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(1) 

THE FHA REFORM ACT OF 2010 

Thursday, March 11, 2010 

U.S. HOUSE OF REPRESENTATIVES, 
SUBCOMMITTEE ON HOUSING AND 

COMMUNITY OPPORTUNITY, 
COMMITTEE ON FINANCIAL SERVICES, 

Washington, D.C. 
The subcommittee met, pursuant to notice, at 2:09 p.m., in room 

2128, Rayburn House Office Building, Hon. Maxine Waters [chair-
woman of the subcommittee] presiding. 

Members present: Representatives Waters, Velazquez, Maffei; 
Capito, Neugebauer, and Jenkins. 

Also present: Representative Garrett. 
Chairwoman WATERS. This hearing of the Subcommittee on 

Housing and Community Opportunity will come to order. 
Good afternoon, ladies and gentlemen. I would like to thank the 

ranking member and other members of the Subcommittee on Hous-
ing and Community Opportunity for joining me today for this hear-
ing on the FHA Reform Act of 2010. 

This is our third hearing on the Federal Housing Administration 
since October of last year. During those hearings, we learned about 
the state of FHA’s capital reserve levels, which dropped below the 
2 percent threshold mandated by Congress to .53 percent, along 
with the efforts FHA has taken to tighten controls over risk. 

Today, we are here to discuss the additional steps FHA would 
like Congress to take to ensure FHA’s long-term financial solvency 
during what some observers are referring to as the housing equiva-
lent of a 500-year flood. 

First, FHA would like to increase the cap on the annual mort-
gage insurance premiums it can charge in order to boost capital re-
serves. The bill would allow FHA to increase the cap from .55 per-
cent to 1.55 percent for new borrowers, with downpayments below 
5 percent. However, FHA has said that they will only raise annual 
premiums to .90 percent, and would also use their existing author-
ity to lower the up-front premium back down. 

As I understand it, if FHA limits the premium increase to .90 
percent, new borrowers would only see their monthly payments rise 
by $42 a month. I believe that limiting the premium increase bal-
ances the need to keep FHA financially solvent while minimizing 
the impact on new borrowers. However, I would like to hear more 
information from the Commissioner about the circumstances under 
which FHA would need to raise annual premiums to 1.55 percent 
of the loan balance. 
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Second, FHA is also seeking the authority to crack down on lend-
ers that use fraud or misrepresentation or don’t originate or under-
write loans in accordance with FHA requirements. In addition, 
FHA would like the ability to withdraw originating and under-
writing approval for a lender nationwide based on the performance 
of one or more of its regional branches. 

These legislative provisions will help FHA continue its increased 
policing of problem lenders. FHA has already stepped-up enforce-
ment, withdrawing 10 times as many lenders from FHA approval 
in 2009 than the last Administration did in 2008. 

I have been long committed to ensuring that FHA remains an 
available, affordable, and safe option for all families. I wrote legis-
lation to modernize FHA, which was included in the Housing and 
Economic Recovery Act of 2008. I also worked with Representative 
Speier of California and Representative Driehaus of Ohio on legis-
lation to keep subprime lenders out of FHA, which was incor-
porated into the Helping Families Save Their Homes Act of 2009. 

I look forward to continuing to work on sensible legislation that 
will balance the requirement to restore FHA’s financial solvency 
with the requirement that we need to keep FHA available to a 
wide variety of Americans, including low-income, minority, and 
first-time home buyers. 

However, as we move forward, we need to be cautious that we 
do not overcorrect and end up curtailing the role of FHA to the 
point where homeownership is only available to the wealthiest 
households. 

I am eager to hear the testimony of our witnesses today. And I 
would now like to recognize our subcommittee ranking member, 
Ms. Capito, to make an opening statement. 

Mrs. CAPITO. Thank you. I would like to thank Chairwoman 
Waters for holding this hearing today on an issue that I believe de-
serves immediate attention and action by this committee, and that 
is reform of the Federal Housing Administration. 

As my colleagues know, last fall, Housing Commissioner Stevens 
testified before this subcommittee on the challenges faced by FHA’s 
Capital Reserve Account, which fell below the mandated 2 percent 
of FHA insurance in force. Not only had the account fallen below 
2 percent, it fell to .53 percent of the total insurance in force. 

Clearly, this is a wakeup call for Congress and the Administra-
tion. And if we don’t take the steps necessary to shore-up the FHA 
Insurance Fund, we will be facing another taxpayer bailout. 

I am encouraged by the steps that Commissioner Stevens has al-
ready taken to resolve the problems facing the FHA. He has made 
several administrative changes and is moving forward with addi-
tional regulations to address the difficulties at FHA, such as in-
creasing the up-front premiums, raising the downpayment for low 
FICO score borrowers, and reducing seller concessions. 

In addition to the administrative and regulatory changes, the Ad-
ministration is seeking legislative changes to increase the annual 
premium and increase enforcement on FHA lenders. 

I support the Administration’s efforts, but we can do more. Last 
night, I introduced H.R. 4811, the FHA Safety and Soundness and 
Taxpayer Protection Act. This legislation builds on the Administra-
tion’s legislation by making the chief risk officer a permanent 
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member of the FHA Commissioner’s team—and I commend him for 
appointing his current chief risk officer—and giving the Commis-
sioner the ability to contract out to properly analyze risk, and en-
hancing the Commissioner’s ability to temporarily suspend lenders 
who have high rates of early defaults. 

Additionally, my legislation includes a pilot program for risk- 
based pricing, something I have talked about in the subcommittee 
before. I realize the Commissioner and I may not see eye-to-eye on 
this issue, but I hope that we can work together to find some com-
mon ground and the flexibility needed to implement risk-based 
pricing. 

As the housing market recovers, and the FHA program returns 
to a more normal percentage of the total market, risk-based pricing 
would be an important tool, I believe, for the FHA to have in their 
arsenal. 

Finally, I think it is important to note recent CBO re-estimates 
of the Administration’s Fiscal Year 2011 budget. The Administra-
tion’s submitted budget estimated that FHA and Ginnie Mae re-
ceipts would be $6.9 billion. These receipts were used to offset a 
$48.5 billion HUD budget. 

CBO has just this past week re-estimated the FHA and Ginnie 
receipts to be only $2.5 billion, a $4.4 billion shortfall. CBO has 
said that the discrepancy between OMB and CBO can be attributed 
to the fact that CBO uses higher prepayment and default rates and 
lower recovery rates. 

But this raises significant concerns, again, on the FHA’s ability 
to analyze its book of business. I hope the Commissioner will take 
some time and address this issue for us today. 

I look forward to working with the chairwoman and Chairman 
Frank and the Administration to enact these common-sense re-
forms included in my legislation, H.R. 4811. This legislation incor-
porates the majority of the provisions announced by the Depart-
ment, along with additional provisions designed to give HUD the 
tools it needs to adequately administer the program and protect the 
taxpayer. 

