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PRESERVING HOME OWNERSHIP: PROGRESS 
NEEDED TO PREVENT FORECLOSURES 

THURSDAY, JULY 16, 2009 

U.S. SENATE, 
COMMITTEE ON BANKING, HOUSING, AND URBAN AFFAIRS, 

Washington, DC. 
The Committee convened, pursuant to notice, at 9:34 a.m., in 

room 538, Dirksen Senate Office Building, Senator Christopher J. 
Dodd, Chairman of the Committee, presiding. 

OPENING STATEMENT OF CHAIRMAN CHRISTOPHER J. DODD 
Chairman DODD. The Committee will come to order. We gather 

here this morning to have a hearing on ‘‘Preserving Home Owner-
ship: Progress Needed to Prevent Foreclosures.’’ 

It is almost like Groundhog Day. One of the very first hearings 
I held 2 years ago with my friend Richard Shelby was on this very 
subject matter, back in February of 2007—— 

Senator SHELBY. Two-and-a-half years. 
Chairman DODD.——two-and-a-half years ago now, and we had, 

I don’t know the exact number, something like 30 hearings and so 
forth, a whole series of meetings we conducted over that period of 
time to try and convince people how serious the foreclosure issue 
would be. And here we are, two-and-a-half years later, back at the 
subject matter. 

So I am glad all of us could be here today. I am particularly 
thankful for our witnesses. But I have to be honest with everyone 
who is here this morning. I am frustrated—that is a mild word to 
use—that we even have to hold this hearing at all. This is disgrace-
ful, where we are two-and-a-half years later. 

For over 2 years, this Committee has worked to stem the tide of 
foreclosures in America, Democrats and Republicans, both in the 
Committee, other committees have obviously been involved in it, as 
well. We have heard plans and proposals from the administration. 
We have passed legislation. Many changes have been asked of us 
and we have passed even more legislation. We have received assur-
ance after assurance from the industry. Everyone agrees that the 
crisis in our mortgage market was the catalyst for the broader eco-
nomic crisis. There were other factors, obviously, but it was the 
major catalyst, and everyone understands that getting out of this 
broader crisis requires that we stabilize our housing market and 
stem the tide of foreclosures in our country. 

So I am hoping that with the stakes this high, somebody can 
begin to explain to us why nothing has changed over the last two- 
and-a-half years. 
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Today, the Associated Press is reporting, I quote, ‘‘The number 
of U.S. households on the verge of losing their homes soared by 
nearly 15 percent in the first half of the year as more people lost 
their jobs and were unable to pay their monthly mortgage bills. 
Over 336,000 households received at least one foreclosure notice in 
June.’’ 

Why am I still reading about lost files, understaffed and under-
trained services and hours spent on hold on the telephone? Why 
does the National Foreclosure Mitigation Program tell us that 
homeowners are waiting an average of 6 to 8 weeks—6 to 8 
weeks—for a response? Why are we still reading stories about 
homeowners, community advocates, even our own staffs acting on 
behalf of constituents, shuffled from voice mail to voice mail to 
voice mail to voice mail as they attempt to help people stay in their 
homes? Why are servicers and lenders refusing to accept principal 
reduction so that homeowners can start building equity and get the 
housing market moving again? 

Two years ago, I brought together in this very room banks, lend-
ers, mortgage firms, regulators, consumer groups for a home owner 
or home ownership preservation gathering summit. We all agreed 
upon a statement of principles, which were the following. 

First—and these were everyone agreeing to this. This wasn’t 
something being opposed. There were a number of days meeting to 
determine what these principles ought to be. First, that services 
should attempt to contact subprime borrowers before loans reset in 
order to identify likely defaults early enough for the loan to be 
modified. Second, modifications should be made affordable for the 
long term. And third, servicers should have dedicated teams of pro-
fessionals to implement these modifications. And finally, we agreed 
that we needed real accountability, a system for measuring the 
progress. 

We were able to come to this agreement because all of us under-
stood that nobody wins, obviously, when a home is foreclosed. No-
body wins, obviously, when a bank has to sell a house at auction 
for less than it would get it if simply were refinanced. And, of 
course, no one wins when a home loses at least $5,000 in value for 
every foreclosure on that city block or street block. And, of course, 
no one wins when foreclosure rates are the single biggest threat to 
economic recovery. 

So what has happened over this period of time and what are we 
doing differently? Today, I want some answers. Foreclosure is not 
an abstract concept. It is a very real pain for American families. 
It is not just the loss of a house, it is the loss of a home. It is the 
anguish of having to uproot your family. It is the sadness of feeling 
that you have let them down, that you no longer have that place 
that they can live in. And it is the terrible heartache caused by the 
violation of the sacred promise that has long defined the American 
middle class in our country, that if you work hard and play by the 
rules, that together we can build something better for you and your 
family. 

Most people in foreclosures work hard and play by the rules. 
They budgeted, they saved, they relied on brokers and lenders, pro-
fessionals who are supposed to be experts, to help them achieve 
their dream of home ownership. But then someone lost a job. Some-
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one got sick. Fifty percent of the foreclosures are caused by health 
care crisis in that family—50 percent of them. So in far too many 
cases, they discover they simply have been cheated, unfortunately. 

Last year, I met a woman named Donna Pierce, a grandmother 
from Bridgeport, Connecticut. By the way, in Bridgeport, Con-
necticut, there are 5,000 families in that city with subprime mort-
gages in danger of foreclosure. Donna was assured by her lender 
that she could refinance in 6 months. But he didn’t mention the 
thousands of dollars in penalties that refinancing would cost, pen-
alties she could not afford. 

People like Donna Pierce didn’t deserve to lose their homes. Nei-
ther did the 10,000 families that before today ends will receive a 
foreclosure notice in our nation, or the 60,000 families in my home 
State of Connecticut who find themselves in foreclosure over the 
next 4 years. 

So I know I speak for all of us here in this Committee, our col-
leagues, not just those on the Committee but others in the Senate 
and the House, people all across the country, when I say that I am 
glad to have the support of the administration and the industry in 
our effort to stem this dangerous tide, but a lot more needs to be 
done. What we don’t have is results. So today, we sit here again 
and the American people are demanding to know why. So this 
morning, I hope we are going to get some answers. 

I happen to be one that believes that the idea of principal reduc-
tion makes a lot more sense than interest rate reduction. It is all 
about equity—all about equity. If people can increase their equity 
in a home or have an equity and a chance to regain their footing 
in equity, then it seems to me we can do a lot better in this than 
just sitting here monkeying around with interest rates. But that is 
my point of view. I know others have a different point of view on 
that. But nonetheless, that is where I believe we should be going 
with this, rather than the course we are on. 

With that, let me turn to Senator Shelby. 

STATEMENT OF SENATOR RICHARD C. SHELBY 

Senator SHELBY. Thank you, Mr. Chairman. 
Today, the Committee will examine the state of our housing mar-

ket and the Federal Government’s efforts to prevent foreclosures in 
the midst of what is now the most severe recession in a generation. 

Problems in our housing market have been center stage since the 
start of this crisis, as Senator Dodd just reminded us. Rising de-
fault rates on subprime mortgages appear to have triggered the fi-
nancial crisis nearly 2 years ago. Since then, default rates on all 
classes of mortgages have risen sharply and the precipitous de-
clines in the value of mortgage-backed securities have crippled 
banks and led to the insolvency of Fannie and Freddie. As the 
economy has continued to worsen, millions of Americans have seen 
the value of their homes fall and many have lost or may lose their 
homes to foreclosure. 

In an effort to forestall unnecessary foreclosures, Congress and 
the Obama administration initially devised several programs. 
Nearly 1 year ago, Congress enacted the Hope for Homeowners pro-
gram. This program aimed to keep homeowners in their homes by 
encouraging lenders and servicers to modify mortgages. Unfortu-



4 

nately, this program has only modified a handful of mortgages. 
While recently enacted changes to the program may help improve 
Hope for Homeowners, it is clear that the program needs a thor-
ough reexamination. 

In many ways, I believe that this hearing could begin to put the 
horse back in front of the cart by undertaking some of the inves-
tigative work necessary to properly address the issues surrounding 
the housing market in this country. We have heard many theories 
about the causes of our difficulties. However, my hope is that with 
this hearing, we can bring together verifiable facts which will allow 
us to do our own analysis here. Homeowners in need will be better 
served if we actually identify the root causes of foreclosures and 
craft effective solutions rather than simply implementing policies to 
counteract what we think is the problem. 

As the Committee considers how to prevent foreclosures, I think 
we should begin by determining the following. First, and probably 
most important, is the degree to which escalating default rates can 
be attributed to unscrupulous lenders. If true predatory lending 
was as pervasive as some have argued, we should be able to easily 
document that fact. I must say, however, aside from anecdotal evi-
dence, I don’t think we have yet to see such data. I look forward 
to hearing what the administration believes is the reason for the 
rising default rates and what evidence they cite in support of their 
position. 

The second question we need to ask, I believe, is what is work-
ing? Unfortunately, existing modification programs have not been 
very effective. It is important to understand why they have not 
been working as expected and if there is anything we can or should 
do in response here. 

Finally, we should determine whether our policies are building 
the foundations for a stable and sustainable housing market or if 
they are merely delaying the inevitable. I have long criticized our 
housing policy for willfully ignoring long-term financial con-
sequences, especially with respect to the GSEs. Sustainable policies 
must be based on economic realities and facts, not wishful think-
ing. 

I hope today, as the Chairman has indicated, that we can begin 
to establish some of those facts by examining the research and ex-
periences of our panelists. To the extent that we can clearly deter-
mine what caused this crisis, we will then be able to address it 
more effectively and also implement policies to avoid future crises. 

Thank you, Mr. Chairman. 
Chairman DODD. Thank you very much, Senator. 
We have got a rather large second panel, so with my colleagues’ 

indulgence, all of your opening statements will be included in the 
record and the like, and if you want to use your time to engage in 
that, that will be available to you, but let me get right to our wit-
nesses, the two first witnesses. 

We are joined here first by two witnesses. Herb Allison is the As-
sistant Secretary for Financial Stability at the U.S. Treasury. As-
sistant Secretary Allison has been a leader in the U.S. financial 
markets, both in the public and private sectors, having served in 
top positions at Freddie Mac, TIAA–CREF, and Merrill Lynch. 
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William Apgar is the Senior Advisor to the Secretary for Mort-
gage Finance of the Department of Housing and Urban Develop-
ment. Previously, he was the Assistant Secretary for Housing. He 
has served in various positions as a lecturer and scholar at the 
Harvard Kennedy School of Government. 

We appreciate both of you being here this morning and we will 
accept your testimony here. Try and keep it down to five or 8 min-
utes if you can so we can get to the questions. 

Mr. Allison, you are up first. 

STATEMENT OF HERBERT M. ALLISON, JR., ASSISTANT SEC-
RETARY FOR FINANCIAL STABILITY, DEPARTMENT OF THE 
TREASURY 

Mr. ALLISON. Thank you very much, Mr. Chairman. Chairman 
Dodd, Ranking Member Shelby, and members of the Committee, 
thank you for this opportunity to testify about the Treasury De-
partment’s comprehensive initiatives to stabilize the U.S. housing 
market and to support homeowners. I will keep my remarks brief, 
as I have provided a more detailed review of the program’s 
progress and challenges in my written testimony. 

A strong housing market is crucial to our economic recovery. The 
recent crisis in the housing sector has devastated families and com-
munities across the country and is at the center of our financial cri-
sis and economic downturn. Today, I want to outline the steps that 
Treasury and the administration have taken to address this crisis, 
help millions of homeowners, and lay the foundations for economic 
recovery and financial stability. 

This crisis was years in the making, and as a result, millions of 
homeowners have mortgage payments that they are unable to af-
ford. Rising unemployment and recessionary pressures have im-
paired the ability of many otherwise responsible families to stay 
current on their mortgage payments. The result is that responsible 
homeowners across America are grappling with the possibility of 
foreclosure and displacement. Many analysts project that more 
than six million families could face foreclosure in the next 3 years 
if effective actions are not taken. 

This administration has moved with great speed to aggressively 
confront the economic challenges facing our economy and housing 
market by announcing and implementing an unprecedented mort-
gage modification program. 

Chairman DODD. Mr. Allison, would you mind moving your 
microphone a little closer to you so we can hear you better? Thank 
you. 

Mr. ALLISON. Thank you. An initiative of this scale has never 
been previously attempted. On March 4, just 2 weeks after the 
President announced the program, the administration, working 
with the banking regulators, Fannie Mae and Freddie Mac, HUD, 
and the Federal Housing Finance Agency, published detailed pro-
gram guidelines for MHA’s Home Affordable Modification Program, 
or HAMP. 

On April 6, we issued detailed servicer guidance. Today, we have 
27 servicers lined up to participate in MHA. Between loans covered 
by those servicers, as well as Fannie Mae and Freddie Mac, more 
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than 85 percent of all mortgage loans in the country are now cov-
ered by the program. 

The initiatives include three key components. First, support for 
the Government Sponsored Enterprises, or GSEs. We have com-
mitted an additional $200 billion of capital to Fannie Mae and 
Freddie Mac to encourage low mortgage rates and help maintain 
mortgage affordability. 

Second, the Home Affordable Refinance Program, or HARP, ex-
pands access to refinancing for families whose homes have lost 
value and whose mortgage payments can be reduced at today’s low 
interest rates. It helps homeowners who are unable to benefit from 
the low interest rates available today because price declines have 
left them with insufficient equity in their homes. We have recently 
expanded the program to help homeowners with mortgages up to 
125 percent of current home value. 

Third, the Home Affordable Modification Program, or HAMP, 
which will provide up to $75 billion to encourage loan modifications 
that will provide sustainable, affordable mortgage payments for 
borrowers. Importantly, HAMP offers incentives to investors, lend-
ers, servicers, and homeowners to encourage mortgage modifica-
tions. 

We have recently announced details of additional HAMP pro-
gram features, including a second lien program, that can provide 
a more affordable solution for borrowers by addressing their total 
mortgage debt; measures to strengthen the Hope for Homeowners 
Program, which provides additional relief for borrowers with mort-
gage balances greater than the current value of their homes; a fore-
closure alternatives program that will provide incentives for short 
sales and deeds in lieu of foreclosure, where borrowers are unable 
to complete the modification process; home price decline protection 
incentives that will encourage more modifications where home 
price declines have been severe. 

Today, I want to highlight some key points of success. Three- 
hundred-twenty-five thousand trial modifications have been offered 
under HAMP. Approximately 160 trial modifications are now un-
derway, and that number is growing every week. While this num-
ber is not yet audited, we believe it is reasonably accurate, based 
on our discussions with the GSEs who administer the program. As 
servicers adjust their systems and new reporting capabilities be-
come operational, we will continue to improve the accuracy and 
robustness of the data that we provide to you. 

At this early data, MHA has already been more successful than 
any previous similar program in modifying mortgages for at-risk 
borrowers to sustainably affordable levels and helping to avoid pre-
ventable foreclosures. Nonetheless, we recognize that challenges re-
main in implementing and scaling up the program. We are com-
mitted to overcoming those challenges and reaching as many bor-
rowers as possible. 

In particular, we are focused on addressing challenges in three 
key areas: Capacity, transparency, and borrower outreach. We are 
taking a number of steps and working with servicers to expand na-
tionwide capacity to accommodate the number of eligible borrowers 
who can receive assistance through MHA. 
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Just last week as part of the Administration’s efforts to expedite 
implementation of HAMP, Secretaries Geithner and Donovan wrote 
to the CEOs of all the servicers currently participating in the pro-
gram. In this joint letter, they call on the servicers to devote sub-
stantially more resources to the program in order for it to fully suc-
ceed. They ask that all servicers move rapidly to expand servicing 
capacity and improve the quality of loan modifications. 

Specifically, this will require that servicers add more staff than 
previously planned, expand call center capacities, bolster training 
of representatives, enhance online offerings, send additional mail-
ings to potentially eligible borrowers, and provide a process for bor-
rowers to escalate their concerns about services’ performance. The 
joint letter also requested that each CEO designate a senior liaison 
to attend a program implementation meeting with senior HUD and 
Treasury officials on July 28 to work directly with us in all aspects 
of MHA. 

As Secretary Geithner has noted, we are committed to trans-
parency and better communications in all of Treasury’s programs. 
Accordingly, we are planning to take three additional concrete 
steps in conjunction with the servicer liaison meeting to enhance 
transparency in the program. 

First, by August 4, we will begin publicly reporting servicers’ spe-
cific results on a monthly basis. These reports will provide a trans-
parent and public accounting of individual servicer performance by 
detailing the number of trial modification offers extended, the num-
ber of trial modifications underway, the number of official modifica-
tions offered, and the long-term success of modifications. 

Second, we will work to establish specific operational metrics to 
measure the performance of each servicer. 

Third, in order to minimize the likelihood that borrower applica-
tions are overlooked or that applications are inadvertently denied 
a modification, Treasury has also asked Freddie Mac in its role as 
compliant agent to develop a second look process for auditing a 
sample of MHA modification applications that have been denied. 

These additional measures will complement the steps we have al-
ready taken to increase transparency, such as expanding the efforts 
of the Federal Government to combat mortgage rescue fraud and 
put scammers on notice that we will not stand by if they prey on 
homeowners seeking help under the program. 

The third challenge we are tackling aggressively is borrower out-
reach. We are committing significant resources, in partnership with 
the servicers, to reach and inform as many borrowers as possible. 
We have already launched a consumer-focused website, 
www.makinghomeaffordable.gov, with self-assessment tools for bor-
rowers to determine their potential eligibility for the MHA pro-
gram. This website is in both English and Spanish and has already 
received over 22 million page views. 

We have established a call center where borrowers can reach 
HUD for approved housing counselors who can provide information 
and assistance in applying for the MHA program. 

And working closely with Fannie Mae, we have also launched 
foreclosure prevention workshops and borrower education events in 
areas of the country facing high foreclosure rates. The first out-
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reach event was held in Miami and another is taking place today 
in Sacramento. 

Much more must be done. We will continue to work with other 
agencies and the private sector to reach as many families as pos-
sible. 

Finally, we recognize that any program seeking to avoid prevent-
able foreclosures has limits, HAMP included. As President Obama 
noted when he launched the program in February, this program 
will not save every home. Even before the current crisis, when 
home prices were declining, there were hundreds of thousands of 
foreclosures a year. Therefore, even if HAMP meets our ambitious 
goals, we should still expect millions of foreclosures over the next 
several years. Some of those foreclosures will affect borrowers who, 
as investors, do not qualify for the program. Others will be bor-
rowers who did not respond to our outreach, and others will be bor-
rowers who bought homes well beyond what they could afford and 
would be unable to make their monthly payment even on a modi-
fied loan. 

Nevertheless, for millions of homeowners, HAMP will provide a 
crucial opportunity to stay in their homes. It will bring relief to the 
communities hardest hit by foreclosures. It will provide peace of 
mind to families who have barely managed to stay current in their 
mortgages, who have recently fallen behind in their payments. It 
will help stabilize home prices for all American homeowners, and 
in doing so aid the recovery of the U.S. economy. 

In less than 5 months, including the initial start-up phase, the 
Making Home Affordable Plan has accomplished a great deal and 
helped homeowners across the country. But we know that more is 
required to help American families during this crisis, so we will 
work tirelessly to build on these efforts. 

Sustained recovery of our housing market is vital to achieving fi-
nancial stability and promoting a broad economic recovery. We look 
forward to working with you to help Americans stay in their 
homes, to restore stability in the U.S. housing market and grow the 
U.S. economy. 

Thank you very much, and I look forward to your questions. 
Chairman DODD. Thank you. 
Mr. Apgar, go ahead. 

STATEMENT OF WILLIAM APGAR, SENIOR ADVISOR TO THE 
SECRETARY FOR MORTGAGE FINANCE, DEPARTMENT OF 
HOUSING AND URBAN DEVELOPMENT 

Mr. APGAR. Chairman Dodd, Ranking Member Shelby, members 
of the Committee, thank you for the opportunity to testify. 

Secretary Allison has already provided you with a summary of 
the Making Home Affordable Program. I will focus my comments 
on the implementation of the Hope for Homeowners Program and 
others administration efforts to provide relief to homeowners and 
neighborhoods suffering from the effects of the foreclosure crisis. 

First of all, I want to commend Chairman Dodd and the other 
members of the Committee for your leadership in passing the Help-
ing Families Save their Homes Act of 2009, signed into law by 
President Obama on May 20 of this year. This legislation makes 
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important and much needed improvements to the Hope for Home-
owners Program that we are now implementing. 

Due to several obstacles to participation, including steep bor-
rower fees, costs, complex program requirements, and lack of oper-
ational flexibility in program design, the original Hope for Home-
owners Program only served a handful of distressed owners. These 
legislative improvements that were enacted this year, combined 
with the integration of Hope for Homeowners into the Administra-
tion’s Making Home Affordable Program, will help the program, 
Hope for Homeowners, become a less burdensome option for under-
water borrowers who are seeking to refinance their home and re-
gain equity in their home. 

Services participating in the Making Home Affordable Program 
will be required to offer the option for Hope for Homeowners refi-
nancing in tandem with a Making Home Affordable modification. 
To ensure proper alignment of incentives, servicers and lenders will 
receive payments in the Hope for Homeowners refinancing option 
similar to those offered to the modification option. Though the 
Hope for Homeowners Program offers substantial benefits to under-
water borrowers best served by an increase in equity position in 
their homes, treatment of second liens poses significant challenges 
to the implementation of the program. 

First, the presence of a second lien complicates the execution of 
a mortgage refinance program even under the best of cir-
cumstances. Since second liens tend to be held in the portfolio by 
several of the Nation’s largest banking institutions while first liens 
are owned by a wider range of investors, coordinated communica-
tion and decisionmaking between these two separate financial in-
terests can be logistically complex. 

Equally challenging is the determination of a fair allocation of 
payments to each of these two distinct investment interests. As you 
know, the basic program requires first lien investors to take a sig-
nificant write-down in order to restore the borrower to an afford-
able mortgage with a meaningful level of equity in their home. 
Though initially resistant to the program, many first lien investors 
under the concept of one loss, one time, appear increasingly willing 
to accept the required haircut and execute a clean exit from the 
transaction. 

Unfortunately, the calculation of second lien-holders is more com-
plex. Even in situations where the combined LTVs of the first and 
second liens exceed the market value of the home, second liens may 
have some value. In particular, representatives of banking institu-
tions that hold sizable numbers of second liens on their portfolios 
report that in some situations, borrowers who are delinquent on 
their first lien continue to make payments on their second lien, 
providing some measure of benefit to second lien holders. Of 
course, where the first lien is underwater, once the property moves 
to foreclosure, the second lien is worthless. 

In light of these complex and often conflicting interests, deter-
mining the fair compensation system for holders of second liens is 
difficult. In this regard, the July 10 letter to the heads of five bank 
regulators jointly signed by you, Chairman Dodd, and House Fi-
nancial Services Committee Chairman Frank, is illustrative. In as-
sessing methods used to estimate the value of second liens held on 
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the balance sheet of the Nation’s largest bank, the letter expressed 
concern that loss allowance associated with these subordinated 
liens may be insufficient to realistically and accurately reflect their 
value, especially in light of the historically poor performance of 
first lien mortgages and the seriously diminished value of the un-
derlying collateral. The letter goes on to observe that in situations 
where banks are allowed to carry these loans at potentially inflated 
value, they may be reluctant to negotiate the disposition of these 
liens and thus stand in the way of an increasing participation in 
Hope for Homeowners. 

To better understand these issues, HUD and Treasury are now 
working with the OCC and other regulators that supervise the ac-
tivities of large national banking institutions that hold in portfolio 
the largest share of second liens. We hope these conversations will 
draw on the considerable expertise of the OCC and other regulators 
to help HUD craft an extinguishment schedule that will provide 
fair compensation to the holders of these second liens. 

Finally, HUD and the Administration are also working to imple-
ment several other initiatives to expand the reach of foreclosures 
throughout the country. These efforts are described in my written 
testimony and I would be happy to discuss them more at length 
during the question and answer period. 

In conclusion, once again, I would like to thank you for the op-
portunity to participate in the hearing and I am happy to answer 
any questions that you may have. Thank you. 

Chairman DODD. Thank you very much, both of you. I appreciate 
your being here. 

Obviously, there is a lot of frustration in these numbers we hear 
this morning. We add to it, despite all of the efforts we have all 
made up here trying to put together something that works for peo-
ple, and obviously we understand that not everyone you are going 
to be able to keep in their homes. I want to raise the issue with 
you about the principal reduction versus the payment reduction ap-
proach. 

But I think it is also important to point out that at some point, 
we need to come to conclusions about these. There are people we 
can help. There are people we cannot help. And when those issues 
arise, when you can’t solve that problem, it seems to me then it is 
better to get that property up, get it auctioned off, and get it mov-
ing. 

I was listening to some people in my State not long ago who are 
in the real estate business who when they have had—they are not 
selling a lot of new homes, and in fact, some of the sales are fore-
closure sales. And when there is a foreclosure sale, people show up 
to acquire the property. So striking that balance between trying to 
help out people we can, and as you point out in your testimony, Mr. 
Allison, there are some situations where we just cannot work it out 
despite the efforts, but you ought to make the effort, it seems to 
me, and then make that conclusion, and if that conclusion is the 
one that something can’t be done, then to move the property along, 
as well. 

But let me get to the first issue, because—— 
[Telephone ringing.] 
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Chairman DODD. I suspect that is my 7-year-old daughter. I will 
put that down. Hold on. I apologize for that. 

Let me ask you the question about the principal reduction versus 
the payment affordability approach which the Administration is 
taking. Others, including the Federal Reserve and others, have ar-
gued for the principal reduction approach. Now, you point out, Mr. 
Apgar, that the second mortgage issue raises issues, and I want to 
get to that in a minute. But which of those two approaches do you 
believe, Mr. Allison, is a better approach in terms of achieving the 
kind of outcomes we are looking for here and why are we not then 
moving on the principal reduction idea if, in fact, there is a better 
outcome there? 

Mr. ALLISON. Well, we actually are now offering—— 
Chairman DODD. You have got to get your microphone on and 

speak right into it. 
Mr. ALLISON. We actually, Senator, now are offering the Hope for 

Homeowners, which is a principal reduction program—— 
Chairman DODD. Right. 
Mr. ALLISON.——alongside the modifications, and it is important, 

first of all, to make home ownership affordable. And in solving for 
affordability, we are looking at each homeowner, that is the 
servicers are, and what they can afford to pay. There are incentives 
for both the servicer to modify a loan to an affordable level and for 
the homeowner then to make the payments on that modified mort-
gage loan. 

Chairman DODD. So you agree that the principal reduction is the 
better way to go now? 

Mr. ALLISON. I believe that both ought to be looked at and both 
can be important. What is most important is to make the home af-
fordable now. So the servicer is going to be looking at whatever 
method seems to work best for each individual homeowner. 

Chairman DODD. How do you feel about this, Mr. Apgar? What 
do you think is the better approach? 

Mr. APGAR. I think that the evidence suggests that affordability 
is the key problem that homeowners face, that if you are able to 
get their mortgage payments down to some appropriate share of 
their income—31 percent of DTI is what we use in the program— 
that is the best way to help them maintain—— 

Chairman DODD. Well, I want them to get a better equity posi-
tion in that home. If their equity position isn’t going to improve, 
how are you going to convince that person to sort of stay, in effect? 

Mr. APGAR. I also understand that folks are deeply underwater, 
or underwater at all and need some additional help, and that is 
where the Hope for Homeowners feature comes in. So again, get-
ting affordability, I think that is the lesson that the FDIC experi-
ence demonstrated, that by achieving that 31 percent DTI, they 
could stabilize the family, avoid re-default, and help a large num-
ber of people, while at the same time we work on working to extin-
guish the overhang for people that are underwater. That is the 
Hope for Homeowners promise. 

Chairman DODD. Do you also believe that if there is nothing that 
can be done for people, that we ought to then try to move that 
property? I mean, that is what I mentioned earlier, reaching a deci-
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sion—some system in place where you arrive at a conclusion here. 
It seems to me we are sort of drifting. 

Mr. APGAR. Well—— 
Chairman DODD. Weeks go by and there is no resolution. There 

is no conclusion as to whether or not that situation can be resolved 
and the other one cannot, and then deciding on a course of action. 

Mr. ALLISON. Senator, we are going to be beginning to disclose 
on a servicer-by-servicer basis their performance, both how rapidly 
they are resolving issues on behalf of homeowners and how many 
modifications they are making. And we think that that type of dis-
closure, servicer by servicer, will be important to spurring greater 
activity on their part. 

Chairman DODD. Let me get to the second mortgage issue. A wit-
ness on the second panel, an economist from the Federal Reserve 
in Boston, acknowledges that lenders have not been doing modifica-
tions over the past months and the modifications they have done 
have more often resulted in increased monthly payments. No sur-
prise, then, that the re-default rates in those cases are very high. 
That is not a terribly enlightening statement, for obvious reasons. 

The homeowner can’t afford the original payment. It is hard to 
see how they would be able to afford an even higher payment. This 
is consistent with findings by many other researchers, by the way, 
not just the Federal Reserve in Boston, including those at the Fed-
eral regulatory agencies. 

Mr. Willen, the witness I am talking about, goes on to argue that 
the reason that lenders aren’t doing more modifications is because 
it is—his quote, ‘‘it is simply unprofitable for them to do so.’’ What 
is your view of this conclusion? Do you agree with Mr. Willen? Mr. 
Allison? 

Mr. ALLISON. Chairman Dodd, that information—I believe that 
study was based on past modification efforts. This one is substan-
tially different. This one is geared to major reductions in the pay-
ments that homeowners are making. As you correctly pointed out, 
many of those prior modifications actually resulted in higher pay-
ments because the foregone previous payments were built into the 
future mortgage payments. 

This approach is the first large-scale modification effort where 
homeowners will see their monthly payments in many cases dra-
matically reduced So I would submit that the past data, while ac-
curate for those past efforts, does not really apply to the program 
that we are undertaking today. 

Chairman DODD. Well, I hope so. That just doesn’t make any 
sense at all. 

Mr. ALLISON. Right. 
Chairman DODD. My staff has been briefed regarding the errors 

in the Home Affordability Mortgage Program, the so-called HAMP 
program, situations where people have been turned away, where 
upon a second look it turns out that they have been offered a modi-
fication. These errors are not uncommon, I am told. Why don’t you 
make the elements that go into the modification decision, all the 
software, the net present value test, and the like public so that the 
foreclosure counselors can make sure people are treated fairly 
across the spectrum? 
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That would make people like Joan Carty, by the way, who we are 
going to hear from on the second panel, who I would hope—by the 
way, she is here in town for the day. She is a professional. She does 
an incredible job in Bridgeport, Connecticut, for us, really knows 
these issues. And I asked Joan. She says, ‘‘I need a system. I need 
a reliable, predictable system.’’ This is someone on the ground deal-
ing with a massive amount of problems, and the sense is there is 
no system. There is nothing predictable and reliable about it. 

And when you have got people like Joan Carty out there who are 
feeling frustrated, who are dealing with these issues every day, not 
feeling confident about a system in place where you get answers, 
and so why don’t we make this stuff public so we have more trans-
parency? 

Mr. ALLISON. Mr. Chairman, let me address that in several ways. 
First of all, we will be working with the servicers to develop esca-
lation procedures so that when homeowners believe that there is an 
unnecessary delay or they have a complaint about the way that 
their mortgage is being addressed, they can escalate that complaint 
to higher levels within the servicer. We also have the Hope Now 
website which has escalation procedures. Or they can go on the 
Fannie Mae or Freddie Mac websites. 

Also, as part of this program, Freddie Mac will audit the mort-
gage modifications to make sure, first of all, that people who are 
qualified for a modification are able to get one, and second, to make 
sure that we aren’t producing modifications for those who are not 
qualified and also looking at people who have been foreclosed on 
to see whether they would have qualified for this and some redress 
should be made. 

Chairman DODD. I would hope, Mr. Allison, it might even today 
at some point—I haven’t asked her to do this, or you, but people 
like Joan and others, that you might spend a little time and hear 
what they are going through on the ground. It isn’t just this 
woman in my State, there are people like her all across the coun-
try—and listen to them as to what they need, because they are the 
ones literally struggling every day to try and come to conclusions 
on some of these issues. So I think it would be really worthwhile 
to listen to people every day who are struggling with these systems 
and have to make them work. 

Last and very quickly, because I want to turn to my colleagues, 
is the issue on the second mortgage. Many of the big servicers 
agree to take some reasonable payouts for the second mortgage. 
They hold as the primary obstacle the use of the Hope for Home-
owners program. You point out, as has been mentioned here al-
ready, the value of the home isn’t even sufficient to cover the first 
mortgage, much less the second. Mr. Glovier in his testimony later 
this morning will point out that only 3 percent of second mortgages 
are current where the first mortgage is in a delinquency. 

Shouldn’t such loans be sold for pennies on the dollar, in many 
ways it seems to me? What has been your experience with this? 
Are the lenders being reasonable? And if so, what can we do to ex-
tinguish these loans? That is the major blocking point in a lot of 
these areas, as you point out, Mr. Apgar. What, if anything, can 
be done? Can we do anything? Is there anything that Congress 
needs to do to try and deal with this problem of the second mort-
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gage issue, if that is the major obstacle? Can you give me a quick 
answer on this? 

Mr. APGAR. Well, the key is offering fair loans and sorting out— 
fair offers and sorting out the instance where there is some value 
to the second liens and recognizing that and paying fair compensa-
tion, while not overpaying by not recognizing as a fact that many 
of these loans are deeply in distress and have limited economic 
value. As I mentioned, we are working with OCC and others with 
the Treasury team to come up with a fair compensation system. We 
have received maybe the initial Hope for Homeowners Program 
maybe didn’t offer enough, especially in those cases where there 
was economic value, and got in the way of us moving forward on 
a wide range, recognizing the fact that in many instances it is pen-
nies on the dollar is the right answer of what to pay for these sec-
ond liens. 

Mr. ALLISON. Mr. Chairman, to add to Mr. Apgar’s answer, as 
part of the new second lien program that we are rolling out, we 
have already signed up the five banks that together account for 
over 80 percent of the second liens. So they are pledging to work 
to solve for affordability of the second lien alongside the modifica-
tion of the first lien, and we think this will go a long way to assure 
greater affordability for many more homeowners. 

Chairman DODD. Senator Shelby. 
Senator SHELBY. Thank you, Mr. Chairman. 
Steps to combat fraud—it is my understanding that the Special 

Inspector General for the Troubled Asset Relief Program made a 
number of recommendations to Treasury to address concerns about 
vulnerabilities in the Home Affordable Modification Program Sen-
ator Dodd was talking about, the HAMP. Among these rec-
ommendations were requiring third-party verified evidence that the 
applicant is residing in the subject property, requiring notarized 
signatures and a thumbprint of each participant, and mandatory 
collection, copying, and retention of copies of identification docu-
ments of all participants in the transaction at closing. 

Secretary Allison, what actions has the Department taken to ad-
dress these specific recommendations? Additionally, describe broad-
er efforts that Treasury is taking to prevent fraud in this program. 

Mr. ALLISON. Yes, sir. Senator, thank you for your question. It 
is a very important issue, making sure that in this program, where 
we are going to be spending a sizable amount of taxpayers’ dollars, 
we are protecting the taxpayer, as well. 

That is one reason why we have been taking quite a bit of time 
and effort to make sure that we have fraud prevention built into 
this program by requiring appropriate verification and also why we 
have appointed Freddie Mac to audit this program, to look for signs 
of mortgage fraud. We have also been working with agencies across 
the government to assure enforcement. Where we find fraud, we 
are going to enforce the laws and the rules of the mortgages to the 
greatest extent possible. 

Senator SHELBY. Mr. Apgar, since Hope for Homeowners was cre-
ated last year by the Congress, the program, it is my under-
standing, has only refinanced one mortgage—one. Clearly, this is 
a regrettable policy failure. While recently enacted changes to the 
program will hopefully improve its success rate, it appears that the 
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Hope for Homeowners will help far fewer borrowers than the hun-
dreds of thousands that the program sought to help. Why has Hope 
for Homeowners not been more effective? In other words, why the 
failure? 

Mr. APGAR. Well, as I mentioned, the original formulation had 
complex servicer requirements that weren’t standard to the indus-
try and many servicers did not feel it was appropriate to—— 

Senator SHELBY. Explain what you mean. 
Mr. APGAR. Requiring additional borrower certifications. A par-

ticular instance was the servicer was required to verify that the 
borrower had not committed mortgage fraud for the last 10 years. 
Many servicers said that they didn’t have the capacity to verify 
that, and so in reform of the program, that particular feature was 
removed. 

In addition, I also believe that at the time, the industry was not 
ready to begin to recognize the depth of the crisis that we are en-
countering and many first lien investors were not prepared at that 
stage to take the necessary haircuts in order to make the program 
a go. As you know from the discussions of the revitalized Hope for 
Homeowners, that many of the first lien investors are now saying 
we prefer to take a haircut on the mortgage in the context of Hope 
for Homeowners refinancing in order to get a clean exit. What that 
does is give them cash now, minimizes any re-default risk they 
might encounter if they continue to work with that borrower, and 
avoid any further loss in property value should property values 
continue to decline. 

So we think that the Hope for Homeowners now is a program 
that will be embraced by first lien owners and will be more widely 
utilized. 

Senator SHELBY. Without a huge haircut—Senator Dodd was 
talking about reducing it down to something people can pay, real-
istically afford—aren’t we wasting our time here? In other words, 
as we continue to lose more jobs, the expectations of people making 
higher mortgage payments, that is an illusion, isn’t it? 

Mr. APGAR. I think that any holder of these mortgages that be-
lieves that hanging on is a better strategy is a false promise. The 
program isn’t demanding the haircut, the market is demanding the 
haircut. The values of these homes are discounted. The question is, 
what is the best that the investor can realize in terms of, as I said, 
getting a clean exit. Hope for Homeowners for many is the pre-
ferred exit strategy because it gets the borrower in a good situation 
and it gets them out of the loan at hopefully a fair approximation 
of the current market value and reduces the foreclosure cost of get-
ting to it. 

Senator SHELBY. But whatever we say or do policywise, or you 
implement the policy, if the market doesn’t respond to it favorably, 
it is not going to work, is it? 

Mr. APGAR. You have to pay attention to the market interest. 
There is no doubt that we have seen a significant decline in hous-
ing prices. The housing prices then have made it difficult for the 
owners of these securities, and that is the reality that any program 
has to address. 

Senator SHELBY. Secretary Allison, Treasury earlier this year re-
leased information stating that the Home Affordability Mortgage 
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Program—I will just call it HAMP—will use $50 billion in TARP 
funds to modify mortgages. It is also my understanding that 
Fannie and Freddie will provide additional money to assist home-
owners with loans on their portfolios. 

My question is this. How did Treasury determine the amount of 
funding it would allocate through TARP to drive HAMP initiatives 
and incentives, and to what extent do you think more money may 
be needed than was originally allocated? Second, will you provide 
this Committee with the data and analysis that was used to deter-
mine the appropriate levels of funding that might help us under-
stand what road we are going down? 

Mr. ALLISON. Senator, in answer to your last point, we will be 
glad to provide you with the underlying information. I think it is 
important to point out at the outset that this is a pay-for-perform-
ance approach. We will pay servicers—most of their payments de-
pend on their performance over time. Also, the incentives for indi-
viduals depend on their continuing to pay their new reduced mort-
gage rates going forward. 

We currently have set aside about $18.6 billion for the first loan 
modifications. We will be setting aside some additional amounts for 
the other programs that we are rolling out toward the end of this 
summer. We have based this on projections about what success 
might mean over time and the goals that have been set for this 
overall 3-year program. But again, I want to point out, this is a 
pay-as-you-go program. 

Senator SHELBY. Mr. Apgar, will you share your data with this 
Committee? 

Mr. APGAR. For sure. 
Senator SHELBY. OK. Last question. Mr. Chairman, thanks for 

your indulgence here. Mr. Apgar, given your role at HUD, you 
must spend a considerable amount of time analyzing what hap-
pened in our housing market over the last few years. Could you 
please discuss what you view as the primary reasons for the dra-
matic uptick in foreclosures as well as the broader cause for the es-
calation then subsequent deflation of home values? What is your 
view? You are into the depth of this. 

Mr. APGAR. Thank you. Prior to coming to HUD, of course, I 
worked for the Joint Center for Housing Studies and did extensive 
research on the housing foreclosure crisis and so I do have a view, 
both educated by that work and also from my experience now at 
HUD. My sense is that at the core of the problem was aggressive 
mortgage lending fueled by a strong demand for mortgage-backed 
securities on the part of Wall Street investors and others, and that 
in the rush to do these mortgage loans, some of the cautionary 
tales that are common in the mortgage lending business were put 
aside. 

People were placed into mortgages they neither understood nor 
could afford to pay. Prime mortgages, if they didn’t reach the goal, 
were topped off with very risky second liens that took a prime loan 
that looked like it could be secured and turned it into a loan com-
bination with a hundred or plus LTV at the beginning. 

Once those loans began to go bad, of course, the problem just ra-
diated out, and it was the downward pressure on prices that came 
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from the foreclosure and delinquencies of these difficult mortgages 
that was the seed that set off the financial crisis. 

Senator SHELBY. It is going to be difficult to deal with, isn’t it? 
Mr. APGAR. Putting Humpty Dumpty back together is a very dif-

ficult situation, there is no doubt about that. 
Chairman DODD. Thank you, Senator Shelby. 
Senator Reed. 
Senator REED. Thank you very much, Mr. Chairman. 
Mr. Apgar, your testimony suggests that the Administration is 

exploring a series of programmatic options that can help unem-
ployed workers get the mortgage assistance they need, which sug-
gests perhaps direct assistance to homeowners. There have been a 
couple of proposals. One is simply to avoid going through the 
servicer route and just subsidize individuals so they can pay their 
mortgages—— 

Mr. APGAR. Mm-hmm. 
Senator REED.——or some folks have proposed creating a mecha-

nism where title might pass formally but the individual can stay 
indefinitely as a renter, paying a suitable rental fee. 

