedge funds, which do invest in mortgage backed securities, though
comprise a relatively small part of the MBS market as compared
to other investors. There are a number of legal, fiduciary, and prac-
tical issues that must be taken into account when considering
mortgage modifications. Mortgage servicers and institutional inves-
tors have fiduciary duties to their investors and clients respec-
tively. Fiduciaries must weigh the effect of mortgage modifications
on the earnings of their investors, which include pension funds and
retail mutual funds, among others. Other factors, including the
likelihood of a subsequent default, are also considered when mak-
ing these important determinations.

As market participants consider these obligations in the context
of loan modifications, one of the primary determinations is whether
the net present value of a modified loan is greater than the NPV
of a foreclosure. In preparation for this hearing, MFA sought out
the views of our members and other stakeholders to help us better
understand the impediments to more robust loan modification ef-
forts. Among the concerns most commonly cited were: The process,
technology, and accuracy in calculating NPV for modifications to
groups of mortgages as opposed to the calculation of NPV when
done on a mortgage-by-mortgage basis; the higher rates of subse-
quent default and the impact of that likelihood in the NPV calcula-
tion for non-HERA modified loans; the capacity of servicers, some
of whom may be overwhelmed by having to make NPV determina-
tions for so many troubled mortgages; and also constraints on the
parts of some servicers who may be willing but unable to do loan
modifications under HERA because they lack the ability to origi-
nate FHA-insured mortgages. While each of these challenges has
the potential to undermine loan modification efforts, none are so
daunting that they should deter us from our shared interest in
keeping more families in their homes and restoring stability and
confidence to our mortgage and credit markets.
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In this regard, we believe there are some important measures
that can be considered to help accomplish this important objective.
These include: Developing a set of standardized protocols that
would enable servicers to more efficiently calculate NPV. Yester-
day’s announcement by the Administration that, as part of the
HOPE NOW Initiative, it will implement protocols to help stream-
line the loan modification process is a hopeful sign, though more
is needed. Encouraging more owner servicers to do loan modifica-
tions and finding ways to have mortgage backed securities held and
administered by a single entity, rather than a variety of entities
with competing interests, which should provide for a more efficient
loan modification process. And finally, examining the implications
of higher subsequent default rates for non-HERA modified loans.
We believe it is in the best social and economic interest to find
ways to reduce the risk of future defaults on mortgage modifica-
tions of all types.

Mr. Chairman, as I stated at the outset, MFA and our members
appreciate the social and economic importance of preventing mort-
gage foreclosures, and we are committed to working collaboratively
with policymakers and other market participants on preserving the
American dream of homeownership for millions of at-risk families.

Thank you for the opportunity to testify before this committee.
I would be happy to answer any questions you may have.

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

Mr. KANJORSKI. [presiding] Thank you very much. And now we
will hear from Ms. Molly Sheehan, senior vice president of the
home lending division, JPMorgan Chase.

STATEMENT OF MOLLY SHEEHAN, SENIOR VICE PRESIDENT,
HOME LENDING DIVISION, JPMORGAN CHASE

Ms. SHEEHAN. Chairman Frank, Ranking Member Bachus, and
members of the Financial Services Committee, we appreciate the
opportunity to appear before you today on this most important
topic of helping homeowners. We recognize that no one benefits in
a foreclosure.

My name is Molly Sheehan, and I work for the home lending di-
vision of JPMorgan Chase as a senior housing policy advisor. Chase
is one of the largest residential mortgage servicers in the United
States, serving over 10.5 million customers on the platforms of
Chase, and more recently WaMu and the EMC unit, formerly affili-
ated with Bear Stearns, with mortgage and home equity loans of
approximately $1.5 trillion in every State of the country.

We are proud to be part of one of this country’s preeminent fi-
nancial institutions with a heritage of over 200 years. Chase serv-
ices about $332 billion in mortgages and home equity loans it origi-
nated and owns. It also services or subservices an additional $1.1
trillion of first lien mortgage loans for investors.

As you know, we announced 2 weeks ago several significant en-
hancements to our foreclosure prevention and loan modification ef-
forts. We would like to share those with you today.

While we have helped many families already, we feel it is our re-
sponsibility to provide additional help to homeowners during these
challenging times. We will work with families who want to save
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their homes but are struggling to make their payments. That is
why we announced on October 31st that we are undertaking mul-
tiple new initiatives designed to keep more families in their homes.