Thank you for being here today, and I look forward to hearing 
from you and the other witnesses on the panel. Thank you. 

Chairwoman WATERS. Thank you very much. 
Representative Maffei, for 2 minutes. 
Mr. MAFFEI. Thank you, Madam Chairwoman. I am very pleased 

that you called this hearing. I think it is very important. 
I do think it is going to be very valuable to have our questions 

answered. I have several constituents, actually, who have a lot of 
concerns about many of these proposed policy changes. And I would 
say that it comes down to them being worried about the unin-
tended consequences of some of them. One of the largest, perhaps, 
is that small mortgage lenders may be put at a disadvantage com-
pared to large mortgage lenders, and in fact may not even be able 
to stay in business compared to some large ones because of some 
of the proposals. 

And I am writing the Secretary on this, and I actually would ask 
unanimous consent that I could just put my letter to the Secretary 
in the record. 

Chairwoman WATERS. Without objection, it is so ordered. 
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Mr. MAFFEI. Another unintended consequence is potentially a 
slowdown in the economy. I mean, obviously we want to make sure 
that we avoid a next housing crisis. But we don’t want to get in 
the way of perhaps an economic recovery that is on the way. And 
I also remain concerned about whether these changes will nec-
essarily fully address what actually happened, and I share that 
with the Ranking Member. 

My district is actually pretty unique, I suppose, in that we actu-
ally had very little subprime lending, much less predatory lending 
than virtually anywhere else; as a result, lower foreclosures. This 
isn’t because we are a wealthy area; in fact, quite the opposite. We 
never had any real estate boom in upstate New York, and so we 
never had the bust. 

And the problem is, as the constituent groups come in, whether 
they are Realtors, small business, small mortgage lenders, etc., and 
they look at the changes and they go, well, we didn’t have any of 
these things, and these changes would, in effect, slow down our 
real estate market, which is not in need of slowing down, frankly. 
It is in need of speeding up. 

And so I am a little concerned about sort of the one-size-fits-all 
approach. I am not sure if it is avoidable. And again, I believe 
these are unintended consequences. I think you have done a lot of 
work here. But I do have some questions as regards how these will 
affect my constituents. 

Thank you very much. Thank you, Madam Chairwoman. 
Chairwoman WATERS. I am pleased to welcome our first distin-

guished guest. Our first witness will be the Honorable David Ste-
vens, Assistant Secretary for Housing and Federal Housing Com-
missioner, U.S. Department of Housing and Urban Development. 

I thank you for appearing before the subcommittee today. An 
without objection, your written statement will be made a part of 
the record. You will now be recognized for a 5-minute summary of 
your testimony. Thank you. 

STATEMENT OF THE HONORABLE DAVID H. STEVENS, ASSIST-
ANT SECRETARY FOR HOUSING/FHA COMMISSIONER, U.S. 
DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 

Mr. STEVENS. Chairwoman Waters, Ranking Member Capito, and 
members of the subcommittee, thank you for the opportunity to tes-
tify here today regarding the Federal Housing Administration’s re-
cent reforms, legislative proposals, and contributions to the HUD 
Fiscal Year 2011 budget request. 

I appear before you at a moment when it is clear that our hous-
ing market has made significant progress towards stability. As of 
September, stabilizing home prices and lower financing costs had 
increased home equity by over $900 billion, $12,000 on average for 
the Nation’s 78 million homeowners. 

Confidence deriving from increased home equity has helped the 
economy grow at the fastest rate in 6 years and create jobs. His-
torically low mortgage rates have spurred a refinancing boom over 
the past year that has helped nearly 4 million borrowers save an 
average of $1,500 per year, pumping $7 billion annually into local 
economies and businesses. 
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FHA has been an essential part of this improved outlook, in the 
past year helping more than 800,000 homeowners refinance into 
stable, affordable, fixed-rate mortgages, protecting an additional 
half-million families from foreclosure, guaranteeing approximately 
30 percent of all home purchased loan volume in America and fully 
half of all loans for first-time home buyers. 

Indeed, as access to private capital has contracted in these eco-
nomic times, borrowers and lenders have flocked to FHA. The in-
creased presence of FHA and others in the housing market, includ-
ing Fannie Mae and Freddie Mac, has helped support liquidity in 
the purchase market, helping us ride through these difficult times. 
And with FHA financing 51 percent of African-American homes 
purchased in 2008, and 45 percent of Latino homes, FHA is far and 
away the leader in helping minorities purchase homes. 

With FHA’s temporarily increased role, however, comes increased 
risk and responsibility. Last October, I detailed to the sub-
committee several of the reforms we had made to date to mitigate 
risk and replenish FHA’s capital reserves, which have fallen below 
the congressionally mandated 2 percent. 

On January 20th, we proposed additional steps, some of which 
will require legislative authority. Thank you for the opportunity to 
explain these proposals in more detail. 

These policy changes balance three guiding principles: first, im-
proving FHA’s loan performance and capital reserves; second, con-
tinuing to support the broader housing market and recovery; and 
third, preserving FHA’s traditional role in providing homeowner-
ship opportunities to responsible underserved borrowers. And I 
want to highlight the word ‘‘responsible.’’ 

First, we are asking Congress for authority to restructure FHA’s 
mortgage insurance premiums, and we would like to reduce the up- 
front premium to 100 basis points and increase the annual pre-
mium to 85 and 90 basis points depending on the loan-to-value. 

This will create more sustainability to increase FHA’s reserves 
and facilitate the return of private capital to the mortgage market. 
The bill is in circulation. We have provided the subcommittee with 
a copy of that proposal. 

If these changes are adopted during the current fiscal year, they 
increase the value of the MMI fund by approximately $300 million 
per month, which would replenish FHA’s capital reserves even fast-
er than if this authority was provided through the annual appro-
priations process. 

We look forward to working with the authorizing committee 
members. We hope the appropriators and authorizers will move to 
pass it on as expeditiously as possible. And we certainly look for-
ward to considering H.R. 4811 and how that can blend into the 
goals of FHA. 

Secondly, FHA is proposing a two-step FICO floor for FHA bor-
rowers. Purchase borrowers with FICO scores of 580 and above will 
be allowed to make the minimum 31⁄2 percent downpayment. Those 
with scores between 500 and 579 would be required to make a 10 
percent downpayment. 

Some have suggested that FHA raise the minimum requirement 
to 5 percent across-the-board as a way to improve loan perform-
ance. As you can see, we have gone further, to 10 percent for FICO 
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scores below 580 to ensure that we are only insuring responsible 
loans. 