Two questions. One, what types of assistance are you thinking 
about, and second, given the record of the difficulty of getting these 
programs going, can we jump start any of these types of programs 
that you are contemplating? 

Mr. APGAR. Well, thank you for your question. We are, in fact, 
exploring other options relative to both unemployment and other 
elements to help keep folks in their home, as you suggest. Of 
course, one of the primary focuses on the unemployment thing is 
to make sure the economy returns to growth and that people don’t 
experience unemployment because we have a growing job sector. 
Extending unemployment benefits can be a direct way of helping 
people tide over and not force the difficulties faced when folks have 
loss of income and therefore can’t pay their mortgages and can’t in 
some instances even qualify for a modification program because 
they don’t have even sufficient income to support a drastically writ-
ten-down mortgage. 

We are also exploring other options related to how to provide as-
sistance to unemployed folks. Those are in the formative stage. I 
have nothing to report on that. But it is safe to say that unemploy-
ment is making the job of doing modifications more difficult and we 
recognize the importance of exploring those issues. 

On keeping people in their homes, there have been a lot of pro-
posals of these so-called fast foreclosures, where the foreclosure 
happens but the homeowner stays in, and we know there are some 
proposals like that, that are being circulated. I get them on a reg-
ular basis. And so I just say on that that all proposals that will 
help provide relief to borrowers in their home and deal with the 
negative effects of foreclosures on communities are being explored. 
I wouldn’t say that that set is particularly at the top of the list, 
but that all options are under review because we have to get a pro-
gram that works. 

Senator REED. Well, thank you very much. I think, as a com-
ment, what is most frustrating, and indeed infuriating to people is 
that we did unprecedented things to help support the largest finan-
cial institutions in the country in order to sort of stem what we, 
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I think reasonably believed could be a global financial meltdown. 
My perception today is this mortgage crisis is of the same scale in 
terms of threatening our economy and perhaps world recovery, and 
if we don’t take such aggressive action, if we don’t urge all the par-
ticipants to take such aggressive action, we are not going to be able 
to stabilize the economy and foreclosures and unemployment back 
home are interrelated. We have got to move aggressively on both 
fronts. 

Mr. Allison, again, you indicated that these new programs, re-
vised programs, have resulted in about 325,000 modifications. But 
unfortunately, it seems that the number of foreclosures are accel-
erating and that even with this improved performance, we are not 
catching up. What is your sense of that? 

Mr. ALLISON. Senator, first of all, let me correct the numbers. I 
was reporting that about 325,000 offers of modifications have been 
issued. The actual number of modifications now in a trial phase is 
about 160,000. It is growing very rapidly. And so as you point out, 
it seems likely that the foreclosure rate will increase, the numbers 
of foreclosures will increase. This program is also ramping up very 
quickly. It is actually only about 10 weeks since the servicers began 
offering this program and we already have 160,000 mortgage modi-
fications in the trial phase and we expect this number to continue 
growing rapidly for some time. 

We are not even stopping there. A number of these servicers are 
just starting to ramp up. We are meeting with them, as I men-
tioned, late next week, bringing them into Washington to talk 
about how they can further accelerate their programs and how we 
might help them. We are urging them to hire more people, to ex-
pand their call centers, to improve their systems. We are also cre-
ating—we are working with an outside systems firm that services 
most of the servicers, provides service platforms, so we can get 
streamlined input and keep closer track on the progress that the 
banks are making. 

So even though we are making rapid progress, we think we can 
do even more to accelerate and try to get out in front of this fore-
closure problem, to the extent possible. 

Senator REED. Thank you. Thank you, Mr. Chairman. 
Chairman DODD. Thank you very much, Senator Reed. 
Senator Bunning. 
Senator BUNNING. Thank you. Gentlemen, your reports are stun-

ning, to say the least. Most of us who sit at this desk up here have 
watched this crisis from the very beginning. I don’t know how long 
you have been in your jobs, but if you expect me to believe that 
Fannie and Freddie are watching the store when they are 100 per-
cent kind of owned by the Federal Government, you are asking the 
impossible. 

Most of the problems with the economy stem from a law that was 
passed in 1994 when we, the Congress, gave the power to watch 
over mortgages, both banks and mortgage brokers, to the Federal 
Reserve, and for 14 years, not one regulation was written—14 
years. Now, that is a pretty good time. They didn’t do anything, 
zero. And you are sitting here and telling me all these wonderful 
things that you are doing, and I am like Jack Reed. The mortgage 
crisis is escalating, not rescinding. It is escalating. 
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We had some numbers today, and Senator Dodd brought them 
out, about foreclosures, but they have projected an additional 1.5 
million foreclosures for just this year, in addition to the ones that 
we already have. So we are not even making a dent. 

So what does that mean? That means for our economy to recover, 
we have got to stop the spiral down and we have got to get credit. 
You can’t get credit if you don’t have a job. I mean, give me a 
break. You are telling me about the programs that you are having 
for people that don’t have jobs. They can’t pay anything unless they 
have saved a lot of money, and then they wouldn’t have a problem 
with their mortgage if they saved a lot of money. We are talking 
about people who live from paycheck to paycheck, and when they 
don’t have a paycheck, they can’t pay a mortgage. So they are going 
to do the best they can to get in and out of a house with the least 
pain to that family. Now, there is going to be pain for everybody 
concerned, including the kids. 

So all those wonderful programs that you are talking about mean 
absolutely nothing to the American people that are still losing their 
houses. You may be stopping, as Mr. Allison said, you have 150,000 
people that you are trying to service out of 300,000-and-some, but 
that doesn’t mean anything because we are losing 350,000 more 
foreclosures this month. 

So give me a break and tell me when you think you can stop the 
bleeding. When? When are these programs that this whole Com-
mittee put together and handed you and said, with your help, with 
your input, that these could help the people that were in stress, 
when are you going to stop the bleeding? 

Mr. ALLISON. Senator, we share your sense of urgency. This en-
tire Administration is working very hard to deal with this crisis. 
And as you know, President Obama and the Administration an-
nounced and the Congress approved an $800 billion package aimed 
at economic recovery. That money will be expended over the 
next—— 

Senator BUNNING. So you used TARP money instead of the stim-
ulus money? 

Mr. ALLISON. Sir, we are actually using the economic recovery 
package that the government has enacted, and also on top of that 
there is the—— 

Senator BUNNING. Will you please answer my question? 
Mr. ALLISON.——mortgage and homeowner affordability. 
Senator BUNNING. When are you going to stop the bleeding? 
Mr. ALLISON. We are working very hard to accelerate this pro-

gram. This program has actually been—— 
Senator BUNNING. When do you see the bleeding stop? 
Mr. ALLISON. We are moving as fast as we can to get out in front 

of the problem. We are well aware that there are about 360,000 
foreclosures a month and we expect this program to reduce that 
number—— 

Senator BUNNING. My last question. We just had a meeting with 
Sheila Bair, who is the head of the FDIC. She is a pretty honest 
lady and tells us like it is. She told us that unless something dra-
matic happens, that we could lose up to 500 more banks—up to. 
She didn’t say that that was the exact number. But that means 
that those people that make mortgages in local places, local com-
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munity bankers, bankers who are closest to the people that really 
could help in a foreclosure, will not be there. 

So 500 additional, besides this morning we learned that CIT is 
going to go financially bankrupt and that Citicorp is not far behind. 
Well, Citicorp is part of the solution, according to some of the docu-
ments that I have. If they are not there to help, where do we go? 
Where do we go for help? 

Mr. ALLISON. Senator, if I may, we recently, several months ago, 
reopened the capital purchase program for smaller banks in local 
communities. We are also concerned about making sure that lend-
ing is available to small companies throughout America. 

Senator BUNNING. Well, it has been a failure. 
Mr. ALLISON. Well, it has actually—we have helped over 600 

banks that were viable banks—— 
Senator BUNNING. But there are 8,000-plus banks, so what about 

the rest of them? 
Mr. ALLISON. We have offered this program to all banks who are 

viable, and so far—and many are already well capitalized. I think 
that one of the issues you are talking about—— 

Senator BUNNING. Thank you for your patience, Mr. Chairman. 
Mr. ALLISON. Yes, sir. 
Chairman DODD. Thank you, Senator. 
Senator Tester. 
Senator TESTER. Thank you, Mr. Chairman. 
I want to express my appreciation for both of you being here 

today. I thank you for that. 
I want to start out by going back to what Senator Shelby had 

talked about in his opening statement and that is about policies 
that result in a stable and sustainable marketplace. I think that 
is ultimately what we all want in the end. I know you could spend 
my entire 5 minutes talking about it, Mr. Allison, but I hope you 
could be as succinct as possible. Do the policies that we have in 
place right now, from your perspective, are they enough? Are they 
adequate to result in a stable and sustainable marketplace in the 
housing industry? 

Mr. ALLISON. Senator, we believe that the actions that we are 
taking can make a material difference, especially for working 
Americans. We are going to be reducing one of their largest month-
ly expenditures, those who are qualified, by reducing their mort-
gage payments. We are also offering refinancing approaches to 
many Americans, as well. 

Senator TESTER. I understand that. The question is, have we 
done enough or are we kind of like a mole on an elephant at this 
point? 

Mr. ALLISON. Well, this, as I mentioned in my testimony, Sen-
ator, was a problem years in the making. 

Senator TESTER. Yes. 
Mr. ALLISON. It is a huge crisis. 
Senator TESTER. There is no doubt about it. 
Mr. ALLISON. We all appreciate that. We are taking what we 

think are well thought through, deliberate, and aggressive actions. 
This is already—we should point out again—the most successful 
modification program ever run and it is just beginning and we are 
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intent on expanding this program dramatically, as fast as we can. 
This Administration inherited a huge problem—— 

Senator TESTER. You are right. 
Mr. ALLISON.——and it is doing its best to deal with it as rapidly 

as possible. 
Senator TESTER. And I appreciate it, and it is not an easy task. 

I guess the question that I need to know from a policy standpoint, 
do you have enough tools in your toolbox at this point in time to 
adequately address the problem? 

Mr. ALLISON. Senator, I think we have enough tools. The chal-
lenge is to roll them out. We have got to reach as many Americans 
as possible, educate them about this program so that they under-
stand what help is available, and we have to have the capacity to 
handle the demand. And we have been building capacity, working 
with the services as rapidly as possible. We are not satisfied. 

Do we have adequate tools? We think if we can roll this program 
out at the pace we expect, we will make this program available to 
all qualified homeowners who wish to avail themselves of it. 

Senator TESTER. And the program you speak of is all three of 
them, or is there one in particular? 

Mr. ALLISON. Yes, sir. 
Senator TESTER. All three of them? 
Mr. ALLISON. Yes, sir. 
Senator TESTER. OK, which brings me to my next question. Can 

you give me a timeline for when they will be fully operational? 
Mr. ALLISON. Well, again, I want to be very careful about this, 

because one reason why we are bringing the servicers in at the end 
of this month is to ask those very same questions of them. How 
fast can they ramp up to serve the American public, and what can 
we do to help them further? We want to work with them as closely 
as possible. We are monitoring them every day. We are in contin-
uous contact with the servicers. And I know that we are going to 
have much greater capacity every month for the next several 
months. 

Senator TESTER. OK. In your opening statement, you talked 
about a myriad of outreach things that you were doing. I assume 
it is not only to homeowners, but also to servicers and maybe oth-
ers. 

Mr. ALLISON. Yes, sir. 
Senator TESTER. Are those outreach—number one, is it ade-

quate? Do people that need help know that there is help available 
and know how to get through the myriad of, as with anything, the 
myriad of forms and people to get hold of and all that? And what 
is the best way, in your opinion, to reach out to the homeowners 
that have problems so that they know that there is help out there? 

Mr. ALLISON. Senator, I think that is a very important question 
and we have to reach homeowners in multiple ways. We are going 
out and holding events. At the event in Miami, we had several 
thousand people come and we were helping them to fill out the 
forms on the spot. We are doing the same, as I mentioned, in Sac-
ramento today. We are going to other communities around the 
country. But that is just one measure. We have to work with local 
counseling agencies. We are using the Internet to get the word out, 
as well. We have to be on television. We have got to be doing as 
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much as we can, many different approaches, and we have to reach 
people many times. 

Senator TESTER. Can you tell me at this point in time what the 
rate of turn-down is in participation? 

Mr. ALLISON. I can’t give you yet a really good estimate of that, 
and the reason is, as I mentioned, for instance, right now, we have, 
as I said, 325,000 offers right there. The number of trial modifica-
tions will lag the number of offers, as you can understand. So right 
now, we have about 160,000 trial modifications. We haven’t yet 
completed any significant modifications because that takes 3 
months in the trial period. So in August, we are going to start to 
see actual modifications. So this is still early and I think it is pre-
mature for me to give you a definitive answer to your very good 
question. 

Senator TESTER. We would love to have it at some point in time. 
I am sorry, Mr. Apgar, I didn’t fire more questions at you. 
I appreciate—these are difficult times and there is a level of frus-

tration here that is high. We appreciate your work and we look for-
ward to working with you to try to get this problem solved into the 
future. Thank you. 

Mr. ALLISON. Thank you. 
Chairman DODD. That question that Senator Tester has raised 

with you about the tools in the toolbox, we need to know from you. 
There is no lack of willingness up here to step up if you give us 
some idea of what additional tools are needed. Our frustration is, 
we see these numbers continue to go up. We think we are trying 
to address the issue. We turn around and we watch the numbers 
get worse. And, of course, we are being asked every single day by 
our constituents and others, what is going on? You have got money 
you put into this. You crafted designs and programs to get things 
done and the numbers continue to rise. 

So you are getting a sense of the frustration we are feeling, and 
you feel it at the local level. As I say, you are going to hear from 
some people later today if you hang around who are out there at 
the street level that are as frustrated as we are, and they reflect 
those frustrations to us. 

So we need to know. You are not going to find unwilling mem-
bers here to want to respond, and quickly, if there are things that 
we can do to assist you to get this done. But you need some clarity 
in the system. It needs clarity so that people know what the rules 
are and how to apply them and make it work, and that is going 
to be critical. 

Senator Corker. 
Senator CORKER. Mr. Chairman, thank you, and I thank both of 

you for your service and for being here and for being involved in 
this really complex issue. 

I am going to take a little different tack. No doubt, I wouldn’t 
be in this body, I don’t think, if I had not been involved in trying 
to make sure that people had affordable housing as a young man, 
and that civic and nonprofit activity led me to this place, no ques-
tion. So I want you to know I have tremendous empathy for people 
who especially have children and living in a home that have to va-
cate it because of foreclosure and loss of jobs, and I understand 
that is a tragedy for many people across the country. 
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But I am going to take, again, a little different tack, because I 
am not under any illusion that you will ever really catch up with 
this. I know that you are trying hard. I talked to a lender yester-
day who said one of the biggest problems is the program continues 
to change. So every time they get set up and ready to execute, 
there is a whole new set of rules, and that is because we are chas-
ing this thing from behind, and I know this. It is very unlikely we 
are going to catch up, and I am under no illusion you are going to 
solve it. I think your efforts will improve. But I think the only 
thing that is going to resolve it is a turn-around in the economy 
and things stabilizing. But I thank you for your efforts, OK. 

The tack I want to take is this. I know that $50 billion is coming 
out of TARP for this. I know that most of us thought that the 
TARP money all was going to be repaid because we were going to 
invest in things that had value. And I realize there were clauses 
in here that allowed this to occur and I am not debating that. And 
I realize both Administrations have invested money out of TARP 
that is not going to come back, so I am not—but the fact is, this 
$50 billion is gone once it is spent. I mean, it is not invested in 
something the taxpayers will get back. 

It seems to me that there are numbers of different classifications 
of borrowers. I mean, Mr. Apgar, you alluded to the fact, I think— 
I was daydreaming, I apologize, for a second—but you alluded to 
the fact that I think one of the biggest problems was 100 percent 
loan-to-value, and that is why we are having this problem. And so 
we had so many people in this country that put down 3 percent, 
and some of that was loaned to them or given to them by the seller. 
And so we had people that, in essence, were really renting houses. 
I mean, they didn’t really own a home. They did in document, but 
they put no equity down. I think the staff have shown us, those 
people who put equity down, candidly, have not been foreclosed on 
in large. 

I am wondering if we should treat homeowners that were in es-
sence renting their houses—they basically got somebody to give 
them a nonrecourse loan and nothing down—if we should focus on 
them the same way that we focus on those people who actually— 
and I know there are far less of these—actually had equity in their 
homes. 

And then I love—actually, just answer that briefly, if you would. 
I have one more question. I will stop. 

Mr. APGAR. Well, I will take it, Senator. I will take a shot at 
that. It is true that folks who have limited equity in their home or 
no equity, as you suggest, are more likely to quickly get in trouble 
in economic instability times and more likely to lose their home to 
foreclosure. We can’t pick and choose which side of the line we 
work on because when a house goes to foreclosure, it provides such 
blighting influence on a neighborhood that the neighbors are 
harmed, as well. And as house prices go down, it is indiscriminate 
in terms of folks that once had good equity in their home are now 
underwater just along with the folks who had limited equity are 
underwater. So we have to work with both groups. 

I do believe that we need to think real hard about the role of low 
downpayment lending in whether or not that is a helpful path to 
home ownership. 
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Senator CORKER. And I hope that, at some point—I realize in the 
middle of a crisis, maybe that is not the time, but I think we 
should look at that, and I think that most of us realize that in a 
push to create affordable housing for everybody in America, we ac-
tually have created a big part of this problem because there was 
no equity. And then we have done away with the recourse side of 
loans, which has made it even worse, and I would like for us to 
focus on that at some point. I think that is a huge issue. 

But I want to ask my one last question. The reason I brought up 
the $50 billion and the reason I brought up the fact that so many 
of these people are basically renting a home, because they put no 
equity in it, OK, we are expending huge amounts of taxpayer mon-
ies in other ways, too. It is not just this $50 billion. And I won-
dered, Herb, if you might talk to us a little bit about the liabilities 
that you believe we are creating at the GSEs, Fannie and Freddie, 
because there potentially, the way I see it, is going to be a large 
trailing liability that we may be creating at those organizations by 
continuing to sort of chase this mortgage problem the way we are. 
If you would give us some insights into that. And I hope at some 
point—I think we will—we will look into that as a Committee, but 
if you could share that with us today, I would appreciate it. 

Mr. ALLISON. Thank you very much, Senator Corker. First of all, 
you have mentioned correctly that we may spend $50 billion on the 
homeowner affordability programs. These expenditures can be also 
viewed as investments that will have returns in the form of hous-
ing prices higher than they would have been had we had more fore-
closures. So that is a type of return to the American public. And 
also, we are making payments to individual homeowners for suc-
cessfully continuing to pay on their modified mortgage, which is 
also money they can be spending and putting back into the econ-
omy. So I think there is a kind of multiplier effect. 

Senator CORKER. What I meant for the taxpayers, I am talking 
about like a return on investment—— 

Mr. ALLISON. Yes, sir. 
Senator CORKER.——which you are very familiar with in your 

previous life, so—— 
Mr. ALLISON. Yes, and you are absolutely correct, Senator. Those 

are, from that standpoint, expenditures. We are not going to get a 
direct return back on those, but I think we will get an indirect re-
turn. 

As to the liabilities of the GSEs, I would answer it the same way. 
I want to point out, I think that the GSEs are performing an ex-
tremely vital role in this program and I think they are off to a very 
good start. They have—they account for about half the mortgages 
in the United States. They have great professionals there with 
great knowledge and a lot of capability. 

We are, as you know, the government has provided an additional 
$200 billion to the GSEs to assure that they can play an active role 
in the mortgage modification programs going forward. Again, I 
think that their ability to be actively involved in the modification 
program is going to provide returns to the American public. 

Senator CORKER. I know my time is up, but it is further digging 
a hole for the GSEs to play the role they are playing in these mort-
gage modifications, isn’t that correct? 
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Mr. ALLISON. That is correct, sir, that there are additional ex-
penses that they will be incurring as a result of this, but we have 
also provided about $25 billion available to the GSEs for their ex-
penses in this program. 

Senator CORKER. But that is, again, taxpayer money. 
Mr. Chairman, I do hope at some point we will look at the collat-

eral damage that we are creating, just to sort of be able to tally 
up the true cost so that we ourselves will know, and I apologize for 
going beyond my time. 

Chairman DODD. No, that is all right, and it goes to the point, 
I think, to speak for myself, I am prepared to make some of these 
investments provided we get some results. My frustration here is 
not so much that you are making these investments, that in fact 
we are getting the indirect return on the investment because we 
are keeping people in homes, the economy is stabilizing, the insti-
tutions are, I think that is a tradeoff I can make a case for. What 
is frustrating is that we make the investments and we see the 
problems continue to escalate. That is the frustration I feel in all 
of this to some degree. But obviously, it is an important question, 
and we need to look at it, and I have told Senator Corker that we 
will, in fact, have a public hearing on that issue, as well. 

Senator Merkley. 
Senator MERKLEY. Thank you very much, Mr. Chairman, and 

thank you for your testimony. 
I wanted to get an overview here. Under Hope for Homeowners, 

I believe the testimony is that only a handful of new mortgages 
have been written. A handful is one, or is a handful a dozen, or 
is a handful a thousand? 

Mr. APGAR. I think it is safe to say that a handful is very few. 
The technical answer is that there were over 50 mortgages actually 
closed, but because of the processing delays and problems with the 
way in which the program was done, only one actually moved to 
actual insurance. So 50 homeowners got the benefit of the refi-
nancing, but FHA only insured one mortgage. 

Senator MERKLEY. OK, so 1 to 50? 
Mr. APGAR. Yes. Not enough to talk about. 
Senator MERKLEY. All right. And under the HAMP program, the 

Home Affordability Mortgage Program, I believe the testimony was 
160,000 modifications? 

Mr. APGAR. One hundred and sixty thousand completed trial 
modifications, yes. 

Senator MERKLEY. Why do you say trial modifications? What is 
that meant to signify? 

Mr. APGAR. Well, I will take a shot and I will turn it back to my 
colleague, but—— 

Senator MERKLEY. Very brief, because I have lots of questions. 
Mr. APGAR. It takes 3 months to prove that the borrower can 

handle the new modification program, and then they go to a per-
manent modification. 

Senator MERKLEY. I see. OK, great. Then under the HARP pro-
gram, the Home Affordable Refinance Program, how many 
refinancings have taken place under that? 

Mr. ALLISON. The total number of refinancings, this year, num-
ber at least two million. However, if you look at the modifications 
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of loans with a loan-to-value ratio above 80 percent, the program, 
that is about 43,000 so far. And the pace of refinancings depends 
heavily on interest rates. Recently, interest rates have risen some-
what on mortgages, which tends to slow the number of 
refinancings. 

Senator MERKLEY. So refinancing is about 43,000? 
Mr. ALLISON. With loan-to-value ratios above 80 percent, yes. 
Senator MERKLEY. OK. Let me lay out my frustration. If you 

take the roughly 200,000 families that have been assisted through 
this—and another question I have, and you may not know the an-
swer but if you do I would like to know it—is kind of the cost that 
goes into each one of those, on average. Is it $10,000 per family? 
Is it $20,000 per family? But let us say it was $10,000 per mort-
gage in terms of costs to the citizen. We would be looking at rough-
ly $2 billion that have been spent to assist homeowners. 

Now, $2 billion is a significant number, but the contrast is stark 
between an extraordinary, enthusiastic, eager, generous effort to 
assist our major financial institutions, which was extremely impor-
tant in order to stabilize our economy, and what has just been a 
dragging through the mud, slow, difficult, we will try this, we will 
try this, and here we are at one mortgage under Hope for Home-
owners and only about 200,000 with the other two programs. There 
must—we need the same attitude with which we approached as-
sisting our banks to assist our working families. 

I know that as you lay out the details it is complicated, it is dif-
ficult, but somehow, it is just hard to explain to the working fami-
lies in America how it is we could move so fast with extraordinarily 
complicated deals with the huge financial institutions and we are 
moving so incredibly slowly, mired in paperwork, in rules. In talk-
ing to the banks back home, they are complaining that every couple 
of weeks, they get a different version of the rules and the citizens 
can’t get through to folks who can make the modifications, and we 
just don’t seem to be applying the same levers of government to 
move quickly for our families that we have moved on with our 
major financial institutions. 

Just kind of your thought about that contrast and how we can 
possibly get the same level of energy and effort to help our working 
families. 

Mr. ALLISON. Senator Merkley, thank you, because that is a 
question on everybody’s minds, and we are as frustrated as any-
body. This is a crisis that began about 2 years ago. This Adminis-
tration has been in office now for 5 months or so. This program 
was announced early in the Administration. This is an all new, 
very aggressive, dramatic program. It was really launched in terms 
of actually beginning to work with homeowners about 10 weeks 
ago. 

Already, we have 160,000 modifications underway. I know that 
in comparison to the damage that has already resulted from this 
crisis, this seems like a small number. It is growing rapidly. We 
are doing all we can to grow it as fast as possible. 

You correctly point out that this is a complicated business. It has 
taken some weeks just to set up the program. Mortgages are very 
complicated. We have to work with many different servicers. We 
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have to make sure that they are totally involved in this program, 
they are totally committed to it. 

I think as my colleague, Mr. Apgar, said, they are past the stage 
where they were wondering how much they needed to be involved. 
I think more and more, they are fully committed to this program 
and that should result in even faster roll-out. 

We want this to happen as rapidly as possible. I think even 
though this crisis is several years in the making already, we have 
to keep in mind that this program started just weeks ago. We all 
wish it had started a lot earlier. But here we are and we are trying 
to make it work as rapidly as we possibly can. 

Senator MERKLEY. Do you wish to add anything? 
Mr. APGAR. Well, with respect to the Hope for Homeowners Pro-

gram, there is no doubt that 51 mortgages is not going to help the 
economy stabilize. That is why immediately in February, we pro-
posed bold new reforms for the Hope for Homeowners Program, in-
cluding taking this, what once was a stand-alone program and 
nesting it in the harder Making Home Affordable Program, so that 
people have the option to both get a modification or, where it made 
sense, a mortgage write-down under a Hope for Homeowners Pro-
gram. We worked with the Congress to make sure we got that per-
fecting legislation. It has now been enacted, and we are busy roll-
ing—putting that in place. We think that the new Hope for Home-
owners will perform substantially better than the flawed program 
that we inherited at the beginning of the year. 

Senator MERKLEY. Well, I certainly wish you Godspeed in pur-
suing this and appreciate your effort to expedite it in every possible 
way. 

I would like to follow up, because my time is out, but follow up 
with my staff and get details on the 160,000 modifications. One of 
the things I have been concerned about is that some modifications 
are better than others, and modifications that we saw early on, 
where simply a family was told, well, you don’t have to pay for 3 
months, but then you have got to make it up over the next 12 
months, the payments actually went up, really didn’t help the situ-
ation at all. I want to get a better understanding of what share of 
those 160,000 modifications actually represent paths to avoid fore-
closure and will be a solution. 

Mr. APGAR. Well, just a quick answer on that. One hundred per-
cent of the modifications that are being done brings the homeowner 
to a 31 percent DTI. They are deep, true modifications, not the 
things that were passing off as modification which actually in-
creased the borrower’s payment in some of the earlier reports on 
modifications. 

Senator MERKLEY. That is excellent. Thank you. 
Senator Menendez. 
[Presiding.] Thank you. 
Senator Johanns. 
Senator JOHANNS. Thank you, Mr. Chairman. 
Secretary Allison, how many homes would be in foreclosure 

today? What would the total number be? 
Mr. ALLISON. I am not sure of the exact number, but it num-

bers—the numbers are far too high. 
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Senator JOHANNS. And how many go into foreclosure every 
month? 

Mr. ALLISON. I think we are seeing several hundred thousand a 
month. 

Senator JOHANNS. Is that accelerating or is that declining, that 
monthly number? 

Mr. ALLISON. I think we are seeing that as unemployment has 
been rising, the rate of foreclosures has risen to an extent. 

Senator JOHANNS. I have an impression that as we have gone 
through this subprime mess, that part of what we are dealing with 
now, and I wouldn’t know how to quantify it, I haven’t even read 
any statistics about it, but that we are now moving into another 
phase of foreclosure-related problems related to unemployment ris-
ing and people, if they don’t have a paycheck, even with unemploy-
ment, they are probably in a crisis very quickly. Would that im-
pression be accurate? 

Mr. ALLISON. Well, we certainly are seeing that while early on, 
excessive speculation accounted for a lot of the foreclosures, now 
certainly unemployment is a major factor. And that is why the Ad-
ministration has also introduced and the Congress has approved 
the Economic Recovery Program. That is the $800 billion of ex-
penditures between now and the end of 2010. 

Senator JOHANNS. Here is what I would suggest to you. I didn’t 
vote for that because as a former mayor and a Governor, I couldn’t 
figure out how there was any possibility that that would be a job 
creator. I just didn’t see it. At least initially, we aren’t seeing it. 
Some have even gone so far as to call it a flop. Whether it is or 
not, time will tell. But if that doesn’t work, if, in fact, the three to 
four million jobs that were promised by the President don’t occur, 
how much worse does this get? 

Mr. ALLISON. Well, I think all of us have to be intent on doing 
the best we can to ameliorate the problem, and I think that the Ad-
ministration, with the support of the Congress, has enacted very, 
very bold programs to deal with this extremely serious crisis. 

Mr. ALLISON. Let me come at this from another angle. I look at 
these huge foreclosure numbers. I look at the really paltry amount 
of impact that you are having at this point, and it is. It is very, 
very small. And I understand the situation with the new Adminis-
tration. But here is my struggle. I see these extravagant promises 
in just about everything that happens here—and I am new to this, 
too, myself—and then I see this terrible execution. You know, the 
stimulus money isn’t getting out. You are not getting on top of the 
foreclosure numbers. And that has nothing to do with what you in-
herited. Execution is what you do every day. 

Tell me when you break through here. Tell me when you are up 
and running and going and the next hearing—when can we invite 
you back for a hearing where you say, boy, I know when we were 
here in July, it was pretty ugly, but now we are hitting on all cyl-
inders and we are doing exactly what you want us to do. Is that 
a week away? Is that a month away? Is that a year away? When 
will you be able to assure us that the program is firing? 

Mr. ALLISON. Senator, my expectation is that sometime in the 
fall, we will probably be at the near capacity on this program in 
terms of scaling. We are working very hard to do that. But we will 



29 

not rest even then. There will still be more we can probably do. We 
are constantly reevaluating the program, even at this very early 
stage, to see how we can do it better. We have got to be in touch 
with the American public, the community groups, the banking sys-
tem, with the Congress, obviously. We have to be reporting to you, 
and beginning next month—— 

Senator JOHANNS. So—— 
Mr. ALLISON.——you are going to see more complete reporting on 

how well this program is working so we can all assess its effective-
ness together. 

Senator JOHANNS. So if we say fall is October 15 and you are at 
capacity at that point, what is capacity? What can I write down on 
a sheet of paper here, and when you are invited back I can remind 
you that you told me by fall, and I picked the date October 15, that 
you are at capacity? Tell me what that number is. 

Mr. ALLISON. Well, what I mean is we have signed up now 
servicers representing about 85 percent of the total mortgages in 
the country. We can still reach more servicers to get at the rest of 
that 15 percent and we are going to try hard to do that. But with 
the 85 percent now covered, we want to make sure that these 
servicers are scaling as rapidly as possible so they can reach all of 
the eligible homeowners, and that is going to take some time. 

I want to point out again, this was intended to be a multi-year 
program, as is the overall Economic Stimulus Program, and it is 
going to take time to implement, unfortunately, all of these pro-
grams. 

Senator JOHANNS. Here is what I would tell you, though. Those 
weren’t the promises made. You know, the promises made were 
very vastly different on the economic stimulus package than what 
you are trying to sell me on today. And I am just saying to you that 
if you can’t tell me how many homes will be impacted monthly by 
the time you are fully ramped up, I don’t know what you are head-
ing toward and I don’t know how $50 billion is therefore going to 
be effectively spent, and that is my point. 

I have started new administrations as a mayor and a Governor. 
Sir, you always inherit something, and you know what? You are 
going to leave something behind for the next people. It is just the 
reality of life. But it is the execution that I think is just desperately 
worrisome here. And if you can’t articulate what the goal is, how 
do you even rally the troops back in your office to get to whatever? 

I walk away from this hearing not better informed about what 
that is going to be and I think that is a serious flaw in what you 
are doing. 

I am sorry I am out of time, but those are my thoughts. I just 
think if you can’t tell us what you are headed to, what your goal 
is in terms of number of properties you are going to deal with each 
month, we will be flailing around with this 2 years from now and 
it will be regarded as a failed program, a costly failed program. 
Thank you. 

Senator MENENDEZ. Senator Bennet. 
Senator BENNET. Thank you, Mr. Chairman. 
I wanted to, now that we have gotten around the horseshoe here, 

share a really typical story that I get in my office or when I am 
traveling the State and I think it is typical of what people on this 
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Committee hear about every day, and this comes from David 
Croach of Aurora, Colorado, who is a former Air Force Security Po-
lice Officer. 

Last year, David was laid off. He found another job, but was laid 
off again and has been looking for full-time employment since 
March. From a part-time job, David makes about $20,000 a year, 
down from his former salary of $61,000 per year. In a letter to my 
office, he wrote: 

I have a 14-year-old son and am doing the best to make ends meet. Unfor-
tunately, ends aren’t meeting anymore. I have exhausted my savings, had 
to disburse my 401(k) to pay bills and attempt to save my house. 

After calling the Colorado Foreclosure Prevention Hotline, David 
was referred to a HUD-certified counselor who recommended that 
he apply for a loan modification. Unfortunately, David was told by 
his mortgage lender that he made too much money to qualify for 
a loan modification. Instead, the bank offered to take his overdue 
balance and put the balance back into the loan, which would have 
increased his payments. The bank wouldn’t consider any other op-
tions. 

In discussing his situation with my staff, he noted that every 
time he turned around, the answer from his lender was no. He filed 
for bankruptcy on May 28 and foreclosure remains a serious threat. 

We hear about these stories on a daily basis, and I appreciate 
your efforts, by the way. Thank you for your service. I am won-
dering, as this gets ramped up, as people need to hear the informa-
tion that you are providing, the trips to Florida and to the North-
west you talked about, whether there is some way we can work 
with lenders to forestall some of these foreclosures as the program 
gets ramped up, to be able to, where possible, have some sort of 
moratorium that says we are not going to foreclose paying loans 
during this period of time. 

And I realize there are all kinds of unintended consequences of 
what I am talking about, but the shame here would be if the inabil-
ity to be able to get the money out, the inability to be able to have 
people understand the procedures and processes leaves us in a situ-
ation where foreclosures that could have been avoided aren’t. And 
as you were saying earlier, the effect of a foreclosure or a fire sale 
on an entire neighborhood, on the home equity value of tens and 
hundreds and thousands of other homeowners in the country are 
affected, potentially by foreclosures that never should have hap-
pened to begin with. 

And I wonder if you have any thoughts on that as a potential 
strategy that we could employ to make sure that we are beginning 
to get ahead of this massive problem rather than continuing to 
trail behind. 

Mr. APGAR. Well, thank you for that question. We just heard that 
one of the central issues is execution, and we hear hundreds of sto-
ries of the type you told us brought to you by your staff and by our 
community connections around the country and from our own per-
sonal visits in communities. In my sense, a lot of people are feeling 
and saying things that are true. 

When I hear that story, I think that whoever was on the other 
end of the phone from that individual was not executing the pro-
gram as directed by our guidelines. That person sounds to me— 
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without more details, I couldn’t be sure—that they should be eligi-
ble. Certainly, they don’t need more income to qualify—they don’t 
have incomes that are too high to qualify. And so what is the ques-
tion? 

That is the central focus of this effort, to bring the major—inform 
the major leaders, the CEOs of these companies to sort of say, tell 
us how that story could be happening in your company. What was 
the disconnect? Was it a lack of training? Was it a lack of resources 
on their part? Was it our problem, that the rules are too complex 
to implement? What is going on here? Because our sense is that 
many of these stories, in fact, reflect situations that could and 
should be corrected, that every time we miss one of those, some-
body then goes into foreclosure and adds to the problem. 

And so it is execution, execution, execution, and that is the major 
focus of the next set of initiatives that Secretary Allison indicated. 
Let us figure out how to get the program working as it was de-
signed. 

Mr. ALLISON. Senator Bennet, if I may add to Mr. Apgar’s an-
swer—— 

Senator BENNET. Please. 
Mr. ALLISON.——under the rules of the program, a servicer in 

the program should not foreclose unless the servicer has first 
checked on whether the person is eligible. We are also going to be 
auditing this program, and that is Freddie Mac’s role, to make sure 
that people who were eligible were offered a modification. And so 
we are aware of the problem and we hear these same complaints. 

That is one reason why we are calling in the servicers at the end 
of this month, to discuss this with them. We want to see better ad-
herence to the program. We want to see the metrics. And we 
have—we are developing metrics for that very reason. We have got 
to surveil this program to make sure that the intention is being im-
plemented by every servicer. 

Senator BENNET. I just would underscore what you have heard 
today, which is that the visibility and the urgency with which the 
issues in New York and Wall Street were addressed needs to not 
come in first in this race of urgency, because our homeowners are 
suffering tremendously, and whatever you can do to put in big 
block letters in the front offices of the providers that you are talk-
ing about, something that says, check twice and make sure you are 
doing whatever you can do to keep people in their homes, because 
it is in everybody’s—it works to the benefit of everybody. 

This is one of those cases where no one wins if a foreclosure that 
could have been avoided isn’t avoided. No one wins. The banks 
don’t win. The other homeowners in the neighborhood don’t win. 
The community doesn’t win. And it just would be a shame if we 
are not doing everything we can possibly do to expedite this or to 
make sure that bad decisions are forestalled so that you have the 
opportunity to do the work you are trying to do. 

I, for one, and I am sure the rest of the Committee feels this 
way, would love to hear after your meeting next week or next 
month what the targets are and what the agreed upon steps are 
going forward so that we have some assurance that things are mov-
ing forward and that we have done everything that we can do. I 
would like to join the Chairman in saying, if there are things that 
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we haven’t done, let us know what those things are because this 
housing issue is a fundamental issue for our families and also our 
economic recovery depends on our getting this right. 

I appreciate your testimony. Thanks for being here. Thank you, 
Mr. Chairman. 

Senator MENENDEZ. Senator Warner. 
Senator WARNER. Thank you, Mr. Chairman. I guess as you will 

conclude, that as the next-to-last, I have got to at least make a cou-
ple of quick comments about some of the comments made by my 
colleagues. 

One, I would echo Senator Corker’s comments about I hope this 
Committee will have a chance to examine some of our past policies 
where we encouraged folks to get into homes with no documenta-
tion, no money down, no equity involved, no skin in the game, and 
clearly one of the things that generated this crisis. 

I do have to comment on Senator Johanns’ comments about the 
stimulus. It was not perfect and I share concerns about some of the 
dollars getting out. But I have got to tell you, for a bill that has 
got north of $200 billion of tax breaks in it that is helping at least 
folks in my State and businesses, small businesses on 5-year look- 
backs, we have had testimony here of the one little brief upstart 
we had in housing purchases oftentimes generated by funds in 
terms of that $8,000 new purchasing tax credit, and I was a former 
Governor and I can assure you, at least in the Commonwealth of 
Virginia, and I would strongly believe that in every State around 
the country, there are thousands of teachers that have not been 
laid off because of Federal funds that are going into States to help 
ameliorate the budget crisis, thousands of construction workers 
working on roads right now that otherwise would not have been 
worked on, and literally millions of Americans, those who receive 
Medicaid payments still getting the health care they need because 
of that Federal assistance to States in crises where they still do 
have to balance their budgets, and I think that for many of those 
States, they have got the worst days to come in front of them. 

I want to follow up on Senator Bennet’s comments, as well. I can-
didly believe that we have a potential flood of foreclosures waiting 
in the wings. At least in my State, many banks have kind of slowed 
the process on foreclosure, waiting to see the effects of these pro-
grams that are being rolled out, and I have the same sense of ur-
gency of colleagues on both sides of the aisle that we appreciate the 
challenge you have got, but we have got to get this out sooner, 
quicker, faster, more expeditiously. 

We have the same kind of stories that Senator Bennet indicated 
and you are hearing, as well, that consumers are feeling like there 
is opaqueness in the program. A neighbor gets accepted. They get 
turned down. There seems to be no remedy. 

The question I have—my first question, and I will try to get both 
of them in—the first question is, we put in place a number of in-
centives and sweeteners to servicers to participate in the program. 
I hope as you bring these servicers in and you will look at which 
servicers are actually acting in good faith and which are not, we 
have used the carrots. Do we need some sticks? And what kind of 
actions are we going to be taking if we can find evidence of a pat-



33 

tern of those servicers who are not acting in good faith in terms 
of enacting this program. Have you thought about the sticks end? 

Mr. ALLISON. Senator, we first of all are going to be publishing 
on a servicer-by-servicer basis their performance, beginning next 
month. And since we made that known, we have seen the addi-
tional activity on the part of a number of servicers, which is wel-
come. 

Let me point out that we do have ambitious goals for this pro-
gram. We want to achieve loan modifications numbering between 
three and four million over the next several years. We know we 
still have a long way to go, but this program is just getting started. 

We need to have the servicers working very hard with us. We are 
going to be meeting with them continuously. They are also not 
going to receive those payments unless they are performing. So 
they have a strong incentive to get out and try to modify as many 
eligible loans as possible. 

So I think a combination of public disclosure, having them come 
testify before your Committee, another powerful incentive to per-
form. We want to be working closely with you, getting more ideas 
about how we can do better. And we want to be out talking to the 
public, as well, to see how well the—— 

Senator WARNER. Well, I would only add that I think disclosure 
is important. Public embarrassment might be another step up. 

Mr. ALLISON. That is right. 
Senator WARNER. But when people’s lives are at stake, I hope 

you will think, as you thought creatively in creation of this pro-
gram in terms of the carrots, that you think equally creatively in 
terms of potential sticks or penalties. 