We will open regional counseling centers, hire additional loan
counselors, introduce new financing alternatives, proactively reach
out to borrowers to offer prequalified modifications, and commence
a new process to independently review each loan before it moves
into the foreclosure process. We expect to implement these changes
within the next 90 days.

While implementing these enhancements, we will stop additional
portfolio loans from entering the foreclosure process. This will give
potentially eligible homeowners in owner-occupied properties an op-
portunity to take advantage of the new enhancements. Chase has
worked diligently and will continue to work diligently with inves-
tors to get their approval to bring these enhancements to loans
that we service on behalf of others so our efforts can have the
broadest possible impact.

The enhanced program is expected to help an additional 400,000
families, with $70 billion in loans in the next 2 years. Since early
2007, Chase, WaMu and EMC have helped about a quarter of a
million families avoid foreclosure, primarily by modifying their
loans and payments.

So more specifically what we will do is systematically review our
entire portfolio to determine proactively which homeowners are
most likely to require help and try to provide it before they are un-
able to make payments; proactively reach out to homeowners to
offer prequalified modifications, such as interest rate reductions,
term extensions and principal forbearance where needed. The
prequalified offers will streamline the modification process and
help homeowners understand that Chase is offering a specific op-
tion to make their monthly payments more affordable.

We will establish 24 new regional counseling centers across the
country to help provide face-to-face help in areas with high delin-
quency and foreclosure rates, building on the success of the 1- and
2-day HOPE NOW reach-out days, and we will partner with com-
munity counselors to reach more borrowers.

We intend to add 300 more loan counselors, bringing the total to
more than 2,500, so that delinquent homeowners can work with the
same counselor throughout the process, improving follow-through
and success rates.

We will expand the range of financing alternatives offered to
modified pay-option ARMs, which we inherited when we acquired
the mortgage portfolios of WaMu and the EMC unit, to an afford-
able monthly payment including 30-year fixed rate loans, interest
rate reductions, principal deferral, and interest-only payments. All
of these alternatives will eliminate negative amortization.

We will also offer a substantial discount on or donate 500 homes
to community groups, or through nonprofit or governmental pro-
grams designed to stabilize communities to deal with the growing
inventory of REO. These enhancements reflect Chase’s commitment
to continue to seek additional ways to help homeowners.

Thank you for your attention, and I will be happy to answer any
questions you may have.
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[The prepared statement of Ms. Sheehan can be found on page
85 of the appendix.]

Mr. KANJORSKI. Thank you. Now we will hear from Mr. Gross,
managing director of loan administration loss mitigation, Bank of
America.

STATEMENT OF MICHAEL GROSS, MANAGING DIRECTOR,
LOAN ADMINISTRATION LOSS MITIGATION, BANK OF AMER-
ICA

Mr. GROSS. Good morning, Mr. Chairman and committee mem-
bers. Thank you for the opportunity to appear again to update you
on our efforts to help families stay in their homes.

Bank of America fully appreciates its role in helping borrowers
through these difficult economic times. We are committed to being
a responsible lender and servicer and facilitating homeownership
and retention.

First I want to provide you a brief update on our mortgage busi-
ness. We are open for business across America. From July through
September, we funded more than $50 billion in home mortgage
loans, financing over 250,000 homes. We are also working hard to
help customers who may be in trouble.

We have developed important programs that are projected to pro-
vide relief for over $100 billion in loans, enough over 3 years to
help keep up to 630,000 borrowers in their homes. Included in the
$100 billion is Bank of America’s ambitious new Homeownership
Retention program announced on October 6th, potentially impact-
ing and assisting up to 400,000 homeowners. It is designed to
achieve affordable and sustainable mortgage payments for cus-
tomers who finance their homes with subprime or pay-option ad-
justable rate mortgages serviced by Countrywide and originated by
Countrywide prior to December 31, 2007.

Our 5,600 home retention professionals will be equipped to serve
eligible borrowers with these new programs by December 1st of
this year. Please know that the foreclosure process will not be initi-
ated or advanced for a customer likely to qualify until we have
made a decision on the customer’s eligibility.

The centerpiece of the program is a proactive loan modification
process to provide relief to eligible customers who are seriously de-
linquent or are likely to become seriously delinquent as a result of
loan features such as rate resets or payment recasts. Various op-
tions will be considered for eligible customers to ensure modifica-
tions are affordable and sustainable. First-year payments of prin-
cipal, interest, taxes, and insurance will be targeted to equate to
34 percent of the borrower’s gross monthly income.