We determined after extensive evaluation that an across-the- 
board 5 percent proposal would be inadequate to control risk for 
some of the borrowers, and excessive to control risk for other re-
sponsible borrowers, which would adversely impact the housing 
market recovery. 

Increasing the minimum downpayment to 5 percent across-the- 
board translates to 300,000 fewer responsible first-time home buy-
ers having access to homeownership, and would have significant 
negative impacts on the broader housing market, forestalling the 
recovery of the housing market, potentially leading to a double dip 
in housing prices by significantly curtailing demand. 

The policy changes that FHA has instead proposed in the Fiscal 
Year 2011 budget contribute an additional $4.1 billion in receipts 
to FHA, and have a much more moderate impact on the broader 
housing market. 

The third policy change we are proposing is to reduce the max-
imum seller concessions from 6 percent to 3 percent, which is in 
line with industry norms. The current level exposes the FHA to ex-
cessive risk by creating incentives to inflate appraised value. Fur-
ther, our experience with FHA with these loans is that loans with 
higher levels of seller concession are more likely to go into default. 

Our fourth proposal is to further increase lender enforcement. In 
its Fiscal Year 2009 actuarial review, the independent actuarial re-
view, the independent actuary projected that more than 72 percent 
of FHA’s losses over the next 5 years will come from loans already 
on our existing books. That is why we have renewed our focus on 
enforcement and lender accountability. 

Since Fiscal Year 2009, we have taken action on more than 6 
times the number of lenders that FHA had done in the past decade. 
We are seeking congressional authority to extend FHA’s ability to 
hold lenders to the same standard and permit FHA to recoup losses 
through required indemnification for loans that were improperly 
originated or in which fraud or misrep was involved. 

FHA currently has the authority for loans originated through the 
lender-insured process, which accounts for less than a third of all 
FHA-approved lenders. We are asking that Congress grant explicit 
authority to require indemnification for loans that were improperly 
originated for all FHA lenders. 

Finally, as you know, last Friday the CBO released its estimate 
of the Fiscal Year 2011 budget, including the review of FHA 
changes. Although the CBO re-estimate includes a significantly 
more conservative assessment of how new loans were made 
through FHA’s MMI fund and how it will perform in coming years, 
both CBO and the Administration forecast, with our proposed FHA 
changes, credit activities, that it will result in let receipts to the 
government that are positive to the government, meaning a nega-
tive subsidy. We differ, however, on the amount. 

While the President’s budget forecasts $5.8 billion in net receipts, 
resulting primarily from insurance premium and other fees, CBO 
re-estimates those net savings at $1.9 billion. They agreed with 
Ginnie Mae, and the GISRI fund will result in roughly another $1 
billion from receipts. 
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While recognizing that such a difference with CBO complicates 
budget resolution development, it is important to note that the $5.8 
billion in receipts forecast in the President’s budget will determine 
any receipts transferred back to FHA’s capital reserves. This will 
help the fund get back on track to be capitalized with the statu-
torily mandated 2 percent insurance in force. I would also note that 
we remain confident in our forecast. 

I have submitted more detailed testimony for the record. But 
Madam Chairwoman, as you can see, we have proposed a com-
prehensive set of reforms to improve loan performance, hold lend-
ers accountable, and increase revenues to the FHA fund, while en-
suring that FHA continues to support the overall recovery of the 
housing market and continues to serve its mission of providing 
homeownership opportunities for responsible borrowers. 

I would like to take this opportunity also to introduce two mem-
bers of our new leadership team. To my left, Bob Ryan, FHA’s first 
Chief Risk Officer; and Vicki Bott, our Deputy Assistant Secretary 
for Single-Family Housing. Both Vicki and Bob come with over 2 
decades of experience in the housing market, and are part of the 
new force behind FHA. 

We look forward to working with Congress closely on these 
issues, and we hope to gain your support for our legislative request 
to further reduce risk to the American taxpayer. And with that, I 
am happy to answer any questions you may have. Thank you. 

[The prepared statement of Commissioner Stevens can be found 
on page 95 of the appendix.] 

Chairwoman WATERS. Thank you very much. I recognize myself 
for 5 minutes. 

Let me again welcome you to this hearing today. Allow me also 
to recognize that you have had to take some tough steps in order 
to ensure the solvency of FHA. I am appreciative for the work that 
you have done to do that. It was not easy for me to look at what 
had to be done and simply agree to it. But I recognize what has 
brought us to this point in this center relative to the economic 
meltdown and the role that subprime played in that, and so I know 
what must be done. 

Let me also commend you on the steps that you have taken to 
deal with the problem lenders, the fraud and the abuse that I think 
helped to cause problems relative to the subprime meltdown. So 
the work that you are doing to police these lenders is extremely im-
portant. 

Again, I like what I see. I am anxious to look at your bill, your 
proposals that you have. And I understand that our ranking mem-
ber has something that she is working on, so we will certainly en-
tertain that. 

However, having said that, I am hopeful that we can correct the 
problems that we are confronted with and make sure that you are 
meeting the mandates that you are responsible to meet in terms 
of your reserve. 

I want to know what factors would lead FHA to lower the annual 
premium back down to .55 percent? Would FHA lower their pre-
mium back down when, for example, reserve levels are recapital-
ized above the 2 percent level, interest rates rise, you find that mi-
nority and low-income home buyers are disproportionately excluded 
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from homeownership? What would cause you to take a different 
course to make sure that we were providing opportunity for all? 

Mr. STEVENS. Thank you for your comments and your support. 
Let me try to talk about the fee in this context, and I would love 
to have Bob jump in after I make some initial comments about the 
fees. 

I bought my first loan with an FHA loan back when rates were 
21 percent, and the mortgage insurance premium back then was 
3.8 percent. The fees with FHA loans have changed over time. As 
you recall, that period of time was also a housing crisis, which we 
now refer to as the ‘‘oil patch’’ crisis. And it resulted in high fore-
closure rates and, quite frankly, is the most similar book that we 
see to today. 

Now, we would never go back to that level; at least, I don’t fore-
see that. But clearly, what drives the need to adjust premiums, as 
with any kind of insurance business, is looking at the forecasting 
of risk on a go-forward basis. 

And today, what has impacted FHA’s capital reserves so dra-
matically are a couple of things that are now resulting in the need 
to raise the fees, the most important of which is home price fore-
casts, home price appreciation forecasts. That is the single greatest 
determinant on what ultimately caused this default in the FHA 
portfolio. 

We have seen several series of declining forecasts on home 
prices. Now, at present, the current home price numbers are right 
in line with the forecast, and so there is some reason for potential 
optimism. But that doesn’t eliminate the fact that the risks that 
the portfolio has taken on in these past book years are going to 
cause extended losses over the years to come as these loans go 
through the default cycle. 