And that would be my last question. It seems we are seeing some 
evidence that those servicers who still retain the loan, the whole 
loans, are acting in better faith—they obviously have more of a fi-
nancial interest in some level of resolution—and that those baskets 
of investor-backed loans where the servicer has no skin in the 
game, that there is still a much greater pattern of dumping of 
those properties and not as great of participation in terms of the 
modification program. Are you seeing that pattern, as well? 

Mr. ALLISON. I cannot tell you for certain that that is the case. 
I think that with the greater disclosure we are going to be making, 
that will become very abundantly clear over the next several 
months, whether that is the case or not. But I can’t give you a spe-
cific answer to your question, Senator. We will be glad to look at 
that and come back to your office. 

Senator WARNER. And again, I cannot urge you enough that 
whether there are additional incentives or potential penalties or 
sticks out there, you have got to come forward. I just am concerned 
with these kinds of stories that we are all hearing, and Lord knows 
you are hearing them directly, as well. The immediate hardship 
this provides upon a family or upon an overall neighborhood, 
maybe public embarrassment is not enough for some of the folks 
who are not acting in good faith in this program. 

Mr. ALLISON. Thanks for your suggestion, Senator. 
Senator WARNER. Thank you, Mr. Chairman. 
Senator MENENDEZ. Thank you, Senator. 
The Chair would be next, but I want to—— 
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Senator SCHUMER. No, please. 
Senator MENENDEZ. I want to recognize—— 
Senator SCHUMER. I need a few minutes to get—I would prefer 

a few minutes. 
Senator MENENDEZ. OK, great. All right. 
Let me thank you for your testimony today. Look, I want to start 

off putting something in context here. I appreciate Senator 
Johanns’ comments, but in March of 2007, we had a hearing here 
and there was a previous Administration, and at that hearing I 
said we are going to have a tsunami of foreclosures and the Admin-
istration looked at me and said, well, Senator, that is an exaggera-
tion. Unfortunately, I wish they had been right and I had been 
wrong. 

If, in fact, we started working in March of 2007 to mitigate the 
tsunami of foreclosures that we had not fully seen the crest of, we 
would be in a much better position today. I think that is important 
to understand the total spectrum of what we are facing today. This 
Administration has had approximately 6 months since it took of-
fice, so, you know, I just want to put that in context. 

Having said that, however, let me say that as the Chair of the 
Subcommittee on Housing, I share Chairman Dodd’s concerns that 
he expressed in my opening statement and I am not happy. I am 
not happy with where we are at. I think there is a lot more to be 
done. 

So let me start off by asking some questions here. What number 
of modifications do you—per month will you consider a success? 

Mr. ALLISON. Senator, we certainly aren’t satisfied with the level 
that we have today. I think that the number will vary over time, 
but I think we need to be on a pace to achieve three to four million 
modifications by the end of 2012, and that is a major undertaking. 
No program has ever come close to that. And that will have a 
major impact on many families across the country and also help to 
preserve homeowners. 

Senator MENENDEZ. If you did three to four million by 2012, that 
means roughly a little over a million a year, is that fair to say? 

Mr. ALLISON. Yes, sir. 
Senator MENENDEZ. So if it is a million a year and you divide it 

by 12, you are talking about what a month, 100,000, roughly? 
Mr. ALLISON. Yes. It would be around 20,000 a week, and I can 

tell you that in the past few weeks, we have actually exceeded that 
number. But we are not satisfied even with that. We would like to 
achieve the home modifications as rapidly as possible. 

Senator MENENDEZ. Well, we are looking at 2.4 million fore-
closures just this year alone, and this is the problem. You know, 
time is not on our side. More importantly, it is not on the side for 
families of this country and the consequences in the economy. So 
this has to move much more significantly. 

If we are not at that level in this period of time that we are talk-
ing about ramping up, what is your Plan B? 

Mr. ALLISON. Well, we believe, first of all, that this program, be-
cause it has just gotten started, has not nearly reached its poten-
tial. We are encouraged by the rate of improvement week to week 
that we have been able to achieve over the last 10 weeks and we 
expect further improvement down the road. We are not just satis-
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fied with doing the three or four million over 3 years. We would 
like to achieve that faster. And we need to, week by week, get a 
better sense of how the servicers are doing against the number of 
loans that each one of them has outstanding, and we are going to 
be comparing the rates at which they manage to contact as many 
of those eligible homeowners as possible. 

Senator MENENDEZ. But let me ask you, I am not happy of where 
we are at with the servicers. I sent a letter to them in anticipation 
of this hearing. Let me ask you this. You know, one of the reasons 
I am asking you what is your rate of success is because we can’t 
determine whether the servicers are doing the right thing unless 
we know what the rate of success is. I mean, we need a little trans-
parency and we need some information here in order to establish 
what are the right benchmarks. I am all for having those who are 
not performing be publicly known, but that—I want to echo Sen-
ator Warner’s remarks. That is not enough. There have to be con-
sequences here. We have created incentives. There have to also be 
consequences here at the end of the day. 

And so I want to know what you are going to do with servicers 
if, in fact, they have signed a contract, we have created incentives, 
and they are not living up to it. 

Let me ask you this. When are those—will those with VA, FHA, 
and home equity loans be eligible for the program? 

Mr. APGAR. On the FHA front, yes. With the new authority in 
the recently enacted legislation, we are going to do an FHA modi-
fication program that is closely aligned with the overall Adminis-
tration’s plan. That program is ready to roll out and should be 
available very shortly. It will provide deep, true modifications of 
the type that FHA has not been able to do in the past and that 
will not only help those borrowers in distress, but also, because 
FHA already owns the mortgage risk, will probably turn a small 
profit back to—— 

Senator MENENDEZ. What is the timeframe for that? 
Mr. APGAR. The next couple weeks. 
Senator MENENDEZ. The next couple of weeks. What about the 

VA and home equity loans? 
Mr. APGAR. The VA, I believe, is on the same pace. I am not sure 

about the question on the home equity loans. That is the second 
lien program, which also is close to rolling out in the next couple 
of weeks. 

Senator MENENDEZ. Let me ask you, to what extent does the cur-
rent foreclosure program depend on the borrowers being delin-
quent? You know, back at home in New Jersey, we have an enor-
mous number of homeowners who tell us that their lenders tell 
them, perhaps incorrectly, that they first need to be delinquent on 
their mortgages to be eligible for the Federal programs. Having de-
linquency as a program requirement obviously gives borrowers bad 
incentives to default on their loans. What is the nature of that? 

Mr. ALLISON. Senator, people do not have to be delinquent to 
qualify—— 

Senator MENENDEZ. But we hear this all the time—— 
Mr. ALLISON. Yes, sir—— 
Senator MENENDEZ. All the time, we hear people who tell us— 

and then they purposely—look, I have a woman who is here who 
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serves the Senators in the Capitol. She is not my constituent per 
se, she doesn’t live in New Jersey, but she told me her story. She 
was told that she had to be delinquent in order to qualify. Then 
she purposely becomes delinquent in order to qualify, and now she 
is having a hell of a time trying to get a modification. There is 
something fundamentally wrong with this. I mean, I understood 
the law to be very clear that you don’t have to be delinquent. 

Mr. ALLISON. Right. 
Senator MENENDEZ. How can any servicer or any lender say you 

have to be delinquent? There should be a consequence for that. It 
is false. 

Mr. ALLISON. Senator, we totally agree with you, and that is an-
other reason why we are bringing the servicers in next week to talk 
to them about this. We want to make sure the information they are 
giving out is correct. Now, they have to do additional training of 
their representatives. We have to make sure that we are moni-
toring their actual performance and auditing to make sure that 
people who are eligible in their population of mortgage holders—— 

Senator MENENDEZ. Secretary, let me just say, and I will stop 
here. 

Mr. ALLISON. Yes, sir. 
Senator MENENDEZ. Let me just say this. It is very simple. All 

the training in the world—there is one simple statement to anyone 
who works for you. You do not have to be delinquent in order to 
be eligible for the program. That is it. Now, how much training 
does that take? How much training does that take? 

Mr. ALLISON. Senator, we very much agree with you, but—— 
Senator MENENDEZ. This is why there have to be consequences 

if, at the end of the day, people are not doing the right thing under 
the law. 

Mr. ALLISON. Yes. 
Senator MENENDEZ. Senator Schumer. 
Senator SCHUMER. Thank you, Senator Menendez, and thank you 

for chairing the hearing. I thank Senator Shelby. It is an important 
hearing, although a good part of me can’t believe that two full 
years after the first signs of this crisis were becoming plain for all 
to see, we are still sitting here talking about how to prevent fore-
closures. 

More to the point, 5 months after the Administration announced 
the Making Home Affordable Program, which was supposed to help 
between seven and nine million homeowners modify their mort-
gages, we are hearing only a few hundred thousand modifications 
have been offered and only a fraction of those loans have actually 
been modified. 

You know, when it was explained to me, I thought it was great, 
you know, focusing on the servicers, giving them incentives. Obvi-
ously, it would have been better to have the stick of bankruptcy in-
volved, but that is not in the cards. And it is sort of befuddling as 
to why it is not working, but it clearly isn’t working the way it 
should be and so you need to change things. 

Now, I have one proposal that might help here. I hear that one 
of the things that you are thinking about—one of the things that 
I am thinking about, anyway, I don’t know if you are thinking 
about it—but one of the things I am thinking about is giving home-
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owners facing foreclosure the option as a last resort of renting their 
home for a period of time at a fair market rate. This wouldn’t cost 
taxpayers any money, wouldn’t bail out the lenders. 

Homeowners would be able to stay in their home even after de-
faulting on the mortgage, but they no longer own the home so there 
is little temptation to take advantage of this program unless all ef-
forts at reworking the mortgage have failed. 

For banks, in many cases, it would be better and cheaper than 
foreclosure, particularly given how depressed our housing markets 
are now, and maybe in a year or two they would be better. 

Neighborhoods can ill afford more foreclosures. I have seen this 
throughout my State, downstate and upstate alike. It puts more 
pressure on vacant properties. The more foreclosures you have, the 
harder it is for housing markets to recover, which is an overall goal 
of this economy. And, of course, it helps preserve neighborhoods, 
because someone living in a home is a lot better than a vacant fore-
closed home, and these foreclosed homes don’t get sold too quickly 
given the housing market. 

So would Treasury consider this kind of program? If so, can you 
describe how it would work, what you think the pros and cons are, 
and what is the likelihood it could happen? 

Mr. ALLISON. Senator, we are going to be looking at that thought. 
That is a very thoughtful suggestion. I think we have to look at 
this, too, on a case by case basis. There are various programs we 
are rolling out right now for those who cannot afford to stay in 
their homes and those will include deeds-in-lieu as well as short 
sales of the property so they can extinguish the mortgage and we 
provide an allowance for them to seek housing that they can afford. 

The question you are raising is whether they ought to be able to 
stay in that house and rent—— 

Senator SCHUMER. Yes. It would make sense. 
Mr. ALLISON. Yes, and it is certainly an idea that we are think-

ing about and perhaps Mr. Apgar can talk about that from the 
standpoint of HUD, as well. 

Senator SCHUMER. Go ahead, Mr. Apgar. 
Mr. APGAR. Yes. HUD is looking at a range of options. I mean, 

what we have is a lot of households that are losing their home and 
a lot of homes that have been lost, and figuring how to put those 
back together either by not letting the household depart the home 
through some continuing rental option, or if they do leave the 
home, get another renter or another reuse of that property. And so 
we are exploring a wide range of options, both through the Neigh-
borhood Stabilization Program—— 

Senator SCHUMER. So what would stand in the way of getting 
this done? I know you can always rent a home once it is foreclosed 
on. Banks do that—— 

Mr. APGAR. Right. 
Senator SCHUMER.——if they can’t sell it. But that, again, is 

going to involve finding a new tenant, vacancy, and all that. It is 
a lot easier to let the tenant stay in their home and then the value, 
a year or two later, maybe the market comes back up and you don’t 
even need to foreclose on it. 
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Mr. APGAR. Well, we are investigating and looking at other pro-
grams that have been like that around the country. Freddie Mac 
had an option like that. 

Senator SCHUMER. Well, give me off the top of your head—— 
Mr. APGAR. One of the obstacles was, quite surprisingly, that the 

homeowner, having gone through the anguish of delinquency, fore-
closure, and what, many of them said they didn’t want to stay on 
as renters, which was surprising to us. So the question is, what is 
blocking that program—— 

Senator SCHUMER. Yes, but what about—— 
Mr. APGAR.——from working where it has been tried? We will 

figure that out and we will see if we can make it work. 
Senator SCHUMER. OK, but let us say—give me an objection, ei-

ther Mr. Allison or Mr. Apgar, to a homeowner who said, I do want 
to stay in my home. I have lived here. I have all my stuff here. I 
don’t know where I would move. I have my patterns. My kids go 
to school here. Whatever. 

Mr. APGAR. If you could figure out a fair rent, it seems like it 
would be a fair deal. 

Senator SCHUMER. OK. It doesn’t seem to me to be too hard to 
figure out a fair rent. And I will bet, I don’t know, that in many, 
many cases, the fair rent is less expensive to the bank—obviously, 
they are not going to get as much money as the mortgage was or 
we wouldn’t be in that boat to begin with—than foreclosing. 

Mr. ALLISON. Well, we are—— 
Senator SCHUMER. And then I have found in lots of foreclosed 

homes, the home gets in bad shape pretty quickly. 
Mr. ALLISON. Yes. Again, we agree that you have a very thought-

ful suggestion. I think we owe you a response—— 
Senator SCHUMER. Good. 
Mr. ALLISON.——as we complete our analysis. 
Senator SCHUMER. That would be great. 
Mr. ALLISON. Thank you. 
Senator SCHUMER. OK. Next question. I don’t know what my 

time is here, since I am still on your time, Mr. Chairman, but I will 
take advantage. 

[Laughter.] 
Senator MENENDEZ. I am surprised. 
Senator SCHUMER. Very funny, Bob. 
[Laughter.] 
Senator SCHUMER. The banks and servicers—ever since I per-

suaded him to take the DSCC, he has been less friendly to me. No, 
that is a joke. 

The banks and servicers complain that the Administration rolled 
out its plan too quickly without consulting them. They haven’t had 
time to put the necessary resources in place to handle the volume 
of modification requests they are facing. But at least one bank, J.P. 
Morgan, has, according to our information, performed much better 
than the others, completing approximately half of all loan modifica-
tions completed so far. 

If it is just a matter of getting people and technology in place 
and preparing paperwork, why is one bank able to do a lot more 
than the others? Have you looked at seeing what their success is 
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compared to the not very great success of a lot of the other major 
servicers? 

Mr. ALLISON. Senator, we have looked at their success and they 
should be commended for their rapid action and we are pressing 
others to act more rapidly—— 

Senator SCHUMER. But what are they doing differently? That is 
my question. I am not asking to give them a gold star. I am rather 
trying to learn from their success and how we apply it to other in-
stitutions that are not getting as many modifications done. 

Mr. ALLISON. Yes, sir. Well, not speaking for J.P. Morgan, they 
can tell you directly, but I believe that they—— 

Senator SCHUMER. Well, they don’t know what is happening in 
the other banks. They know what is happening in theirs. 

Mr. ALLISON. They must have concluded that this crisis was 
going to be here for some time and it made much more sense to 
address it forthrightly and rapidly than allow it to continue to 
build. 

Senator SCHUMER. And you say the other banks, the other 
servicers, most of whom are major banks—as I understand it, two- 
thirds of the servicers of mortgages are major TARP recipients or 
something to that effect. I may have the number off, but a large 
percentage. Are the other banks sort of ignoring reality here? 

Mr. ALLISON. I think it is fair to say that some banks were slow-
er to recognize the enormity of this problem and its potential lon-
gevity than others. And I think more and more, as Mr. Apgar testi-
fied earlier, have concluded that they must take action and we 
have created incentives for them to do so. And I think, again, publi-
cizing their activities is going to have a major impact on the will-
ingness of these companies to act rapidly. 

Senator SCHUMER. Finally—go ahead, Mr. Apgar. 
Mr. APGAR. Secretary Donovan invited the senior leadership of 

the J.P. Morgan Chase company in to explore what they were doing 
right in order to learn from that, and essentially they have a sys-
tem of home ownership centers, calls, outreach, a more integrated 
system that clearly has ramped up—— 

Senator SCHUMER. Well, are they willing and are you willing to 
share that with the other banks so that—— 

Mr. APGAR. That will be part of the dialog at the end of the 
month, as we not only talk about what are the obstacles but what 
have been best practices other—— 

Senator SCHUMER. Do you think many of the other banks would 
be willing to accept that kind of methodology? 

Mr. APGAR. We certainly hope so, because we believe that every-
one shares the commitment to get this crisis under control. 

Senator MENENDEZ. We have a second panel, so if you could 
wrap up—— 

Senator SCHUMER. OK. Could I do one final question? 
Senator MENENDEZ. Fine. 
Senator SCHUMER. Thank you. I apologize. 
I have been concerned for some time with the effect of predatory 

equity in the residential real estate market. That is when investors 
buy residential properties, often in affordable communities. They 
pay very high prices—that is happening less now, but still hap-
pening—with the help of massive amounts of leverage. And so in 
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order to make a profit, they stop doing maintenance and upkeep. 
They make every effort to kick out low-income tenants so they can 
renovate the apartments and raise rents. I find this a despicable 
practice and I have gone after the people who do it. But the people 
who enable them, who lend them the money, should equally be 
blamed, and I know that Secretary Donovan cares about this, be-
cause when he was HUD Commissioner, we worked on it together. 

Is Treasury or HUD currently working on programs that would 
address the problem that I have labeled predatory equity? 

Mr. APGAR. Yes, we have been working on this issue. I just would 
point out, of course, that not only is this an issue in New York, but 
nationwide, we are seeing over-leveraged buildings or buildings 
where, just like single-family homes, there is more—the value of 
the property is less than the value of the outstanding mortgages. 
What is troubling about this is many of these mortgages are on the 
balance sheets of some of the smaller community banks that we 
were talking about earlier and makes them specifically at risk, and 
so we are working on options to try to address this crisis, both talk-
ing with our colleagues in Treasury as well as throughout the Ad-
ministration. 

Senator SCHUMER. Yes, and I will conclude now, but I think you 
need to talk to some of the bank examiners. The standards by 
which these loans were allowed to go forward were lax and unreal-
istic in terms of what kind of rents could pay back that kind of 
price that they paid for these buildings. 

Mr. APGAR. Mm-hmm. 
Senator SCHUMER. Thanks. 
Senator MENENDEZ. Thank you, Senator Schumer. 
Thank you both for your testimony. I look forward to hearing 

back from you on some of the issues that the Committee has 
raised. 

With that, let me call up our second panel, invite them to come 
up to the table. As they come up, let me, to advance the time, intro-
duce them. 

Let me welcome our second panel. Let me start off by welcoming 
Thomas Perretta. He is from Chairman Dodd’s State of Con-
necticut. And if we could ask people to please, if you are finished 
with listening to the hearing, leave the room quietly. Thank you. 
Please, have a seat. 

Mr. Perretta is from Chairman Dodd’s State of Connecticut. He 
has worked for the Connecticut Board of Education for 11 years 
and he is going to share with us his story of how he tried to modify 
his mortgage. Mr. Perretta, I just want to say what you are doing 
here today, coming before the Committee to discuss a very personal 
life story is not only meaningful but courageous. I know I speak for 
all of our colleagues in saying that we are very grateful for your 
willingness to come and share your personal story. 

Let me welcome Joan Carty. She is the President and CEO of the 
Housing Development Fund in Bridgeport, Connecticut. Ms. Carty 
is a longtime community leader, having served as Director of the 
Bridgeport Neighborhood Fund and Stamford’s Neighborhood Pres-
ervation Program. We are grateful to her for her hard work and 
years of experience that she brings before the Committee today. 
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Next, I would like to welcome Paul Willen, who is the Senior 
Economist and Policy Advisor at the Federal Reserve of Boston. 
Mr. Willen is well published in the areas of financial management 
and mortgage markets. He recently finished some very interesting 
publications on the current foreclosure crisis. 

Next, I would like to welcome Mary Coffin, who is the head of 
Mortgage Servicing and Post-Closing at Wells Fargo Home Mort-
gage. In her capacity, she oversees an operation that reaches 7.9 
million customers. She is a member of the Wells Fargo Executive 
Management Committee, where she helps to craft the company’s 
overall strategic direction, and she has worked in the mortgage in-
dustry for more than 25 years. It doesn’t appear so, but it looks 
like it according to the statement. It says 25 years. 

Let me welcome Mr. Curtis Glovier, Managing Director at For-
tress Investment Group,. Mr. Glovier is a partner in Fortress’s hy-
brid funds area, managing both government relations and private 
equity efforts. He brings with him many valuable years of experi-
ence working in the financial markets. 

Let me also welcome Allen Jones, who is the Default Manage-
ment Executive at Bank of America. Mr. Jones manages Bank of 
America’s strategy and interaction for default management and 
loss mitigation with public policy groups and with Congress. Before 
working with Bank of America, he worked with HUD and with 
KPMG. 

And last, let me welcome Diane Thompson, who serves as Coun-
sel at the National Consumer Law Center. Prior to her current po-
sition, she served in the Land of Lincoln Assistance Foundation as 
a home ownership specialist and a supervising attorney. She be-
longs to many important boards, including the National Commu-
nity Reinvestment Coalition’s Board and the Consumer Advisor 
Council of the Federal Reserve. 

Welcome, all. We are going to have your full statements included 
in the record. Because this is a large panel and we want to get all 
of your testimony in before any votes, we are going to ask you to 
stick to the 5-minute timeframe that I think the Committee ad-
vised you that you would have so we can get everybody’s testimony, 
hopefully some questions in, and go from there. 

With that, Mr. Perretta. 

STATEMENT OF THOMAS PERRETTA, CONSUMER, 
STATE OF CONNECTICUT 

Mr. PERRETTA. Good morning, Mr. Chairman and Ranking Mem-
ber Shelby and everyone. 

My mortgage problems became evident when my wife, Susan, 
passed away June 1, 2008. We worked hard doing the best we 
could for our son, living within our means. We had vacations. We 
enjoyed ourselves. We stayed—I am going off the top of my head 
with this. 

We stayed at my in-laws for a year and a half, saving money for 
the downpayment for the townhouse. Tommy did well in high 
school. She was creative in getting him through college. He grad-
uated from Quinnipiac last year and he was going to do physical 
therapy. He wanted to take a year off to be with Mom. Mom didn’t 
make it. 
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We worked all our lives. I am lucky. I have been working with 
the Stamford Board of Education for 11 years. I am in my twelfth 
year right now. I am very fortunate for that. 

After going through, getting Tommy through college, all the 
bills—she had taken care of the bills for the last 24 years—Tommy, 
you have got to take the $2,000. Here is a check. Go pay the mort-
gage. We have got to do this. She was in a nursing home at 
Longridge, still writing out the checks. She was still paying the 
bills. 

When she passed away, I had to borrow money. I had no money 
to bury her. I borrowed—I just go done paying $16,000 from last 
year to bury her. A lot of friends, my in-laws, the funeral director 
was very understanding. I am on a—we had a large electric bill. 
I am on a yearly electric plan with CL&P. I have negotiated pay-
ments with my common charges. I took the cable box out for TV. 
I am on cell phone only. We don’t have a regular phone. We have 
a computer on AT&T for my son. I am taking the car back. I can’t 
afford the car payment. 

I started realizing the problems after the holidays this past year, 
that I was going to have to—I contacted Chase. I wanted to know 
what to do. I talked to a lady—they were always in touch with 
me—with the statement that we owed—my mortgage was $2,031. 
It went up a little bit with the taxes and everything. I kept getting 
a bill. My late charges had piled up. I tried to keep up. At one 
point, I paid the first payment I was late and then another $2,000 
in 2 weeks. Income tax time came. I had money. I got some money 
back. I straightened out a little bit. I wanted to know if I could do 
something. I have to get this payment down. I can’t afford it. 

I had gone over a formula two different times on the telephone 
with two separate people from Chase, 10 minutes. I had my little 
briefcase. I have everything I owe right next to me. I can do it on 
the telephone just like that. And their reply was, I don’t qualify. 
I don’t make enough to qualify. The common sense—it didn’t make 
sense to me. If I could make enough, I wouldn’t be in this jam I 
am in. 

Finally, Air Post Housing Development Fund. I was falling be-
hind. They got the paperwork in to Chase on May 4. I didn’t re-
ceive a reply. I lost my—God bless my wife. 

Now that my son has graduated college, he is going to start chip-
ping in. He is on a business trip right now. He is going to come 
in. He is going to help me by paying off the big electric bill, which 
is $500 a month on top of what I regularly pay. We are halfway 
done with that. That was, like—she was 98 pounds. I had the heat 
on for the last two winters all the time. He is going to straighten 
out with me with the common charges. I am going to use his car 
a couple times when he takes the train to work. I can walk to 
work. I am close enough for that. And if I have to go somewhere, 
I get my father-in-law’s truck on the weekend if I have to cut a 
lawn or something like that. 

All I was looking for was to get the mortgage payment down. I 
would have figured—another common sense—and I am sorry for 
going off like this—another common sense thing should have 
kicked in. I didn’t want the sympathy for the fact that I lost my 
wife. I was looking for the understanding that we had gotten our 
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mortgage with two incomes, mine and hers. Now once I notified 
them that I am missing her income, that we have to do some-
thing—I am behind five, 6 months with my mortgage and I sent 
paperwork in to them and everything. If not for Housing Develop-
ment Fund, I don’t know where I—I didn’t know where else to go. 

And that is it. I am beside myself right now. I am just waiting 
for a response from them. I don’t have the other income. I don’t un-
derstand. 

Thank you very much for your time. I am sorry. 
Senator MENENDEZ. No, thank you very much for sharing your 

story, and I am sorry for your wife’s loss. 
Mr. PERRETTA. Thank you. 
Senator MENENDEZ. Ms. Carty. 

STATEMENT OF JOAN CARTY, PRESIDENT AND CEO, THE 
HOUSING DEVELOPMENT FUND, BRIDGEPORT, CONNECTICUT 

Ms. CARTY. Good morning, Mr. Chairman. Thank you for inviting 
me to testify today. My name is Joan Carty. I am the President 
and CEO of the Housing Development Fund in Connecticut. 

Last year, because of the widespread and increasing problems 
with subprime lending, mortgage delinquencies, and rising fore-
closures, HDF started an additional counseling program to assist 
families in our communities who are stressed with these problems. 
In the course of developing our program, we have reached out to 
many other partners: The Bar Association for Pro Bono Attorneys, 
the courts to establish working relationships with mediators, volun-
teers with financial and social services backgrounds to help us with 
the ever increasing volume of people who need guidance, and the 
banks, who in many cases control the outcomes of the situations 
facing people in foreclosure or mortgage delinquency. 

We are a HUD-certified counseling agency. We have personally 
experienced the kind of shadow boxing that occurs when a home-
owner in distress calls their lender or servicer for help. Too often, 
their call is bounced to a call center across the globe or the call is 
bounced from department to department within the bank. On many 
occasions, after multiple periods of time on hold, they finally reach 
a live person, but it is a representative who is merely following a 
script. Often, the lender or servicer representative has no record of 
prior contact with the homeowner. It is a process that often feels 
futile. 

We have found that in too many cases, when we send clients’ 
modification requests to banks or servicers, including the largest 
ones, that the modification package enters a black hole for months 
on end. These homeowners are in distress. Even a 30-day time-
frame can radically affect their credit profile. Once they slip behind 
on timely payments on their mortgage or any consumer debt, their 
credit score goes down and their monthly interest charges can go 
up. In many cases, cross-default provisions mean that default on 
one obligation will trigger higher monthly charges on all other 
debt, even if they are current on it. 

If we were to look for common themes as to why families are in 
distress, we often find that death, divorce, illness, or injury, in ad-
dition to predatory terms on many mortgages, have pushed families 
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to the edge of the cliff. Imagine the multipliers and harm rendered 
when this limbo extends for months. 

I understand that the lenders and servicers need modification re-
quests that are well documented and that contain a budget that 
has been carefully worked out so that the homeowner will succeed 
over the long term. That is the kind of service that we as a coun-
seling agency provide to our clients. What our clients in turn need 
from the lenders and servicers is rapid response, responses before 
their lives continue to spiral downward. 

It is difficult to believe that the sophisticated automated plat-
forms that have been in use by lenders and servicers for loan origi-
nation over the past decade cannot be retooled to generate effective 
loan modifications with greater frequency and within tighter time-
frames. 

I would also suggest that rapid response will help in other ways. 
With delay comes added expenses, which often get added to the 
mortgage balance. Extensive delays in the mediation process often 
result in the lenders charging the homeowner multiple times for 
late fees, attorneys’ fees, and updated appraisals. 

Denial of homeowners’ requests lead to expensive foreclosure 
processes which hurt the families involved and the communities in 
which the homes are located. In many instances, these foreclosures 
do not ameliorate losses or generate profits for the banks, given the 
current declines in property values throughout the country. 

Additionally, it is critically important to create a system that 
rapidly responds to requests from homeowners who are still cur-
rent on their mortgages but who know they will not be able to sus-
tain their payments going forward. 

What we are building at our agency is a system that can carry 
homeowners from that initial request for assistance through as-
sessment of their situation and development of a modification re-
quest that will have viability over the long term. What we need 
from the lenders and servicers is their commitment to building a 
system that will react promptly and predictably to these reasonable 
requests. Thank you. 

Senator MENENDEZ. Thank you. 
Mr. Willen. 

STATEMENT OF PAUL S. WILLEN, SENIOR ECONOMIST AND 
POLICY ADVISOR, FEDERAL RESERVE BANK OF BOSTON 

Mr. WILLEN. Senator Menendez, Chairman Dodd, Ranking Mem-
ber Shelby, and members of the Committee, thank you for your in-
vitation to testify. My name is Paul Willen and I am a Senior Econ-
omist and Policy Advisor at the Federal Reserve Bank of Boston, 
but I come to you today as a researcher and as a concerned citizen 
and not a representative of the Boston Fed or any other Reserve 
Bank or of the Board of Governors. 

My recent research has focused largely on understanding how we 
got here, why we had more foreclosures in one quarter in 2008 in 
Massachusetts than in the 6 years from 2000 to 2005 combined, 
and why millions of Americans have seen what is supposed to be 
one of the most positive experiences of their adult life, home owner-
ship, turned into a nightmare. 
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Let me talk first about some misconceptions about how we got 
here. These are important because most of the ineffective policy ef-
forts over the last 2 years failed because they were based on incor-
rect theories of the crisis. One example is the idea that large 
changes in payments associated with the resets of adjustable rate 
mortgages caused the crisis. Every serious researcher, including us, 
who has looked at loan-level data has failed to find support for this. 
Most borrowers who default on adjustable rate mortgages do so 
long before the first change in their monthly payment. 

Another example is the claim that many borrowers who got 
subprime loans were steered into them and could have qualified for 
prime loans. We found in a large sample of subprime loans that 
only 10 percent met the combination of borrower credit history, 
downpayment, monthly income, and documentation necessary to 
qualify for a prime mortgage. 

In our most recent paper, we focused on the question of renegoti-
ation of troubled mortgages. We followed borrowers in the year 
after their first 60-day delinquency and found that lenders gave 
payment reducing modifications to about 3 percent of the bor-
rowers. The leading explanation for this is that securitization gen-
erates contractual complexity and fragmented ownership, which 
makes it impossible for borrowers and lenders to come together for 
mutual benefit. Our evidence refutes this claim. Servicers are just 
as reluctant to modify loans when they own them as when they 
service them on behalf of securitization trusts. 

The most plausible explanation for why lenders don’t renegotiate 
is that it simply isn’t profitable. I am using lenders loosely here to 
mean the bearers of the loss, the investors or their appointed rep-
resentatives, the servicers. The reason is that lenders face two 
risks that can make modification a losing proposition. The first, 
which has been recognized as an issue by many observers and re-
searchers, is re-default risk, the possibility that the borrower who 
receives a modification will default again and thus the modification 
will have only served to postpone foreclosure and increase the loss 
to the investor as house prices fall and the home itself deteriorates. 

The second risk, which has been largely ignored, is self-cure risk, 
the possibility that the borrower would have repaid the loan with-
out any assistance from the lender. About a third of the borrowers 
in our large sample are current on their mortgages or prepay 1 
year after they become 60 days delinquent. An investor would view 
assistance given to such a borrower as wasted money. 

Some have suggested that our estimates overstate self-cure risk, 
but we would argue the opposite. The borrowers most likely to ben-
efit from, for example, a 20 percent cut in payments are borrowers 
without substantial income loss or deep negative equity and are 
thus the ones most likely to cure without assistance from the lend-
er. 

Let me say that my observations that servicers and investors 
may find modification unprofitable has no bearing on whether it is 
desirable for society at large and the economy. The private net 
present value to investors and the social net present value to soci-
ety of a modified loan may well be very different. 

Let me conclude by talking about what we have always argued 
is the central problem in the foreclosure crisis but that policy-
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makers have only recently recognized, borrower life events like job 
loss, illness, and divorce. People argue that life events could not ex-
plain the surge in defaults in 2007 because there was no under-
lying surge in unemployment or illness that year. But that view re-
flects a misunderstanding of the interaction of house prices, depre-
ciation, and life events in causing default. 

Foreclosures rarely occur when borrowers have positive equity 
for the simple reason that a borrower is almost always better off 
selling if they have to leave the house anyway. Thus, detrimental 
life events have no effect on foreclosures when prices are rising. 
But when home prices fall, some borrowers can no longer profitably 
sell and then the income-disrupting life events take a toll. Thus, we 
did not need to see a surge in life events to get a surge in fore-
closures, but rather a fall in house prices, which is exactly and un-
fortunately what we saw. 

Let me finally say that a key policy concern going forward is that 
economic recovery alone will not eliminate the foreclosure problem. 
Even in a healthy economy, 300,000 people file new claims for un-
employment insurance every week. Without a substantial rise in 
home prices, many of these people will face the combination of neg-
ative equity and job loss that leads to foreclosure. The Massachu-
setts foreclosure crisis of the early 1990’s did not end when the 
economy recovered in 1993 but when vigorous house price growth 
eliminated negative equity in 1998. 

We hope that these findings add perhaps unexpected insights 
into your work as policymakers, and thank you again for the oppor-
tunity to appear before you today. 

Senator MENENDEZ. Thank you. 
Ms. Coffin. 

STATEMENT OF MARY COFFIN, HEAD OF MORTGAGE 
SERVICING, WELLS FARGO 

Ms. COFFIN. Chairman Dodd, Ranking Member Shelby, Senator 
Menendez, and members of the Committee, I am Mary Coffin, Ex-
ecutive Vice President of Wells Fargo Home Mortgage Servicing, 
and thank you for inviting me to speak today. 

Throughout this historic public and private sector collaboration, 
Wells Fargo has considered it our leadership responsibility to 
champion solutions. We have played a key role in creating stream-
lined, unified modification programs to help customers in need. A 
prime example of our work with the Administration is the new 
Homeowner Affordability and Stability Plan, which we fully sup-
port. Early indications are that HARP and HAMP are of great 
value and will benefit a significant number of families. In fact, we 
believe the Administration’s goal to help as many as seven to nine 
million homeowners over the next few years is well within reach. 

In the first half of 2009, through lower rates, refinances, and 
modification, Wells Fargo alone has helped close to one million 
American homeowners. We refinanced three-quarters of a million 
customers through HARP and standard programs. And since our 
company represents approximately 20 percent of the market, we 
could estimate that close to four million Americans nationwide 
have already refinanced into lower mortgage payments. 
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In these turbulent times, it is important to note that more than 
90 percent of the borrowers remain current on their mortgage pay-
ments. To help those in need of assistance in the first half of this 
year, we have provided more than 200,000 trial and completed 
modifications, an increase of over 100 percent from the same period 
1 year ago. And notably, last month, 83 percent of Wells Fargo’s 
modifications resulted in a payment reduction. 

Acutely aware of the importance of speed, Wells Fargo worked 
with the government aggressively to develop and deliver HARP and 
HAMP. We did this in a way that was mindful of our responsibility 
to American taxpayers to execute solutions for those truly in need. 
Speed of execution was complicated by the multiple versions of the 
program, each with unique contractual requirements. 

On March 4, the Administration first announced the components 
of the Homeowner Affordability and Stability Plan. On April 6, we 
received the final HAMP guidelines from Fannie and Freddie and 
began implementing the program for these customers. On April 13, 
we were the first to sign a HAMP contract for loans we service for 
private investors, as well as the loans in our own portfolio. Further 
details for this program finalized by May 14, and we began offering 
it 9 days later. 

Since January, we have been providing loan workouts to 
Wachovia Option ARM customers who are struggling with their 
payments, and at the end of this month, we will add HAMP as yet 
another potential solution for those borrowers. With this addition, 
we will have fully executed HAMP for almost all of our at-risk bor-
rowers. Since we, Wells Fargo, service one-third of the Nation’s 
FHA loans, we are hopeful the government will soon provide this 
program, as well as the second lien program as it was initially de-
scribed, since these borrowers are currently ineligible for a HAMP. 

As of June 30, Wells Fargo was in the process of finalizing 
52,000 home affordable modifications. When working with all of 
our seriously delinquent borrowers, 30 percent are not eligible for 
HAMP because they have an FHA or a VA loan, and another 15 
percent do not meet the basic program requirements. Of the re-
maining 55 percent, whom we have all contacted, we are actively 
working with half, and the other half have not yet chosen to work 
with us. 

For those borrowers who don’t qualify for HAMP, we imme-
diately seek to find another modification or alternate solution to 
avoid foreclosure. Before any home moves to foreclosure sale, we 
conduct a final quality review to ensure all options have been ex-
hausted. 

We understand this time has been frustrating for at-risk cus-
tomers and that they are anxious and in need of answers. With the 
President’s February 18 announcement that refinance and modi-
fication programs would be forthcoming, we began to experience a 
large increase in customer inquiries. Knowing this would occur, we 
anticipated the influx and increased and trained team members to 
handle it. Yet it has been challenging to meet customer expecta-
tions as the various program details were provided to us over a pe-
riod of 90 days. 

While we forecasted an increase in inquiries, including from cus-
tomers current on their mortgage payments, our forecast turned 
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out to be low. Historically, on a monthly basis, five to 10 percent 
of inquiries for loan work-outs come from borrowers who are cur-
rent. Since the announcement and the related increased focus on 
imminent default, this statistic has risen to nearly 40 percent. And, 
of course, not everyone who calls qualifies for imminent default. 

To manage this demand, we have implemented mandatory over-
time. We have streamlined document processing. We are upgrading 
systems to handle escrow requirements for our home equity lines 
and loans. And most importantly, we have increased our trained 
staff by 54 percent over the first half of this year to 11,500 default 
team members, all whom are U.S.-based. 

In conclusion, we can certainly tell you we have been working 
very hard to responsibly execute these programs, and again, we 
fully support them. 

I will be glad to answer any questions. 
Senator MENENDEZ. Thank you. 
Mr. Glovier. 

STATEMENT OF CURTIS GLOVIER, MANAGING DIRECTOR, 
FORTRESS INVESTMENT GROUP, ON BEHALF OF THE MORT-
GAGE INVESTORS GROUP COALITION 

Mr. GLOVIER. Thank you for inviting me to testify today. My 
name is Curtis Glovier and I am a Managing Director at Fortress 
Investment Group. I am also a member of the Mortgage Investors 
Coalition, organized to provide policymakers with the mortgage in-
vestors’ point of view. I am testifying today in my capacity as a 
member of the coalition. 

Allow me to start by commending the Committee for your leader-
ship in pursuing every possible action to help keep Americans in 
their homes. We share your frustration with the slow pace of ef-
forts to help homeowners. I also want to thank the Chairman for 
coauthoring with Chairman Frank a letter last week highlighting 
the Hope for Homeowners Program, or H4H, and to offer our sup-
port to facilitate American families’ participation in this program 
so that they may be able to keep their homes and build equity. The 
discounted refinance program offered by H4H provides the best 
long-term solution for the homeowner and for the recovery of the 
U.S. housing market. 

The Mortgage Investors Coalition currently has 11 member firms 
with about $200 billion in total assets under management and over 
$100 billion in mortgage-backed securities. Investors in private 
label, that is non-Federal agency, mortgage-backed securities in-
clude asset managers, charitable institutions, hedge funds, insur-
ance companies, municipalities, mutual funds, pension funds, uni-
versities, and others. 

Investors in securitizations and mortgages generally have no 
interaction with the homeowners—that is the job of the servicer— 
and also have extremely limited decisionmaking authority with re-
spect to modifications, foreclosures, and other servicing actions. 
Very often, the original lender or its affiliate acts as servicer once 
the loans are securitized. Loan servicing is relatively concentrated. 
Fifty-five percent of all mortgages are serviced by the four largest 
banks. It is also important to note that there are $1.1 trillion of 
second liens, like home equity loans, in the residential mortgage 
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market, and the vast majority of these are held on bank balance 
sheets as opposed to in securitizations. 

While the Federal Government’s actions to bolster Fannie Mae 
and Freddie Mac and broaden the FHA’s mandate have proven to 
be a critical stopgap measure during the housing and economic cri-
sis, a revival of the non-agency market and return of private inves-
tors to the market is seen by many as the prerequisite to the recov-
ery of the U.S. housing market and a return to normalcy in the 
capital markets. 

Returning homeowners to a positive equity position provides sig-
nificant opportunity and motivation for at-risk homeowners to re-
main in their homes and communities. A short refinancing under 
H4H solves both the affordability and the negative equity problems 
plaguing homeowners at risk of foreclosure today. The program 
was created to reduce principal on the existing senior lien mort-
gage and to eliminate the existing subordinate, second lien, which 
can thereby prevent unnecessary foreclosures. 

The Coalition believes that a properly implemented Hope for 
Homeowners Program will not only provide stability for home-
owners, but will also stem the declines in the housing markets and 
provide certainty for the fixed-income capital markets, which will 
bolster financial markets in general and promote increased lending 
and reinvestment in mortgages. We believe the program will pre-
vent additional foreclosure inventory from adding to the overhang 
of bank-owned properties in the residential real estate market, 
thereby helping to establish a floor for housing prices. The best so-
lution to our Nation’s mortgage crisis is to significantly forgive 
principal on first and second lien mortgage debt in connection with 
the refinancing of the over-extended homeowner into a new low in-
terest rate mortgage through the Hope for Homeowners Program. 