Modified loans feature limited step rate interest-rate adjust-
ments to ensure annual principal and interest payment increases
at levels with minimal risk of payment shock. The program’s fore-
closure alternatives provide a win for homeowners and investors
and are intended to assist in the effort to stabilize the country’s de-
teriorating housing market. Loan modifications will be made in ac-
cordance with servicing contracts, and where servicing contracts
limit or prohibit modification, Countrywide will seek consent from
investors and the other associated third parties.
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Finally, I would like to highlight a couple of continuing impedi-
ments to loan modifications for the committee’s consideration.

Bank of America today services approximately 15 million mort-
gage loans. Some of these loans are held for investment in our own
portfolio, but others are serviced on behalf of investors, including
GSEs, government entities, and private investors. Our servicing is
governed by the underlying pool and servicing of contracts and re-
lated rules of these investors. For loans that are held for invest-
ment, we have broad flexibility to modify the loans. For other cat-
egories, however, investor rules and underlying servicing contracts
with respect to modifications are not uniform and may prevent us
from doing modifications that would benefit both borrowers and in-
vestors.

Under some arrangements, for example, servicers have express
or implied authority to make loan modifications, while under other
arrangements loan modifications are expressly disallowed. Even
within categories of investors such as the GSEs, there is a signifi-
cant variation in the rules that apply. Servicers are frequently un-
able to effect loan modifications because of contractual prohibitions.

Another challenge is the lack of uniformity in approaches to loan
modifications. Servicers increasingly are accelerating their and our
loan modification practices. Examples include voluntary loan modi-
fication programs like ours, as well as government programs like
the FDIC IndyMac program.

Servicers are employing usual and customary loan modification
techniques such as interest rate and principal reductions and term
extensions, and they are developing underwriting and other guide-
lines to determine when and what type of loan modification is ap-
propriate that benefits both homeowners and investors. Bank of
America supports government and industry efforts to develop
greater consensus regarding these elements of loan modification
programs.

Yesterday’s announcement by the Treasury Department, the Fed-
eral Housing Finance Agency, and GSEs to adopt systematic loan
modification programs will help drive uniformity amongst these en-
tities in the approach to loan modifications. We believe industry or-
ganizations, including those appearing before you today, also
should play a role by issuing additional standards for loan modi-
fications that will encourage servicers to do more.

There are certainly other challenges, and we would be glad to
discuss those with the committee subsequent to the hearing.

Thank you again for this opportunity to discuss Bank of Amer-
ica’s efforts to keep our customers in their homes. Today’s market
conditions demand expedient, affordable loan modifications that
help customers while protecting returns to investors. This is a criti-
cally important undertaking that must be done right if we as an
industry are going to preserve the flow of capital of mortgage credit
to support housing and at the same time protect communities and
neighborhoods from avoidable foreclosures.

Thank you for this opportunity to appear.

[The prepared statement of Mr. Gross can be found on page 75
of the appendix.]

The CHAIRMAN. Next, Mr. Thomas Deutsch, who is deputy execu-
tive director of the American Securitization Forum.
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STATEMENT OF THOMAS DEUTSCH, DEPUTY EXECUTIVE
DIRECTOR, AMERICAN SECURITIZATION FORUM (ASF)

Mr. DEuUTSCH. Chairman Frank, Ranking Member Bachus, and
distinguished members of the House Financial Services Committee,
my name is Tom Deutsch and I am the deputy executive director
of the American Securitization Forum (ASF). I very much appre-
ciate the opportunity to testify before this committee again on be-
half of the more than 330 member institutions of the ASF, includ-
ing mortgage lenders, servicers, and all institutional investors re-
garding loan modifications and how our industry and the Federal
Government can work together to prevent avoidable foreclosures.

I testify here today with one simple overarching message: Indus-
try participants have been and will continue to deploy aggressive
and streamlined efforts to prevent as many avoidable foreclosures
as possible. But macroeconomic forces bearing down on an already
troubled housing market are simply too strong for private sector
loan modifications alone to counteract the nationwide increase in
mortgage defaults and foreclosures. In my testimony here today, I
look to outline a number of ways the industry and the government
can work together to target relief to troubled homeowners while si-
multaneously helping to restore credit to mortgage borrowers.

Economic and housing market conditions have clearly deterio-
rated over the last 18 months, with that deterioration intensifying
as of late. Job losses, declining home values, and