And it is for that reason that we feel very strongly that the pre-
miums must be increased, and that they need to be restructured 
in a way that makes it more palatable for consumers to pay on an 
as-you-go basis by increasing the annual premium; also, to allow an 
opportunity for private capital to come back in. 

That being said, I would still be very clear. Just like in past 
years when the premiums have been higher and were lowered, you 
could see a point in time in future years where premiums would 
adjust depending on expected performance of the portfolio. 

And before I let Bob just jump in, as it relates to the underserved 
communities that FHA has traditionally been here to serve, we pay 
vigilant focus on making sure the policies we implement are effec-
tive in getting the capital reserves to where they need to go, that 
put us in a position of ensuring responsible homeownership over 
the long term, but have policies that also take into significant con-
sideration the impact to the underserved. And I can assure you 
that is a top objective of mine in this Administration. 

Chairwoman WATERS. Thank you. My time has expired. I am 
going to call on the ranking member, Ms. Capito, for 5 minutes. 

Mrs. CAPITO. Thank you. The FHA currently is insuring loans up 
to $729,750 in maximum high-cost areas, and the limits for con-
forming loans are similar. I think we need to look, and you have 
mentioned it in your statements—we need to look at how we are 
going to bring the private market back in, and FHA is going to step 
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back into maybe what would be a more traditional role for FHA 
and a more manageable role. 

Are the higher loan limits an impediment at all to that effort of 
bringing the private markets back in? I know you mentioned when 
we had a meeting last week that this isn’t really a very large part 
of the FHA market. But if you could speak to that issue. 

Mr. STEVENS. Sure. I think that is a great question, and it is 
something that we look at closely. It is concerning, and particularly 
the point that you made about returning to our normalized level. 
There are two issues associated with this. 

First of all, there is a complete absence, which I think we all rec-
ognize, of private capital in the mortgage finance system for a 
broad range of home buyers today. And the temporary limits, 
which today extend to 125 percent of median income up to the 
maximum loan amount of over $700,000, that loan amount is actu-
ally only available in select markets around the country because of 
the median sales price formula, home price formula. 

That being said, once that expires, the temporary limits, the per-
manent authority is 115 percent of median income up to still a fair-
ly high number. And that has been allocated FHA. 

I think the most important thing we need to do to make sure 
that private capital reemerges is to create an environment where 
confidence and stability exists in the housing sector. 

When home prices stabilize, unemployment amends, private cap-
ital will come back. Will FHA play a role in these high loan balance 
markets over the long run? Our expectation is that will not be the 
case. Even today, less than 3 percent of our portfolio is over 
$417,000. So we don’t even see a large influx of these high-dollar 
loans under the current scenario. 

Mrs. CAPITO. Okay. Thank you. Another question I have is on 
this downpayment issue. It is 3.5 percent now; for those with FICO 
scores of 580 and below, you have moved it to 10 percent. And 
again, a conversation that we had in the past, I would like for you 
to enumerate for me again why you don’t believe that moving the 
downpayment up to a 5 percent across-the-board—and you address 
this in your opening statement— 

Mr. STEVENS. Yes. 
Mrs. CAPITO. —that is not the great predictor of whether there 

is going to be a default or whether there is not enough skin in the 
game. 

That is an issue, that is a bone of contention, with a lot of mem-
bers on my side of the aisle. And I would just like to have you on 
the record on that one more time, please. 

Mr. STEVENS. Thank you. And I really do appreciate you asking 
the question because it is clearly one of the strong items that has 
been debated around the FHA program since I was sworn in in 
July. 

Fundamentally—and I want to just show you some data in a mo-
ment—but fundamentally, FHA is not in the layering of risk busi-
ness like the private sector was, and even to some degree the GSEs 
participated in, where FHA loans are all owner-occupied, all pri-
mary residence, all fully documented, and all 30-year fixed-rate 
fully amortizing loans. 
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I don’t want that to be understated because the only real risk 
variable, aside from lenders adversely selecting FHA and making 
sure we have FICO guidelines in place to protect the portfolio—the 
only real risk variable at that point ends up being the equity por-
tion, the downpayment portion, which we have decades of history 
on that portfolio and the FHA program. 

Can I see which slide we have up there, please? So I want to 
show two slides to highlight that. The first one I think you and I 
went over in your office last week. This slide, if you look at the 
cells on the far left, that shows FICO scores below 580. 

And you can see on a relative basis the performance of—and I 
want you to look at the upper yellow bar on that chart. It shows 
that the relative performance of loans below 95 percent loan-to- 
value are worse when you combine it with a low FICO score. Or, 
conversely, in the middle bar, the bottom highlighted area will 
show you that the performance is better at higher LTVs if you off-
set that with a FICO above 580. 

And so the point to this slide is merely to say that when we did 
our analysis, we looked at making sure that responsible homeown-
ership would continue, and that we could measure the performance 
variables associated with a FICO LTV mixture and DTI, which is 
important. 

If I could just show one other slide. And which one is—yes, thank 
you. So what this chart highlights to you is the impact of our policy 
changes. And as you can see, the top line on that chart highlights 
that the fallout from our policy changes, that is the—those are the 
people who would no longer be eligible for a home loan with FHA 
based on our policy changes. 

And you can see that their default rate is extremely high. It is 
over 30 percent. That is the portfolio that will no longer be able to 
get an FHA loan with our changes. The lower section— 

Mrs. CAPITO. What is that? I can’t see that, and I can’t— 
Mr. STEVENS. It is 31 percent, about 32 percent. 
Mrs. CAPITO. Okay. Thank you. 
Mr. STEVENS. Excuse me. And that is— 
Mrs. CAPITO. I was trying to show off with my eyesight, but it 

was not working. 
Mr. STEVENS. Yes. And that is the critical component when we 

made our decisions going through the analysis, to make certain 
that we didn’t exclude responsible homeownership in the changes 
we made. 

But we went further. And unlike the 5 percent downpayment 
suggestion that some have made, we believe that downpayment 
makes a difference when you have poor credit or credit histories 
that don’t support a higher loan-to-value. 

So we went further than 5 percent. We went to 10 percent down 
if your credit score is 580. And we have clear performance variables 
to correlate that with the performance histories on our portfolio 
through a variety of scenarios. 

Mrs. CAPITO. Well, thank you. And the charts are very helpful, 
especially if you can see them. So I appreciate that. 

Mr. STEVENS. I apologize for that. 
Mrs. CAPITO. No. That is my fault. Thank you. 
Chairwoman WATERS. Thank you very much. 
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Ms. Velazquez? 
Ms. VELAZQUEZ. Thank you, Madam Chairwoman. 
Mr. Stevens, the three major credit reporting agencies found that 

about 21 percent of the 11.9 million consumers who obtained 
subprime loans during the housing boom should have received 
prime loans that would have saved them thousands of dollars. Yet 
FHA is relying on the same system to determine new downpay-
ment requirements. 