Investors seek sustainable mortgage restructurings that address 
the interests of all parties and the multiple factors that have con-
tributed to homeowner re-defaults. Compared to a short refinance 
program, such as H4H, a modification approach, such as the Mak-
ing Home Affordable Program, has a notable shortcoming: by not 
addressing negative equity, homeowners are trapped in a mortgage 
that cannot be refinanced and a house that cannot be sold. When 
the program ends in 5 years, the interest rate on both the first and 
second mortgage will reset higher. The outstanding balance of the 
combined mortgage debt is likely to still exceed the value of the 
home, and there could be a meaningful risk of a re-default. The low 
prices of securities in the mortgage market today in part reflect the 
great uncertainty of future cash-flows and values associated with 
such modified loans. 

While there are still operational hurdles to overcome in imple-
menting a more effective H4H Program, the major impediment to 
the viability of the program is the volume of second mortgages or 
second liens outstanding. As indicated earlier, while a small per-
centage of second mortgages are sold to investors, the vast majority 
remain on the balance sheets of our Nation’s largest banks. In fact, 
the four banks that service approximately 55 percent of mortgages 
held roughly $441 billion of second liens on their balance sheets as 
of last year. 
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Banks have favored loan modification programs, such as Making 
Home Affordable, that not only defer the recognition of losses on 
the second lien portfolios, but also better their second lien position 
at the expense of the first lien investors and to the detriment of 
the homeowner. 

How can Hope for Homeowners become a reality? It is an effort 
that will require participation and sacrifice by all interested parties 
to succeed. The government, financial institutions, and investors all 
share an important stake in the recovery of the American home-
owner and must contribute actively to forge healthier housing and 
financial markets. Investors stand ready to make the sacrifice nec-
essary to re-equitize homeowners at risk of foreclosure. 

Thank you for the opportunity to testify today. 
Senator MENENDEZ. Mr. Jones. 

STATEMENT OF ALLEN H. JONES, DEFAULT MANAGEMENT 
POLICY EXECUTIVE, BANK OF AMERICA 

Mr. JONES. Good afternoon, Senator Menendez. I am Allen Jones, 
Bank of America’s Default Management Policy Executive. 

Bank of America strongly supports the Administration’s Making 
Home Affordable Program, and we stand ready to support our bor-
rowers with a sense of urgency. Since the start of housing crisis, 
Bank of America has been at the forefront of Government and in-
dustry efforts to develop loan modification programs that work and 
help financially distressed customers remain in their homes. 

We know that more needs to be done. That said, we strongly sup-
port Administration’s focus on affordability and loan modification 
and refinance processes in order to achieve long-term sustainability 
for homeowners, and we are eager to constructively participate in 
the upcoming meeting at Treasury. 

Before getting into specifics, I want to highlight a couple of 
items. 

First, Bank of America exited subprime lending nearly 9 years 
ago. Upon acquiring Countrywide, we have taken the steps to en-
sure our combined company is a leader in traditional mortgage 
products. Our April launch of the Clarity Commitment, a clear and 
simple one-page disclosure that accompanies every new and refi-
nanced loan, is one demonstration of our focus on ensuring cus-
tomers understand what loan they are getting and the associated 
costs. 

Second, Bank of America has been at the forefront to develop 
loan modification programs as a way of avoiding foreclosures and 
helping financially distressed customers remain in their homes. We 
modified 230,000 mortgages in 2008, and we report that year-to- 
date we have modified 150,000 loans. 

In recent weeks, the Administration’s Making Home Affordable 
modification guidelines and supplemental guidelines have been 
rolled out. With the MHA program, our systems have been con-
verted, and MHA has become the centerpiece of Bank of America’s 
overall home retention efforts. Already approximately 80,000 Bank 
of America customers are in the trial modification period or are re-
sponding to efforts we have made under Making Home Affordable. 
We have achieved this level of accomplishment by devoting sub-
stantial resources to this effort. Our servicing team has more than 
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7,400 associates dedicated to home retention, double what it was 
a year ago. 

Bank of America has also devoted significant resources to com-
munity outreach. Since the beginning of this year, we have partici-
pated in more than 120 outreach events in over 26 States. 

Earlier this year, we announced our financial support and com-
mitment to the Alliance for Stabilizing Communities, which is led 
by the National Urban League, the National Council of La Raza, 
and the National Coalition for Asian Pacific American Community 
Development. 

We understand the importance of being there for our customers 
when they call and are providing a timely response to their inquir-
ies. My teammates respond to an average of 80,000 customer calls 
a day and up to 1.8 million calls a month. 

Our customers have multiple entry points into our home reten-
tion team. Whether on an outbound call, inbound call, outreach 
event, or by mail, once we have made contact with the borrower, 
we diagnosed the financial challenge. We isolate short-term issues 
such as inability to pay because of a medical bill versus long-term 
challenges like a loss of job or underemployment. Short-term issues 
may be solved through a repayment plan. Longer-term financial 
challenges may be solved through a loan modification. 

In the event we cannot find a solution, we consider a short sale 
or deed in lieu of foreclosure. In the event neither of these offers 
work, we will work with the borrower to find a graceful exit and 
provide relocation assistance. 

Bank of America customers will not lose their homes to fore-
closure while their homes are being considered for modification. 
The bank places foreclosure sales on hold while it determines a 
customer’s eligibility for its home retention programs. 

With MHA, we believe there are additional opportunities for 
servicers to partner with the Administration and Congress to refine 
the program to help reach our mutual beneficial goal of helping as 
many borrowers as possible. We need to get this right to preserve 
the flow of mortgage credit to support sustainable homeownership, 
and at the same time protect communities and neighborhoods from 
avoidable foreclosures. 

We look forward to working with the Congress and the Adminis-
tration to accomplish these goals. Thank you. 

Senator MENENDEZ. Thank you. 
Well, Ms. Thompson, you get the final word here, at least at this 

point. 

STATEMENT OF DIANE E. THOMPSON, OF COUNSEL, NA-
TIONAL CONSUMER LAW CENTER, ALSO ON BEHALF OF NA-
TIONAL ASSOCIATION OF CONSUMER ADVOCATES 

Ms. THOMPSON. Thank you. Good afternoon, Senator Menendez. 
Thank you for providing me with the opportunity to testify today. 
My name is Diane Thompson. I am an attorney, current Of Counsel 
with the National Consumer Law Center. In my work at NCLC, I 
provide training and support to attorneys and housing counselors 
representing homeowners from all across the country. For nearly 
13 years prior to joining NCLC, I represented low-income home-
owners at Land of Lincoln Legal Assistance Foundation in East St. 
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Louis, Illinois. I testify here today on behalf of the National Con-
sumer Law Center’s low-income clients and on behalf of the Na-
tional Association of Consumer Advocates. 

My comments today will focus on the barriers homeowners face 
in accessing sustainable modifications under the Administration’s 
Home Affordable Modification Program, or HAMP. 

In preparing for this testimony, I reviewed my notes of conversa-
tions with hundreds of housing counselors and attorneys regarding 
HAMP since its rollout in early March. I also solicited updates 
from advocates as to their current experience with HAMP. 

What happened next was astonishing. For the last several days, 
I have had a steady stream of phone calls and e-mails from advo-
cates all over the country. Their frustration is palpable. Over and 
over they ask me: How can I tell if the servicer is telling me the 
truth? I know that this modification is in violation of the HAMP 
guidelines, but when I raise that, the servicer stopped returning 
my phone calls. And, fundamentally, what can I do to help the bor-
rowers I am working with to get a loan modification? They can pay. 
They want to keep the house. But the servicer says no. 

The housing counselors and attorneys I work with are on the 
front lines of our national foreclosure disaster. Many of them had 
high hopes for HAMP. Few, if any, now look to HAMP for assist-
ance in their daily struggle. 

My written statement details the most common problems with 
HAMP. Implementation has been excruciatingly slow. Months after 
HAMP’s rollout, servicers are still telling advocates that they do 
not have a process in place to review homeowners for HAMP modi-
fications or that they have put such reviews on hold for one reason 
or another. In the meantime, servicers have continued to proceed 
with foreclosures and foreclosure sales, even for homeowners who 
are undergoing a current review and have submitted all docu-
mentation. 

Beyond delays in implementing the program, servicer noncompli-
ance has been widespread. Participating servicers refuse to offer 
HAMP loan modifications, instead steering homeowners into more 
expensive, less sustainable loan modifications. Many servicers con-
tinue to require waivers of all legal claims and defenses. Some 
servicers have instructed homeowners to waive their rights to 
HAMP review in order to obtain any loan modification. There are 
reports of several servicers requiring downpayments usually in the 
range of thousands of dollars before they will consider homeowners 
for HAMP modification. 

We know that the Administration has allotted $15 billion to 
servicers for their participation in HAMP and will be disbursing 
those funds soon. We are very concerned that servicers may receive 
this money for non-HAMP-compliant loan modifications. HAMP is 
premised on servicer incentives. These incentives are unlikely to 
change servicer behavior without consequences for noncompliance. 

Homeowners and their advocates have no mechanism to chal-
lenge a servicer’s denial of a loan modification or even to determine 
whether or not a servicer truly performed an accurate evaluation 
of the homeowner’s qualifications for such a modification. The key 
driver of whether or not a homeowner gets a loan modification— 
the net present value test—is not public. Nor are servicers cur-
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rently required to disclose to homeowners what numbers they put 
into the model or what the result of the test was. 

The net present value test measures whether or not the investor 
will profit more by modification or not. Many advocates report that 
servicers appear to have entered incorrect information into the net 
present value analysis or failed to follow it at all. 

HAMP must be modified to provide greater transparency and ac-
countability. The NPV test for qualifying homeowners must be 
available to the public. Servicers must be required to report to 
homeowners what numbers they used in the analysis and what the 
results of that analysis were. Homeowners who are denied a loan 
modification or who encounter difficulties in obtaining a loan modi-
fication need access to an independent review process. 

Ultimately, we believe that, in order to be effective, HAMP may 
need to mandate principal reductions. With one out of five home-
owners underwater, significant readjustment in principal balances 
are necessary for the economic stability of the country. Addition-
ally, servicers must be required to halt all foreclosure proceedings 
upon commencement of a HAMP review and should not be able to 
proceed with a foreclosure without a HAMP review. Proceeding 
with the foreclosure during a review increases costs of any ultimate 
modifications and creates a real risk that a home will be sold in 
foreclosure before the review is completed. 

Staying foreclosures pending review will provide a powerful in-
centive to servicers to expedite HAMP reviews. Homes that can be 
saved should not be lost to foreclosure because a servicer failed to 
complete a HAMP review. 

If the data coming out in August and then this fall supports our 
experience that changes to HAMP in design and implementation 
cannot address the foreclosure crisis, mandated loan modifications, 
bankruptcy reform, and servicing legislation should be adopted by 
Congress. 

Thank you. 
Senator MENENDEZ. Thank you, Ms. Thompson. Thank you all 

for your testimony. 
Let me start. I am disturbed at elements of your testimony, Ms. 

Thompson, that some servicers in violation of HAMP’s rules are 
being asked to waive legal rights and others are being steered into 
non-HAMP modifications, despite representations to the contrary. 
Have you contacted Treasury about this? Have you shared the ex-
periences you have had? And if so, what type of response have you 
gotten? 

Ms. THOMPSON. We did talk with Treasury. We were at a meet-
ing with Treasury last week, actually, discussing the net present 
value test and our belief that that test must absolutely be made 
public, and we discussed briefly at that point the issue of compli-
ance, and we were told that we would schedule a subsequent meet-
ing at a later date to discuss in more detail our concerns regarding 
compliance. 

Senator MENENDEZ. What was their response to you on the net 
present value issue? 

Ms. THOMPSON. Treasury indicated that they would be willing to 
discuss providing—requiring servicers to provide some information 
as to what the inputs into the net present value test were and 
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what the outputs were. They were reluctant to provide the full net 
present value analysis or even to require servicers to provide the 
entire list of inputs. 

Senator MENENDEZ. Ms. Coffin or Mr. Jones, any observations 
about some of this in terms of violation of HAMP rules being asked 
to waive legal rights, steering into non-HAMP modifications? 

Ms. COFFIN. I will go first. We have actually trained and worked 
with all of our staff and created for our organization that HAMP 
is at the very top of the waterfall. Now, in my testimony, you will 
see the timeline of execution, so some customers that we have been 
working with before we had it fully executed have been moved for-
ward, even in some more aggressive modifications than even the 
HAMP, particularly on our pick-a-payment option ARM portfolio. 
But HAMP is at the very top of our waterfall, and I guess my com-
ment to some of the statements made is that, you know, since the 
beginning of this, we have understood as servicers there is full 
transparency here, we would be fully audited, and we assume that 
all of our files and information have to be completely documented 
as to why we either chose or did not choose to do a modification. 
And in a conversation earlier, we know that we will be held ac-
countable for that. 

So our actions are being documented. Whether the NPV model 
is disclosed or not, it is going to be known by Treasury and the au-
dits that are done as to why we did or didn’t do the modification 
and did we do it accurately. 

Mr. JONES. Senator Menendez, Bank of America fully supports 
the Making Home Affordable program, and as far as the challenges 
that we are facing, I am not aware, do not have an example to 
share with you, of any instance where we are not looking to do the 
best for our customer. 

And I would like to share that beginning last year, when we did 
230,000 loan modifications, in the event a borrower applied for a 
modification that we could not do, we sent a decline letter, and we 
explained exactly why we could not do that modification. 

Going forward, while it is not a requirement, I do not believe, 
under Making Home Affordable, it is our intent to provide a similar 
declination letter. As Mary mentioned, we expect the process to be 
fully transparent, and I am happy to work with you and the mem-
bers and walk you through our process. 

Senator MENENDEZ. Let me ask, so neither of you are going to 
find in your servicers, the people who work for you, telling people 
that they have to be in default in order to be considered, right? 

Ms. COFFIN. I would say from a historical perspective and the 
number of team members that we have, I could never blanketly tell 
you we have never told a customer that. 

Senator MENENDEZ. Have you made it very clear to your employ-
ees that that is not the answer to someone? 

Ms. COFFIN. Very clear. And we also record all of our phone calls, 
and if we hear that, we will go back and actually pull the calls, re-
search them, and retrain and/or handle the employee appropriately 
in that circumstance. 

Senator MENENDEZ. Mr. Jones, what is experienced by Bank of 
America? 

Mr. JONES. Bank of America’s experience is the exact same. 
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Senator MENENDEZ. Well, I am going to share some cases with 
both of you. 

Let me ask you, Ms. Coffin and Mr. Jones, Mr. Glovier argues 
that you are holding second mortgages on your books at inflated 
values. As a result, your banks are refusing to accept reasonable 
payments for second mortgages and blocking homeowners from get-
ting principal reduction through the Hope for Homeowners. How do 
you respond to that? 

Ms. COFFIN. Go ahead. I will let you go first this time. 
Mr. JONES. Sure, thanks for the question, Senator Menendez. I 

was here earlier for panel one and listened very closely to former 
Commissioner Apgar’s comments and Secretary Allison’s, and 
where we are is we look forward to the Hope for Homeowners 
guidelines when they come out. Today we do not have guidelines 
that I can comment on. So I think the story was told, when Senator 
Merkley offered, that only one H4H loan has been created at this 
point. 

In addition, we await final guidance on second liens. Once we 
have those, we fully commit to supporting the Making Home Af-
fordable second lien program. 

Ms. COFFIN. I would second that Wells Fargo has been very ac-
tively engaged with the Administration on the HAMP program for 
our home equity loans. As a matter of fact, we are very anxious for 
it to be—and I heard today within 2 weeks—so that we can imple-
ment that. 

Knowing what we believe will be the parameters of that pro-
gram, as we have co-loss-mitigated someone who we are working 
to find a solution for a borrower who has a first with us and we 
own the second, we have already aggressively and proactively gone 
ahead to mod that, as we believe the program will be adminis-
trated. That is, if we lower the interest rate on a first, we will take 
the second, we will lower it to the same level. If there is a principal 
forgiveness or forbearance done, we will also match that on a per-
centage basis. 

I will make one other statement as to home equity that I do not 
think most people believe, but it is a fact. In working on our own 
linked portfolio—that is, where we have the first, we are servicing 
the first, and we own the second—that in the small delinquency 
that there is, when the first is seriously delinquent, over more than 
half the time the second is current. 

So in our programs that we have been working on and our advice 
and expertise and our analytical research to the Administration in 
helping to develop a program, one of the reasons Hope for Home-
owners that we brought to the attention is that it does not allow 
for a subordination, only requires an extinguishment of the second. 
And when you are sitting with a performing loan that is current, 
that, one, does not provide that to be a very good option; but, num-
ber two, and more importantly to Hope for Homeowners, I think we 
have to look at the nature of who that product is best served by. 

None of these programs serve blanketly all borrowers who are in 
need of assistance. Take Hope for Homeowners, for example. When 
you work through that program today, if you really have a strug-
gling borrower who has an affordability issue, they could not afford 
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the ending interest rate of that loan. It will be somewhere in the 
range of 8 to 10 percent. 

Now, when a modification today ends up in the range that it is 
being produced in a HAMP, they are not going to opt for a Hope 
for Homeowners modification—or a refinance, excuse me. 

Senator MENENDEZ. Mr. Glovier or Ms. Thompson, any observa-
tions on those? 

Mr. GLOVIER. You know, I would just echo what Mr. Apgar said 
in his testimony, that the second liens are certainly an issue and 
that HUD is working on that. We do understand that HUD and 
Treasury are working with the large bank and bank-affiliated 
servicers to work through that. But we have yet to see resolution 
on that process. 

Ms. THOMPSON. I would say that we have certainly heard from 
many homeowners that they have had trouble getting servicers 
who hold the second liens to agree to modify the second liens, even 
when the second liens were not performing; and that we also look 
forward to the new guidance under HAMP to see what happens. 

There is an additional point about affordability of loan modifica-
tions, and I agree with Mr. Apgar that affordability is certainly a 
problem. But there is more than one way to make a loan afford-
able, and you can do it by reducing the interest rate, or you can 
often do it by reducing the principal balance. If you reduce the 
principal balance, you have also effectively reduced the payments. 

When I was a practicing legal services attorney, all of the loan 
modifications that I agreed to had principal reductions as part of 
them, because I believe strongly that you need to have homeowners 
building equity, that you need to align the value of the loan with 
the value of the collateral. So I do not think that there is an opposi-
tion, which we sometimes set up, between affordability and prin-
cipal reductions. I think principal reductions are often the most ef-
fective way to achieve long-term affordability. 

Senator MENENDEZ. You testified that servicers have incentives 
that keep them from forgiving principal, even when doing so might 
be better for the investor as well as the homeowner. How do you 
explain that? 

Ms. THOMPSON. Yes, I think it is true that—I think that the com-
plex web of incentives for servicers—I am not sure that any 
servicer, that any of us fully understand it, that there are lots of 
different directions in which the incentives pull. But certainly 
servicers’ primary income base is based on a percentage of what 
the principal balance on the loan pool is. So, by reducing principal 
balances, they are going to take a hit to their monthly servicing in-
come. 

They may also take a hit in the residuals. Many servicers hold 
residual interests, and once the principal balance loss is recognized, 
the residual income may be cut off for them which they would oth-
erwise be receiving. 

There are lots of other ways in which, depending on the nature 
of the pooling and servicing agreement, servicers can, in fact, lose 
money by doing principal reductions. Now, that has not prevented 
all servicers from doing principal reductions. Ocwen and Litton 
have done many loan modifications with principal reductions. But 
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other servicers seem extraordinarily reluctant to do it, even when 
from a hard-headed economic analysis it seems to make sense. 

Senator MENENDEZ. You just mentioned one—I did not catch the 
name. Who is it that is—— 

Ms. THOMPSON. Ocwen and Litton have both done quite a large 
number of principal reduction modifications. 

Senator MENENDEZ. Are there any other servicers that are being 
more aggressive in offering principal reductions or deeper loan 
modifications? 

Ms. THOMPSON. My understanding is that Ocwen and Litton are 
leading the pack in the principal reduction modifications. I believe 
Carrington may as well be doing some principal reductions. 

Senator MENENDEZ. Well, Mr. Willen, I appreciated your testi-
mony. I know you are not here on behalf of the Federal Reserve, 
but there is a lot of great information in your findings. What policy 
responses do you think make sense based upon those findings? 

Mr. WILLEN. Several of my colleagues and I at the bank have 
made a proposal—which, again, is from us, not from the bank 
itself—in which we argued that the most effective way to help bor-
rowers right now would be some sort of direct assistance to the bor-
rowers rather than trying to incentivize servicers to help them. 

One of the things that we are doing right now, we put together 
a whole web of incentives, and I think, as Diane said, the servicer 
already faces a web of incentives, and we have just added a whole 
new one. And whether that will actually get them to help the peo-
ple who we think deserve the help, and especially in light of the 
fact that Government money is already going into this in terms of 
the payments to the servicers, that doesn’t seem like a very— that 
seems like it is—it is not clear whether that will actually help the 
borrowers who we want to help. 

And so what we have advocated is targeting assistance to unem-
ployed borrowers, either in the form of a grant or in the form of 
a loan. And one of the things that I think was appealing to us is 
that it is something you can do quickly, and it does not require set-
ting up all kinds of structures with servicers. We already have a 
bureaucracy in place—the unemployment insurance system—that 
is in place to help unemployed borrowers, and this would just be 
one thing to add to that rather than going through the servicers. 

Senator MENENDEZ. So in Mr. Perretta’s case, you would advo-
cate having the Government give him a direct grant and/or loan in 
order to meet his present challenge? 

Mr. WILLEN. I think that if such a program existed, we would 
have solved his problem by now. 

Senator MENENDEZ. One last question to you, Ms. Thompson. Ms. 
Coffin has a pie chart which I found interesting in part of her writ-
ten testimony that shows that mortgages associated with Govern-
ment programs, such as Fannie Mae, Freddie Mac, and Ginnie 
Mae, constitute nearly 70 percent of all the mortgages, but only 32 
percent of the seriously delinquent mortgages. 

Meanwhile, the mortgages not affiliated with those programs 
constitute about 30 percent of all of the mortgages in the universe, 
but a whopping 67 percent of all the seriously delinquent mort-
gages. 
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Doesn’t this tell us that a primary cause of the financial crisis 
is the unregulated mortgage brokers and lenders who did not worry 
about whether the mortgages they issued met Fannie or Freddie’s 
guidelines and were good for borrowers? And doesn’t that make the 
case for a Consumer Financial Protection Agency that spreads 
across the spectrum of financial entities beyond banks simply and 
looks at all of the interests of consumers among the predatory lend-
ers that are out there? 

Ms. THOMPSON. I think there is no question but that complex, 
unregulated mortgages are what are driving the current foreclosure 
crisis. Any way that you look at the data, that is what the data 
shows. The adjustable rate mortgages, for example, are—it is abso-
lutely true, as Mr. Willen said earlier, it is not the reset but the 
adjustable rate mortgages, these complex loans that were sold to 
people are absolutely driving the foreclosure crisis, and there is no 
question in my mind but that if we had had effective, comprehen-
sive regulation of those products, we would not be where we are 
today. 

Senator MENENDEZ. OK. Well, thank you all for your testimony, 
and we will be following up. As you heard, I think, from several 
of the members when we had the first panel, there is clearly a real 
concern about moving this process forward, getting more engaged, 
having our servicers be more aggressive as well as looking at what 
the Government’s response is here. We look forward to a continuing 
dialog in this. 

Seeing no one else here and resisting the temptation to ask 
unanimous consent for something incredible, I will keep the record 
open—— 

[Laughter.] 
Senator MENENDEZ. For that would be the last time I would 

chair—keep the record open for 1 week for questions other mem-
bers may have. If they are submitted to you, we really ask you to 
get a response to us as soon as you can. And with the thanks of 
the Chairman, this hearing is adjourned. 

[Whereupon, at 12:35 p.m., the hearing was adjourned.] 
[Prepared statements and responses to written questions follow:] 
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PREPARED STATEMENT OF CHAIRMAN CHRISTOPHER J. DODD 

I’m glad you could all join us today, but I have to be honest with you: I am frus-
trated that we have to hold this hearing. 

For over 2 years, this Committee has worked to stem the tide of foreclosures in 
America. We’ve gotten plans and proposals from the Administration. We’ve passed 
legislation, made changes asked of us, and passed some more. We’ve received assur-
ance after assurance from the industry. 

Everybody agrees that the crisis in our housing market was the catalyst for the 
broader economic crisis. And everybody understands that getting out of this broader 
crisis requires that we stabilize our housing market and stem the tide of fore-
closures. 

So I’m hoping that, with stakes this high, somebody can explain to me why noth-
ing has changed. 

Today the Associated Press is reporting ‘‘The number of U.S. households on the 
verge of losing their homes soared by nearly 15 percent in the first half of the year 
as more people lost their jobs and were unable to pay their monthly mortgage bills.’’ 

Why am I still reading about lost files, under-staffed and under-trained servicers, 
and hours spent on hold? 

Why does the National Foreclosure Mitigation Program tell us that homeowners 
are waiting an average of six to 8 weeks for a response? 

Why am I still reading stories about homeowners, community advocates, even my 
own staff acting on behalf of constituents, shuffled from voicemail to voicemail as 
they attempt to help people stay in their homes? 

Why are servicers and lenders refusing to accept principal reduction so that home-
owners can start building equity and get the housing market moving again? Two 
years ago I brought together banks, lenders, mortgage firms, regulators, and con-
sumer groups for a Homeownership Preservation Summit. 

We all agreed, upon a statement of principles. 
• First, servicers should attempt to contact subprime borrowers before loans 

reset, in order to identify likely defaults early enough for the loan to be modi-
fied. 

• Second, modifications should be made affordable for the long term. 
• Third, servicers should have dedicated teams of professionals to implement 

those modifications. 
• And finally, we agreed that we needed real accountability, a system for meas-

uring the progress. 
We were able to come to this agreement because we all understood that nobody 

wins when a home is foreclosed upon. 
Nobody wins when a bank has to sell a house at auction for less than it would 

get if it simply refinanced. 
Nobody wins when a home loses $5,000 in value for every foreclosure on the block. 
Nobody wins when foreclosure rates are the single biggest threat to economic re-

covery. 
So what happened? And what are we going to do differently? Today, I want an-

swers. 
Foreclosure is not an abstract concept. It’s very real pain for American families. 

It’s not just the loss of a house. It’s the loss of a home. It’s the anguish of having 
to uproot your family. It’s the sadness of feeling like you let them down. 

And it’s the terrible heartache caused by the violation of the sacred promise that 
has long defined the American middle class: that if we work hard and play by the 
rules, we can build something better. 

Most people in foreclosures worked hard and played by the rules. They budgeted, 
they saved, and they relied on brokers and lenders—professionals who were sup-
posed to be experts—to help them achieve their dream of homeownership. 

But then someone lost a job, gets sick, or, in far too many cases, discovered that 
they’d simply been cheated. 

Last year, I met Donna Pearce—a grandmother from Bridgeport, Connecticut, 
where there are 5,000 families with subprime mortgages in danger of foreclosure. 
Donna was assured by her lender that she could refinance in 6 months, but he 
didn’t mention the thousands of dollars in penalties that refinancing would cost— 
penalties she couldn’t afford. 

People like Donna didn’t deserve to lose their homes. Neither do the 10,000 fami-
lies that will receive a foreclosure notice today or the 60,000 families in my home 
state of Connecticut that could find themselves in foreclosure over the next 4 years. 
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I know I speak for my friend Senator Shelby and our colleagues on this Com-
mittee when I say I’m glad to have the support of the Administration and the indus-
try in our effort to stem this dangerous tide. 

But what we don’t have is results. And so here we sit. Again. And the American 
people are demanding to know why. 

PREPARED STATEMENT OF SENATOR RICHARD C. SHELBY 

Thank you Mr. Chairman. 
Today, the Committee will examine the state of our housing market and the Fed-

eral Government’s efforts to prevent foreclosures in the midst of what is now the 
most severe recession in a generation. Problems in our housing market have been 
center-stage since the start of this crisis. 

Rising default rates on sub prime mortgages appear to have triggered the finan-
cial crisis nearly 2 years ago. 

Since then, default rates on all classes of mortgages have risen sharply and pre-
cipitous declines in the value of mortgage-backed securities have crippled banks and 
led to the insolvency of Fannie and Freddie. 

As the economy has continued to worsen, millions of Americans have seen the 
value of their homes fall and many have lost or may lose their homes to foreclosure. 

In an effort to forestall unnecessary foreclosures, Congress and the Obama Ad-
ministration initially devised several programs. Nearly 1 year ago, Congress enacted 
the Hope for Homeowners program. 

This program aimed to keep homeowners in their homes by encouraging lenders 
and servicers to modify mortgages. Unfortunately, this program has only modified 
a handful of mortgages. While recently enacted changes to the program may help 
improve Hope for Homeowners, it is clear that the program needs a thorough reex-
amination. 

In many ways I believe that this hearing could begin to put the horse back in 
front of the cart by undertaking some of the investigative work necessary to prop-
erly address the issues surrounding the housing market in this country. 

We’ve heard many theories about the causes of our difficulties. However, my hope 
is that with this hearing we can begin to gather verifiable facts which will allow 
us to do our own analysis. Homeowners in need will be better served if we actually 
identify the root causes of foreclosures and craft effective solutions, rather than sim-
ply implementing policies to counteract what we think is the problem. 

As the Committee considers how to prevent foreclosures, we should begin by de-
termining the following: 

• First, and probably most important, is the degree to which escalating default 
rates can be attributed to unscrupulous lenders. If true predatory lending was 
as pervasive as some have argued, we should be able to easily document that 
fact. I must say, however, aside from anecdotal evidence, I have yet to see such 
data. 

I look forward to hearing what the Administration believes is the reason for the 
rising default rates and what evidence they cite in support of their position. 

• The second question we need to ask is: What is working? 
Unfortunately, existing modification programs have not been very effective. It is 

important to understand why they have not been working as expected and if there 
is anything we can or should do in response. 

• Finally, we should determine whether our policies are building the foundation 
for a stable and sustainable housing market, or if they are merely delaying the 
inevitable. 

I have long criticized our housing policy for willfully ignoring long-term financial 
consequences, especially with respect to the GSEs. Sustainable policies must be 
based on economic realities and facts, not wishful thinking. 

I hope today we can begin to establish some of those facts by examining the re-
search and experiences of our panelists. 

To the extent we can clearly determine what caused this crisis, we will then be 
able to address it more effectively and also implement policies to avoid future crises. 

Thank you Mr. Chairman. 

PREPARED STATEMENT OF SENATOR TIM JOHNSON 

These are difficult times for homeowners no matter where you live. My State has 
been more fortunate than most in that our housing market didn’t experience the 
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boom that other parts of the country did and South Dakota banks didn’t sell as 
many exotic loan products as bankers in other regions sold. That said, with the 
housing market still in free fall in parts of our country, and the unemployment rate 
ticking upward, the housing situation continues to be troubling. Even in places 
where home values have remained relatively stable during this period of turbulence 
are now experiencing the effects. 

We all know that widespread foreclosures have negative consequences on our com-
munities. The Administration and Congress have taken many steps to create pro-
grams to aid financial institutions in helping keep responsible families in their 
homes—an important goal for preserving both neighborhoods and homeownership. 
Yet, we are still seeing rising foreclosure numbers. We need to know if the programs 
need to be improved and if the financial institutions need to do more. I look forward 
to hearing more from today’s witnesses about the progress being made to modify 
and refinance home loans, including the successes and the challenges. 

PREPARED STATEMENT OF HERBERT M. ALLISON 
ASSISTANT SECRETARY FOR FINANCIAL STABILITY, DEPARTMENT OF THE TREASURY 

JULY 16, 2009 

Introduction 
A strong housing market is crucial for our economic recovery. It is a fundamental 

source of wealth and well-being for individual families and communities and plays 
a key role in our financial system. The recent crisis in the housing sector has dev-
astated families and communities across the country and is at the center of our fi-
nancial crisis and economic downturn. Today, I want to outline the steps that Treas-
ury and the Administration have taken to address this crisis, help millions of home-
owners and lay the foundation for economic recovery and financial stability. 

This crisis took years in the making and as a result, millions of homeowners have 
mortgage payments they are unable to afford. The rapid decline in home prices of 
the past 2 years has had devastating consequences for homeowners, communities 
and financial institutions throughout the country. Moreover, rising unemployment 
and other recessionary pressures have impaired the ability of many otherwise re-
sponsible families to stay current on their mortgage payments. The result is that 
responsible homeowners across America are grappling with the possibility of fore-
closure and displacement. Many analysts project that more than 6 million families 
could face foreclosure in the next 3 years if effective actions are not taken. 
The Administration’s Efforts 

This Administration has moved with great speed to aggressively confront the eco-
nomic challenges facing our economy and housing market by announcing and imple-
menting an unprecedented mortgage modification program. Within a month of tak-
ing office, on February 18th, President Obama and Secretary Geithner announced 
the Making Home Affordable (MHA) Program, a critical element of Treasury’s Fi-
nancial Stability Plan. This program was broadly designed to stabilize the U.S. 
housing market and offer assistance to millions of homeowners by reducing mort-
gage payments and preventing avoidable foreclosures. 

An initiative of this scale has never been previously attempted. Just 2 weeks after 
the President announced the program, the Administration, working with the bank-
ing regulators, HUD, and the Federal Housing Finance Agency, published detailed 
program guidelines for MHA’s Home Affordable Modification Program (HAMP). On 
April 6th, we issued detailed servicer guidance. Today, we have 27 servicers signed 
up to participate in MHA. Between loans covered by those servicers and the GSEs, 
more than 85 percent of all mortgage loans in the country are now covered by the 
program. 

The initiative includes the following three key components: 
(1) The Home Affordable Refinance Program (HARP): HARP expands access 

to refinancing for families whose homes have lost value and whose mortgage 
payments can be reduced at today’s low interest rates. It helps to address the 
problems faced by homeowners who made what seemed like conservative fi-
nancial decisions three, four or 5 years ago, but who have found themselves 
unable to benefit from the low interest rates available today because the value 
of their homes has sunk below that of their existing mortgages. 

Initially, the program was able to help homeowners whose existing mortgages 
were up to 105 percent of their current home value. However, we moved to expand 
it to help those with mortgages up to 125 percent of current home value. 
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(2) The Home Affordable Modification Program (HAMP): HAMP will pro-
vide up to $75 billion dollars, including $50 billion of funds from the Troubled 
Assets Relief Program (TARP), to encourage loan modifications that will pro-
vide sustainably affordable mortgage payments for borrowers. Importantly, 
HAMP offers incentives to investors, lenders, servicers, and homeowners to 
encourage mortgage modifications. 

(3) Support to the GSEs: The Administration is encouraging low mortgage rates 
more generally by increasing support for the Government-Sponsored Enter-
prises (GSEs), Fannie Mae and Freddie Mac, through an expansion of Treas-
ury’s Preferred Stock Purchase Agreements with the GSEs. To this effect, we 
have committed up to an additional $200 billion of capital to the GSEs. 

In addition, we have also announced the following additional HAMP measures: 

• On April 28th, the Administration announced additional details related to the 
Second Lien Program which will help to provide a more comprehensive afford-
ability solution for borrowers by addressing their total mortgage debt. In addi-
tion, this announcement included provisions to strengthen HOPE for Home-
owners Program, which provides additional relief for borrowers with mortgage 
balances greater than the current value of their homes. 

• On May 14th, we announced additional details related to the Foreclosure Alter-
natives Program, which will provide incentives for short sales and deeds-in lieu 
of foreclosure where borrowers are unable to complete the modification process. 
We also announced additional details on Home Price Decline Protection Incen-
tives, designed to provide incentive payments for modifications to partially com-
pensate lenders and investors for home price declines. 

HAMP Design—Key Principles 
Now, I will discuss these programs in greater detail. Our initiatives are built 

around three core concepts. 
• First, the program focuses on affordability. Building on the insights of Chair-

woman Bair of the FDIC, it is designed to reduce mortgage payments to an af-
fordable level based on borrowers’ gross monthly income. 

• Second, HAMP’s pay-for-success structure aligns the interests of servicers, in-
vestors and borrowers in ways that encourage loan modifications that will be 
both affordable for borrowers over the long term and cost-effective for tax-
payers. 

• Third, the Program establishes detailed guidelines for the industry to use in 
making loan modifications with the goal of encouraging the mortgage industry 
to adopt a standard that better suits borrowers and lenders, both in and out 
of MHA. 

In the past, a lack of agreed-upon guidelines has limited the number of loan modi-
fications that are completed, even in instances where modifications would have been 
beneficial to all involved. Driving the industry toward standardized modifications 
based on HAMP should help increase the number of modifications. 

That will be good for borrowers, good for lenders, good for mortgage lending 
standards and good for improved stability of our overall financial system. 

HAMP Design—Eligibility Criteria 
Next, I will discuss the eligibility criteria for the modification program, designed 

specifically to help responsible American homeowners with the greatest need for as-
sistance and to provide that assistance at the least cost to taxpayers. 

Modifications are potentially available to all borrowers regardless of loan-to-value 
ratio, so borrowers can qualify no matter how much the price of their home has fall-
en. 

The modification plan was designed to be inclusive, with a loan limit of $729,750 
for single-unit properties, and higher limits for multi-unit properties. At this level, 
over 97 percent of the mortgages in the country have a principal balance that might 
be eligible. 

Finally, because it is more effective to reach borrowers before they have missed 
a payment, the modification program includes incentives for the modification of 
loans where borrowers are current on their payments, but can demonstrate financial 
hardship or imminent risk of default. 

HAMP Design—Modification Process 
Next, I will discuss the modification process. 
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Under HAMP’s loan modification guidelines, mortgage servicers are prevented 
from ‘‘cherry-picking’’ which loans to modify in a manner that might deny assistance 
to borrowers at greatest risk of foreclosure. 

Participating servicers are required to service all loans in their portfolio according 
to HAMP guidelines, unless explicitly prohibited by pooling and servicing agree-
ments, and further must make reasonable efforts to obtain waivers of any limits on 
participation. Participating servicers are also required to evaluate every eligible 
loan using a standard net present value (NPV) test. The NPV test compares the net 
present value of cash-flows with modification and without modification. If the test 
is positive, the servicer must modify the loan. 

Under the program, servicers must reduce the borrower’s first lien mortgage to 
a 31 percent debt-to-income (DTI) ratio, meaning that the monthly mortgage pay-
ment is no greater than 31 percent of gross monthly income. To reach this payment, 
the servicer must use a specified sequence of steps: 

1. Reduce the interest rate, subject to a rate floor of 2 percent. 
2. If the 31 percent DTI has not been reached, extend the term or amortization 

period of the loan up to a maximum of 40 years. 
3. If the 31 percent DTI still has not been reached, forbear principal until the 31 

percent ratio is achieved. 

Principal forgiveness may be applied at any stage. Additionally, each loan must 
be considered for a HOPE for Homeowners refinancing. 

The borrowers’ modified monthly payment of 31 percent DTI will remain in place 
for 5 years, provided the borrower remains current, and following the modification 
the interest rate will step up each year to a specified cap that will be fixed for the 
life of the loan. We believe HAMP creates new fixed-rate loans that homeowners can 
afford and can understand. 

HAMP Design—‘‘Pay for Success’’ Incentive Structure 
HAMP offers ‘‘pay for success’’ incentives to servicers, investors and borrowers for 

successful modifications. This aligns the incentives of market participants and en-
sures efficient expenditure of taxpayer dollars. 

Servicers receive an up-front payment of $1,000 for each successful modification 
after completion of the trial period, and ‘‘pay for success’’ fees of up to $1,000 per 
year, provided the borrower remains current. Homeowners may earn up to $1,000 
toward principal reduction each year for 5 years if they remain current and pay on 
time. 

HAMP also matches reductions in monthly payments dollar-for-dollar with the 
lender/investor from 38 percent to 31 percent DTI. This requires the lender/investor 
to take the first loss in reducing the borrower payment down to a 38 percent DTI, 
holding lenders/investors accountable for unaffordable loans they may have ex-
tended. 

To encourage the modification of current loans expected to default, HAMP pro-
vides additional incentive to servicers and lender/investors when current loans are 
modified. 

Signs of Progress 
Our progress in implementing these programs to date has been substantial, but 

we recognize that much more has to be done to help homeowners. Toady, I want 
to highlight some key points of success: 

• We have signed contracts with 27 servicers, including the five largest. Between 
loans covered by these servicers and loans owned or guaranteed by the GSEs, 
more than 80 percent of all mortgage loans in the country are now covered by 
the program. 

• 325,000 trial modifications have been offered under the program. Tens of thou-
sands of trial modifications are underway. 

At this early date, MHA has already been more successful than any previous simi-
lar program in modifying mortgages for at risk borrowers to sustainably affordable 
levels, and helping to avoid preventable foreclosures. 

Nonetheless, we recognize that challenges remain in implementing and scaling up 
the program, and are committed to working to overcome those challenges and reach 
as many borrowers as possible. In particular, we are focused on addressing chal-
lenges in three key areas: capacity, transparency and borrower outreach. 
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Expanding Servicer Capacity 
We are taking a number of steps and working with servicers to expand nation-

wide capacity to accommodate the number of eligible borrowers who can receive as-
sistance through MHA. I highlight some key measures below: 

One, we are also asking that all servicers move rapidly to expand servicing capac-
ity and improve the execution quality of loan modifications. This will require that 
servicers add more staff than previously planned, expand call center capacities, pro-
vide a process for borrowers to escalate servicer performance and decisions, bolster 
training of representatives, enhance on-line offerings, and send additional mailings 
to potentially eligible borrowers. 

Two, just last week, as a part of the Administration’s efforts to expedite imple-
mentation of HAMP, Secretaries Geithner and Donovan wrote to the CEOs of all 
of the servicers currently participating in the program. In this joint letter, they 
noted that ‘‘there appears to be substantial variation among servicers in perform-
ance and borrower experience, as well as inconsistent results in converting trial 
modification offers into actual trial modifications.’’ They called on the servicers ‘‘to 
devote substantially more resources’’ to the program in order for it to fully succeed. 

The joint letter to participating servicers also requests that the CEOs designate 
a senior liaison, authorized to make decisions on behalf of the CEO, to work directly 
with us on all aspects of MHA and attend a program implementation meeting with 
senior HUD and Treasury officials on July 28, 2009. Treasury also requested that 
each servicer detail the specific steps that the servicer will take toward effective im-
plementation and compliance. 

Three, we are taking additional steps to expedite implementation, including more 
standardization of documentation and disclosure of the NPV evaluation. 
Transparency and Accountability 

As Secretary Geithner has noted, we are committed to transparency and better 
communication in all of Treasury’s programs. Accordingly, Treasury is focused on 
continued transparency and servicer accountability to maximize the effectiveness of 
HAMP. Specifically, we are planning to take three additional concrete steps in con-
junction with the servicer liaison meeting to enhance transparency in the program: 

One, by August 4th, we will begin publicly reporting servicer-specific results on 
a monthly basis. These reports will provide a transparent and public accounting of 
individual servicer performance by detailing the number of trial modification offers 
extended, the number of trial modifications underway, the number of official modi-
fications offered and the long terms success of modifications. 

Two, we will work to establish specific operational metrics to measure the per-
formance of each servicer. These performance metrics are likely to include such 
measures as average borrower wait time in response to inquiries, the quality of in-
formation provided to applicants, procedures for document processing and review, 
and response time for completed applications. 

We are also planning to deploy a data reporting tool that will contain over 130 
data elements and will be able to provide a comprehensive assessment of the pro-
gram at the loan, servicer, and mortgage market levels. This will enable the pro-
gram to be effectively measured against specific performance benchmarks. 

Finally, we have asked Freddie Mac, in its role as compliance agent, to develop 
a ‘‘second look’’ process pursuant to which Freddie Mac will audit a sample of MHA 
modification applications that have been declined. This ‘‘second look’’ process will be 
designed to minimize the likelihood that borrower applications are overlooked or 
that applicants are inadvertently denied a modification. 

We have also expanded the efforts of the Federal Government to combat mortgage 
rescue fraud and put scammers on notice that we will not stand by while they prey 
on homeowners seeking help under our program. 
Borrower Outreach 

The third challenge we are tackling aggressively is borrower outreach. We recog-
nize the importance of borrower outreach and education and are committing signifi-
cant resources, in partnership with servicers, to reach as many borrowers as pos-
sible. Here, we have taken a number of steps: 

• We have launched a consumer focused website, www.MakingHome 
Affordable.gov, with self-assessment tools for borrowers to evaluate potential 
eligibility in the MHA program. This website is in both English and Spanish 
and already has over 22 million page views. 

• We have worked with an interagency team to establish a call center for bor-
rowers to reach HUD approved housing counselors, so that they are able to re-
ceive direct information and assistance in applying for the MHA program. 
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• Working closely with Fannie Mae, we have also launched an effort to hold fore-
closure prevention workshops and borrower education events in cities facing 
high foreclosure rates. The first such outreach event was held in Miami in June. 

Much more has to be done and we will continue to work with other agencies and 
the private sector to reach as many families as possible. 
Program Limitations 

Finally, we recognize that any modification program seeking to avoid preventable 
foreclosures has limits, HAMP included. Even before the current crisis, when home 
prices were climbing, there were still many hundreds of thousands of foreclosures. 
Therefore, even if HAMP is a total success, we should still expect millions of fore-
closures, as President Obama noted when he launched the program in February. 

Some of these foreclosures will result from borrowers who, as investors, do not 
qualify for the program. Others will result because borrowers do not respond to our 
outreach. Still others will be the product of borrowers who bought homes well be-
yond what they could afford and so would be unable to make the monthly payment 
even on a modified loan. 

Nevertheless, for millions of homeowners, HAMP will provide a critical oppor-
tunity to stay in their homes. It will bring relief to the communities hardest hit by 
foreclosures. It will provide peace of mind to families who have barely managed to 
stay current on their mortgages or who only recently have fallen behind on pay-
ments. It will help stabilize home prices for all American homeowners and, in doing 
so, aid the recovery of the U.S. economy. 
Conclusion 

In less than 5 months, including the initial startup phase, HAMP has accom-
plished a great deal and helped homeowners across the country. But we know that 
more is required to help American families during this crisis and will aggressively 
continue to build on this progress. For example, we are taking additional steps to 
implement programs including: 

1. the Second Lien Program; 
2. the Foreclosure Alternatives Program; 
3. Home Price Decline Protection incentives; and 
4. strengthening of HOPE for Homeowners. 
Each of these supplemental programs is designed to increase the effectiveness and 

take-up of the basic modification plan. 
Sustained recovery of our housing market is critical to lasting financial stability 

and promoting a broad economic recovery. 
We look forward to working with you to help keep Americans in their homes, re-

store stability to the U.S. housing market and growth to the U.S. economy. 
Thank you. I look forward to your questions. 

PREPARED STATEMENT OF WILLIAM APGAR 
SENIOR ADVISOR FOR MORTGAGE FINANCE, 

DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 

JULY 16, 2009 

Chairman Dodd, Ranking Member Shelby, and Members of the Committee, thank 
you for the opportunity to testify on the progress that the Obama Administration 
is making to stabilize the U.S. housing market through the Making Home Afford-
able (MHA) program, the integration of the HOPE for Homeowners element into the 
larger plan, and other Administration efforts to provide relief to homeowners and 
neighborhoods suffering from the effects of the foreclosure crisis. 

My name is William Apgar and I serve as Senior Advisor for Mortgage Finance 
to HUD Secretary Shaun Donovan. In this capacity, I have worked closely on the 
development and implementation of the Administration’s Making Home Affordable 
program which was announced on February 18, 2009, the HOPE for Homeowners 
program, and other efforts intended to address the housing crisis. 
Making Home Affordable: Progress and Challenges 

We are all aware that the U.S. is facing an unprecedented foreclosure crisis—with 
millions of Americans projected to lose their homes within the next few years. Work-
ing together, Congress and the Administration have undertaken a number of initia-
tives designed to prevent foreclosures and mitigate the impact of foreclosed and 
abandoned properties on local neighborhoods and the broader economy. 
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At the center of the Administration’s effort to address the housing crisis is the 
Making Home Affordable Program, a comprehensive program to stabilize the hous-
ing markets by providing affordable refinance and modification opportunities for at- 
risk borrowers. Since the launch of the program in March, 27 servicers—rep-
resenting more than 85 percent of the market—have signed up. So far, these 
servicers have collectively extended trial modification offers to more than 325,000 
borrowers. 

Despite this significant progress, we recognize that more has to be done to reach 
additional homeowners facing, or at risk of, foreclosure and ensure that they are as-
sisted in a timely manner. As with any new program, we have encountered a few 
difficulties in launching the Making Home Affordable Program. Many consumers 
have had trouble reaching their servicers and receiving a timely response from 
servicers after they have submitted applications for modification. Other consumers 
have complained of receiving inaccurate or misleading information from servicers. 
HUD is working with Treasury to quickly resolve issues surrounding program im-
plementation and execution. 

For instance, we have had ongoing meetings and conversations with servicers to 
encourage them to be more responsive. To further underscore the importance of 
prompt servicer response, last week Secretaries Donovan and Geithner sent letters 
to the CEOs of the participating financial institutions urging them to add servicing 
capacity and improve the quality of execution necessary to reach the sizable number 
of homeowners at risk of foreclosure and to designate a senior official to serve as 
a liaison with the Administration and work with HUD and Treasury on the imple-
mentation of all aspects of MHA. By early August, we will be able to start reporting 
servicer specific results publicly. 

In addition, we are exploring a variety of mechanisms to enable servicers to lever-
age their relationships with nonprofits and other entities to help expedite the proc-
essing and approval of modification applications. HUD and Treasury are working 
to create a network of trusted advisors to guide borrowers through the application 
process, help them prepare complete application packages, and troubleshoot if the 
borrower appears to have been improperly deemed ineligible for the program. More-
over, HUD is also working with Treasury and the Homeownership Preservation 
Foundation to further train and utilize housing counseling to better resolve con-
sumer complaints against servicers. 
Evolving Nature of MHA 

The MHA program continues to evolve in order to respond to the changing nature 
and magnitude of the foreclosure crisis. For example, on April 28, the Administra-
tion announced the framework for a program that would facilitate the modification 
of second liens when a first lien is modified. Second mortgages can create significant 
challenges to helping borrowers avoid foreclosure because they can increase bor-
rowers’ monthly mortgage payments beyond affordable levels. Up to 50 percent of 
at-risk mortgages have second liens, and many properties in foreclosure have more 
than one lien. 

Also, on July 1, Secretary Donovan announced an expansion of the Administra-
tion’s Home Affordable Refinance Program (HARP) to include participation by bor-
rowers who are current on their payments but have first mortgage loan-to-value ra-
tios of up to 125 percent. Mortgage rates remain at near historic lows providing 
many homeowners with high rate mortgages the ability to refinance into lower rates 
and experience lower monthly payments. Unfortunately, millions of responsible 
homeowners have seen the value of their homes drop so dramatically that they are 
unable to take advantage of these lower rates. In many hard hit communities in 
California, Florida and Nevada, a large number of homeowners have experienced 
significant reductions in home values and have been unable to participate in the 
program. Under authorization provided by the Federal Housing Finance Agency, 
borrowers whose mortgages are currently owned or guaranteed by Fannie Mae or 
Freddie Mac will now be allowed to refinance those loans even in situations where 
the value of their first mortgage is as much as 125 percent of the current value of 
their home. By increasing this LTV cap from the previously authorized 105 percent, 
this new initiative will expand the ability of the program to aid many hard hit bor-
rowers, particularly those in states suffering from the most extreme declines in 
home prices. 

Similarly, in recognition that the MHA program will not assist every at-risk 
homeowner or prevent all foreclosures, the Administration announced foreclosure al-
ternatives for borrowers and HUD is working on a number of neighborhood sta-
bilization initiatives. Under the details announced on May 14, MHA will provide in-
centives for servicers and borrowers to pursue short sales and deeds-in-lieu (DIL) 
of foreclosure in cases where the borrower is generally eligible for a MHA modifica-
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tion but does not qualify or is unable to complete the process. These options elimi-
nate the need for potentially lengthy and expensive foreclosure proceedings, pre-
serve the physical condition and value of the property by reducing the time a prop-
erty is vacant, and allows the homeowners to transition with dignity to more afford-
able housing. The new details simplify the process of pursuing short sales and 
deeds-in-lieu, which will facilitate the ability of more servicers and borrowers to uti-
lize the program. The program provides a standard process flow and minimum per-
formance timeframes and standard documentation. The final details of the program 
are being finalized, and will be announced as soon as completed. 
New Legislative Authorities: HUD’s Role 

In addition to efforts to improve the execution of the program that was first an-
nounced in February, the Obama Administration is now working to implement new 
and improved program features authorized by the ‘‘Helping Families Save Their 
Homes Act of 2009’’ signed into law on May 20, 2009. The legislation eases eligi-
bility requirements and streamlines the application process for the HOPE for Home-
owners (H4H) program and provides the Federal Housing Administration (FHA) 
with additional loss mitigation authority to assist FHA borrowers under MHA. 

We want to commend Chairman Dodd and other members of the Committee for 
your leadership in getting this important legislation enacted. When fully imple-
mented, the improved H4H program is expected to provide relief to certain at-risk 
homeowners who are underwater on their mortgages and are not covered by other 
programs, including Fannie Mae and Freddie Mac programs. The new FHA loss 
mitigation program will enable homeowners with mortgages insured by the FHA to 
obtain assistance under terms roughly comparable to borrowers in other segments 
of the market, without increasing costs to the taxpayer. 

HOPE for Homeowners: As you know, H4H was initially authorized under the 
Housing and Economic Recovery Act of 2008 to provide a mechanism to help dis-
tressed homeowners refinance into FHA insured loans. The temporary program, es-
tablished within the FHA, is premised on the view that the creation of equity for 
troubled homeowners is likely to be an effective tool for helping families keep their 
homes and avoid foreclosure. Unfortunately, due to several obstacles to participa-
tion, including steep borrower fees and costs, complex program requirements, and 
lack of operational flexibility in program design, the original H4H program has only 
served a handful of distressed home owners. We believe that the legislative improve-
ments combined with the integration of the H4H into the Administration’s MHA 
program will make the program a more attractive and less burdensome option for 
underwater borrowers seeking to refinance their loans and regain equity in their 
homes. 

The improved H4H program will provide a new program option for certain at-risk 
borrowers who are underwater on their mortgages and are not eligible to participate 
in the GSE refinancing program. When a borrower approaches participating 
servicers for assistance, the servicer will be required to offer the option for a H4H 
refinancing in tandem with a MHA Trial Modification option. The program only 
serves homeowners who do not own other homes, demonstrate their ability to meet 
their H4H mortgage payment obligations, have not intentionally defaulted on any 
other substantial debt in the last five years, and do not have other significant 
sources of wealth. To ensure proper alignment of incentives, servicers and lenders 
will receive pay-for-success payments for Hope for Homeowners refinancings similar 
to those offered for Home Affordable Modifications. These additional supports are 
designed to work in tandem and take effect with the improved and expanded pro-
gram 

Though the program promises substantial benefits to underwater borrowers best 
served by an increased equity position in their homes, treatment of second liens 
poses significant challenges to the implementation of H4H. First, the presence of a 
second lien complicates the execution of a mortgage refinance even under the best 
of circumstances. As the effort to offer consumers the option of modifying both first 
and second liens has demonstrated, since the second liens tend to be held in port-
folio by several of the Nation’s largest banking institutions, while first liens are 
owned by a wider range of investors, coordinating the communication and decision 
making between these two separate financial interests can be logistically complex. 

Equally challenging is the determination of a fair allocation of payments to each 
of these two distinct investment interests needed to facilitate the refinancing of an 
underwater mortgage. Under the improved and integrated H4H, HUD has flexibility 
to pay to extinguish second liens consistent with MHA guidelines, and the potential 
to provide investors a share of the price appreciation in exchange for taking a sig-
nificant ‘‘hair cut.’’ Even in situations where there is little prospect of realizing any 
future appreciation, many first lien investors, under the concept of ‘‘one loss—one 
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time,’’ appear increasingly willing to accept the required ‘‘hair cut,’’ and execute a 
clean exit from the transaction. 

Unfortunately, the calculation of second lien holders is decidedly more complex. 
Even in situations where the combined LTVs of first and second liens exceed the 
current market value of the home, seconds liens may have some value. In particular 
representatives of banking institutions that hold sizeable numbers of second liens 
in their portfolios report that that in some situations, borrowers who are delinquent 
on their first lien are continuing to make payments on their second lien, providing 
some measure of benefit to second lien holders. Of course, where the first lien is 
underwater, once the property moves to foreclosure, the second lien is worthless. 

In light of these complex and often conflicting interests, determining a fair com-
pensation system for holders of second liens is difficult. In this regard the recent 
letter to the heads of the five bank regulators (FRB, OCC, NCUA, FDIC, OTS) 
dated July 10 and jointly signed by Senate Banking Committee Chairman Dodd and 
House Financial Services Committee Chairman Frank is instructive. In assessing 
methods used to estimate the value of second liens held on the balance sheet of the 
Nation’s largest banks, the letter expressed the concern ‘‘that loss allowance associ-
ated with these subordinated liens may be insufficient to realistically and accurately 
reflect their value, especially in light of the historically poor performance of first lien 
mortgages and seriously diminished value of the underlying collateral.’’ The letter 
goes on to observe that in situations where banks are allowed to carry these loans 
at potentially inflated values, they may be reluctant to ‘‘negotiate the disposition of 
these liens, and thus may stand in the way of increasing participation in the H4H.’’ 

To better understand these issues, HUD and Treasury are now working with the 
OCC and other regulators that supervise the activities of the large national banking 
entities that hold in portfolio the largest share of second liens. In addition to ensur-
ing that current regulatory policy does not act to encourage banks to seek to delay 
the realization of portfolio losses by allowing these entities to carry assets at in-
flated valuations, these conversations will also draw on the considerable expertise 
of the OCC and other regulators to help HUD craft an extinguishment schedule that 
will provide fair compensation to the holders of the second lien assets. 

In sum, HUD remains committed to reissuing guidance on the operation of the 
reconstituted version of H4H program. The goal is a program that works—a pro-
gram that provides real benefits to a group of homeowners best served by an in-
creased equity position in their homes, while at the same time providing fair treat-
ment to the interests of the investor/owners of first and second liens and adequate 
compensation for the other parties participating in the transaction. 

The FHA Modification Program: As noted above, HUD is also now working to 
finalize guidance implementing the Federal Housing Administration’s (FHA) Home 
Affordable Modification Loss Mitigation Option which is an important complement 
to the MHA and will provide homeowners in default with greater opportunity to re-
duce their mortgage payments to sustainable levels. The FHA’s long-standing Loss 
Mitigation Program has given lenders who provide FHA-insured mortgages the au-
thority and responsibility to assist homeowners who have fallen into financial dif-
ficulties with their home mortgages. The new legislation will increase the number 
of distressed homeowners receiving assistance by expanding the authority of FHA 
to engage in foreclosure prevention by allowing the use of new tools. Under new au-
thorities, FHA can offer a partial claim up to 30 percent of the unpaid principal bal-
ance as of the date of default combined with a loan modification. In addition, it 
permits loss mitigation tools to kick in for loans that face ‘‘imminent de-
fault,’’ rather than just for loans in default. Moreover, FHA is granted the 
authority to facilitate loan modifications through assignment of loans in order to 
address servicer loss mitigation disincentives relating to having to purchase loans 
from Ginnie Mae pools. 
Additional Challenges 

Even as the Obama Administration is working to improve the execution of the 
Making Home Affordable and to deploy new program features authorized under the 
‘‘Helping Families Save Their Homes Act,’’ we continue to examine new approaches 
to expand the reach of the foreclosure avoidance efforts and stabilize housing mar-
kets in communities around the country. As I noted in testimony before the House 
Financial Services Committee last week, the Administration stands ready to explore 
with Congress additional ideas to aid at-risk borrowers that may not qualify cur-
rently qualify for the MHA. 

• The current very high level of unemployment is making the already difficult 
task of helping families struggling to meet their mortgage payment even hard-
er. Initial efforts by the government to prevent foreclosures were not primarily 
designed to assist unemployed individual in some of the hardest hit commu-
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nities. As the economy has weakened, unemployment has become an increasing 
cause of mortgage default and foreclosure. Recognizing this, the Administration 
is now exploring a series of programmatic options that can help unemployed 
workers get the mortgage assistance that they need. 

• Next, recognizing that there is an impending crisis in the multifamily mortgage 
sector which could have devastating effects for tenants, HUD Secretary Dono-
van has led the Administration’s review of potential means to expand access to 
bond financing to assist State and Local Housing Finance Agencies in con-
tinuing to pursue their important financing role to increase both affordable 
homeownership and rental housing opportunities. HUD has also created an in-
ternal task force to develop a better understanding of this emerging crisis, has 
reached out to Treasury and the Federal Housing Finance Agency (FHFA) to 
explore new approaches to confront this situation, and is now completing a top 
to bottom review of HUD’s own multi-family initiatives to identify new pro-
grammatic alternatives. Building on these efforts, HUD looks forward to work-
ing with the Committee to explore various options for stabilizing the multi-
family housing sector. 

• Finally, Secretary Donovan has challenged HUD to do all that we can to work 
with Congress and the Administration to insure that the nearly $6 billion ap-
propriated to date for the Neighborhood Stabilization Program (NSP) plays its 
intended role in helping to stabilize housing markets and combat blight. In 
many communities, NSP is starting to generate real results, but HUD will con-
tinue to monitor program activities, identify strategies that produce real results, 
and work to make program modifications that will help ensure that this funding 
is deployed quickly, wisely, and well. 

Conclusion 
Once again, I would like to thank you for the opportunity to participate in today’s 

hearing. HUD shares your concerns about the progress of Administration’s efforts 
to address the foreclosure crisis and can assure you that we are working to resolve 
issues related to implementation and execution of core programs and to implement 
new elements to improve and refine MHA in the near future. I am happy to answer 
any questions you may have. 

PREPARED STATEMENT OF THOMAS PERRETTA 
CONSUMER, STATE OF CONNECTICUT 

JULY 16, 2009 

Good morning, Chairman Dodd and Ranking Member Shelby. 
My mortgage problems became evident when my wife, Susan, passed away in 

2008. 
All our lives we were a hard-working couple, giving the best we could to our son, 

Tom Jr., and living modestly. In addition to our regular jobs, we each had various 
part-time jobs. 

Before we bought the town house in 2001, we lived for 1 1⁄2 years at my in-laws 
to save up money for that purchase, which would be a home for us and our son. 

I have been working with the Connecticut Board of Education for 11 years and 
Susan worked for Stamford Health. In 2004 she found her ideal job at Sacred Heart 
School, where she was a guidance counselor in college placement. She was earning 
about $40,000 annually. With our joint incomes we were able to keep our family fi-
nances going smoothly and send Tom Jr. to Quinnipiac University. 

But in 2005, just as Sacred Heart was closing permanently, Susan was diagnosed 
with leukemia. In April she had chemotherapy which was followed by a bone mar-
row transplant October 21, 2005. 

My medical insurance covered her medical payments, although not the co-pays. 
Finally Susan began receiving Social Security disability of $1,400 monthly. As Tom 
Jr. had begun college in 2004, this helped but not enough. 

Throughout the years Susan had managed our finances and in order to keep Tom 
Jr. in college, we applied for a home equity loan from Wachovia and began increas-
ing credit card debt. Susan helped Tom Jr. apply for student loans, and we also took 
out one parent-student loan. 

Because we had both worked all our lives, Susan even began looking for a job 
after her bone marrow transplant, even though she was still weak. In April 2008 
Susan developed an infection and became extremely weak. While at a nursing home 
her health deteriorated and she never returned home. 
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In order for her to have a proper funeral I borrowed $16,000 from friends. I have 
just finished paying that amount off. Suddenly after 25 years in which Susan han-
dled the bills, I was overwhelmed but I realized I had to keep paying the mortgages 
on the townhouse. 

We had a first with Chase and a second with Wachovia. I got a grip on some of 
these and started chipping away at our debt. I was making payments to Chase at 
the branch. At the beginning of 2009, as money became tight and I was worried 
about making payments I went to the Chase branch for help because I could not 
keep up. 

The Chase customer service representative told me someone would phone me, but 
no one did. 

At the beginning of 2009 I spoke to a Chase representative over the phone asking 
for help in a loan modification and her reply was that I did not make enough to 
qualify. I was unable to convey that I had just been through the tragic death of my 
wife and was trying to settle everything in a reasonable manner. 

In the past few months Chase collections has been calling me at work, but no one 
has ever suggested that they might help me, or proposed a single positive step for 
resolution. The last calls were just a few weeks ago. 

It seemed that Chase did not realize that people like me, who have just had an 
overwhelming event in their life, may still be honest responsible human beings who 
need help. 

I turned to a housing counselor at the Housing Development Fund and they are 
trying to help me negotiate with Chase since February. So far they also have not 
received a reply, even though my mortgage is a FNMA and should qualify for Make 
Your Home Affordable. A package with my request for a modification was sent to 
Chase on May 4th. 

I explained to the counselor that with all the bills piling on top of each other, I 
was unable to pay the common charges of my condo association and am now in a 
one-year agreement with them. I also have an agreement with the electrical com-
pany. Other creditors have worked with me, only Chase is still not doing that. 

Now that Tom Jr. graduated from college and is working he will be contributing 
to the household income. He will help me in paying off the past due common 
charges (the agreement is for $500 a month) and I am giving up my car which will 
lower my expenses by $300. 

With all these steps in place, some of which the counseling agency proposed, I can 
make payments of $1,400 if Chase/FNMA will work with me. 

People like me should be the ones the banks are helping. I am now 6 months past 
due. I hope that Chase will give me a modification soon. 

PREPARED STATEMENT OF JOAN CARTY 
PRESIDENT AND CEO, THE HOUSING DEVELOPMENT FUND, 

BRIDGEPORT, CONNECTICUT 

JULY 16, 2009 

Good afternoon, Chairman Dodd and Ranking Member Shelby. Thank you for in-
viting me to testify today. My name is Joan Carty. I am the President and CEO 
of the Housing Development Fund (HDF) in Stamford, CT. HDF is a community de-
velopment financial institution that has operated in Connecticut for the last twenty 
years. We provide financing to developers of affordable housing, technical assistance 
to local governments, homeownership counseling and down payment assistance to 
first time homebuyers. We have helped almost 5,000 people secure safe, decent and 
affordable housing. Less than 2 percent of our homebuyers are in delinquency or de-
fault. We credit that solid track record to the fact that they were counseled, edu-
cated, and that we only allowed our clients into 30-year, fixed rate first mortgages. 

HDF partners with the banking community, local housing authorities and munici-
palities in its core business. We have leveraged over $145 million in first mortgages 
with our SmartMove and Homebuyer Assistance loan programs. HDF has worked 
with the Greenwich, Stamford and Darien housing authorities to help residents edu-
cate themselves about homeownership. HDF also worked with the cities of Stamford 
and Norwalk to put forth innovative and inclusive inclusionary zoning systems in 
these communities. We have partnered with developers to market their below mar-
ket rate units as well. Last year, because of the widespread and increasing problems 
with subprime lending, mortgage delinquencies and rising foreclosures, HDF started 
an additional counseling program to assist families in our communities who were 
stressed with these problems. In the course of developing our program we have 
reached out to many other partners: the Bar Association for pro bono attorneys, the 
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courts to establish working relationships with the mediators, volunteers with finan-
cial and social services backgrounds to help us with the ever increasing volume of 
people who need guidance, and the banks—who in many cases control the outcomes 
of the situations facing people in foreclosure or mortgage delinquency. 

We are a HUD certified counseling agency and down payment assistance lender. 
We have personally experienced the kind of shadow boxing that occurs when a 
homeowner in distress calls their lender or servicer for help. Too often, their call 
is bounced to a call center across the globe, or the call is bounced from department 
to department within the bank. On many occasions, after multiple periods of time 
on hold, they finally reach a live person but it is a representative who is merely 
following a script. Often the lender or servicer representative has no record of prior 
contact with the borrower. It is a process that often feels futile. 

We have found that in too many cases when we send clients’ modification requests 
to banks or servicers such as JP Morgan Chase or Goldman Sachs-owned Litton, 
that the modification package enters a black box for months on end. These bor-
rowers are in distress; even a 30 day time frame can radically affect their credit 
profile. Once they slip behind on timely payments of their mortgage or any con-
sumer debt, their credit score goes down, and their monthly interest charges can 
go up. In many cases cross default provisions mean that default on one obligation 
will trigger higher monthly charges on other debt, even if the borrower had re-
mained current for that obligation. If we were to look for common themes as to why 
families are in distress, we often find that death, divorce, illness or injury, in addi-
tion to predatory terms on many mortgages, have pushed families to the edge of the 
cliff. Imagine the multipliers and harm rendered when this limbo extends for 
months. 

I understand that the lenders and servicers need modification requests that are 
well documented and that contain a budget that has been carefully worked out so 
that the borrower will succeed in the modification over the long term. That is the 
kind of service that we as a counseling agency provide to our clients. What our cli-
ents in turn need from the lenders and servicers is rapid response. Responses before 
their lives continue to spiral downward. It is difficult to believe that the sophisti-
cated automated platforms that have been in use by lenders and servicers for loan 
origination over the past decade cannot be retooled to generate effective loan modi-
fications with greater frequency and within tighter timelines. 

I would also suggest that rapid response will help in other ways. With delay 
comes added expenses, which often get added to the mortgage balance. Extensive 
delays in the mediation process often result in the lenders or servicers charging the 
borrower multiple times for late fees, attorneys’ fees, and updated appraisals. Denial 
of borrowers’requests lead to expensive foreclosure processes, which hurt the fami-
lies involved and the communities in which the homes are located. In many in-
stances, these foreclosures do not ameliorate losses or generate profits for the banks 
given the current declines in property values throughout the country. Additionally, 
it is critically important to create a system that rapidly responds to requests from 
homeowners who are still current on their mortgages but who know they will not 
be able to sustain their payments going forward. 

What we are building at our agency is a system that can carry borrowers from 
that initial request for assistance through assessment of their situation and develop-
ment of a modification request that will have viability over the long term. 

What we need from the lenders and servicers is their commitment to building a 
system that will react promptly and predictably to these reasonable requests. 

For two decades, HDF has proven it can deliver housing solutions that work for 
Connecticut—for families, for lenders, for developers, for neighborhoods. We believe 
that affordable housing is an investment in people—employees, parents, children, 
neighbors—without whom the state’s whole economy would suffer. Strong markets 
and strong communities need a diverse mix of households. And that calls for a sup-
ply of housing and housing opportunities that low- and moderate-income people can 
afford and remain in despite temporary setbacks. 
Appendix 
The Housing Development Fund Banking Partner: 
Bank of America 
Citibank, FSB 
Commerce Bank 
Fairfield County Bank 
Fieldpoint Private Bank and Trust 
First County Bank 
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Hudson City Savings Bank 
Hudson United Bank 
Milford Savings Bank 
Naugatuck Savings Bank 
Newtown Savings Bank 
Patriot National Bank 
People’s United Bank 
Savings Bank of Danbury 
TD Banknorth 
Union Savings Bank 
U.S. Trust of Connecticut 
Wachovia Bank, N.A. 
Webster Bank 
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PREPARED STATEMENT OF MARY COFFIN 
EXECUTIVE VICE PRESIDENT, SERVICING DIVISION, 

WELLS FARGO HOME MORTGAGE 

JULY 16, 2009 

Chairman Dodd, Ranking Member Shelby and Members of the Committee, I’m 
Mary Coffin, executive vice president of Wells Fargo Home Mortgage Servicing. 
Thank you for inviting me to speak today. 

Throughout this historic public and private sector collaboration, Wells Fargo has 
considered it our leadership responsibility to champion solutions. We have played 
a key role in creating streamlined, unified modification programs to help customers 
in need. 

A prime example of our work with the Administration is the new Homeowner Af-
fordability and Stability Plan, which we fully support. Early indications are that the 
Home Affordable Refinance Program (HARP) and Home Affordable Modification Pro-
gram (HAMP) are of great value, and will benefit a significant number of families. 

In fact, we believe the Administration’s goal to help as many as 7–9 million home-
owners over the next few years is well within reach. In the first half of 2009, 
through lower rates, refinances and modifications, Wells Fargo alone has helped 
close to 1 million American homeowners. 

We refinanced three-quarters of a million customers through HARP and standard 
programs. And, since our company represents approximately 20 percent of the mar-
ket, we could estimate that close to 4 million Americans industry-wide have already 
refinanced into lower mortgage payments. 

In these turbulent times, it is important to note that more than 90 percent of our 
borrowers remain current on their mortgage payments. To help those in need of as-
sistance in the first half of this year, we have provided more than 200,000 trial and 
completed modifications, an increase of about 100 percent for the same period one 
year ago. Notably, last month, 83 percent of Wells Fargo’s modifications resulted in 
a payment reduction which increases the probability customers will sustain these 
payments and, in turn, lowers re-default rates and foreclosures. 

Acutely aware of the importance of speed, Wells Fargo worked with the govern-
ment aggressively to develop and deliver HARP and HAMP. We did this in a way 
that was mindful of our responsibility to American taxpayers to execute solutions 
for those truly in need. 

Speed of execution was complicated by the multiple versions of the program—each 
with unique contract requirements. 

• On March 4, the Administration first announced the components of the Home-
owner Affordability and Stability Plan. 

• By April 6, we received the final HAMP guidelines from Fannie and Freddie, 
and began implementing this program for these customers. 

• On April 13, we were the first to sign a HAMP contract for loans we service 
for private investors as well as for loans in our owned portfolio. Further details 
for this program were finalized by May 14, and we began offering it 9 days 
later. 

Since January, we have been providing loan workouts to Wachovia option ARM 
customers who are struggling with their payments and, at the end of this month, 
we will add HAMP as yet another potential solution. 

With this addition, we will have fully executed HAMP for almost all of our at- 
risk borrowers. It should be noted that the Administration has not yet made HAMP 
available for FHA, VA, and home equity borrowers. 

Since we service one-third of the Nation’s FHA loans, we’re hopeful that the gov-
ernment will soon provide this program, as well as the second-lien program as it 
was initially described to us. 

As of June 30, Wells Fargo was in the process of finalizing 52,000 Home Afford-
able Modifications. When working with all of our seriously delinquent borrowers, 30 
percent are not eligible for HAMP because they have an FHA or VA loan and an-
other 15 percent do not meet the basic program requirements. Of the remaining 55 
percent, we are actively working with half, and the other half has not yet chosen 
to work with us. 

For those borrowers who don’t qualify for HAMP, we immediately seek to find an-
other modification or alternate solution to avoid foreclosure. Before any home moves 
to foreclosure sale, we conduct a final quality review to ensure all options have been 
exhausted. 

We understand this time has been frustrating for our at-risk customers and that 
they are anxious and in need of answers. 
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With the President’s February 18 announcement that refinance and modification 
programs would be forthcoming, we began to experience a large increase in cus-
tomer inquiries. Knowing this would occur, we anticipated the influx, and increased 
and trained team members to handle it. Yet, it has been challenging to meet cus-
tomer expectations as the various program details were provided to us over a period 
of 90 days. 

While we forecasted an increase in inquiries—even from customers current on 
their mortgage payments—our forecast turned out to be low. Historically, on a 
monthly basis, 5 to 10 percent of inquiries for loan workouts came from borrowers 
who were current. Since the announcement and the related increased focus on immi-
nent default, that statistic has risen to nearly 40 percent. Of course, not everyone 
who calls qualifies for imminent default. 

To manage this demand: 

• we have implemented mandatory overtime; 
• we have streamlined the receipt, imaging and processing of the required docu-

ments; 
• we are upgrading systems to handle escrow requirements for home equity loans 

and lines; and 
• most importantly, we have increased our trained staff by 54 percent over the 

first half of this year to 11,500 default team members—all of whom are U.S. 
based. 

In conclusion, we can sincerely tell you we have been working very hard to re-
sponsibly execute these programs and fully support them. We will continue to work 
with the government, consumer counselors, non-profit agencies and others to reduce 
foreclosure, save homes, and quickly maintain, sell and donate foreclosed properties 
in order to stabilize our economy. 

Our sincere thank you for all you’ve done to help us drive home retention by mak-
ing the Nation aware of the options available to those in need. I’d be glad to answer 
any questions you may have. 
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PREPARED STATEMENT OF CURTIS GLOVIER 
MANAGING DIRECTOR, FORTRESS INVESTMENT GROUP, 

ON BEHALF OF THE MORTGAGE INVESTORS GROUP COALITION 

JULY 16, 2009 

Mortgage Investors Coalition Testimony 
Thank you for inviting me to testify today. My name is Curtis Glovier and I am 

a Managing Director at Fortress Investment Group. I am also a member of the 
Mortgage Investors Coalition, which was organized to develop investor consensus on 
current public policy initiatives and to provide policy makers with the mortgage in-
vestor’s point of view. I am testifying today in my capacity as a member of the Mort-
gage Investors Coalition. 

Allow me to start, Chairman Dodd, by commending you, Ranking Member Shelby 
and the other members of the Committee for your leadership for well over two 
years, going back to before the financial crisis, in trying to pursue every possible 
action to help keep Americans in their homes. We share your frustration with the 
slow pace of efforts to help homeowners get out of bad mortgages and into mort-
gages that will allow them to stay in their homes and build equity at the same time. 

I also want to thank you particularly, Mr. Chairman, for co-authoring with Chair-
man Frank a letter last week highlighting the need to help families keep their 
homes and avoid foreclosure. We agree with your diagnosis of the Hope for Home-
owners program (‘‘HFH’’) and offer our support to assist American families’ partici-
pation in this program, so they may be able to keep their homes and build equity. 
The discounted refinance program offered by HFH provides the best long term solu-
tion for the homeowner and for the recovery of the U.S. housing market. 

My testimony today represents the views of the Mortgage Investors Coalition, as 
well those of other mortgage investors whose thoughts I have obtained through nu-
merous conversations I have had in the course of my professional dealings and my 
participation in industry groups. The Mortgage Investors Coalition was formed in 
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April 2009 and currently has 11 member firms with about $200 billion in total as-
sets under management and over $100 billion in current outstanding principal bal-
ance of investments in residential mortgage backed securities. In my testimony, I 
will briefly describe the composition of the mortgage market and some of the inher-
ent conflicts that could be contributing to the difficulty in showing sufficient 
progress in stemming foreclosures. 

Investors in private-label (non-Federal agency) mortgage-backed securities include 
asset managers, charitable institutions, endowments, foundations, hedge funds, in-
surance companies, investment banks, municipalities, mutual funds, pension funds, 
trusts, sovereign wealth funds, universities and others. Thus, many of the bene-
ficiaries of these investments are ordinary American citizens—people with pensions, 
people with life insurance policies or mutual fund investments, and people who ben-
efit from services provided by charities, universities, and state and local govern-
ments. 

First, I’d like to briefly describe the residential mortgage market. The mortgage 
market consists of approximately $11 trillion in outstanding mortgages. Of that $11 
trillion, $5.4 trillion are held on the books of the GSE’s as agency mortgage-backed 
securities (issued by one of the agencies) or in whole loan form. Another $3.6 trillion 
are on the bank balance sheets as whole loans or securities in their portfolios, of 
which $1.1 trillion are second liens (home equity loans/lines of credit or closed end 
second mortgages). Of the $1.1 trillion outstanding second mortgages, only 3.7 per-
cent of the total (or $41 billion) is held in securitized form. The remaining $1.8 tril-
lion in first lien mortgages reside in private label mortgage-backed securities. The 
Residential Mortgage Backed Securities (RMBS) market has efficiently provided 
mortgage financing for millions of American families and has served as a means to 
extend credit throughout the American economy and the world. While the Federal 
government’s actions to bolster Fannie Mae and Freddie Mac and to broaden the 
FHA’s mandate have proven to be critical stopgap measures during the housing and 
economic crisis, a revival of the RMBS market and a return of private investors to 
that market is seen by many as a prerequisite to the recovery of the U.S. housing 
market and a return to normalcy in the capital markets. The Federal government 
cannot by itself provide the liquidity necessary to finance the national housing mar-
kets. 

The process by which residential mortgage-backed securities are created begins 
when a borrower obtains a mortgage loan from a lender. After the loan is made, 
the loan is pooled together with other mortgage loans and placed into a trust. The 
trust is administered by a trustee and one or more servicers, who are the face of 
the trust to homeowners. Investors in the trust generally have no interaction with 
the homeowners, and also have extremely limited decision-making authority with 
respect to modifications, foreclosures and other servicing actions. Very often, the 
original lender, or its affiliate, acts as servicer once the loans are securitized. Loan 
servicing is relatively concentrated. Roughly 88 percent of subprime loans and 69 
percent of all residential mortgage loans are serviced by 18 servicers, and 55 percent 
of all mortgages are owned by or serviced by the 4 largest banks. 

Returning homeowners to a positive equity position provides significant oppor-
tunity and motivation for at-risk homeowners to remain in their homes and commu-
nities. A short refinancing under HFH solves both the affordability and negative eq-
uity problems plaguing homeowners at risk of foreclosure today. The program was 
created to reduce principal on the existing senior lien mortgage and to eliminate the 
existing subordinate second lien, which can prevent unnecessary foreclosures. The 
Mortgage Investor Coalition believes that a properly implemented Hope for Home-
owners program will not only provide stability for homeowners, but will help stem 
the declines in the housing markets and provide certainty for the fixed income cap-
ital markets, which will bolster financial markets in general and promote increased 
lending and reinvestment in mortgages. We believe the program will prevent addi-
tional foreclosure inventory from adding to the overhang of bank owned properties 
in the residential real estate market, thereby helping to establish a floor for housing 
prices. 

I would like to reiterate what we, the Mortgage Investors Coalition, have been 
stating—from Capitol Hill, to the Departments of Treasury and Housing and Urban 
Development, and with Community Housing Advocates. The best solution to our Na-
tion’s mortgage crisis is to significantly forgive principal on first and second lien 
mortgage debt in connection with the refinancing of the overextended homeowner 
into a new, low interest rate mortgage through the Hope for Homeowners program. 
The burden of solving the housing crisis should not fall squarely on the shoulders 
of any one stakeholder, and investors are willing to do our part by making a signifi-
cant sacrifice in reducing mortgage principal. 
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Investors seek a sustainable mortgage restructuring program that works in the 
best interest of all parties and addresses the multiple factors that have contributed 
to homeowner re-defaults. The solutions that have been offered to date have been 
sub-optimal for the homeowner in that they fail to address the entire consumer debt 
burden, and overlook the pernicious effects of negative equity. Compared to a short 
refinance program such as HFH, a modification approach, such as the Making Home 
Affordable Program, has a notable shortcoming: by not addressing negative equity, 
homeowners are trapped in a mortgage that cannot be refinanced and a house that 
cannot be sold. When the program ends in five years, the interest rate on both the 
first and second mortgage will reset higher, the outstanding balance of the combined 
mortgage debt is likely to still exceed the value of the home, and there could be a 
meaningful risk of a re-default. The low prices of securities in the mortgage market 
today in part reflect the great uncertainty of future cash flows and values associated 
with such modified loans. 

It is our understanding that the Committee would like to examine the reason 
more Hope for Homeowners refinancings have not occurred. The following is our 
analysis of what has happened since this Committee created and Congress passed 
the Helping Families Save Their Homes Act, modifying the Hope for Homeowners 
program. 