So my question to you is: Why are you relying on such a terrible 
way to determine creditworthiness? 

Mr. STEVENS. I think that is a wonderful question. And it really 
helps, I think, juxtapose what we saw during the peak of the hous-
ing boom, with the enormous growth of subprime, and what caused 
defaults in that portfolio versus the FHA portfolio. 

And without getting too much into the weeds on all the complex-
ities between the two, it is—without question, subprime loans per-
form 300 percent, 3 times worse, than FHA portfolios do. And actu-
ally, delinquency rates are rising faster even in Fannie and Freddie 
portfolios than FHA portfolios are on a monthly basis. 

FICO is not the sole determinant. And I do respect your ques-
tion. FICO is one of a variety of determinants, documentation and 
other. And FHA does have an alternative credit program that we 
have been planning to roll out on a pilot basis to test that going 
forward. 

But that being said— 
Ms. VELAZQUEZ. But 21 percent is a huge number. 
Mr. STEVENS. But the real question is: Of the 21 percent who 

would have qualified for FHA loans, would they have even per-
formed in an FHA mortgage? And to be clear, if you look at our 
2006, 2007, and 2008 portfolios, sub-580 FICO scores have delin-
quency rates and expected long-term claim rates that are north of 
25 percent. And in fact, in that lower FICO distribution, it even 
goes higher. 

So the fact that those subprime borrowers could have gotten 
FHA loans, the one question I would ask—and we will go back and 
look at it even more closely, but I could show you in the FICO dis-
tribution—would they even have performed in an FHA loan? And 
we are seeing that same lower credit score has extraordinarily high 
defaults. 

And my concern is if we are foreclosing on one in four borrowers 
or one in three borrowers as a result of policies that allow people 
to get into homes, we are destroying their credit ratings and de-
scribing their wealth-building capabilities by the mere act of get-
ting them into the homeownership process too soon or when they 
are not ready. 

So I think there is that sensitive balance that we have to be very 
careful of. 

Ms. VELAZQUEZ. Are you taking any steps to improve the accu-
racy of credit scores? 

Mr. STEVENS. We are. So we have met with all the credit report-
ing agencies, and they themselves are also going through a change 
in how they model credit. And it actually might be worthwhile at 
some point having them come in and talk about it because today, 
unlike in past years where the capacity was not as strongly meas-
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ured in models, today they are looking at us each of credit, not just 
the frequency of repayment. 

And we do believe that credit scores today have become more 
benchmarked against a real performance than perhaps some of the 
inflated credit scores that we saw during that past period. I don’t 
know if that answers your question. 

Ms. VELAZQUEZ. Okay. It does. 
Mr. STEVENS. Thank you. 
Ms. VELAZQUEZ. Mr. Stevens, many industry advocates oppose 

applying FHA’s indemnity authority to the direct endorsement 
lenders for fear that it will make them overly restrictive in their 
lending. Given that lenders in the lender insurance program are 
currently subject to this authority, and are consistently the most 
prolific of FHA’s lenders, how realistic is this concern? 

Mr. STEVENS. And this is another important question that we get 
out in the open as we talk about it. 

So first of all, today we can pursue indemnification. But LI lend-
ers, which is what we are allowed to pursue today, only account for 
about a third of all originations. There are many other lenders who 
can get approved by FHA, and the indemnification ends up being 
restricted when they ultimately fund the loan and being able to go 
direct to them. 

So we believe, like with all participants in the housing finance 
sector, that we should have the right to be able to require indem-
nification from any lender who is approved as an FHA lender, 
whether they are a direct endorsement lender or an LI lender, and 
hold them responsible for the loans they originate. 

And I think it is critical for all of us, particularly when we think 
about many of the underserved communities that FHA has served, 
because we saw a propensity for lenders to prey on, sometimes, 
those with less comprehensive financial skills. And it is very impor-
tant when we think about sustainability and responsibility, and 
that indemnification will go a long way to ensuring those partici-
pants understand the rules. 

Ms. VELAZQUEZ. And to guard against increasing losses, FHA has 
proposed to increase the downpayment for borrowers with FICO 
scores to more than twice the amount that other borrowers pay. 
This is going to have a significant impact on Hispanic and African- 
American borrowers. 

Are there any other ways for FHA to strengthen the quality of 
loans to these individuals without abrogating its mission to help 
borrowers who are underserved by the private market? 

Mr. STEVENS. First, let me try to articulate the answer. And I 
can—the one thing that is absolutely certain is your question was 
fundamental to the reason why we ended up with the policy deci-
sions we made. And so let me articulate these. And this is—again, 
I will try not to get too technical; what I will offer up is any follow- 
up information that you or your staff would like to have. 

Today, the largest financial institutions in the mortgage finance 
sector have FICO scores that are well above 580. Most are at 620 
to 640 or higher. And that includes the top five banks that origi-
nate mortgages in America, which today under a consolidating en-
vironment have an enormous impact on the overall credit avail-
ability to homeowners. 
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The reason why we picked 580 was based on actual loan perform-
ance. And, as I said in my opening comments, one of the lenses 
that we ran all our policies through was our mission, our commit-
ment to the mission of FHA and making sure that all responsible 
homeowners, underserved across the country, had access to avail-
able credit. 

580 will actually open up the credit box from what has happened 
over 2009 via the consolidation amongst these large institutions. 
And it is our hope that the large institutions will actually move 
back to our policy, which we believe will expand the market. 

Now, I will tell you this, that the 580 does limit— 
Ms. VELAZQUEZ. Your time has expired. That is what she is try-

ing to tell you. 
Chairwoman WATERS. A long time ago. 
Mr. STEVENS. Okay. I understand the hammer. 
Chairwoman WATERS. A long time ago. And we can follow up in 

writing, and you can respond to the members’ questions. 
I am now going to call on Ms. Jenkins for 5 minutes. 
Ms. JENKINS. Thank you, Madam Chairwoman. I would like to 

yield my time to my colleague from West Virginia, Congresswoman 
Capito. 

Chairwoman WATERS. Without objection, it is so ordered. 
Mrs. CAPITO. Yes. Thank you. 
A question I have: Along the same lines of increasing the 

downpayments, it is my understanding that you are going to in-
crease—or that the annual—or the premium, the up-front pre-
mium, has been increased to 2.25 percent, which the buyer can 
then finance, can still be financed into the mortgage amount, which 
then, I think, this approach raises the mortgage amount facing the 
borrower and effectively reduces the equity that the borrower has 
in on the loan. 

Should FHA require some portion of the up-front premium to be 
paid in cash rather than allowing it to all be rolled into the mort-
gage to then get back to the skin in the game, the more obligation? 