While there are still operational hurdles to overcome in implementing a more ef-
fective program, the major impediment to the viability of the program is the volume 
of second mortgages or second liens outstanding. The second lien problem exists be-
cause many banks and their affiliated servicers offered additional forms of financing 
to consumers, such as home equity loans and second mortgages. As indicated ear-
lier, while a small percentage of second mortgages were sold to investors, the vast 
majority remain on the balance sheets of our Nation’s largest financial institutions. 
In fact, the four banks that service approximately 55 percent of mortgages held 
roughly $441 billion of second liens on their balance sheets as of December 31, 2008. 
Banks have favored loan modification programs such as Making Home Affordable 
that defer the recognition of losses on the second lien portfolios. That program im-
proves the cash flow available to the second mortgage at the expense of the first 
mortgage and defers the immediate loss that would be recognized in a foreclosure, 
short sale or short refinance. In these negative equity scenarios, the second lien 
would receive no proceeds in a foreclosure action; on the other hand, the modifica-
tion program allows this uncollateralized obligation to remain outstanding and on 
the books of the financial institution as a performing asset, even though the home-
owner has no equity in their home. The second lien is subordinate to the first lien 
and often has a higher interest rate. In the vast majority of cases, when a first 
mortgage is delinquent, so is the second lien. Our analysis of 44.1 million first lien 
loans from a primary credit bureau database indicated that of all second lien mort-
gages, only 3 percent are current with a corresponding first lien mortgage that is 
delinquent. 

We believe the current accounting treatment of second liens on the banks’ balance 
sheets makes them particularly unwilling to take this loss to complete a refinance, 
resulting in 1) unsuccessful modifications that are prone to quickly re-default and 
2) more importantly, only a handful of Hope for Homeowners refinances. The ideal 
scenario for a borrower who owns a home that is worth less than its outstanding 
mortgage debt, referred to as being ‘‘underwater’’, is to refinance into a Hope for 
Homeowners mortgage. Such a refinancing would result in the Borrower having a 
new, affordable mortgage with an equity investment in his or her home and an in-
centive to stay in the home and build additional equity. In addition this homeowner 
could eventually sell the home in a normal market transaction as opposed to the 
selling into the current market of bank auctions and foreclosure sales. 

As I previously explained, the refinancing of mortgages through Hope for Home-
owners is the preferred solution for borrowers and investors in mortgage loans. 
Given that investors want more mortgage refinancings and an increased use of the 
Hope for Homeowners program, why can’t investors just tell the servicers to refi-
nance more loans? 

Unfortunately, even though the loans backing the investments are held for the 
benefit of investors, the investors are limited in the influence they can exert over 
those who administer the trusts. The contracts governing the Administration of the 
trust that issued the mortgage-backed securities were generally written in a manner 
that creates various barriers to investor control. Thus, although investors want 
servicers to be more responsive to borrowers and to significantly increase the pene-
tration of the Hope for Homeowners program, forcing that behavior on the servicers 
is extremely difficult. 

What is the solution? It is an effort that will require participation and sacrifice 
by all interested parties to succeed. The government, financial institutions and in-
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vestors all share an important stake in the recovery of the American homeowner 
and must contribute equitably to forge a healthier, more stable housing market, fi-
nancial market and economy. The solution lies in providing positive equity and af-
fordable payments for homeowners. Investors stand ready to make the sacrifice nec-
essary to re-equitize the homeowners at risk of foreclosure. 

The Congress and the Administration should be diligent in their prodding of 
bank-affiliated servicers to offer HFH refinancings. HUD and Treasury are actively 
working to reach out to all stakeholders, including the banks and servicers who hold 
second liens, to arrive at a solution that can lead to more refinancings under the 
Hope for Homeowners program. It is unclear at this point whether HUD and Treas-
ury have made progress on the second lien issue. If necessary, additional capital 
could be allocated to this effort as TARP funds are repaid to the government. When 
the Emergency Economic Stability Act of 2008 first passed, a significant portion of 
the TARP money was to have been reserved for foreclosure avoidance. Government 
funds could be used to more aggressively compensate second lien holders as their 
investments are extinguished in the short refinance process of HFH. 

Fundamentally, for this problem to be solved, everyone must share the burden. 
Solutions cannot be a windfall for certain stakeholders and terrible for others. We 
must get homeowners out of underwater mortgages and into mortgages that have 
positive equity and are properly underwritten, affordable, fair, and sustainable. 
Contributions must be made by all participants. 

Based on all the available options, it seems the best solution is the Hope for 
Homeowners program. This means that investors like us will have to be prepared 
to take an immediate and substantial hit on the outstanding principal amount of 
the mortgage as loans are refinanced out of the securitization trust at a discount. 
It is necessary for borrowers to emerge from their underwater positions and begin 
to build positive equity for the housing market to recover. Given today’s unprece-
dented economic conditions, mortgage investors stand ready to contribute to the re- 
equitization of homeowners by reducing principal on first lien mortgage debt to fa-
cilitate the refinance of these loans into stable thirty-year, amortizing, fixed-rate 
government loans. 

In creating the Hope for Homeowners program, Congress has created the frame-
work for a successful solution to the housing crisis, and the funding necessary to 
provide sustainable mortgages for many American families at risk of losing their 
home to foreclosure. Mortgage Investors are prepared to make the appropriate con-
tributions to preserve homeownership and call on the Committee to provide support 
in effectuating a workable program with the other stakeholders, including financial 
institutions that control the servicing and origination of residential mortgages. 

Mr. Chairman, we thank you for the opportunity to testify today—and for your 
and your colleagues’ efforts to help families not only achieve the American dream 
but also to keep their homes and avoid foreclosure during these turbulent times. We 
look forward to working with you to provide hope for homeowners and to doing our 
part to solve the housing and mortgage market crisis. 

PREPARED STATEMENT OF ALLEN H. JONES 
DEFAULT MANAGEMENT POLICY EXECUTIVE, BANK OF AMERICA 

JULY 16, 2009 

Good morning, Chairman Dodd, Ranking Member Shelby and Members of the 
Committee. I am Allen Jones, Bank of America’s Default Management Policy Execu-
tive. Thank you for the opportunity to appear and update you on the efforts of Bank 
of America to help families avoid foreclosures wherever possible and stay in their 
homes. 

Let me start by making two important points on which I will elaborate later in 
the testimony. 

First, as you will recall Bank of America exited subprime lending nearly nine 
years ago. Upon acquiring Countrywide, we have taken the steps to ensure our com-
bined company is a leader in traditional mortgage products. Our April launch of the 
Clarity Commitment—a clear and simple one page disclosure that accompanies 
every new and refinanced loan—is one demonstration of our focus on ensuring cus-
tomers understand what loan they are getting and the associated costs. 

Second, Bank of America has been at the forefront of government and industry 
efforts to develop loan modification programs as a way of avoiding foreclosures and 
helping financially distressed customers remain in their homes. We modified 
230,000 mortgage loans in 2008, and we are pleased to report that in the first six 
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months of this year, modification offers have been accepted or rate relief has been 
provided for more than 150,000 customers. 

In recent weeks, as the Administration’s Making Home Affordable modification 
program guidelines have been completed and our systems have been converted, 
Making Home Affordable has become the centerpiece of Bank of America’s overall 
home retention efforts. Already, approximately 80,000 Bank of America customers 
are in the trial modification period or are responding to modification offers we have 
extended under Making Home Affordable. 

We have achieved this level of success by devoting substantial resources to this 
effort. Our Home Loans business has more than 7,400 associates dedicated to home 
retention. This team has nearly doubled since this time one year ago. They respond 
to an average of 80,000 customer calls a day—and more than 1.8 million calls a 
month. In addition to personnel, we have devoted substantial systems, training and 
other resources to our loan modification efforts. 

Our country is slowly emerging from the worst economic crisis since the Great De-
pression, the impacts of which have been felt deeply by consumers because at its 
center has been the deterioration in value of an asset important to individual wealth 
and stability—the home. Home values in some areas of the country have depreciated 
to less than half their value at the market’s peak, and unemployment continues to 
rise—recently hitting a 26 year high. 

Against this backdrop, millions of families are struggling. As one of the country’s 
leading mortgage lenders and servicers, Bank of America understands and fully ap-
preciates its role in helping borrowers through these difficult economic times. We 
want to ensure that any borrower who has sufficient income and the intent to main-
tain homeownership has the ability to do so using any and all resources we have 
available. 

With that introduction, let me describe more specifically how we are leveraging 
Making Home Affordable and other programs to help borrowers, and provide some 
suggestions for improvement. 
Support for Administration’s Foreclosure Relief Efforts 

Bank of America supports the Obama Administration’s Making Home Affordable 
refinance and loan modification programs for their potential to help millions of 
homeowners who otherwise may have faced certain foreclosure. 

The program’s focus on affordability of payment in the loan modification and refi-
nance processes is consistent with the approach we have successfully developed for 
our customers, and we appreciate the opportunity we have had to work with the 
Administration in developing guidelines for its Making Home Affordable programs. 

While our primary focus here today is loan modifications, it’s important to recog-
nize the benefits of the Making Home Affordable refinance program and its role in 
helping more Americans retain their homes. 

Bank of America was one of the first lenders to process refinance applications 
through the Making Home Affordable program. We have taken more than 90,000 
Making Home Affordable refinance applications (the majority of which have locked) 
and funded nearly 40,000 refinances since launching the program. 

Responsiveness to borrowers. We understand the importance of responding 
promptly when our customers call, and providing clear, timely answers to their 
questions. As noted earlier, our home retention division responds to an average of 
80,000 customer calls daily. We seek to answer calls from customers in 90 seconds 
or less—and in the second quarter we met that goal more than 80 percent of the 
time. 

Making Home Affordable Modification Process. Our process for evaluating Making 
Home Affordable modifications generally works as follows: A customer is contacted 
through solicitation or offer letters or they contact us, and we perform an analysis 
of their financial situation, focusing primarily on their income and expenses and any 
hardships they may be suffering. In many cases, particularly where we have dele-
gated authority from our investors to modify their loans, the customer can be pre- 
qualified for the Making Home Affordable program over the phone. 

A pre-qualified customer receives a trial modification plan in the mail to execute 
and return within 30 days, along with supporting financial documentation and their 
first trial period payment. During the trial period, the customer’s documentation is 
evaluated to ensure compliance with program guidelines. A customer who meets all 
program requirements, including timely making of all payments during this three 
or four month period, will receive a second agreement that must be signed and 
promptly returned to receive a final modification. 

We continually strive to make our processes efficient and customer-friendly. We 
have established new processes for, among other things, verifying borrower income 
and expenses, managing trial modification periods, securing the payment of mort-
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gage insurance pre-claims at the time of modification so as to enable more bor-
rowers to qualify for modifications, and working with third party contractors en-
gaged by the GSEs. 

Delays in Foreclosure Sales. Bank of America customers will not lose their homes 
to foreclosure while their loans are being considered for a modification. The Bank 
places foreclosure sales on hold while it determines a customer’s eligibility for its 
home retention programs. 
Bank of America’s Home Retention Operations 

While the focus of today’s hearing is on Making Home Affordable modification im-
plementation, we also want to highlight our early leadership to address avoidable 
foreclosures. As the largest servicer in the United States, servicing one in five mort-
gages, or a total of 14 million loans, we understand our responsibility to help our 
customers sustain homeownership. Before the government’s announcement of Mak-
ing Home Affordable earlier this year, Bank of America had proactively put in place 
industry-leading assistance programs for distressed borrowers. We continue to lever-
age those programs to ensure that we consider every potential solution for our cus-
tomers. 

National Homeownership Retention Program. Shortly after acquiring Country-
wide, Bank of America announced the creation of our National Homeownership Re-
tention Program for nearly 400,000 borrowers with discontinued Countrywide 
subprime and pay option ARM products. Outreach under the program began in De-
cember 2008. Like Making Home Affordable, our National Homeownership Reten-
tion Program focuses on affordability and sustainability, while providing a stream-
lined loan modification process. 

Hope for Homeowners. Bank of America believes the Hope for Homeowners pro-
gram provides another useful tool for assisting borrowers. We have not been able 
to implement the program as we are still awaiting final guidance from the Depart-
ment of Housing and Urban Development. The program, as originally rolled out, 
had a series of unique requirements which were very different from standard FHA 
programs, and presented serious implementation challenges for lenders. The Help-
ing Families Save Their Homes Act signed into law by President Obama in May of 
2009 includes helpful changes to Hope for Homeowners that are designed to make 
the program more consistent with standard FHA practices. We understand the De-
partment of Housing and Urban Development is hard at work on developing final 
Hope for Homeowners guidance that will provide lenders with the tools they need 
to move forward and implement the program. It is important to note that once final 
guidelines are issued, it will still take lenders several months to implement the pro-
gram. 

Community Outreach and Partnerships. We have also devoted significant re-
sources to community outreach. Since the beginning of this year, we have partici-
pated in more than 120 community outreach events in 26 states. We have reached 
more than 5,000 borrowers through these events, with about 50 percent of whom 
we had no prior contact in the last 60 days. 

We have partnered with the National Council of La Raza, National Urban League, 
and the National Coalition for Asian Pacific American Community Development in 
the creation of the Alliance for Stabilizing Communities, and we provided $2.5 mil-
lion in funding to support this national coalition dedicated to assisting individuals 
facing foreclosure. The Alliance will hold 40 housing rescue fairs over the next two 
years in 24 communities hardest hit by the foreclosure crisis. 

In addition, Bank of America partners with 440 HUD-approved non-profit coun-
seling agencies. Empowering the counselors with knowledge about Bank of America 
Home Loans and the Making Home Affordable modification program is significant 
because counselors can educate borrowers and assist in the modification application 
process. This year, we have trained over 500 counselors in sessions across the 
United States. 
Making Home Affordable Challenges and Improvements 

Bank of America appreciates the opportunity we’ve had to work closely with mem-
bers of the Administration in developing the Making Home Affordable program. We 
all understand there is still more work to be done on various aspects of the program 
to improve its success and the success of those homeowners that rely on it for assist-
ance during these difficult economic times. 

We would like to take this opportunity to offer some suggestions for improvement: 
Announcement of Program Changes or Guidance. Communications by Treasury to 

servicers and at-risk homeowners regarding program features and effective dates 
could be improved. Advanced notification to loan servicers once new guidelines or 
program changes are determined (but before they become effective) would enable 
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servicers to establish early necessary systems and practices to better address cus-
tomer inquiries. The current method of publicly announcing new guidelines or 
changes concurrently with their effective dates creates immediate demand with in-
sufficient lead time for operational readiness. This can lead to negative customer ex-
perience and, ultimately, public backlash against the programs. 

We also would suggest that new or revised guidelines not be issued until they 
have been reviewed with industry representatives and their details have been com-
pleted. For example, while we appreciate the spirit in which it was done, the 
issuance by Treasury of its brief and limited guidelines for the second lien and short 
sale programs months before their comprehensive rules have been finalized or even 
drafted has led to a great deal of confusion and delay in the industry and with the 
public. 

Promoting uniform interpretations of program guidelines. Consistency in the cre-
ation and interpretation of program guidelines between Treasury and the GSEs, as 
well as consistent guidelines for Fannie Mae- and Freddie Mac-owned or securitized 
loans, also would reduce homeowner confusion and simplify servicers’ ability to 
operationalize these programs as they evolve. Similarly, it is important to encourage 
states to limit modification-related legislation which may complicate participation in 
federal programs such as MHA. And there also should be consistency among the 
various federal regulators and agencies as to the options servicers should utilize and 
the process servicers should follow for implementing Making Home Affordable. 

Requirement of complete documentation. One of the benefits of the MHA program 
is the trial modification period. Servicers can approve trial modifications almost in-
stantly and use the trial period to collect the necessary documentation to complete 
the modification. One factor that slows down the process during the trial period is 
that many borrowers initially provide incomplete information. We hope to work with 
the Administration to address the challenges we are experiencing with some of the 
required documentation returned by customers by reinforcing through the media 
and other communications the importance of complete and accurate documentation. 
Servicers also should have some flexibility to determine the materiality of the in-
complete response, such as whether we can accept an electronically filed tax return 
without a signature. 

No program for the unemployed. As a general matter, we would welcome the op-
portunity to work with Treasury on a program that would offer short term relief 
while unemployed borrowers seek re-employment. This is already a significant popu-
lation, and a growing need. 
Customer Impacts 

Despite problems in the economy, most of our customers continue to pay their 
mortgages on time; and less than 375,000 loans, or fewer than 3 percent of the 14 
million loans in our servicing portfolio, face foreclosure. While foreclosures are a rel-
atively small percentage of our portfolio, we recognize that the impact they have on 
our communities, neighborhoods and customers is significant. That is why we have 
exhausted and will continue to exhaust every possible avenue to help families stay 
in their homes. 

Despite our best efforts, there are limits to what we can do. With unemployment 
at a 26-year high, even the most ambitious modification plan will not help when 
there is no income. Often the largest impediments to completing loan modifications 
are the changed circumstances of the borrower, such as unemployment, divorce, ill-
ness, or dissatisfaction with the property that may make a loan modification unat-
tainable. We can only modify loans where the borrower has the ability and willing-
ness to repay. 

Our goal is to keep as many families in their homes as possible. Often we will 
succeed, but regardless, we believe every customer deserves to be treated with com-
passion and respect, and we work to provide a dignified process for everyone. 
Bank of America Mortgage Lending Update 

We strongly believe that long-term recovery in the economy and housing markets 
relies upon lenders responsibly and effectively providing loans to creditworthy bor-
rowers. To that end, in April we launched Bank of America Home Loans, which is 
built on a brand promise to always be a responsible lender and help create success-
ful homeowners. 

At that time, we introduced several new tools in response to valuable customer 
feedback. One such tool—the Clarity Commitment—is a one-page summary of a bor-
rower’s loan terms in plain English. We have it in place on 95 percent of our prod-
ucts, and it has been very well received by our customers and community partners. 
Since we introduced it, already 400,000 customers have received this document with 
their loan papers. 
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1 The National Consumer Law Center, Inc. (NCLC) is a non-profit Massachusetts Corpora-
tion, founded in 1969, specializing in low-income consumer issues, with an emphasis on con-
sumer credit. On a daily basis, NCLC provides legal and technical consulting and assistance on 
consumer law issues to legal services, government, and private attorneys representing low-in-
come consumers across the country. NCLC publishes a series of eighteen practice treatises and 
annual supplements on consumer credit laws, including Truth In Lending (6th ed. 2007) and 
Cost of Credit: Regulation, Preemption, and Industry Abuses (3d ed. 2005) and Foreclosures (2d 
ed. 2007), as well as bimonthly newsletters on a range of topics related to consumer credit issues 
and low-income consumers. NCLC attorneys have written and advocated extensively on all as-
pects of consumer law affecting low-income people, conducted training for thousands of legal 
services and private attorneys on the law and litigation strategies to deal with predatory lending 
and other consumer law problems, and provided extensive oral and written testimony to numer-
ous Congressional committees on these topics. This testimony was written by Alys Cohen, Staff 
Attorney, and Diane E. Thompson, Of Counsel, to NCLC. 

2 The National Association of Consumer Advocates (NACA) is a non-profit corporation 
whose members are private and public sector attorneys, legal services attorneys, law professors, 
and law students, whose primary focus involves the protection and representation of consumers. 
NACA’s mission is to promote justice for all consumers. 

We are making new mortgage loans available to eligible customers for buying 
homes and refinancing their current mortgage loans. On Friday, July 17, Bank of 
America will report second quarter earnings. In the first quarter of 2009, we gen-
erated: 

More than $85 billion in first mortgage production—representing more than 
382,000 customers who purchased homes or saved money on the home theyalready 
own. 

More than $4 billion in home equity and reverse mortgage production, rep-
resenting almost 23,000 customers. 

One in four of these loans were to low- and moderate-income customers. 
Conclusion 

I want to thank you for the opportunity to describe our ongoing home retention 
efforts. We recognize there is still much more to be done. The ongoing economic cri-
sis demands expedient, affordable loan modifications that help borrowers within the 
framework of our contractual obligations to investors. 

This is a critically important undertaking that must be done right if we as a coun-
try are going to preserve the flow of mortgage credit to support sustainable home-
ownership and at the same time protect communities and neighborhoods from avoid-
able foreclosures. We look forward to working with Congress and the Administration 
to accomplish these goals. I would be happy to answer any questions you might 
have. 

PREPARED STATEMENT OF DIANE E. THOMPSON 
NATIONAL CONSUMER LAW CENTER, ALSO ON BEHALF OF 

NATIONAL ASSOCIATION OF CONSUMER ADVOCATES 

JULY 16, 2009 

I. Introduction 
Chairman Dodd, Ranking Member Shelby, and members of the Committee, thank 

you for inviting me to testify today regarding the barriers encountered by home-
owners attempting to access the Making Home Affordable program and the Hope 
for Homeowners program. 

I am an attorney, currently of counsel to the National Consumer Law Center 
(NCLC).1 In my work at NCLC I provide training and support to hundreds of attor-
neys representing homeowners from all across the country and consequently have 
heard many, many reports of the difficulties encountered by advocates and home-
owners attempting to obtain sustainable loan modifications. For nearly 13 years 
prior to joining NCLC, I represented low-income homeowners at Land of Lincoln 
Legal Assistance Foundation in East St. Louis, Illinois. In that capacity, I became 
intimately familiar with the difficulties in arranging a loan modification, even when 
it was clearly in the investor’s best interests. 

I testify here today on behalf of the National Consumer Law Center’s low-income 
clients. On a daily basis, NCLC provides legal and technical assistance on consumer 
law issues to legal services, government and private attorneys representing low-in-
come consumers across the country. I also testify here today on behalf of the Na-
tional Association of Consumer Advocates.2 

We are facing in this country a foreclosure tsunami, which threatens to desta-
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3 The requirement that future appreciation be shared with HUD also reduces homeowners’ in-
vestment in their property and may have adverse unintended consequences if homeowners re-
spond to that reduced equity by defaulting. 

4 Renae Merle, White House Prods Banks: Letter Tells Chiefs To Start Backing Mortgage Re-
lief, Wash. Post, July 10, 2009, available at http://www.washingtonpost.com/wpdyn/content/ 
article/2009/07/09/AR2009070902928.html?nav=rsslbusiness. 

We are facing in this country a foreclosure tsunami, which threatens to desta-
bilize our entire economy, devastate entire communities, and destroy millions of 
families. Large-scale, sustainable modifications are widely recognized as an essen-
tial component of restoring economic health to our country and hope to our home-
owners. 

There are three major Federal programs designed to prevent foreclosures and pre-
serve homeownership: Hope for Homeowners, the Making Home Affordable refi-
nance program, and the Making Home Affordable modification program, or the 
Home Affordable Modification Program. My comments will focus on the modification 
prong of the Making Home Affordable program. Far more of the homeowners facing 
foreclosure are eligible for modification under the Home Affordable Modification Pro-
gram than for refinance under either Hope for Homeowners or the refinance prong 
of Making Home Affordable. Recent changes to both programs should increase eligi-
bility and may increase participation. Still, restrictions on both programs are likely 
to continue to limit their reach. 

Both Hope for Homeowners and the refinance prong of Making Home Affordable 
are designed to offer some relief to homeowners who owe more than their homes 
are worth. This is an important goal and an essential component of any solution 
to the foreclosure crisis. As described in Chairman Dodd’s letter of July 10, 2009, 
Hope for Homeowners, in particular, could play an important role in moving us for-
ward by mandating principal reductions. We remain concerned, however, that nei-
ther program effectively eliminates negative equity. The refinance prong of Making 
Home Affordable permits the refinancing of excess debt and so may permit home-
owners to lower interest rates. Absent market appreciation, however, it does not re-
duce the negative equity. Although Hope for Homeowners mandates principal reduc-
tions, many mortgage holders and servicers continue to be unwilling to agree to this 
write-down as the price for participation in the program, even with the possibility 
of an increased share in future appreciation.3 Nor is it clear that even the recent 
improvements to the Hope for Homeowners second lien program will be sufficient 
to remove second liens in any significant number. 

The recent improvements to FHA and RHS are also beyond the scope of my testi-
mony. We would like nonetheless to take this opportunity to congratulate Congress 
and the Administration on the important steps forward in these programs. In addi-
tion to improving Hope for Homeowners, S. 896 also increased the ability of home-
owners with FHA and RHS loans to access partial claims, a special form of principal 
forbearance. This, too, is an important step to increase the long-term affordability 
of mortgages for many of our most vulnerable homeowners. Having negotiated par-
tial claims with FHA servicers on behalf of low-income homeowners, I personally 
know how important the partial claim option can be to preserving homeownership. 
We at NCLC and NACA applaud Congress and the Administration for their efforts 
to expand the modification options available under the government-insured pro-
grams: FHA, RHS, and VA. 

The Home Affordable Modification Program (HAMP) announced by President 
Obama’s administration on March 4, 2009, is a laudable attempt to overcome long 
standing reluctance by servicers to perform large numbers of sustainable loan modi-
fications. HAMP seeks to change the dynamic that leads servicers to refuse even 
loan modifications that would be in the investors’ best interests by providing both 
servicers and investors with payments to support successful loan modifications. Sev-
eral months into the Home Affordable Modification Program (HAMP), however, 
homeowners and their advocates report that the program is not providing a suffi-
cient number of loan modifications to homeowners, the modifications offered often 
do not meet the guidelines of the program, and the program itself still presents seri-
ous barriers to mass loan modifications. 

HAMP, despite its lofty goals, has not yet been able to contain the foreclosure tsu-
nami. To date, implementation of the program by servicers has been slow and spo-
radic. The Administration’s efforts to hold servicers accountable 4 are a welcome and 
necessary step forward. Further steps to reform HAMP and ensure servicer compli-
ance are needed if the program is to reach its goal of reducing foreclosures. Particu-
larly problematic is the lack of any mechanism to ensure that homeowners are, 
when appropriate, offered a loan modification prior to foreclosure sale. A timeline 
should be set to evaluate whether HAMP, along with other existing programs, can 
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sufficiently address foreclosures. If it becomes clear they can not, more stringent 
measures, as discussed below, should be adopted. The structure of the servicing in-
dustry makes it unlikely that existing measures will be adequate; currently avail-
able information confirms that prognosis. 
A. Problems with Servicers’ Implementation of HAMP Plague Homeowners 

Seeking Loan Modifications. 
—Participating servicers violate the HAMP guidelines: 
• Servicers still require waivers. 
• Some participating servicers offer non-compliant loan modifications. 
• Some participating servicers refuse to offer HAMP modifications. 
• Servicers charge fees to homeowners for the modification. 
• Servicers are continuing to initiate foreclosures and sell homes at foreclosure 

sales while the HAMP review is pending. 
—Servicer staffing and training still lag behind what is needed. 
• Homeowners and counselors report waits of months to hear back on review for 

a trial modification, followed by very short timeframes to return documents. 
• Staff of participating servicers continue to display alarming ignorance of HAMP. 
• Non-participating servicers continue to represent themselves as participating in 

HAMP. 
—Lack of transparency and accountability is resulting in summary denials and 

other unreasonable acts by servicers. 
B. Certain HAMP Policies Must Be Changed to Provide Sustainable Modi-

fications and Save Communities. 
—Transparency must be improved. 
• The Net Present Value model for qualifying homeowners must be available to 

the public. 
• The layers of documents governing HAMP, the guidelines, the Supplemental Di-

rectives, the various FAQ’s, and the servicer contracts, should be consolidated, 
reconciled, and clarified. 

• Participating subsidiaries must be clearly identified. 
—Mechanisms for enforcement and compliance should be adopted. 
• All foreclosure proceedings must be stopped upon the initiation of a HAMP re-

view, not just at the point before sale. 
• Homeowners should be provided with an independent review process when de-

nied a loan modification. 
• Homeowners should have access to an ombudsman to address complaints about 

the process. 
• Denials based in part on a borrower’s credit score should be accompanied by an 

adverse action notice under the Fair Credit Reporting Act. 
—The HAMP guidelines should be adjusted to provide more meaningful relief to 

homeowners without reducing their existing rights. 
• Homeowners need principal reductions, not forbearance. 
• Homeowners suffering an involuntary drop in income should be eligible for a 

second HAMP loan modification. 
• Homeowners in bankruptcy should be provided clear access to the HAMP pro-

gram. 
• Mortgages should remain assumable as between spouses, children, and other 

persons with a homestead interest in the property. 
• Fair lending principles must be ensured throughout the HAMP process. 
• HAMP application procedures should better recognize and lessen the impact of 

exigent circumstances. 
• The trial modification program should be further formalized and clarified, such 

that homeowners receive assurances of the terms of the permanent modification 
and homeowners are not put into default on their loans if they are current at 
the onset of the trial modification. 

• The final modification agreement should make clear that the homeowners do 
not waive any rights nor are required to reaffirm the debt in order to enter into 
the modification. 
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available at http://files.ots.treas.gov/482047.pdf (reporting that 884,389 foreclosures were in 
process by national banks and Federal thrifts at the end of the first quarter of 2009). The esti-
mate of more than 2 million homes in foreclosure is achieved by extrapolating from the MBA 
numbers. The MBA survey only covers approximately 80 percent of the mortgage market. Thus, 
(44979733*3.85 %)/0.8=2.16 million. 

7 Mortgage Bankers’ Ass’n, Nat’l Delinquency Survey Q109 at 4 (2009). 
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9 See John P. Harding, Eric Rosenblatt, & Yao Vincent, The Contagion Effect of Foreclosed 
Properties (July 15, 2008), available at http://ssrn.com/abstract=1160354; Letter, Senator Dodd 
to Senator Reid (Jan. 22, 2008) (describing cycle of disinvestment, crime, falling property values 
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multimedia/2008/012308lReidLetter.pdf; Staff of the J. Economic. Comm., 110th Cong., 1st 
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Revenues, and How We Got Here (2007), available at http://jec.senate.gov/ 
index.cfm?FuseAction=Reports.Reports&ContentRecordlid=c6627bb2-7e9c-9af9-7ac7-32b94d398 
d27&Regionlid=&Issuelid= (projecting foreclosed home owners will lose $71 billion due to 
foreclosure crisis, neighbors will lose $32 billion, and state and local governments will lose $917 
million in property tax revenue); Dan Immergluck & Geoff Smith, The External Costs of Fore-
closure: The Impact of Single-Family Mortgage Foreclosures on Property Values, 17 Housing 
Pol’y Debate 57, 69, 75 (2006) (‘‘for each additional conventional foreclosure within an eighth 
of a mile of a house, property value is expected to decrease by 1.136 percent’’; estimating total 
impact in Chicago to be between $598 million and $1.39 billion); William C. Apgar, Mark Duda, 
& Rochelle Nawrocki Gorey, The Municipal Cost of Foreclosures: A Chicago Case Study (Hous. 
Fin. Policy Research Paper 2005), at 1, available at www.995hope.org/content/pdf/ 
ApgarlDudalStudylFulllVersion.pdf; John P. Harding, Eric Rosenblatt, & Yao Vincent, The 
Contagion Effect of Foreclosed Properties (July 15, 2008), available at http://ssrn.com/ 
abstract=1160354; Letter, Senator Dodd to Senator Reid (Jan. 22, 2008) (describing cycle of dis-
investment, crime, falling property values and property tax collections resulting from fore-
closures), available at http://dodd.senate.gov/multimedia/2008/012308lReidLetter.pdf. 

10 See, e.g., J.W. Elphinstone, After Foreclosure, Crime Moves In, Boston Globe, Nov. 18, 2007 
(describing Atlanta neighborhood now plagued by house fires, prostitution, vandalism and bur-
glaries); Dan Immergluck & Geoff Smith, The Impact of Single-Family Mortgage Foreclosures 
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sus tract there is a corresponding 2 percent increase in the violent crime rate). 

11 See, e.g., Staff of the J. Economic Comm., 110th Cong., 1st Sess., The Subprime Lending 
Crisis: The Economic Impact on Wealth, Property Values and Tax Revenues, and How We Got 
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Apgar, Mark Duda, & Rochelle Nawrocki Gorey, The Municipal Cost of Foreclosures: A Chicago 
Case Study (Hous. Fin. Policy Research Paper), 2005, at 1, www.995hope.org/content/pdf/ 
ApgarlDudalStudylFulllVersion.pdf. 

• The second lien program should be further developed to promote coordination 
with first lien modifications; servicers should be required to participate in both 
programs. 

—Data collection and reporting should provide broad, detailed information in 
order to support the best HAMP outcomes. 
II. Foreclosures Far Outweigh Loan Modifications. 

Goldman Sachs estimates that, starting at the end of the last quarter of 2008 
through 2014, 13 million foreclosures will be started.5 At the end of the first quarter 
of 2009, more than 2 million houses were in foreclosure.6 Over twelve percent of all 
mortgages had payments past due or were in foreclosure and over 7 percent were 
seriously delinquent—either in foreclosure or more than 3 months delinquent.7 

These spiraling foreclosures weaken the entire economy and devastate the com-
munities in which they are concentrated.8 Neighbors lose equity; 9 crime increases; 
10 tax revenue shrinks.11 Communities of color remain at the epicenter of the crisis; 
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Mortgage Modification Contracts, Conn. L. Rev. 12–13 (forthcoming 2009), available at http:// 
papers.ssrn.com/sol3/papers.cfm?abstractlid=1325534. 

15 See Ben S. Bernanke, Chairman, Bd. of Governors, Fed. Reserve Sys., Address at the Fed-
eral Reserve System Conference on Housing and Mortgage Markets (Dec. 4, 2008), available at 
http://www.Federalreserve.gov/newsevents/speech/bernanke20081204a.htm#f12 (noting that 
the number of foreclosures has more than doubled from pre-crisis levels). 
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Times, July 4, 2009 (reporting that modifications peaked in February 2009 and have since de-
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tinue to Harm Families and Communities in California (2009) (reporting observations by hous-
ing counselors that loan modifications declined in the second quarter); Home Foreclosures: Will 
Voluntary Mortgage Modification Help Families Save Their Homes?: Hearing Before the 
Subcomm. on Commercial and Administrative Law of the H. Comm. on the Judiciary, 111th 
Cong. (2009) (testimony of Alan M. White). 
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Home Mortgages? Redefaults, Self-Cures, and Securitization (Fed. Reserve Bank of Boston Pub. 
Pol’y Paper No. 09–4, July 6, 2009), available at http://www.bos.frb.org/economic/ppdp/2009/ 
ppdp0904.pdf. 

18 Alan White, Rewriting Contracts, Wholesale: Data on Voluntary Mortgage Modifications 
from 2007 and 2008 Remittance Reports, Fordham Urb. L. J. 20 (forthcoming 2009), available 
at http://papers.ssrn.com/sol3/papers.cfm?abstractlid=1259538# 

19 Office of the Comptroller of the Currency & Office of Thrift Supervision, OCC and OTS 
Mortgage Metrics Report: Disclosure of National Bank and Federal Thrift Mortgage Loan Data, 
First Quarter 2009, at 5 (June 2009), available at http://files.ots.treas.gov/482047.pdf. 
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targeted for subprime, abusive lending, they now suffer doubly from extraordinarily 
high rates of foreclosure and the assorted ills that come with foreclosure.12 

Modifications have not made a dent in the burgeoning foreclosures. A recent 
paper in the Boston Federal Reserve Bank’s Public Policy series found that less 
than 8 percent of all the loans 60 days or more delinquent were modified during 
2007–200813 Professor Alan White, in examining pools of securitized mortgages, 
found that the number of modifications varied dramatically by servicer, ranging 
from servicers who modified as many as 35 percent of the loans in foreclosure to 
as few as 0.28 percent of the loans in foreclosure in November 2008.14 Even at the 
high end of 35 percent of all mortgages in foreclosure, the modification rate is not 
enough to reduce the foreclosure rate to pre-crisis levels.15 HAMP has not yet im-
proved the situation: although modifications increased during the first quarter of 
2009, all data indicate that the number and rate of total modifications fell back dur-
ing the second quarter.16 

Worse, the modifications offered pre-HAMP (and presumably still by servicers not 
offering HAMP modifications) were overwhelmingly ones that increased the bor-
rower’s payment and principal balance. Only about 3 percent of the delinquent loans 
studied in Boston Federal Reserve Bank paper received modifications that reduced 
the payment.117 Professor White’s data shows that, in the aggregate, modifications 
increase the principal balance.18 While the first quarter 2009 data from the OCC 
and OTS shows that a majority of the modifications (excluding short term payment 
plans or forbearance agreements) decreased the payment, most of those modifica-
tions also increased the principal balance by capitalizing arrears.19 Unsurprisingly, 
redefault rates on loan modifications remain high.20 
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22 United States Department of the Treasury, Making Home Affordable Progress Report, May 
14, 2009, available at http://www.treas.gov/press/releases/docs/05142009ProgressReport.pdf. 
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2009) (quoting Michael Barr, Assistant Secretary for Financial Institutions at the Treasury De-
partment: ‘‘They need to do a much better job on the basic management and operational side 
of their firms . . . What we’ve been pushing the servicers to do is improve their infrastructure 
to make sure their call centers are doing a better job. The level of training is not there yet.’’). 
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Hearing Before the Subcomm. on Commercial and Administrative Law of the H. Comm. on the 
Judiciary, 111th Cong. (2009) (testimony of Alan M. White) (65 percent loss severity rates on 
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The official numbers available to date on the HAMP program reflect a modest 
start at best.21 The good news is that, on paper at least, 75 percent of all the loans 
in the country should be covered by HAMP.22 The bad news is that only 55,000 trial 
modifications have been offered and only 300,000 letters with information about 
trial modifications have been sent to homeowners. As the President acknowledges, 
foreclosures still outnumber modifications under the program.23 The 300,000 letters 
containing information about trial modifications are obscured by the more than 2 
million homeowners in foreclosure and the over 770,000 new foreclosure starts in 
the first quarter alone.24 

Servicers are still staffing up to deal with homeowners in distress.25 Administra-
tion officials have admitted that the industry is not yet up to the task.26 The 
progress servicers have made in hiring loan modification staff, although real, is not 
keeping up with the numbers of foreclosures filed by those same servicers. 

We do not yet have any data on the characteristics or performance of the HAMP 
loan modifications. However, extensive reports from advocates around the country 
show that the quality of loan modifications offered too often does not comport with 
HAMP guidelines. Advocates for homeowners continue to report problems with im-
plementation of the program.27 Servicers are all too often refusing to do HAMP 
modifications, soliciting a waiver of homeowners’ rights to a HAMP review, and 
structuring offered modifications in ways that violate HAMP. These violations may 
be harder to detect than the gross failure of servicers to date to process a meaning-
ful number of modifications, but they will vitiate HAMP just as surely. 
III. Servicers’ Lack of Alignment with the Interests of Investors or Home-

owners Contributes to the Failure to Do Loan Modifications. 
As discussed above, despite widespread calls for more modifications, the number 

of modifications remains paltry compared to the number of foreclosures. And inves-
tors are losing mind-boggling large sums of money on foreclosures.28 The available 
data suggests that investors lose ten times more on foreclosures than they do on 
modifications.29 
A. Servicers Have Different Interests Than Investors. 

In attempting to make sense of this puzzle, we should remember that servicers 
are not investors. Investors hold the note, or a beneficial interest in it, and are, in 
general, entitled to repayment of the interest and principal. Servicers collect the 
payments from the homeowners on behalf of the investors. The bulk of their income 
comes from a percentage payment on the outstanding principal balance in the pool; 
the bulk of their net worth is tied to the value of the mortgage servicing rights they 
purchased. A servicer may or may not lose money—or lose it in the same amounts 
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or on the same scale—when an investor loses money. And it is servicers, not inves-
tors, who are making the day-to-day, on the ground, decisions as to whether or not 
to modify any given loan. 

Servicers continue to receive most of their income from acting as largely auto-
mated pass-through accounting entities, whose mechanical actions are performed 
offshore or by personified computer systems.30 Their entire business model is predi-
cated on making money by skimming profits from what they are collecting: through 
a fixed percentage of the total loan pool, fees charged homeowners for default, inter-
est income on the payments during the time the servicer holds them before they are 
turned over to the owners, and affiliated business arrangements. Servicers make 
their money largely through lucky or strategic investment decisions: purchases of 
the right pool of mortgage servicing rights and the correct interest hedging deci-
sions. Performing large numbers of loan modifications would cost servicers upfront 
money in fixed overhead costs, including staffing and physical infrastructure. 
B. Servicers’ Business Model Involves As Little Service As Possible. 

As with all businesses, servicers add more to their bottom line to the extent that 
they can cut costs.31 Servicers have cut costs by relying more on voicemail systems 
and less on people to assist homeowners, by refusing to respond to homeowners’ in-
quires and by failing to resolve borrower disputes. Servicers sometimes actively dis-
courage homeowners from attempting to resolve matters. As one attorney in Michi-
gan attempting to arrange a short sale with Litton reports, the voice mail warns 
‘‘If you leave more than one message, you will be put at the end of the list of people 
we call back.’’ Recent industry efforts to ‘‘staff-up’’ loss mitigation departments have 
been woefully inadequate.32 As a result, servicers remain unable to provide afford-
able and sustainable loan modifications on the scale needed to address the current 
foreclosure crisis. Instead homeowners are being pushed into short-term modifica-
tions and unaffordable repayment plans. 

Creating affordable and sustainable loan modifications for distressed homeowners 
on a loan-by-loan basis is labor intensive.33 Under many current pooling and serv-
icing agreements, additional labor costs incurred by servicers engaged in this proc-
ess are not compensated by the loan owner. By contrast, servicers’ costs in pursuing 
a foreclosure are compensated. In a foreclosure, a servicer gets paid before an inves-
tor; in a loan modification, the investor will usually continue to get paid first. Under 
this cost and incentive structure, it is no surprise that servicers continue to push 
homeowners into less labor-intensive repayment plans, non-HAMP loan modifica-
tions, or foreclosure. 

Post hoc reimbursement for individual loan modifications is not enough to induce 
servicers to change their existing business model. This business model—of fee-col-
lecting and fee-skimming—has been extremely profitable. A change in the basic 
structure of the business model to active engagement with homeowners is unlikely 
to come by piecemeal tinkering with the incentive structure. Indeed, some of the at-
tempts to adjust the incentive structure of servicers have resulted in confused and 
conflicting incentives, with servicers rewarded for some kinds of modifications, but 
not others,34 or told both to proceed with a foreclosure and with a modification. 
Until recently, servicers received little if any explicit guidance on which modifica-
tions were appropriate and were largely left to their own devices in determining 
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what modifications to make.35 In the face of an entrenched and successful business 
model, fragmented oversight, and weak, inconsistent, and post hoc incentives, 
servicers need powerful motivation to perform significant numbers of loan modifica-
tions. Servicers clearly have not yet received such powerful motivation. 