Mr. STEVENS. Yes. We considered all aspects of the skin in the 
game from the home buyer when they go into a home. The one 
variable which we do know from a clear performance characteristic 
is when the borrower saves up a 31⁄2 percent downpayment them-
selves, and puts it down for a downpayment, that we see a clear 
performance variable that is different from all others. 

The mortgage insurance premium has been financed in the mort-
gages going back decades. We looked at it very closely. We do be-
lieve 21⁄4 percent being financed up-front does pose some additional 
risk to the portfolio, which is why one of the measures we are try-
ing to do through legislation is to lower the up-front downpayment 
to 1 percent and then charge—and then increase the annual so the 
borrower pays as they go. 

That does a couple of things. One, it plays exactly into your con-
cern, which is a concern we share as well from a risk standpoint. 
But in addition to that, it will allow, we believe, more private seg-
ment participants, the mortgage insurance industry, to return to 
the market as well, which I think is fundamentally critical to get-
ting this housing— 

Mrs. CAPITO. Because you are lowering that up-front premium? 
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Mr. STEVENS. Well, the way private mortgage insurers work is 
they typically don’t charge a large up-front premium, if at all. And 
they charge an annual premium, which is charged monthly in the 
payment. 

Mrs. CAPITO. Right. 
Mr. STEVENS. By us collecting it all up front, financing the loan, 

we are really creating a barrier for the private industry to return 
to the mortgage finance sector, which is an absolute priority for us. 
We need to create an environment where the private sector can 
compete, and this premium change will help them do that. 

Mrs. CAPITO. Okay. In my opening statement, I talked about the 
difference between the CBO and the White House’s number. I am 
not sure I quite followed your explanation of that, if it in fact it 
is a $4.4 billion difference there in the calculations. That is con-
cerning, especially with the capital reserve fund being as low as it 
is. 

Mr. STEVENS. Right. 
Mrs. CAPITO. Have you looked at having an independent auditor 

come in and look at this and evaluate it to make sure your num-
bers are on target? Because I think this is going to be extremely 
important as we move through this year. 

Mr. STEVENS. Yes. Thank you. Well, first, let me tell you how our 
budget was created. An independent actuary firm scores and looks 
at the FHA policy changes, and they do their own independent as-
sessment of what that is going to mean to the reserves. 

That ends up being submitted to the Office of Management and 
Budget. OMB then does their own independent assessment of what 
we submitted, and in fact, they made a series of changes to the 
numbers that the independent actuary firm came up to, although 
not as dramatic as the Congressional Budget Office did. 

And they ended up having a different home price forecast, dif-
ferent severity rates, different prepayment speeds, and a variety of 
factors that ultimately ended up scoring it differently. It was that 
budget from OMB, that scoring, that went into the President’s 
budget. 

Mrs. CAPITO. Right. 
Mr. STEVENS. CBO, which we are looking at closely, looked at a 

variety of characteristics. And we are studying those carefully. We 
believe that the numbers submitted in the President’s budget are 
more accurate, and we stand by them. 

We look forward to seeing what the appropriating committees do 
ultimately in making their decision, and how they weigh the CBO 
estimates against the OMB estimates because it is ultimately their 
decision. 

But again—and if requested, I would be glad to go into further 
detail. But there is a variety of characteristics of the CBO scoring 
that we believe is worth consideration. But we stand by the OMB 
submission. 

Mrs. CAPITO. Okay. One quick question. Would you say the sin-
gle most beneficial reform that you are asking for and has been 
made up to this date to replenish the capital reserve is the annual 
premium option rather than—and then lowering the up-front pre-
mium? 

Mr. STEVENS. Absolutely. So the annual premium— 
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Mrs. CAPITO. $300 million a month? 
Mr. STEVENS. Yes. The annual premium increase has a very posi-

tive impact, obviously, to increasing receipts. The new, requested 
authority to go down to 1 percent and increase the annual actually 
produces greater receipts to the fund. Single greater impact, but I 
don’t want to underemphasize, and I know you have it in the bill 
that you submitted as well, the importance of enforcement. 

Mrs. CAPITO. Right. 
Mr. STEVENS. Our worst books are what is going to cause over 

three-quarters of the losses going forward. And that was basically 
by bad lender behavior, preying on our portfolio. As you know, we 
have shut down 350 lenders in the 6 months I have been in the 
job. That is, you know, far and away multiple times more than 
what was done in the previous decade. 

We are getting the bad players out. But through authority by leg-
islation, we will be able to do more. That has a huge impact on in-
stitutions preying on your portfolio that have equal impact. 

Mrs. CAPITO. Thank you. 
Chairwoman WATERS. Thank you. 
Mr. Maffei? 
Mr. MAFFEI. Thank you, Madam Chairwoman. 
Commissioner, thank you very much for being here today. I first 

want to just ask about the reduction in the allowable seller conces-
sions from 6 to 3 percent. I understand the difficulty with the seller 
concessions. It increases the amount borrowed often, and, given a 
tough economy as we have seen in many parts of the country, most 
parts of the country, a reduction of housing prices can lead to some 
difficult results. 

I guess my question, though, is: Are we being a little bit reactive 
in terms of cutting it in half? And particularly cutting it in half im-
mediately with no phase-in whatsoever. 

I am concerned because as we do see the housing market start 
to recover, I don’t want to, as I said in my opening statement, have 
a policy that kind of artificially reduces the amount of sales that 
there are, slowing down the housing market and not necessarily 
completely avoiding the problem anyway since you are still going 
to have seller concessions. 

I am wondering where the FHA is at all amenable to some—ei-
ther making it more gradual or making it less severe or something 
like that over time. And if you can address my concerns? 

Mr. STEVENS. Thank you for the question. First of all, let me just 
say that this will go out for open comment, and there will be a 30- 
day comment period. And you have members of the National Asso-
ciation of Realtors on the next panel, Charles McMillan and others, 
who will express, I am guessing, their concern about the seller con-
cession. 

Mr. MAFFEI. That might be—yes. 
Mr. STEVENS. Let me just be very clear that our concern on seller 

concessions, in a similar way to other programs that have involved 
the seller in the financing of a home, is that we clearly can cor-
relate seller concessions, high seller concessions, with performance. 

And it is our belief that high seller concessions that are higher 
than what Fannie Mae, Freddie Mac, and other industry players do 
artificially inflates the value. Or, put another way, if a seller is 
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going to sell a home, and their bottom line is $200,000, and they 
are being asked to pay a 6 percent seller concession, 3 percent 
more than they would normally do for any other lender, we believe 
that 3 percent extra basically will ultimately show a $206,000 sales 
price or something along those lines. 