Servicers may make a little money by making a loan modification, but it will defi-
nitely cost them something. On the other hand, failing to make a loan modification 
will not cost the servicer any significant amount out-of-pocket, whether the loan 
ends in foreclosure or cures on its own. Until servicers face large and significant 
costs for failing to make loan modifications, until servicers are actually at risk of 
losing money if they fail to make modifications, no incentive to make modifications 
will work. What is lacking in the system is not a carrot; what is lacking is a stick.36 
Servicers must be required to make modifications, where appropriate, and the pen-
alties for failing to do so must be certain and substantial. 

C. Servicers Maximize Income in Ways that Hurt Both Homeowners and In-
vestors. 

Servicers are designed to serve investors, not borrowers. Despite the important 
functions of mortgage servicers, homeowners have few market mechanisms to em-
ploy to ensure that their needs are met. Rather, in the interest of maximizing prof-
its, servicers have engaged in a laundry list of bad behaviors, which have consider-
ably exacerbated foreclosure rates, to the detriment of both investors and home-
owners.37 

Most servicers derive the majority of their income based on a percentage of the 
outstanding loan principal balance.38 For most pools, the servicer is entitled to take 
that compensation from the monthly collected payments, even before the highest- 
rated certificate holders are paid. The percentage is set in the PSA and can vary 
somewhat from pool to pool, but is generally 25 basis points for prime loans and 
50 basis points for subprime loans.39 This compensation may encourage servicers to 
refuse principal reductions and to seek capitalizations of arrears and other modifica-
tions that increase the principal balance. 

Servicers also receive fees paid by homeowners and the ‘‘float’’—the interest 
earned on funds they are holding prior to their disbursement to the trust.40 For 
many subprime servicers, late fees alone constitute a significant fraction of their 
total income and profit.41 Servicers thus have an incentive to push homeowners into 
late payments and keep them there: if the loan pays late, the servicer is more likely 
to profit than if the loan is brought and maintained current. Float income encour-
ages servicers to delay turning over payments to investors for as long as possible. 

For servicers, their most important asset is the value of their mortgage servicing 
rights. Whether or not the servicer made the correct speculative investment decision 
when it bought the mortgage servicing rights to a pool of mortgages does more to 
shape its profitability than any other single factor. A servicer’s performance has 
only a marginal impact on the performance of the loan pool; the way a servicer in-
creases its net worth is not by doing a top-notch job of servicing distressed mort-
gages but by gambling on market trends. Servicers with thin margins may need to 
squeeze all they can out of increasing performance from delinquent loans; servicers 
with stronger pools are likely to be less invested in the performance of the loans 
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http://www.csbs.org/Content/NavigationMenu/Home/SFPWGReport3.pdf (reporting that 23 
percent of closed loss mitigation efforts in May 2008 were either refinancings or reinstatements 
in full by the borrower). 
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47 These numbers are derived from an analysis by Professor Alan White. His comment on the 
study is Attachment E of this testimony. 

48 Manuel Adelino, Kristopher Gerardi & Paul S. Willen, Why Don’t Lenders Renegotiate More 
Home Mortgages? Redefaults, Self-Cures, and Securitization 24 (Fed. Reserve Bank of Boston 
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they manage.42 This dynamic leaves many servicers indifferent to the performance 
of the loans they service and unmotivated to hire and train the staff needed to im-
prove performance. 
D. The Possibility of Cure Does Not Explain Servicers’ Failure to Make 

Loan Modifications in the Current Market. 
A recent paper co-authored by my fellow panelist this morning, Paul Willen, con-

firms that extremely few loan modifications are being done and, in an attempt to 
solve the puzzle, propounds an economic model to explain the dearth of loan modi-
fications.43 Under the terms of that economic model, investors recover more if a bor-
rower brings the loan current or refinances than if the lender modifies the loan. 
This is a commonsense and unobjectionable observation. Both the FDIC Loan Mod- 
in-a-Box NPV test and the HAMP NPV test build in the likelihood of cure in deter-
mining whether a loan modification or foreclosure is the more profitable path for 
investors. 

In more normal times, it is surely rational for a servicer to spare itself the time 
and expense of modifying a loan in favor of the possibility of cure. In normal times, 
when cure rates exceeded foreclosure rates, an investor would have little objection 
to the wait-and-see-approach.44 However, this model cannot explain the failure to 
perform loan modifications when we observe real world conditions: dropping cure 
rates, due in part to the restricted ability to refinance, even for homeowners with 
high credit scores;45 homes so deeply underwater that investors lose 65 percent of 
the mortgage debt on average in foreclosure;46 and a lack of other, more attractive 
places, to invest funds. If we take the 30 percent cure rate documented for loans 
during 2007 and 2008 in the paper co-authored by Mr. Willen, assume, as the FDIC 
did in its NPV calculations, that 40 percent of all loan modifications will end in re-
default, and assume loss severity ratios of 60 percent if the loan is foreclosed on 
immediately or 70 percent if it is foreclosed on after a redefault (to reflect the drop-
ping home prices and potential loss of upkeep by a struggling homeowner), investors 
will still save money if loan modifications reduce the current present value of the 
loan by as much as 20 percent.47 

Mr. Willen and his co-authors suggest that the lack of outcry by investors against 
servicers demonstrates that servicers are acting in what the investors perceive as 
their best interest.48 First, the premise that investors have been silent is not cor-
rect. Leading groups representing investors have urged more and deeper loan modi-
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fications.49 Second, to the extent that some investors have been silent, we cannot 
assume that their silence means that they are happy with servicers’ actions. Given 
the lack of effective control investors exercise over servicers, it would be wrong to 
construe that silence as agreement with servicers’ decisions to decline modifications 
in favor of a chimerical cure. The large, private-label pools that contain most 
subprime loans are passive investment vehicles. Trustees, on behalf of the trust, can 
in exceptional cases fire a servicer, but this right is rarely invoked, usually only 
when the servicer is no longer able to pay the advances due on the borrowers’ 
monthly payments.50 Thus, although servicers are nominally accountable to inves-
tors, investors are, in most cases, no more powerful than borrowers to provide direc-
tion to a servicer.51 

The work of Mr. Willen and his co-authors is an important contribution to under-
standing the nature and quantity of the loan modifications performed. The study 
does not tell us why loan modifications are not being done, however. The study does 
not run actual net present value analyses on actual loans: many loans that it would 
not make sense to modify in a market with rising home prices, easy refinancing, 
and plentiful alternative investment channels do make sense, purely from the stand-
point of financial return to investors, to modify in today’s economic market. The 
paper presents no hard data on whether or not servicers, in this climate, are serving 
the best interests of investors in refusing to modify loans. Servicers, moreover, may 
have different incentives than investors, and it is not clear that servicers do always 
make loan modification based upon the best interests of the trust as a whole. 

What we know from this study is that servicers are not making modifications. We 
believe that more modifications could be made that would serve the interests of both 
investors and homeowners, as well as the national economy. As Professor Alan 
White noted in his testimony last week before a House subcommittee,52 and as the 
authors acknowledge,53 there may be compelling public policy reasons to increase 
the number of modifications. Foreclosures impose high costs on families, neighbors, 
extended communities, and ultimately our economy at large.54 It would be short- 
sighted indeed to fail to act. 
IV. HAMP Design and Implementation Present Substantial Barriers to High 

Volume, High Quality Loan Modifications 
HAMP offers real hope for increasing both the quantity and the quality of loan 

modifications made. By mandating a take-one, take-all policy, requiring servicers of 
GSE loans to modify loans, and standardizing the loan modification process, HAMP 
should increase the total number of modifications. By mandating affordable pay-
ments, limiting the fees charged, and permitting principal reductions, HAMP will 
increase the quality of the loan modifications offered. 

HAMP is a significant step forward from previous loan modification programs. Yet 
the program has significant limitations both in design and implementation. HAMP’s 
ability to guarantee an increase in sustainable modifications is dependent on vol-
untary servicer participation in the program. Several large servicers are still not 
participating, and the patchwork coverage is confusing to homeowners and their ad-
vocates alike. 

More seriously, homeowners have no leverage to obtain a HAMP loan modification 
from even a participating servicer. It is unclear if the Administration’s compliance 
efforts will be able to detect and remedy servicer noncompliance. Similarly, whether 



212 

55 See, e.g., Roberto G. Quercia, Lei Ding, Janneke Ratcliffe, Loan Modifications and Redefault 
Risk: An Examination of Short-Term Impact (Center for Community Capital, March 2009), 
available at http://www.ccc.unc.edu/documents/LMlMarch3l%202009lfinal.pdf. 

56 See Attachment A, Ocwen Loan Servicing Loan Modification Agreement dated June 1, 2009 
(seeking waiver of all legal rights by homeowner) Attachment B, Aurora Loan Services ‘‘workout 
agreement’’ dated May 20, 2009 (seeking homeowner admission of default and stating that the 
trial payments will not remove the homeowner from delinquency). 

57 See, e.g., Attachment C (Chase Agreement seeking to obtain waiver of homeowner’s right 
to a HAMP loan modification in favor of a non-HAMP loan modification offered prior to March 
4, 2009). 

58 See, e.g., Attachment D (WaMu HAMP trial plan agreement requiring waiver of HAMP loan 
modification if homeowner later enters bankruptcy). 

or not HAMP’s equalization of the incentives between principal and interest rate re-
ductions will be enough to boost the number of modifications that reduce principal 
remains to be seen. Since loan modifications with principal reductions appear to 
have the lowest redefault rates,55 HAMP’s long-term success may be contingent on 
increasing the number of loan modifications with principal reductions and its great 
weakness in ensuring sustainable modifications may be its failure to mandate prin-
cipal reductions. 
A. Problems with Servicers’ Implementation of HAMP Plague Homeowners 

Seeking Loan Modifications. 
Servicers’ compliance with HAMP is, at best, erratic. There is widespread viola-

tion of the HAMP guidelines across many servicers. The lack of compliance arises 
in part from obvious and persistent short falls in staffing and training. Yet some 
of the violations of HAMP are embodied in form documents, perhaps reflecting a 
more conscious attempt to evade the HAMP requirements. Lack of transparency 
prevents homeowners from identifying violations. Lack of accountability prevents 
homeowners from obtaining any redress when violations are identified. 
1. Participating servicers violate existing HAMP guidelines. 
Waivers of claims and defenses are still being required by servicers. 

The HAMP rollout language prohibits waivers of legal rights. Yet servicers still 
are seeking waivers from homeowners or an admission of default.56 We have 
learned of many instances in which servicers require homeowners to waive all 
claims and defenses in order to obtain a loan modification or even a loan modifica-
tion review. Servicers also have asked homeowners to waive their right to a HAMP 
loan modification review in favor of a non-HAMP loan modification.57 Not only does 
this violate HAMP rules but it demonstrates bad faith. Some servicers also are re-
quiring homeowners to sign a waiver that states that any HAMP loan modification 
will be suspended if the homeowner subsequently files for bankruptcy.58 These are 
form documents and thus unlikely to represent a random mistake by a line-level 
employee. 
Some participating servicers offer non-compliant loan modifications. 

All homeowners who request a HAMP review are entitled to one. Homeowners 
may elect a non-HAMP modification, but that should be the borrower’s choice, in-
formed by disclosure of all modification options. 

Nonetheless, some servicers have told homeowners that they are providing a 
HAMP modification, only to provide documents that do not comport with the HAMP 
guidelines. These loan modifications are usually significantly less sustainable than 
a HAMP modification would be and often have higher costs. In addition to the waiv-
er issue discussed above, advocates have been told that homeowners must pay large 
advance fees before a modification will be considered, homeowners have been re-
quired to complete hefty repayment plans before a review is conducted, and home-
owners have been offered, as HAMP modifications, modifications limited to 5 years, 
with no limitation on interest rate increases after that time. Aurora, for example, 
represented to one advocate that it does not have the ‘‘right documents,’’ although 
they have been publicly available for months, and so instead offered the borrowers 
old forms that contain waivers and are otherwise not HAMP compliant. Select Port-
folio Servicing has insisted that a New York borrower make payments at a 44 per-
cent debt-to-income ratio instead of the 31 percent mandated by HAMP. 
Some participating servicers refuse to offer HAMP modifications. 

The HAMP servicer contracts require that participating servicers review all home-
owners in default for HAMP eligibility and that any borrower who requests a HAMP 
review be granted one, even if the borrower is not yet in default. Homeowners not 
yet in default but who are at imminent risk of default are eligible for a HAMP modi-
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fication. Servicers may only refuse to perform a HAMP review if the pooling and 
servicing agreement (PSA) forbids modification. In that case, servicers are still ex-
pected to use all reasonable efforts to obtain an exception to the PSA. 

Staff at some participating servicers routinely refuse to do HAMP loan modifica-
tions.59 For example, in a New York case, the employee stated that the investor did 
not permit loan modifications, yet refused to produce a copy of the PSA or even 
identify the investor, much less attempt to obtain a release from the restrictions as 
required by HAMP. One California advocate pursuing a HAMP modification for a 
loan serviced by Wells Fargo was told repeatedly that the holder did not do modi-
fications. After protracted discovery, the servicer identified the holder as Wells 
Fargo Home Mortgage. Wells Fargo Home Mortgage, of course, is owned by Wells 
Fargo Bank, a participating servicer under HAMP. In another case, a Select Port-
folio Servicing representative said that the PSA prevented a HAMP modification, 
but could not provide the PSA due to ‘‘system errors.’’ Other times servicers tell 
homeowners that they are not participating or that they are only participating for 
GSE loans. Bank of America has told homeowners in both Pennsylvania and Florida 
that it is only modifying loans that are owned by the GSEs.60 Bank of America is 
a participating servicer under HAMP and therefore required to evaluate all loans 
for modification under HAMP. Some servicers have asserted that loans held by the 
GSEs require a higher debt-to-income ratio than HAMP, despite the implementation 
of nearly identical programs by both Fannie Mae and Freddie Mac. Advocates in 
both Ohio and Florida have been driven to file court documents to compel Wells 
Fargo to do a HAMP review and stay foreclosure proceedings, after Wells Fargo 
failed to complete a HAMP review.61 

HAMP may even be causing a drop off in loan modifications. Loan modifications 
rose through the first quarter of the year, but fell after HAMP’s roll out in March.62 
Bank of America informed an advocate that future HAMP modifications are put on 
hold while Treasury reviews Bank of America’s version of the Net Present Value cal-
culation. Other advocates and homeowners have been told more generally that their 
servicer is participating but that the servicer does not yet have a program to evalu-
ate homeowners for HAMP. Ocwen, for example, told an advocate on July 1 that 
it did not know when it would be rolling out its HAMP modifications. Ocwen signed 
a contract as a participating servicer on April 16, two and a half months earlier. 
One Brooklyn, New York advocate was told that the investor was not allowing any 
modifications because they were waiting for the Federal Government to act. In the 
meantime, of course, foreclosures continue. 
Servicers charge fees to homeowners for the modification. 

HAMP forbids any upfront payments as a precondition to review or trial modifica-
tion. Several homeowners have reported being told by various servicers that they 
must make payments before being considered for HAMP.63 Sometimes these pay-
ments take the form of a special forbearance agreement or lump-sum payment of 
arrearages; other times it is less clear what the payment is for. 

A Bank of America loss mitigation representative informed a Pennsylvania home-
owner’s counsel that if the homeowners paid $2,200.00 to Bank of America, then 
Bank of America would ‘‘consider’’ a loan modification. America’s Servicing Com-
pany, a division of Wells Fargo Home Mortgage, told a New York borrower that only 
upon completion of a 3-month repayment plan, followed by a balloon payment of 
$18,000, could the borrower be considered for HAMP. Select Portfolio Servicing rep-
resentatives demanded a payment in the amount of the original mortgage payment 
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in order to enter the trial period agreement in order to demonstrate the borrower’s 
‘‘good faith.’’ 

Servicers are continuing to initiate foreclosures and sell homes at foreclosure sales 
while the HAMP review is pending. 

HAMP requires that no foreclosures be initiated and no foreclosure sales be com-
pleted during a HAMP review, although existing foreclosure actions may be pursued 
to the point of sale. Reports from around the country indicate that servicers are rou-
tinely placing homeowners into foreclosure during a HAMP review and, far worse, 
selling the home at foreclosure while the homeowner is waiting on the outcome of 
the HAMP review. 

Servicers often negotiate loan modifications on a separate track from the per-
sonnel pursuing foreclosure. This structure results in homeowners being placed in 
foreclosure, and being subject to a foreclosure sale, while HAMP review is occurring. 

2. Servicer staffing and training still lag behind what is needed. 

Homeowners encounter numerous bureaucratic barriers in attempting to negotiate a 
loan modification. 

Homeowners’ loan files are routinely lost.64 Counselors report waits of months to 
hear back on review for a trial modification. In one case, Select Portfolio Services 
advised counsel for a New York borrower on three separate occasions over 6 weeks 
that the necessary broker price opinion had been canceled due to ‘‘system errors’’ 
and a new request would have to be submitted. A Florida homeowner had his 
HAMP trial modification canceled by Citimortgage for non-compliance, despite hav-
ing submitted all required documents and payments as required, only to receive a 
HAMP solicitation letter the same day. His lawyer, in describing the situation to 
us, wrote, ‘‘It is driving the poor guy bananas.’’ 

To add insult to injury, homeowners are expected to return the documents within 
days of receipt. Homeowners in both New York and Florida have reported receiving 
the trial modification agreements the same day the servicer required their return. 
One Illinois homeowner received her trial modification agreement 3 days after she 
was required to return the agreement. 

Staff of participating servicers continue to display alarming ignorance of HAMP. 
Staff of participating servicers have told homeowners that HAMP does not exist. 

Several homeowners have reported being told to contact HUD since HAMP is a gov-
ernment program. HUD, of course, does not administer HAMP; participating 
servicers do. Bank of America apparently told the homeowners in one case that they 
were not eligible for HAMP because they were not in default.65 This misinformation 
was given to the homeowner despite the fact that servicers are given an additional 
$500 incentive payment for modifying a loan prior to default. In another case, Bank 
of America refused to modify a first lien position home equity line of credit, appar-
ently under the belief that modifications of home equity lines of credit were banned 
as second liens, whether or not they actually were junior liens. 

In one case, Select Portfolio Servicing (SPS) claimed that it could only take 80 
percent of the applicants’ gross income into consideration, regardless of HAMP 
guidelines and that the clients would have to reduce their debt obligations by $300 
to be considered for a modification. The representatives appeared to be operating 
under SPS’s standard screening process for non-HAMP modifications and were not 
familiar with the HAMP standards. In the same case, another SPS representative 
claimed that the investor on the loan would only allow for payment modifications 
at 44 percent debt-to-income ratio, not the 31 percent mandated by HAMP. In many 
cases, it is not clear if staff are applying the net present value test or if they are 
applying it correctly.66 

A recent blurb from Mortgage Servicing News Bulletin captures the problem: 
‘‘Confused About the Rescue Plan?’’ 67 Apparently many servicers are. 
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Non-participating servicers continue to represent themselves as participating in 
HAMP. 

Some servicers give conflicting information on whether or not they participate in 
HAMP. American Home Mortgage Servicing, for example, conveyed on its website, 
automated answering service, and through its loan modification staff that it was a 
participating servicer under HAMP. Yet at least some of the loan modifications it 
offered were not HAMP-compliant, nor is it, as of July 13, 2009, listed as a partici-
pating servicer. 
3. Lack of transparency is resulting in summary denials and other unrea-

sonable acts by servicers. 
Even when servicers do a HAMP review, they sometimes use the wrong numbers, 

which advocates are only able to uncover after a protracted battle. In one case in-
volving a New York borrower, Select Portfolio Servicing representatives initially ad-
vised that the clients were ineligible for a HAMP loan modification, based on their 
budget. When asked for clarification about the grounds for this determination, SPS 
representatives claimed that the clients’ expenses exceeded their income, making it 
impossible for them to afford their mortgage. Upon further discussion, it was re-
vealed that SPS was using the clients’ original mortgage payment as an input value 
for these calculations, rather than the proposed modified payment amount that 
would have made their mortgage affordable. 

Some servicers are scrutinizing homeowner expenses and using back-end ratios as 
a basis for denying HAMP loan modifications. Back-end ratios, the ratio between 
all of the borrowers’ fixed monthly obligations and income, should not disqualify a 
borrower under HAMP unless the reduced payment will cause the borrower severe 
financial hardship; instead, homeowners with back-end ratios above 55 percent are 
to be referred to HUD-certified housing counselors. In other cases, homeowners are 
turned down for loan modifications without any explanation. 

Servicers refuse to provide the final payment amounts even when the borrower 
provides all verified information before the beginning of the trial modification pe-
riod. In one case, 3 days after the servicer had supplied the borrower with the first 
set of trial modification documents and nearly 2 months after the borrower had sub-
mitted verified income information, the servicer increased the monthly payment 
amount, without any apparent justification. 

The permanent modifications offered often include arrears that are undocumented 
and apparently overestimated. While HAMP permits arrearages and some fees to 
be capitalized, HAMP does not permit unpaid late fees to be capitalized. Given the 
widespread practice by servicers of padding fees in foreclosure or bankruptcy,68 
homeowners and their advocates have good reason to seek review of the legitimacy 
of the fees. 

Some servicers claim they are doing a large volume of modifications for home-
owners not eligible for HAMP, as well as many HAMP loan modifications. Whether 
or not the homeowners with the non-HAMP modifications were in fact eligible for 
HAMP is uncertain. As discussed above and exemplified in Attachment C, some 
servicers are requiring homeowners to waive their eligibility for a HAMP review in 
order to obtain any modification. The lack of public accountability makes it impos-
sible to know how many of those reported as ineligible for HAMP were, in fact, ineli-
gible, and how many were simply steered away from HAMP modifications. 

In addition, determining whether or not any individual servicer is or is not par-
ticipating is not trivial. As discussed above, some servicers represent themselves on 
their websites as participating, but fail to provide any HAMP review. As discussed 
below, confusion as to coverage of affiliated servicers is widespread. 
B. Certain HAMP Policies Must Be Changed To Provide Sustainable Modi-

fications and Save Communities. 
1. Transparency must be improved. 
The NPV model for qualifying homeowners must be available to the public. 

A homeowner’s qualification for a loan modification under HAMP is determined 
primarily through an analysis of the Net Present Value (‘‘NPV’’) of a loan modifica-
tion as compared to a foreclosure. The test measures whether the investor profits 
more from a loan modification or a foreclosure. Most investors require that servicers 
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perform some variant of this test prior to foreclosure.69 The outcome of this analysis 
depends on inputs including the homeowner’s income, FICO score, current default 
status, debt-to-income ratio, and property valuation, plus factors relating to future 
value of the property and likely price at resale. Participating servicers are required 
to apply this analysis to all homeowners who are 60 days delinquent and those at 
imminent risk of default. Homeowners and their advocates need access to the pro-
gram to determine whether servicers have actually and accurately used the program 
in evaluating the homeowner’s qualifications for a HAMP modification. Without ac-
cess to the NPV analysis, homeowners are entirely reliant on the servicer’s good 
faith. 

The lack of NPV transparency makes servicer turndowns hard to counteract. NPV 
turndowns must be detailed and in writing, and based on a transparent process that 
conforms to HAMP guidelines. 
The layers of documents governing HAMP, the guidelines, the Supplemental Direc-

tives, the various FAQ’s, and the servicer contracts, should be consolidated, rec-
onciled, and clarified. 

Homeowners, their advocates, and servicers have no one source of guidance on 
HAMP. The initial guidelines differ slightly from the Supplemental Directives, and 
the FAQs provide different interpretations. All of this complicates compliance. 
Participating subsidiaries must be clearly identified 

Participating servicers may, but need not, require their subsidiaries to participate, 
so long as the subsidiary is a distinct legal entity. However, if the subsidiary is not 
a distinct legal entity, then the subsidiary must participate. The public list of par-
ticipating servicers still does not make these distinctions clear. One example of the 
confusion is Wells Fargo. On financialstability.gov, Wells Fargo Bank is listed as a 
participating servicer. Wells Fargo Bank, N.A., is, according to the National Infor-
mation Center maintained by the Federal Reserve, the parent company of Wells 
Fargo Home Mortgage. The contract posted on financialstability.gov variously rep-
resents the covered servicer as Wells Fargo Bank, N.A. (when giving the address 
for notices) and Wells Fargo Home Mortgage, a division of Wells Fargo Bank, N.A. 
(above the signature lines). Does this contract mean that both Wells Fargo Bank, 
N.A., and Wells Fargo Home Mortgage are covered? And is America’s Servicing 
Company, a division of Wells Fargo Home Mortgage also covered? The answer to 
both questions appears to be yes but has not been uncontested. Asking homeowners 
and counselors to wade through these legal relationships invites confusion and frus-
tration.70 
2. Mechanisms for enforcement and compliance should be adopted. 
All foreclosure proceedings must be stopped upon the initiation of a HAMP review, 

not just at the point before sale. 
While many servicers are placing homeowners in foreclosure and proceeding to 

sale in violation of HAMP guidelines (as described above), even compliance with the 
current rule is pushing homeowners into costlier loan modifications and tilting the 
scales toward foreclosure. In judicial foreclosure states, servicers are aggressively 
pursuing foreclosures while reviewing homeowners for loan modifications. As a re-
sult, homeowners are incurring thousands of dollars in foreclosure costs. Servicers 
either demand these payments upfront (an apparent violation of HAMP) or cap-
italize the costs without permitting any review by the homeowner. In either event, 
these costs make it harder to provide an affordable loan modification and the con-
tinuation of the foreclosure causes homeowners great stress. All foreclosure pro-
ceedings should be stayed while HAMP reviews occur. Staying the foreclosures dur-
ing the pendency of a HAMP review would encourage servicers to expedite their 
HAMP reviews, rather than delaying them. 
Homeowners should be provided with an independent review process when denied a 

loan modification. 
It seems unlikely that all servicers will always accurately evaluate the qualifica-

tions of every homeowner who is eligible for HAMP. Homeowners who are wrongly 
denied must be afforded an independent review process to review and challenge the 
servicer’s determination that the borrower does not qualify for HAMP. 
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Homeowners should have access to an ombudsman to address complaints about the 
process. 

Homeowners currently have no resource for addressing complaints, whether with 
a servicer’s failure to return phone calls or offer of a non-compliant modification. 
Any forum for addressing homeowners’ complaints must adhere to timelines for ad-
dressing complaints and provide public accounting as to the nature of the disputes 
and their resolution. 
Denials based in part on a borrower’s credit score should be accompanied by an ad-

verse action notice under the Fair Credit Reporting Act. 
The Fair Credit Reporting Act requires that if an adverse action in the provision 

of credit is taken based in part on the borrower’s credit score that the borrower be 
advised of that adverse action and of the credit score upon which the decision was 
based.71 The reason for that requirement is that credit scores often have errors, 
which a borrower may correct—but only if the borrower is aware of the error. 

The Net Present Value test relies on credit scores to determine default and re-
default rates. It is at least possible that those credit scores could result in the fail-
ure of the NPV test and the denial of a loan modification. Absent full transparency 
regarding the NPV calculation, homeowners are unlikely to know of the program’s 
reliance on their FICO score or, if they do, whether or not their FICO score was 
the cause of their denial for a HAMP modification. An adverse action notice alerts 
homeowners to the possibility that an incorrect FICO score—which could be cor-
rected—might be the reason their servicer denied a HAMP modification. Without an 
adverse action notice homeowners have little opportunity to address any potential 
problems. 
3. The HAMP guidelines should be adjusted to provide more meaningful re-

lief to homeowners without reducing their existing rights. 
Homeowners need principal reductions, not forbearance. 

Principal forgiveness is necessary to make loan modifications affordable for some 
homeowners. A significant fraction of homeowners owe more than their homes are 
worth.72 The need for principal reductions is especially acute—and justified—for 
those whose loans were not adequately underwritten and either 1) received Payment 
Option Adjustable Rate Mortgage loans that negatively amortize until as much as 
125 percent of the original balance is owed; or 2) obtained loans that were based 
on inflated appraisals. As a matter of equity and commonsense, homeowners should 
not be trapped in debt peonage, unable to refinance or sell. 

Practically, principal reductions may be key to the success of HAMP. Being ‘‘un-
derwater’’ increases the risk of default, particularly when coupled with unaffordable 
payments.73 Built into the HAMP NPV calculations is an assumption that default 
increases as a function of how far underwater the homeowner is. Existing data on 
loan modifications shows that loan modifications with principal reductions tend to 
perform better.74 In order to bring down the redefault rate and make loan modifica-
tions financially viable for investors, principal reductions must be part of the pack-
age. 

The Federal Reserve Board’s loan modification program directly requires principal 
reductions for those homeowners most underwater. Under that program, principal 
reductions are mandated when the outstanding loan balance exceeds 125 percent of 
the home’s current market value. Not incidentally, under the most recent revisions 
to the Making Home Affordable refinance program, once the mark-to-market loan- 
to-value ratio is 125 percent, a homeowner may refinance. Thus, once the loan value 
is reduced to 125 percent of current market valuation, there is, at least for some 
homeowners, the possibility of refinancing. While a loan-to-value ratio of 125 per-
cent still leaves homeowners underwater and restricts their options, it gives them 
some hope, as it permits the possibility of refinancing or even sale, after several 
years of payments or subsequent to a market rebound. A reduction only to 125 per-
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cent is still sufficiently harsh that it is likely to contain any moral hazard problems, 
yet it puts a finite bound on the homeowner’s debt peonage. 

HAMP permits principal reductions, but does not mandate them, not even in the 
most extreme cases. HAMP does require forbearance, but only as a method for re-
ducing payments. While forbearance provides affordable payments, it prevents a 
homeowner from selling or refinancing to meet a needed expense, such as roof re-
pair or college tuition, and sets both the homeowner and the loan modification up 
for future failure. For all of these reasons, the HAMP guidelines should be revised 
so that they at least conform to the Federal Reserve Board’s loan modification pro-
gram by reducing loan balances to 125 percent of the home’s current market value. 
Homeowners suffering an involuntary drop in income should be eligible for a second 

HAMP loan modification. 
Even after a loan modification is done successfully and is performing, homeowners 

may still become disabled, lose their jobs, or suffer the death of a spouse. These sub-
sequent, unpredictable events, outside the control of the homeowner, should not re-
sult in foreclosure if a further loan modification would save investors money and 
preserve homeownership. Foreclosing on homes where homeowners have suffered an 
involuntary drop in income without evaluating the feasibility of a further HAMP 
modification is punitive to homeowners already suffering a loss and does not serve 
the interests of investors. 

Some servicers provide modifications upon re-default as part of their loss mitiga-
tion program. This approach should be standard and mandated, and should include 
continued eligibility for HAMP modifications rather than only specific servicer or in-
vestor programs. 
Homeowners in bankruptcy should be provided clear access to the HAMP program. 

As a result of the HAMP guidelines providing servicer discretion on whether to 
provide homeowners in bankruptcy access to HAMP modifications, homeowners gen-
erally are being denied such modifications. In at least one instance, a servicer is re-
ported to have refused a modification on the basis of a former bankruptcy, a clear 
violation of the HAMP guidance. The HAMP guidelines should provide clear guid-
ance on instances where a loan modification should be provided to homeowners in 
bankruptcy. The HAMP guidelines should explicitly provide that servicers must con-
sider a homeowner seeking a modification for HAMP even if the homeowner is a 
debtor in a pending bankruptcy proceeding. 

Some servicers have explained their reluctance to do loan modifications in bank-
ruptcy by citing a fear of violating the automatic stay in bankruptcy. Neither the 
automatic stay nor the discharge order should be a bar to offering an otherwise eli-
gible homeowner a loan modification. HUD, in recent guidance to FHA servicers, 
has explicitly recognized that offering a loan modification does not violate the auto-
matic stay or a discharge order.75 

Servicers should be required, upon receipt of notice of a bankruptcy filing, to send 
information to the homeowner’s counsel indicating that a loan modification under 
HAMP may be available. Upon request by the homeowner and working through 
homeowner’s counsel, servicers should offer appropriate loan modifications in ac-
cordance with the HAMP guidelines prior to discharge or dismissal, or at any time 
during the pendency of a chapter 13 bankruptcy, without requiring relief from the 
automatic stay, and, in the case of a chapter 7 bankruptcy, without requiring reaf-
firmation of the debt. The bankruptcy trustee should be copied on all such commu-
nications. All loan modifications offered in pending chapter 13 cases should be ap-
proved by the Bankruptcy Court prior to final execution, unless the Court deter-
mines that such approval is not needed. If the homeowner is not represented by 
counsel, information relating to the availability of a loan modification under HAMP 
should be provided to the homeowner with a copy to the bankruptcy trustee. The 
communication should not imply that it is in any way an attempt to collect a debt. 

Two changes to the modification rules should also be made to facilitate access for 
homeowners in bankruptcy. First, the payment rules should take into account the 
fact that payments may be passed through the bankruptcy trustee, rather than di-
rectly from homeowner to servicer. Supplemental Directive 09–03 requires that the 
servicer receive a payment by the end of the first month that the trial plan is in 
effect. If the servicer does not receive the payment, the trial modification is termi-
nated and the homeowner is disqualified from a permanent modification under 
HAMP. There is often an initial lag between passing the payments from the bank-
ruptcy trustee to the servicer; homeowners should not be penalized for a delay over 
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which they have no control and which is occasioned solely by their exercise of their 
right to file bankruptcy. 

Second, the modification documents should explicitly prohibit servicers from re-
quiring homeowners to reaffirm mortgage debts. Although the guidance and supple-
mental directive appear to allow homeowners not to reaffirm in bankruptcy, the 
form modification agreement requires reaffirmation by its terms in paragraph 4E. 
The modification agreement should be amended to restate explicitly that the bor-
rower does not waive any claims by entering into the modification and that no reaf-
firmation of the debt is required. Because reaffirmations of home mortgages have 
the potential to deny homewners a fresh start, many bankruptcy judges refuse to 
approve them. Congress recognized this concern with an amendment to the Bank-
ruptcy Code in 2005 that permits mortgages to be serviced in the normal course 
after bankruptcy even if the mortgage has not been reaffirmed. These purported re-
affirmation agreements made outside the mandatory notice and review procedures 
of section 523(c) and (d) of the Bankrutpcy Code have no effect, are not enforceable, 
and the government should not be involved in encouraging the practice. 
Mortgages should remain assumable as between spouses, children, and other persons 

with a homestead interest in the property. 
Federal law, the Garn-St Germain Depository Act of 1982, specifically forbids ac-

celeration when the property is transferred from one spouse to another and permits 
a spouse or child to assume the mortgage obligations.76 Such transfers are most 
likely to occur upon death or divorce. They may also occur in the context of domestic 
violence. Freddie Mac has long allowed mortgage assumptions by relatives as one 
method of working out delinquent mortgages. 

Following these policies, the HAMP program should allow mortgages for certain 
homeowners to be assumable. Homeowners who have recently suffered the death of 
a loved one should not find themselves immediately faced with foreclosure or sud-
denly elevated mortgage payments. 
Fair lending principles must be ensured throughout the HAMP process. 

Incentive payments for pre-default homeowners are aimed at the necessary policy 
of ensuring that homeowners already facing hardship obtain sustainable loans, yet 
the additional funds for such reviews may implicate fair lending issues. The home 
price decline protection program may result in payments focused more on non-mi-
nority areas and should be reviewed for fair lending concerns. Servicer incentive 
payments based on reductions in the dollar amount of a payment also may raise 
fair lending considerations. Moreover, hardship affidavits and paperwork must be 
made available in appropriate languages to ensure wide access to the program. Data 
on loan modifications and applications are essential to ensuring equitable access to 
the program; these data must all be available as of fall 2009. Any further delay will 
limit transparency and delay accountability. 
HAMP application procedures should better recognize and lessen the impact of exi-

gent circumstances. 
Aspects of the loan modification procedures, or gaps in current guidance, create 

hurdles for certain homeowners. For example, victims of domestic violence are un-
likely to be able to obtain and should not be required to obtain their abuser’s signa-
ture on loan modification documents. While predatory lending and predatory serv-
icing can create default and an imminent risk of default, as recognized by the 
HAMP plan, the hardship affidavit does not contain an explicit reference to either 
category. Thus, at present, a loan modification would be available only to a home-
owner who realizes that the fraud and predatory behavior that resulted in unrea-
sonable levels of debt are legitimate grounds for seeking a modification and who is 
able to articulate and defend that categorization to a line-level employee of the 
servicer who may be relying in a formulaic way on the categories contained in the 
hardship affidavit or may be outright hostile to claims of predatory behavior. 
The trial modification program should be further formalized and clarified, such that 

homeowners receive assurances of the terms of the permanent modification and 
homeowners are not put into default on their loans if they are current at the 
onset of the trial modification. 

The trial modification program currently complicates matters for participating 
homeowners by increasing costs and failing to maximize the chances for long-term 
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success. Moreover, by binding homeowners but not servicers, it may further discour-
age some homeowners from participating. 

Payments received during the trial modification period should be applied to prin-
cipal and interest, not held in suspense until the end of the trial period. Trial modi-
fication payments should be applied as if the modification, and any capitalization, 
occurred at the outset of the trial period, with payments allocated accordingly be-
tween principal and interest. The policy of capitalizing arrears at the end of the 
modification period, including any difference between scheduled and modified pay-
ments, penalizes homeowners (including those not in default at the time of the trial 
modification) by raising the cost of the modification and increasing the chances that 
some homeowners will not pass the NPV test. The use of suspense accounts and 
capitalizing arrears after the trial period render meaningless the term ‘‘modifica-
tion’’ in ‘‘trial modification.’’ 

In addition, homeowners who are not delinquent at the start of the trial period 
and who are making payments as agreed under the trial plan currently are reported 
to credit bureaus as making payments under a payment plan; this may register as 
a black mark against their credit. Homeowners should not face decreased credit 
scores simply because they are seeking to attain a responsible debt load. For home-
owners in bankruptcy, the new rules defining when trial payments are ‘‘current’’ fail 
to take into account the delay in initial disbursement that may occur when pay-
ments are made through the chapter 13 trustee. 

Finally, homeowners need some assurance at the time of the trial modification 
that, if their income is as represented upon approval of the trial modification, the 
servicer will provide a final modification on substantially similar terms. Home-
owners are bound by the trial modification; it is not clear that servicers are. 

The borrower is required to sign the trial modification documents, but the servicer 
is not. This onesided contract discourages some homeowners and advocates. Home-
owners may decide that the costs of a trial modification—the capitalized interest, 
the sunk payments, the potential adverse credit reporting—are not worth the uncer-
tain benefit of a permanent modification. Some servicers compound this problem by 
telling homeowners seeking modifications that they are under no obligation to offer 
a permanent modification. Indeed, the trial modification agreement itself, in para-
graph 2F, appears to allow servicers to choose not to complete a permanent modi-
fication. According to paragraph 2F, homeowners are not entitled to a permanent 
modification if the servicer fails to provide the borrower with ‘‘a fully executed copy 
of this Plan and the Modification Agreement.’’ Should a servicer fail to provide the 
borrower with a fully executed copy, the borrower is left without a permanent modi-
fication and without any recourse, while the servicer may then retain the payments 
made and proceed to a foreclosure. Faced with this uneven exchange, many home-
owners will rationally refuse to complete a trial modification, even if they would 
qualify for and benefit from a permanent modification. 
The final modification agreement should make clear that the homeowners do not 

waive any rights nor are required to reaffirm the debt in order to enter into the 
modification. 

Although the HAMP guidelines prohibit waiver of claims and defenses,77 the lan-
guage in paragraph 4E of the modification agreement, ‘‘[t]hat the Loan Documents 
are composed of duly valid, binding agreements, enforceable in accordance with 
their terms and are hereby reaffirmed,’’ could be construed as a waiver of some 
claims, particularly claims involving fraud in the origination or execution of the doc-
uments. In addition to the problems posed by reaffirmation of the debt in bank-
ruptcy, reaffirmation of the debt and loan documents outside of bankruptcy could 
be construed as a waiver of defenses to the debt. Servicers, as discussed above and 
demonstrated by the attachments, are seeking even stronger waivers of legal rights; 
the form documents should give such unauthorized behavior no shelter. The modi-
fication agreement should clearly state that the borrower does not waive any claims 
and defenses by entering into the agreement and that the borrower is not required 
to reaffirm the debt. 
The second lien program should be further developed to promote coordination with 

first lien modifications; servicers should be required to participate in both pro-
grams. 

Servicers continue to express ignorance of the second lien program and widely 
refuse to modify second liens. For example, Bank of America told a Pennsylvania 
borrower that a home equity line of credit could not be modified because it was 
‘‘written’’ as a second lien, even though it was the primary, and only, lien against 
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the property. Servicers will often service both the first and second liens. Frequently, 
servicers themselves hold the second lien. Yet often servicers refuse to address the 
second lien, despite the incentives in HAMP to do so. Servicers who hold second 
liens may prefer to gamble on a market recovery rather than accept the incentive 
payments under HAMP and recognize their losses now. Many servicers will choose 
not to participate in the second lien program absent a Federal mandate. 

The second lien program should work in concert with the primary lien modifica-
tion program to the greatest extent possible. Only such coordination will result in 
maximizing the potential of the program to save homes and communities. 
4. Data collection and reporting should support the best HAMP outcomes 

possible. 
The maximum amount of data should be made available to the public, including 

data on a loan-by-loan basis. The data should be made available in user-friendly for-
mats that are easy to obtain and that allow for additional and varied processing and 
analysis. The data should be made available on a basis as close to real time as pos-
sible. Data collected by the government and disclosed to the public, including HAMP 
monitoring data and other data, should enable the government and the public to 
compare the performance of HAMP against specific benchmarks. The data should 
enable the government and the public to assess the extent to which HAMP is serv-
ing equitably those most heavily targeted for high risk loans (especially African- 
American, Latino and older borrowers). 
V. Benchmarks for Performance, Mandatory Loan Modification Offers, and 

Other Servicing Reforms Should Be Required If the Program Does Not 
Produce Sufficient Results in Short Order. 

Creating affordable and sustainable loan modifications for distressed homeowners 
is labor intensive. It is no surprise, then, that servicers continue to push home-
owners away from HAMP loan modifications or delay the process substantially. 

Initial data collection will make a more exact review of the HAMP program pos-
sible within the next few months. Freddie Mac already is engaged in substantial 
oversight. Our work nationwide on behalf of homeowners facing foreclosure and 
unaffordable loans tells us that many qualified homeowners are being unnecessarily 
turned away from HAMP, those receiving loan modifications often obtain terms 
quite different from HAMP, and even the HAMP-compliant modifications are limited 
in what they can do for homeowners with high loan principals. 

We anticipate that the data will reflect the experience of hundreds of homeowners 
and their advocates, showing that the program is too narrow and too hard to imple-
ment. When the data substantiates our necessarily impressionistic description of the 
failures of HAMP, Congress should enact legislation to mandate loan modifications 
where they are more profitable to investors than foreclosure. Loss mitigation, in 
general, should be preferred over foreclosure. Additionally, Congress should revisit 
the question of bankruptcy relief. First-lien home loans are the only loans that a 
bankruptcy judge cannot modify.78 The failure to allow bankruptcy judges to align 
the value of the debt with the value of the collateral contributes to our ongoing fore-
closure crisis. 

Basic problems in the structure of the servicing industry need to be addressed in 
order for the homeowner-servicer relationship to be functional. From the home-
owner’s perspective, one of the biggest obstacles to loan modification is finding a live 
person who can provide reliable information about the loan account and who has 
authority to make loan modification decisions. Federal law should require that mort-
gage servicers provide homeowners with contact information for a real person with 
the information and authority to answer questions and fully resolve issues related 
to loss mitigation activities for the loan. While the Real Estate Settlement Proce-
dures Act currently requires servicers to respond to homeowners’ request for infor-
mation and disputes within 60 days, in practice many such inquires go unanswered. 
Despite this failure to respond, servicers are still permitted to proceed to collection 
activities, including foreclosure. Essential changes to this law governing servicers 
should ensure that homeowners facing foreclosure would no longer be at the mercy 
of their servicer. There should be transparency in the servicing process by allowing 
the homeowner to obtain key information about the loan and its servicing history. 
Servicers should be prohibited from initiating or continuing a foreclosure proceeding 
during the period in which an outstanding request for information or a dispute is 
pending. 



222 

79 See generally 2008 Nat’l. Taxpayer Advocate Ann. Rep. at vi—vii (summarizing rec-
ommendations regarding changes to the treatment and reporting of cancellation of debt income 
in the mortgage context). 

Further reform of the tax code to simplify the exclusion of discharge of indebted-
ness income would also be of assistance to many homeowners, particularly home-
owners with significant refinancing debt whose servicers are persuaded to do sus-
tainable principal reductions.79 

VI. Conclusion 
Thank you for the opportunity to testify before the Committee today. The fore-

closure crisis is continuing to swell. We are drowning in the detritus of the lending 
boom of the last decade. The need to act is great. The HAMP program must be 
strengthened. Homeowners who qualify must have the right to be offered a sustain-
able loan modification prior to foreclosure. Passage of legislation to allow for loan 
modifications in bankruptcy, to reform the servicing industry, and to address the tax 
consequences of loan modifications also would aid in protecting homeowners from 
indifferent and predatory servicing practices and reducing the foreclosure surge. To-
gether, these measures would save many homes and stabilize the market. We look 
forward to working with you to address the economic challenges that face our Na-
tion today. 
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RESPONSES TO WRITTEN QUESTIONS OF CHAIRMAN DODD 
FROM HERBERT M. ALLISON, JR. 

Q.1. One issue that was brought to my attention recently con-
cerned servicer advances, that is, scheduled principal and interest 
payments and other costs that servicers must advance to the trust 
when the borrower fails to make a monthly payment. As you may 
know, these servicer advances play a critical role in any successful 
mortgage modifications. 

Independent servicers use outside financing to provide these ad-
vances, traditionally at low costs due to the minimal credit risk in-
volved. However, given the current liquidity shortages in the mar-
ket, financing such advances has become prohibitively expensive. 
And while the Term Asset Loan Facility (TALF) includes servicer 
advances as eligible collateral under the program, servicers tell me 
that the TALF is hamstrung by stringent rating requirement, par-
ticularly incompatible to HAMP modification process. Indeed, 
HAMP’s prolonged modification timeline creates inherent risk for 
the creditors, lowering the credit rating on the assets backed by 
servicer advances accordingly. 

Has this issue been brought to the Treasury’s attention? 
A.1. Yes, Treasury is aware of the issue. Servicer advances play an 
important role in the residential mortgage backed securities mar-
ket as well as in the HAMP program. This was a consideration 
when the Federal Reserve elected to make servicer advances TALF 
eligible. Subsequently, based on the state of the residential market, 
rating agencies have required a greater level of subordination by 
the servicer advance firms in order to obtain an AAA-rating and 
make them TALF eligible. Treasury recognizes higher levels of sub-
ordination can result in a higher cost of funds for some servicers, 
but Treasury does not have any influence on the rating agency 
opinions and decisions. 
Q.2. How serious do you think this issue is? 
A.2. Although the issue may be of concern for an affected firm, it 
is not clear that the issue is widespread. Treasury has received re-
ports that a servicer has already obtained the required AAA-rating 
and issued TALF-eligible securities. 
Q.3. What plans do you have to address it? 
A.3. Treasury has examined the issue, but at this time Treasury 
believes the TALF program is providing a viable financing solution 
to independent servicers and therefore, does not believe the pro-
gram requires significant modifications. 

RESPONSES TO WRITTEN QUESTIONS OF SENATOR JOHNSON 
FROM HERBERT M. ALLISON, JR. 

Q.1. Are a proportionate number of rural homeowners facing fore-
closure as in urban or suburban areas? 
A.1. The proportion of homeowners facing foreclosure is higher in 
urban and suburban areas than in rural areas. Particularly hard 
hit are newer subdivisions on the outer edges of metropolitan 
areas. Many of the homes in these areas were purchased in the last 
three or 4 years prior to the housing crisis, and therefore their 
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owners suffered greater home price declines. Proportionately, these 
suburban homeowners also took out a higher number of subprime 
mortgages. Another difficult segment has been urban areas where 
homes values are slightly below the state average while the income 
level of the residents is significantly below the state average. Re-
garding rural housing, conclusive research on rural mortgage lend-
ing is hampered by the limitations on Home Mortgage Disclosure 
Act data and the difficulty of getting comprehensive local data of 
all varieties in smaller communities. Still, we are well aware that 
rural areas have not been immune from foreclosures. For definitive 
figures on foreclosure data for rural, urban, and suburban home-
owners, we suggest that you please refer to the Department of 
Housing and Urban Development (HUD). 
Q.2. Are they seeking refinancing and modifications at the same 
rate? 
A.2. We do not have reliable data on the rate that rural home-
owners are seeking refinancings and modifications relative to 
urban and suburban homeowners. 
Q.3. During the hearing, both of you talked about your outreach 
programs to help with modifications. What specific outreach is 
being done to prevent home foreclosures and educate homeowners 
about the programs that are available through Hope for Home-
owners (H4H) and Making Home Affordable in rural areas? 
A.3. Reaching delinquent borrowers to encourage their participa-
tion in the Making Home Affordable program is a key responsi-
bility of participating servicers, who are expected to have written 
procedures for outreach attempts until constructive borrower con-
tact is established. These requirements are the same, regardless of 
the location of the borrowers. Often, repeated attempts using alter-
native contact methods are required to reach borrowers. At a min-
imum the written contact procedures should include: 

a. Evaluation of Delinquent Borrowers—Within 30 days of exe-
cution of a Servicer Participation Agreement and monthly 
thereafter, identify all borrowers in the servicing portfolio that 
meet the basic HAMP eligibility criteria (owner occupant, loan 
originated before January 1, 2009, loan amount within GSE 
loan limits, borrower is at least 60 days delinquent) and send 
solicitation letters similar in format to those posted at 
www.hmpadmin.com. 

b. Written Contact Attempts—Send a minimum of three letters 
in varying formats such as email, courier services, and hand 
delivery. 

c. Telephone Contact Attempts—Initiate no less than four tele-
phone contact attempts per borrower. 

In addition, the Making Home Affordable website and the HOPE 
Hotline (1–888–995–HOPE), the two main points of entry for in-
quiring about the MHA program, are available to everyone regard-
less of their location. 

The Hope for Homeowners program is administered by the De-
partment of Housing and Urban Development, which would be in 
a better position to address specific outreach related to that pro-
gram. 
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Q.4. Are you seeing any other foreclosure trends in rural areas that 
are worth noting before this Committee? 
A.4. Smaller, community-based financial institutions such as those 
that are more prevalent in rural areas appear to be less likely to 
foreclose on their borrowers than the large money-center institu-
tions that predominate in urban and suburban areas. This may be 
because of the more personal nature of banking in smaller institu-
tions. 

RESPONSES TO WRITTEN QUESTIONS OF SENATOR CORKER 
FROM HERBERT M. ALLISON, JR. 

Q.1. The Obama administration is now considering a proposal that 
would allow people to rent back a property when they have de-
faulted. The question is, won’t this cause more damage to the sec-
ondary market for mortgages? Investors buy MBS for a stream of 
payments securitized by real property. They do not buy them to be-
come landlords. Negating the trust agreement by forcing investors 
to rent rather than be made whole on their investment will only 
further damage the value of MBS in the United States and harm 
future home buyers. 
A.1. While the Obama administration is considering a number of 
options to address the growing number of foreclosures, the Treas-
ury Department is very cognizant of the need to respect contractual 
rights of investors. This is evident in how Treasury designed and 
operates the Making Home Affordable loan modification program, 
which has been guided in its underlying principles by the contrac-
tual relationships between servicers and investors. 
Q.2. I have heard reports that the GSEs have tightened under-
writing criteria for condominiums and townhome communities. I 
know in certain areas there were significant losses on loans where 
these projects were overbuilt, especially in Florida; clearly adjust-
ments were necessary. But I’m hearing the guidelines are going be-
yond this and are making it hard for creditworthy borrowers living 
in established, healthy developments to get mortgages. What’s the 
right balance on this? Given the need for prudential management 
at these institutions, what is this Administration’s plan to make 
sure we don’t go so far as to actually hurt healthy homeowners 
while we’re trying to help them? Is there a review process that 
looks at what all the regulators, the GSEs and FHA are doing to 
make sure we are getting at this problem in a coordinated fashion? 
We shouldn’t operate at cross purposes with some trying to be pru-
dently flexible and others using the wrong tools. 
A.2. The Treasury Department defers to the Department of Hous-
ing and Urban Development, the Federal Housing Finance Agency, 
and the Federal Housing Administration on this question. 

RESPONSES TO WRITTEN QUESTIONS OF SENATOR JOHNSON 
FROM WILLIAM APGAR 

Q.1. Are a proportionate number of rural homeowners facing fore-
closures as in urban and suburban areas? 
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A.1. Although conclusive research on rural mortgage lending is 
hampered by the limitations on Home Mortgage Disclosure Act 
data and the difficulty of getting comprehensive local data of all va-
rieties in smaller communities, based on the available data it ap-
pears that the proportion of homeowners facing foreclosure is high-
er in urban and suburban areas than in rural areas. Particularly 
hard hit are newer subdivisions on the outer edges of metropolitan 
areas. Many of the homes in these areas were purchased in the last 
three or 4 years prior to the housing crisis, and therefore their 
owners suffered proportionately higher home price declines. Propor-
tionately, these suburban homeowners took out a higher number of 
subprime mortgages. Another particularly hard hit area has been 
in urban areas where homes values are slightly below the state 
averages in terms of value while the income level of the residents 
are significantly below the state average income levels. 

We understand from our HUD field office in South Dakota that 
the mortgage default rate in South Dakota is very low. According 
to data published by the Mortgage Bankers Association, South Da-
kota had the second lowest rate of foreclosure filings and the fourth 
lowest percentage of home loans in foreclosure in second quarter 
2009. As noted above, the number of foreclosures and sub-prime 
mortgages in South Dakota are substantially less than other areas 
around the country. However, according to data located on HUD’s 
NSP website, there are a number of foreclosures and sub-prime 
mortgages that do exist with the highest concentration in the Sioux 
Falls Metropolitan Statistical Area (MSA) and Rapid City HUD 
Metro FMR Area (HMFA). Minnehaha, Pennington, and Meade 
counties have the highest estimated number of foreclosures. 

However, like other communities around the Nation, rural areas 
in South Dakota have not been immune from foreclosures. In fact, 
some rural counties in South Dakota are experiencing high per-
centages of foreclosure. According to HUD data, the counties of 
Shannon, Buffalo, Dewey, and Ziebach have the highest percentage 
rate of foreclosures in the state with rates of 10 percent or greater 
at the end of 2008. 
Q.2. Are they seeking refinancing and modifications at the same 
rate? 
A.2. We do not have reliable data on the rate that rural home-
owners are seeking refinancings and modifications relative to 
urban and suburban homeowners. 
Q.3. During the hearing both of you talked about your outreach 
programs to help with modifications. What specific outreach is 
being done to prevent home foreclosures and educate homeowners 
about the programs that are currently available through Hope for 
Homeowners (H4H) and Making Home Affordable in rural areas? 
A.3. Although the Making Home Affordable program and Hope for 
Homeowners Programs have not specifically targeted rural areas 
for outreach efforts, the steps that servicers are expected to take 
to reach at-risk borrowers is the same regardless of the location of 
the borrower. Reaching delinquent borrowers to encourage their 
participation in the MHA program is a key responsibility of partici-
pating servicers. Often, repeated attempts using alternative contact 
methods are required to reach borrowers. Servicers that participate 
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in the program are expected to have written procedures for out-
reach attempts until constructive borrower contact is established. 
In addition, the Making Home Affordable website and the HOPE 
Hotline (1–888–995–HOPE), the two main points of entry for in-
quiring about the MHA program, are available to everyone regard-
less of their location. 

Earlier this summer in Miami, the Administration launched a 
nationwide campaign to promote the Making Home Affordable Pro-
gram (and HOPE for Homeowners which has been incorporated 
into the overall MHA program) in communities most in need. The 
campaign involves a series of outreach events to engage local hous-
ing counseling agencies, community organizations, elected officials 
and other trusted advisors in the target markets to build public 
awareness of Making Home Affordable, educate at-risk borrowers 
about available options, prepare borrowers to work more efficiently 
with their servicers and drive them to take action. HUD leverages 
local housing partners who are on the ground and on the front 
lines with at-risk borrowers to help broaden our outreach efforts 
and keep more people in their homes. 

In addition, HUD, in partnership with many nonprofit counseling 
agencies, provides housing counseling assistance to the record num-
ber of homeowners at risk of foreclosure, particularly those pre-
paring to take advantage of the foreclosure prevent programs made 
available under this Administration. HUD-approved counseling 
agencies are located across the Nation (in rural and urban commu-
nities) and provide distressed homeowners with a wealth of infor-
mation and assistance for avoiding foreclosures. The counselors 
provide assistance over the phone and in person to individuals 
seeking help with understanding the Making Home Affordable pro-
gram and often work with borrowers eligible for the Administra-
tion’s refinance or modification program to compile an intake pack-
age for servicers. These services are provided free of charge by non-
profit housing counseling agencies working in partnership with the 
Federal Government and funded in part by HUD and 
NeighborWorks® America. The list of approved HUD counselors 
can be found at: http://www.hud.gov/offices/hsg/sfh/hcc/fc/. 

In South Dakota, HUD field staff participate in various events, 
sponsored by realtors, mortgage bankers and consumer organiza-
tions, to provide information on FHA program, including benefits 
of refinancing into FHA products. 
Q.4. Are you seeing any other foreclosure trends in rural areas that 
are worth noting before this Committee? 
A.4. Smaller, community-based financial institutions such as those 
that are more prevalent in rural areas appear to be less likely to 
foreclose on their borrowers than the large money-center institu-
tions that predominate in urban and suburban areas. This may be 
because of the more personal nature of banking in smaller institu-
tions. 
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RESPONSE TO WRITTEN QUESTION OF SENATOR SHELBY 
FROM JOAN CARTY 

Q.1. In your testimony you mention many common themes as to 
why families are in distress as you discuss the need for quicker ac-
tion. In addition to mortgage terms, you mention many life events. 
This seems to at least partially support Dr. Willen’s studies that 
have shown life events to be one of the primary causes of the finan-
cial difficulties that have lead to foreclosure. 

As you counsel these families, what steps do you encourage them 
to take that will allow them to remain current on their mortgages 
following a loan modification? 
A.1. Thank you for your interest in our work. As we counsel fami-
lies following a loan modification, we encourage them to take the 
following steps: 

1. Always pay family necessities (food and current medical bills 
expenses), then housing related bills, including real estate 
taxes and insurance if they are not included in your mortgage 
bill. 

2. Also pay child support and income tax debt. Not addressing 
these debts can result in very serious and expensive problems. 

3. Concentrate on paying secured debt until their finances allow 
them to start paying unsecured debt. 

4. Develop an action plan where the goal will be to save at least 
8 months of living expenses in case of emergencies. Client 
could save money by budgeting. A counselor could help the cli-
ent identify areas where client can save money. 

5. If client has high credit card debt, client can work to get all 
debt consolidated at a lower interest rate and lower payments. 

6. Work to rebuild a good credit history: It’s important that a cli-
ent rebuilds his/her credit history because the credit score will 
determine the future interest rate that client will be charged 
on both secured and revolving credit. Also, most insurance 
companies charge a higher premium to people who have poor 
credit scores. 

7. After saving for at least 8 months of living expenses, client 
could do the same to save for a car, repairs on the house, and 
for any long term and short term expenses. 

RESPONSES TO WRITTEN QUESTIONS OF SENATOR SHELBY 
FROM PAUL S. WILLEN 

Q.1. In previous hearings, we heard many times that large percent-
ages of sub-prime borrowers would have actually qualified for tra-
ditional mortgages. In your testimony you said, ‘‘most borrowers 
who got subprime mortgages would not have qualified for a prime 
mortgage for that transaction.’’ 

As you noted the assumption that people were steered toward 
subprime mortgages has been at the center of a lot of policy de-
bates in this area. Could you expand a bit on why your research 
finds this assumption to be inaccurate? 
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1 Just the Facts: An initial analysis of the subprime crisis, With Chris Foote, Kris Gerardi and 
Lorenz Goette. 2008. Journal of Housing Economics, 17(4):291–305. 

A.1. In our research, we showed that prime lenders would not have 
underwritten the vast majority of subprime loans 1—in other 
words, that subprime borrowers weren’t steered to subprime loans 
but rather would have been rejected by prime lenders. Our analysis 
used the following criteria for qualifying for a prime loan—that the 
borrower have a FICO score above 620 and a debt-to-income ratio 
less than 40 percent and that the combined loan-to-value ratio fell 
below 90 percent and that the borrower fully documented income. 
By our count, less than 10 percent of the subprime loans made in 
2005 and 2006 passed all these tests. Furthermore, we found that 
fraction had actually declined over time. 

Previous claims by some that the data showed steering into 
subprime loans were based on a misunderstanding of what con-
stitutes a subprime loan. A much-cited Wall Street Journal article 
from December of 2007 purported to show that a large and increas-
ing number of subprime borrowers would, in fact, have qualified for 
prime loans. However, the analysis focused exclusively on FICO 
scores, and was based on the erroneous assumption that anyone 
with a FICO score above 620 automatically qualified for a prime 
loan. It is true that a FICO below 620 generally renders a borrower 
ineligible from a prime loan, but the converse is not true: to get a 
prime loan one needs a high FICO score and to pass the other tests 
noted above. The Wall Street Journal article was correct in its 
claim that the number of borrowers with FICO above 620 in 
subprime pools had grown over time—in our data it grew from less 
than 40 percent in 2000 to more than 70 percent in 2006. What the 
article failed to mention was that the fraction with, for example, 
very high LTV score had increased dramatically over the same pe-
riod. 

The steering claim is at least partly based on a misunder-
standing of what a subprime loan is. Most of what makes subprime 
loans different from prime loans involves the characteristics of the 
transaction and the borrower. There are three ways to see this. The 
first involves the fact that the small subset of subprime borrowers 
who would have qualified for prime treatment got loans that were 
virtually indistinguishable from the equivalent prime borrowers: 
two-thirds had fixed rate mortgages with an average interest rate 
of 6.6 percent. The second involves the fact that prime and 
subprime loans with similar characteristics perform similarly in 
the data. A 90 percent LTV subprime loan to a borrower with a 620 
FICO score is not significantly more likely to default than an other-
wise identical prime loan. Finally—and contrary to common as-
sumption—our research shows that subprime loans were not any 
more likely to have ‘‘risky features’’ like interest-only or negative 
amortization payment options. 
Q.2. In your testimony and your papers you discuss impact of a 
downturn in housing prices on the default rates. Specifically, while 
discussing the role of life-event on default rates, your testimony 
states ‘‘when home prices fall, some borrowers can no longer profit-
ably sell, and then income-disrupting life-events really take a toll.’’ 
You further state that ‘‘foreclosures rarely occur when borrowers 
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have positive equity.’’ I believe that this is an important point and 
one must be in the center of a discussion about what happened to 
cause the downturn in our housing market and subsequently in our 
economy. 

Given the importance of equity in a home to prevent foreclosures, 
do you believe that relaxed down payment standards, which al-
lowed people to purchase homes with little or no down payment, 
left homeowners more vulnerable to these life-events? 
A.2. Yes I do. The reason that lenders view home mortgages as safe 
and the reason that borrowers pay low interest rates is that the 
loan is secured by the property, and thus the lender is not as ex-
posed to the borrower’s ability or willingness to repay the loan. For 
the borrower, the whole logic of buying a home with a mortgage de-
pends on the ability of the borrower to sell the property if his or 
her circumstances change. I think the willingness of lenders to 
make zero-down loans, and the willingness of borrowers to take 
them out, resulted from the belief that house prices would continue 
to rise and that the borrower would quickly build equity. Going for-
ward, it will be important for both borrowers and lenders to take 
the possibility of substantial price declines into account, no matter 
how improbable such a decline may appear at the time. 
Q.3. Other testimony submitted to the Committee seemed to indi-
cate that the primary reasons the loan modifications have not been 
occurring at a faster pace are largely logistical reasons within the 
leaders. You seem to suggest that this is not the reason, but rather, 
contrary to popular belief, there simply economic factors that pre-
vent the modifications from moving forward. 

Please respond to this, as well as the criticism that your research 
was not relevant because it analyzed loan modification programs in 
existence prior to the efforts of the past year. 
A.3. The claim that the problems are ‘‘logistical’’ does not make 
economic sense. For a profitable opportunity, firms can and will in-
crease capacity. In the fall of 2008, there was a dramatic increase 
in refinancing activity, which initially caused problems because 
lenders were understaffed. Within weeks, lenders were able to 
overcome this and refinance record-breaking numbers of loans. If 
loan modification were highly profitable for lenders, they would 
hire lots of staff. The foreclosure crisis started in 2007, so the idea 
that lenders were still struggling to ‘‘staff up’’ in 2009 must be er-
roneous, in my opinion. 

Our claim in the paper is that a logical explanation for the pau-
city of modifications is that they aren’t profitable for lenders. 
Whether loan modifications are socially useful is a completely sepa-
rate question which we do not address in the paper. That said, we 
do argue essentially that making social policy based on the as-
sumption that it is in the interests of lenders to modify loans—i.e., 
that the interests of lenders and society are perfectly aligned—is 
mistaken. 
Q.4. In their recently released white paper, the Administration 
suggests that certain type of products should be construed as ‘‘plain 
vanilla’’ and therefore safe for all consumers, while other loans 
should presumably carry a warning symbol, or perhaps be banned 
outright. 
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2 A Proposal to Help Distressed Homeowners: A Government Payment-Sharing Plan by Chris 
Foote (Boston Fed), Jeff Fuhrer (Boston Fed), Eileen Mauskopf (Board of Governors) and Paul 
Willen (Boston Fed). 

Based on your research and experience, are there times when a 
30-year fixed mortgage could be more dangerous than an adjust-
able rate mortgage? As you stated in your testimony, doesn’t the 
characteristics of the borrower drive the success or failure of the 
loan generally? 
A.4. I personally would strongly disagree with the (original) sug-
gestion. Fixed-rate mortgages have performed better than adjust-
able rate mortgages in the crisis, but that statement is entirely rel-
ative. According to the Mortgage Bankers Association, between the 
first quarter of 2007 and today, the fraction of subprime adjustable 
rate mortgages that were more than 90 days delinquent grew from 
4 percent to 17 percent, which is, of course, dismal. Would the fig-
ures have been dramatically different if those borrowers got fixed- 
rate mortgages? The evidence does not suggest it would have. The 
percentage of subprime fixed rate loans that were more than 90 
days delinquent rose from 3 percent to 13 percent. 

Features like adjustable rates, interest only, negative amortiza-
tion payment options, and low documentation are risk factors—but 
in my view they only account for a small percentage of the risk as-
sociated with a loan. Identifying a fixed rate mortgage as unques-
tionably ‘‘safe’’ would, I believe be a disservice to consumers. A bor-
rower with problematic credit buying a house with little or no 
money down is a risky proposition regardless of what type of loan 
the borrower uses—and to identify such a mortgage as ‘‘inherently 
safe’’ simply because certain features like adjustable rates are ab-
sent would be thus irresponsible. 
Q.5. Your testimony indicates that a plausible explanation for lend-
ers reluctance to renegotiate loans is that it simply isn’t profitable 
because of ‘‘re-default risk’’ and ‘‘self-cure risk.’’ 

What do you believe is the best way forward with respect to the 
mortgage problems facing the country? 
A.5. I think that there are two things we need to do. The first is 
to focus government efforts on helping unemployed borrowers. I 
have, along with several colleagues in the Federal Reserve System, 
circulated a proposal to provide loans or grants to unemployed 
homeowners.2 As I argued in my testimony, most borrowers default 
because of the combination of negative equity and a life-event like 
job loss. But because unemployed borrowers, unlike speculators, 
may be quite committed to living in the home they own, lenders 
may view them as having high ‘‘self-cure risk’’ and thus be unwill-
ing to help them by easing the terms of their debt. A government 
program to tide committed homeowners through troubled times 
would prevent foreclosures. 

All that said, the number of preventable foreclosures is in my 
view far lower than many have assumed. Ultimately, and unfortu-
nately, the best foreclosure prevention program imaginable will not 
prevent more than 20 percent of the foreclosures we can expect. 
Thus, I think the second key policy initiative should be to minimize 
the effects of foreclosures both on borrowers and communities. This 
means making sure that adequate rental housing is available for 
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displaced families, and that foreclosed properties transition to com-
mitted homeowners who are able to afford them as soon as is prac-
ticable. 
Q.6. Your testimony casts serious doubts about the effectiveness of 
loan modification programs. If job-loss is driving foreclosures, it ap-
pears that government programs to pay servicers and borrowers to 
modify mortgages will not help many homeowners. It will, however, 
cost the taxpayers a lot. 

Is the best way to prevent foreclosures to simply make sure we 
have solid economic growth and a vibrant job market? 
A.6. Yes and no. There is no question that a vibrant job market 
would help mitigate the foreclosure problem. The 482,000 people 
filing new claims for unemployment insurance in the week ended 
January 15, 2009 are all candidates for foreclosure if they have 
negative equity in their homes. Reducing that number will reduce 
foreclosures. The problem is that even when times are good, the 
mix of jobs and firms changes continuously and so large numbers 
of people lose jobs. In the last forty years, in spite of several vig-
orous expansions and vibrant job markets we have rarely seen a 
week with fewer than 300,000 new claims for unemployment insur-
ance, far fewer than today, to be sure, but still a significant num-
ber. As I said in my testimony, we expect foreclosures to remain 
elevated for a considerable period, regardless of what happens to 
the labor market. In Massachusetts in the 1990s, foreclosures per-
sisted at high levels long after a vigorous economic recovery start-
ed. 
Q.7. During previous hearing this Committee has heard testimony 
that had lenders given borrowers sustainable loans rather than 
sub-prime loans, we would not be now facing a foreclosure crisis. 

• Do you agree with this conclusion? 
• What types of borrowers typically received sub-prime loans? 
• Could most sub-prime borrowers qualified for prime loans? 

A.7. No, I do not agree with the conclusion. In a recent paper, two 
co-authors and I addressed exactly this question. The dramatic fall 
in house prices we observed over the last 3 years would have 
caused a crisis with or without subprime lending. We showed that 
falling house prices we observed for 2005 house buyers would have 
caused a dramatic increase in foreclosures even for the 2002 vin-
tage of buyers, almost none of whom received subprime loans. By 
contrast, the subprime-heavy 2005 vintage would have faced al-
most no foreclosures if house prices appreciated as they did earlier 
in the decade. 

The main risk factors in a loan are the credit score of the bor-
rower and the amount of equity the borrower has in the house. 
Other things, like whether the loan is labeled subprime or whether 
the loan was interest-only do matter, but only marginally. In most 
cases, the only way a lender could have prevented a subprime fore-
closure was by refusing to do business with the borrower. A 100 
percent LTV loan to a borrower with 600 credit score will always 
be a risky proposition. 

Some have attributed the run-up in house prices and the subse-
quent fall to subprime lending, but there is little evidence in the 
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data to support this claim. Robert Shiller dates the house price 
boom in the United States to 1998, whereas subprime did not start 
to grow rapidly until 2004. 

RESPONSES TO WRITTEN QUESTIONS OF SENATOR SHELBY 
FROM MARY COFFIN 

Q.1. Hope for Homeowners and the Making Homes Affordable Pro-
grams are both based on the idea that if we are able to modify a 
borrowers loan and thus decrease that person’s monthly debt to in-
come ratio, homeowners will be able to keep up with their pay-
ments. This will in turn reduce the number of foreclosures and sta-
bilize our housing market.While you are probably not yet able to 
speak to statistics regarding these programs, however, historically, 
have you seen that reducing a borrower’s monthly debt to income 
ratio alone has a high success rate in keeping that borrower cur-
rent in his or her new loan? 
A.1. Every borrower faces fairly unique circumstances and the eco-
nomic environment continues to shift, so it is difficult to make 
broad statements of a general nature. It has been my experience 
that reducing the borrower’s monthly expenses overall, whether 
those are related to debt or other living expenses, and the borrower 
staying within that new budget will increase that borrower’s 
chances of staying current with his or her mortgage payments. As 
mortgage servicers, we only can impact the mortgage payment com-
ponent of a customer’s overall obligations, so when we do reduce 
that payment we are doing our part to help bring their expenses 
in line with their income. 

We will even work to reduce the mortgage payment when we be-
lieve it will help the customer keep their home even if the mort-
gage debt is not the source of the financial difficulties. A meaning-
ful portion of our borrowers come to us with housing payment-to- 
gross income ratios less than 31 percent before modification. We 
find the majority of these customers have problems with their over-
all debt and expense levels, and their mortgage delinquency is real-
ly a symptom of a larger financial problem. Such customers do not 
appear to need help with their first mortgage and they are not eli-
gible for HAMP, but many will lose their home through foreclosure 
without a modification. As a result, first mortgage investors, such 
as Freddie Mac and Fannie Mae, have been approving retention 
modifications with characteristics similar to HAMP for customers 
who fail to qualify for HAMP; primarily those with pre-modification 
HDTI ratios below 31 percent and/or those who need to go below 
31 percent HDTI to achieve overall affordability targets. 
Q.2. We face a bit of a dilemma with how to inform the public 
about these programs. If we believe that loan modifications are 
truly the best way to stabilize our housing market, then we must 
make sure the public is aware of the programs. However, at the 
same time, we risk setting unrealistic expectations for the public 
as it relates to the sacrifices necessary for the program to be effec-
tive. What have been your experiences with customers seeking loan 
modifications before and after the government made them a pri-
ority? Are we in fact reaching more of the most vulnerable? Are the 
expectations of the public realistic? 
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A.2. One issue that servicers have faced is a gap between consumer 
expectations regarding the availability of Home Affordable Modi-
fication Program and our ability to actually implement the pro-
gram. The original announcement about the program was made by 
the Administration on February 18, but program guidelines weren’t 
available for 2 to 3 months after that and changes were being made 
to HAMP as late as July. In addition, there was no HAMP avail-
able for FHA borrowers until mid August and guidelines for the 
second lien HAMP have not been released as of the beginning of 
September. As a result, customers heard about the program and 
contacted their servicers about their potential to benefit from 
HAMP before—and sometimes months before—the program could 
be made available to them. 

We believe the priority should be to assist those who have been 
hardest hit by the economic downturn and are not able to afford 
their monthly mortgage payments. Following the government’s 
HAMP announcement, however, the ratio of current customers con-
tacting us increased dramatically compared to those who were de-
linquent. While we agree that HAMP should be available to bor-
rowers who haven’t yet missed a payment but are at risk of immi-
nent default, this could hamper, to some extent, our ability to reach 
and assist the already delinquent borrowers who are most at risk. 

Public perception and individual expectations also vary widely, 
and there are borrowers out there who don’t fully understand what 
HAMP is for and who should expect to benefit from the program. 
Some borrowers, for example, are fully able to afford their monthly 
mortgage payments, but expect that they should be eligible for a 
loan modification through HAMP simply because the current mar-
ket value of their home has decreased. These borrowers’ cir-
cumstances clearly aren’t addressed by HAMP and weren’t in-
tended to be, yet this misperception of the program creates addi-
tional call volume for servicers and eventually results in frustration 
for the customer. 

This misalignment of consumer expectations regarding HAMP 
and the realities of the program has created some confusion and 
frustration among borrowers. We continue to discuss with Treasury 
ways that we can avoid similar challenges as new elements of 
HAMP or other borrower assistance programs are rolled out in the 
future. 

RESPONSE TO WRITTEN QUESTION OF SENATORS CORKER 
AND VITTER FROM MARY COFFIN 

Q.1. The SAFE Act was designed to require licensing of loan offi-
cers, not mortgage servicers or employees that perform modifica-
tions and loss mitigation. However, I understand that this Act is 
being interpreted to apply to servicers. HUD has indicated it wants 
to include employees that do modifications within the licensing and 
registration scheme. Is this interpretation-that loss mitigators are 
covered by SAFE-going to impede your ability to do modifications? 
A.1. Requiring any employee performing loan workouts, loss miti-
gation or loan modifications to be registered under the SAFE Act 
would impose a significant burden on mortgage servicers and defi-
nitely would impede our efforts to provide relief to struggling bor-
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rowers at a critical time and undermine the objectives of the Mak-
ing Home Affordable initiatives. One of the most important issues 
is that it would severely restrict our ability to add employees to our 
home retention team or shift employees to home retention efforts 
as work demands vary. In response to significant increases in the 
volume of modifications we are considering, for example, Wells 
Fargo hired and trained 4,000 people in the first half of the year. 
It would have been impossible to register all or a significant num-
ber of those new staff in time to deal with the increase in activity 
that we have experienced. 

SAFE was not constructed to cover servicers or servicing per-
sonnel, but to establish nationwide oversight of individual loan 
originators, lenders and mortgage brokers. SAFE’s education and 
testing requirements, for example, are focused on originations 
issues and don’t address servicing-related matters. Loan modifica-
tions present none of the risks or concerns that the SAFE Act was 
intended to address, namely: accountability and tracking of mort-
gage loan originators; enhanced consumer protections; reducing 
fraud in the mortgage loan origination process. In a modification 
scenario, the mortgage has already been originated and the bor-
rower is already aware of and contractually bound by the terms of 
their mortgage. Modifications do not present sales opportunities to 
Agency-regulated institutions. 

RESPONSES TO WRITTEN QUESTIONS OF SENATOR SHELBY 
FROM CURTIS GLOVIER 

Q.1. In your testimony you focus on the need for additional prin-
ciple reduction. 

Have you analyzed how many homes would need principle reduc-
tions, and how much principle would need to be written off, to sta-
bilize our housing market? 
A.1. Based on an analysis of non-performing loans in the Loan Per-
formance data base as of April 30, 2009, (covering the non-agency 
mortgage-backed securities market), we believe that approximately 
1,622,000 homes would need principal reductions to prevent a fore-
closure. 

In the aggregate, this equates to a reduction in mortgage debt of 
approximately $120.25 billion, which is approximately $74,000 per 
homeowner. This amount represents 6.8 percent of the $1.765 tril-
lion non-agency residential mortgage market and would result in 
a principal reduction of approximately 30 percent per mortgage 
loan. 
Q.2. What level of taxpayer money do you believe would be nec-
essary for these reductions? 
A.2. No taxpayer contribution is necessarily required to achieve 
this principle reduction. It is certainly conceivable that the prin-
cipal reduction could be borne entirely by the investors in the resi-
dential mortgage-backed securities. 

While some form of compensation for accepting a principal reduc-
tion of the first mortgage could serve as an incentive for facilitating 
more and quicker action, the Mortgage Investors Coalition supports 
policies that drive mortgage foreclosure avoidance policy toward 
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principal reduction and refinancings (like those originally intended 
by the Hope for Homeowners program). We believe it is a better 
policy for homeowners because it reestablishes homeowner equity. 

RESPONSES TO WRITTEN QUESTIONS OF SENATOR SHELBY 
FROM ALLEN JONES 

Q.1. Hope for Homeowners and the Making Home Affordable Pro-
grams are both based on the idea that if we are able to modify a 
borrowers loan and thus decrease that person’s monthly debt to in-
come ratio, homeowners will be able to keep up with their pay-
ments. This will in turn reduce the number of foreclosures and sta-
bilize our housing market. 

While you are probably not yet able to speak to statistics regard-
ing these programs. However, historically have you seen that re-
ducing a borrowers monthly debt to income ratio alone has a high 
success rate in keeping that borrower current in his or her new 
loan? 
A.1. Bank of America applauds the Obama Administration’s Home-
owner Affordability and Stability Plan’s focus on assisting finan-
cially distressed homeowners with their mortgage payments 
through their refinancing and loan modification program. We 
strongly support the Administration’s focus on affordability in the 
loan modification and refinance processes in order to achieve long- 
term mortgage sustainability for homeowners. The Administra-
tion’s focus on affordability and sustainability is consistent with 
the approach we have successfully developed with our customers. 
While there are many factors that influence whether a borrower 
will be able to perform on their loan, including the borrower’s con-
tinued employment and whether the borrower has a desire to con-
tinue to remain in their home, we believe that reducing the bor-
rower’s monthly payment to a 31 percent debt to income ratio 
under these programs should help to reduce the number of fore-
closures and help stabilize housing markets. Our research suggests 
that reducing the borrowers 1st lien monthly mortgage obligation 
provides incrementally more benefit than other modification fac-
tors. The degree of this reduction is what is important. Payment 
change alone is not the sole factor. Other factors such a mod type, 
borrower profile, equity, etc are determining factors in the prob-
ability of success. 
Q.2. We face a bit of a dilemma with how to inform the public 
about these programs. If we believe that loan modifications are 
truly the best way to stabilize our housing market, then we must 
make sure the public is aware of the programs. However, at the 
same time, we risk setting unrealistic expectations for the public 
as it relates to the sacrifices necessary for the program to be effec-
tive. 

What has been your experiences with customers seeking loan 
modifications before and after the government made them a pri-
ority? Are we in fact reach more of the most vulnerable? Are the 
expectations of the public realistic? 
A.2. We have made important progress under our programs before 
HAMP, yet HAMP represents a watershed in loan modifications. 
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The program applies lessons we learned in early efforts across the 
industry, establishes uniform national standards and provides ap-
propriate incentives to borrowers, servicers and investors. We are 
confident HAMP enables servicers to help more struggling home-
owners and will play a key role in stabilizing the housing markets 
and promoting economic recovery. 

However, the program was not designed to assist borrowers who 
have vacated their home or no longer occupy the home as their 
principal residence. Nor was the program structured to assist the 
unemployed or those who already have a relatively affordable hous-
ing payment of less than 31 percent of their income. Out of our 
HAMP eligible population, as recently defined by Treasury, of the 
customers we’ve talked with, a significant number are known to 
fall into one of these four categories. This demonstrates the depth 
of the Nation’s recessionary impacts on homeowners, not the fail-
ure of the government program or the efforts of participating mort-
gage servicers. 

Bank of America believes it is necessary to provide solutions to 
these customer segments that fall outside HAMP’s target reach— 
and we are doing so. We have non-HAMP options we consider to 
avoid foreclosure including modification programs for non-owners 
and borrowers with a debt-to-income ratio below 31 percent, and 
importantly, forbearance programs for the unemployed. 

We also are working with Treasury to expand HAMP to assist in 
meeting these same challenges—specifically including a program 
for the unemployed and allowance for a housing ratio less than 31 
percent for low-to-moderate income borrowers. 

The benefit of having Treasury take the lead to address these 
challenges is creating an industry standard that helps all cus-
tomers and provides investor incentive to help more borrowers 
qualify. In any case, Bank of America will continue to provide solu-
tions to these customers. 

RESPONSE TO WRITTEN QUESTION OF SENATORS CORKER 
AND VITTER FROM ALLEN JONES 

Q.1. The SAFE Act was designed to require licensing of loan offi-
cers, not mortgage servicers or employees that perform modifica-
tions and loss mitigation. However, we understand that this Act is 
being interpreted to apply to servicers. Even HUD has indicated it 
wants to include employees that do modifications within the licens-
ing and registration scheme. Is this interpretation—that loss miti-
gators are covered by SAFE—going to impede your ability to do 
modifications? 
A.1. If this interpretation were to apply to our loss mitigation em-
ployees, then it would impose additional burdens that would impair 
our ability to do loan modifications on a timely basis. 


		Superintendent of Documents
	2023-02-09T10:10:21-0500
	Government Publishing Office, Washington, DC 20401
	Government Publishing Office
	Government Publishing Office attests that this document has not been altered since it was disseminated by Government Publishing Office