In other words, when the seller is participating in the financing 
of the home, you lose that arm’s length independence. In addition 
to that, the fact that we are unique in allowing higher concessions 
provides opportunity for FHA, and ultimately the taxpayer, to be 
adversely selected. 

I have spoken to the real estate industry nationally. I have spo-
ken to home builders nationally. I know there is concern. But the 
one thing I will assure you, and I have the data in front of me: The 
performance on 6 percent seller concessions is 11⁄2 times worse on 
the total portfolio than those with 3 percent seller concessions. 
That turns into very significant claims numbers for the portfolio 
with no additional insurance coverage for FHA. 

So the comment period is there. We will absolutely listen during 
the comment periods. And I assure you we will be glad to respond 
further if there is— 

Mr. MAFFEI. What about—obviously, it maybe needs to be cor-
rected. But what about some sort of transition period so it doesn’t 
have an adverse effect on the economy or on particularly home 
sales recovering in the near term? 

Mr. STEVENS. I think you make a very good point. We need to— 
in the comment period, if that is suggested, we will take everything 
under consideration. 

FHA, in my view, coming into this position has multiple years of 
deferred maintenance where no changes were made to the portfolio, 
and it is suffering the consequences today. We do not have the lux-
ury to not make the changes that are absolutely necessary to en-
sure performance and make FHA a responsible, trusted financial 
services vehicle in the system, particularly since the taxpayer is 
backstopping it. 

The performance is too clear on this. However, again, I am very 
open to seeing what comes back during the comment period. We re-
main very engaged, and I have an open door policy to the industry 
to come in and express their concerns. 

So we will listen as we go forward. And I take that, and we will 
listen to your recommendations. 

Mr. MAFFEI. Yes. And you may hear from me as well. 
On the increase in net worth requirements for mortgage lenders, 

this is particularly concerning to some of the mortgage lenders in 
my district who tend to be quite small. They are family-owned 
businesses, frankly, you know, a couple of people. 

And it is not—it is not that it be raised at all. It is just that, 
again, you are going from a dramatic raise of increased net worth 
from $250,000 to $2.5 million within 3 years. I am very worried 
that is going to crowd out smaller mortgage brokers. I am very 
worried it is going to reduce competition. 

It also could chill sales of homes, which, by the way, would then 
keep home values low if they are not selling and combine to the 
rest of our problem. 
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So we would like you to address that, and also if you could give 
me your opinion of—the National Association of Mortgage Brokers, 
I believe, has a proposal to at least increase the phase-in period. 

Mr. STEVENS. We received a large volume of comments during 
the comment period on this rule. We have the comment period, it 
has ended, and we are planning on releasing the rule here in the 
near term. 

So I want to assure you that we listen to those concerns. As I 
hope you are aware, our rule planned to go to a million dollars ini-
tially, of which 20 percent of that has to be tangible capital. So our 
capital rule that we are initially rolling out is actually far lower 
than what most institutions require. 

In my role in the private sector, I ran a small mortgage banker 
for a period of my career, and we had $7 million in capital for a 
fairly low amount of volume because it was required by our ware-
house lender to hold that in reserves. 

I feel very confident that the final rule will take into consider-
ation the concerns the like of which you just suggested. And while 
I can’t state what is going to be in the final rule, obviously, because 
it is not released yet, I think that point has been heard loud and 
clear. 

Mr. MAFFEI. I appreciate it, Commissioner. And if the committee 
would just indulge me for a minute, my concern, though, is again, 
because of the recession, it is a lot harder to come by capital right 
now. And so an increased transition would be very helpful there. 
Thank you very much. 

Mr. STEVENS. I appreciate your comments. 
Chairwoman WATERS. Thank you. 
Mr. Neugebauer? 
Mr. NEUGEBAUER. Thank you, Madam Chairwoman, and Mr. Ste-

vens for being here. 
I want to go back to the new policy of the 10 percent downpay-

ment on FICO scores of 579 and, I guess, lower. How many bor-
rowers—how many loans have you approved with people—let’s just 
say the first—nearly the first quarter of this year. How many loans 
have you approved with FICO scores of 579 or lower? 

Mr. STEVENS. A very small percentage, and I will get you the 
exact figure. But let’s assume it is less than 3 percent today. 

But if I could, those books are scoring at very high rates that 
even the CBO, which is the most conservative estimate, expects to 
produce positive revenue to the taxpayer. What the problem has 
that occurred at FHA is we have—a large percentage of the port-
folios from 2006, 2007, and 2008 were well below 580. And they 
have cumulative default expectations of in the mid-30 percent 
range on those sub-580 portfolios. 

And my fear is not to tighten up from what is coming in the first 
quarter of this year; FHA is insuring the best quality book it has 
ever insured in history. In history. But my concern is that as com-
petition reemerges and lenders do what lenders do, that they will 
go back down the credit score chain again, once again, to compete. 

And we saw it so clearly, even, last year when I first got sworn 
in. Taylor, Bean & Whitaker was competing at credit scores well 
below 580, even though the large institutions weren’t there. And 
they were our third largest issuer in 2009. 
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And so what this floor will do is it is not—I don’t think the goal 
is to stop the quality of borrower coming in today. It is to protect 
FHA so that these terrible books from 2006, 2007, and 2008, which 
are causing the vast majority of our default problems, never can re-
emerge. And that was the purpose. 

Mr. NEUGEBAUER. I am glad you brought that up because I 
would be interested. I am sure you are tracking this because you 
have the numbers. But if you could furnish me a bracket of FICO 
scores and your default rate within those FICO scores to get a han-
dle on that. And also, if you could give us an origination percentage 
within those FICO scores. 

Mr. STEVENS. I would be happy to do that. 
Mr. NEUGEBAUER. The other issue is that in 2008, Congress, as 

you know, banned third party seller-funded downpayment assist-
ance to groups that were participating with FHA. 

I think you alluded to that a little bit, but I would like for you 
to repeat what you just said. That is where some of your higher 
default rates are? Is that correct? 

Mr. STEVENS. That is correct. Seller-funded downpayment assist-
ance loans account singly for our worst default experience in the 
worst book years of FHA. And I do want a caveat. I have had sev-
eral meetings with Congressman Green where he is eager to see if 
there is a way to look at a pilot that might reemerge the program. 

I can tell you from professional experience in my history and 
what is clearly evidence in the FHA portfolio that the seller-funded 
downpayment assistance loan was a bad loan. It is producing cu-
mulative expected claim rates north of 30 percent. Our current 30- 
plus delinquency rate on that portfolio alone is 35 percent. 

So we are getting close to one in two; we are over one in three 
borrowers are in delinquency. And I think that loan particularly 
preyed on select communities in this society. It was not sustain-
able. 

It was bad for homeowners who are going to have their credit ul-
timately wrecked by the program. And I thank Congress for elimi-
nating that program at the beginning—effective the beginning of 
2009. 

Mr. NEUGEBAUER. Yes. I think you made a good point. I think 
the purpose of FHA was to promote homeownership. But it was 
also really designed to promote sustainable homeownership. And, 
I think we get focused sometimes on what the owned housing per-
centage is and how many Americans own. And certainly that is the 
American dream. 

But housing is in really two forms. People can rent and people 
can own. But I think what we need to focus on, and we did a great 
injustice to a number of people, was that—and I think the United 
States Congress was as guilty as anybody—is we have to get that 
ownership percentage up at any cost. 

The only problem with that was is the American taxpayers, de-
pending on what you are able to do with the fund, may ultimately 
have to pick up this tab. But they have already picked up the tab 
in loans outside the FHA realm. 

So—is my time already up? 
Chairwoman WATERS. Yes, it is. 
Mr. STEVENS. Could I make a quick response? 
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Mr. NEUGEBAUER. Yes, please. 
Mr. STEVENS. I appreciate your comments— 
Mr. NEUGEBAUER. That other information, if you can follow up 

with— 
Mr. STEVENS. We will get you the information. 
Chairwoman WATERS. Without objection, Representative Garrett 

will be considered a member of this subcommittee for the duration 
of this hearing. 

You are recognized for 5 minutes. 
Mr. GARRETT. Thank you. And the duration of the hearing will 

be probably just 5 minutes, then. 
[laughter] 
Mr. GARRETT. Two or three quick questions. The first one I think 

you may have touched on before I came in. I am going to be going 
to budget next week—I think you touched on this; I would like to 
hear your answer in a little more detail. 

OMB has a figure of $6.9 billion. That is a little bit above what— 
Ginnie Mae at actually 5.8; CBO has 1.8. I was watching the TV 
when someone at the Blair House was saying that if we can’t go 
by CBO scores and we don’t have one place we can go to that is 
nonpartisan or is bipartisan and what have you, as far as relying 
on their numbers, then we have no place to go. 

Why should we not be looking to the CBO number on this at 1.8 
as opposed to the 5.8 that the Administration comes out with? 

Mr. STEVENS. Thank you for the question. I have to admit I am 
a private sector person who has come into government in July to 
take on this role, and facing— 

Mr. GARRETT. Good luck. 
Mr. STEVENS. —facing the FHA challenges. So, honestly, com-

paring the validity of CBO over OMB, I think, having gone through 
the analytics of the FHA portfolio, which we have had reviewed by 
multiple participants both within the Administration and outside, 
there are varying views on how any change scores. 

And it has to do with prospective views of home price forecasts, 
severity rates, default rates— 

Mr. GARRETT. Prepayment rates. 
Mr. STEVENS. —prepayment speeds, all those variables, and in-

terest rates. 
Mr. GARRETT. And is that all considered by the OMB numbers 

in—but obviously— 
Mr. STEVENS. Yes. In fact, the OMB numbers disagreed with 

IFE, who is the independent actuarial firm, a well-known non-
partisan individual actuarial firm that did the FHA independent 
work. And I am sure another firm would look at it slightly dif-
ferently. 

They all score with positive receipts. Clearly, CBO’s is con-
cerning. 

Mr. GARRETT. Okay. Along that line—and maybe you have this— 
but a recent academic study on the FHA MMI fund report raised 
questions about the claims assumption for FHA’s refinanced loans, 
as well as the accuracy of the actuarial modeling used by the FHA 
when they found the MMI fund at below the 2 percent minimum 
capital requirements, still greater than zero. 
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Additionally, Federal budget documents made clear that the FHA 
has consistently underestimated its claims for years, and that 
model changes to the FHA actuarial model have had to be made 
to account for some $37 billion in reestimated costs. 

And so maybe your answer to this one is a quick ‘‘yes.’’ Is the 
FHA willing to consider an independent review of the current actu-
arial models so that Congress can feel more confident in the num-
bers that it receives? 

Mr. STEVENS. Thank you for the question. There is no question 
that there is risk in the FHA portfolio. 

Mr. GARRETT. Right. 
Mr. STEVENS. I said it when I was being sworn in for this job, 

and in testimony. So we are all concerned about the risk, and we 
are concerned about variability of outcome. And certainly if Con-
gress chose to have an independent look, that would be your pur-
view to do so and we would welcome that. 

Mr. GARRETT. So even without us taking all the rigmarole of a 
congressional action? 

Mr. STEVENS. I am very open to the idea. I want to make sure 
we do it under appropriate controls, and that it doesn’t create an-
other problem, a unintended consequence that I am unaware of. 

But I really do encourage people to have access to our informa-
tion. And just in relationship to the study that was recently done, 
an academic study, the one that I am guessing you are referring 
to, it is interesting. It is another one of many. 

I have seen a lot of studies done that raise concerns about the 
FHA. Nobody is more concerned about FHA risk than Bob Ryan, 
Vicki Bott, and myself, and the new team who have come in to look 
at this. 

That is why we have put so many changes in place that have 
been the most aggressive changes that have ever been done at FHA 
in my professional history to try to get FHA back on the right 
track. And it is broad and far-reaching and has budget impacts. 

I do believe there are many flaws in this particular study. And 
not only do I, but we have had it reviewed by a variety of other 
academics who feel the same way. But I don’t want to understate 
the fact that what this study does, as well as many others, is it 
points out that given the variables in the FHA portfolio, there are 
concerns to be had. 

Now, I just believe this study has some very unique flaws to it. 
Mr. GARRETT. Let me get to the other point—I only have about 

a minute left—and that is with the downpayment requirements, 
initially, when I proposed legislation to raise those downpayment 
requirements, the pushback I heard from the Administration was 
there is basically no correlation, it is not necessary to do that. We 
can make some of these other adjustments in other areas prior to 
your tenure here, perhaps. 

And now I am glad to see that there is some admission that 
there is some degree of correlation here, and you are going to look 
at it with low FICO scores with higher downpayment require-
ments. So that is the first step in the direction of saying that there 
is a correlation between default rates and downpayment require-
ments. 
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The question then is: Have we gone far enough in that regard 
that—we know the FICO score is something that can be manipu-
lated. All you have to do is turn on the TV and you will see people 
say how to improve your scores and what have you. So that is not 
a true figure and an accurate 100 percent barometer in all sense. 

So is there potential to move even further in this direction to-
wards a consistent level of downpayment requirements in light of 
the fact that FICO is just one variable? 

Mr. STEVENS. Yes. And Congressman— 
Mr. GARRETT. Can you answer that? Just answer that in the next 

10 seconds? 
Chairwoman WATERS. Yes. You may take a minute to answer. 
Mr. STEVENS. The answer is we are absolutely open, and believe 

that risk controls need to be in place appropriately. And we have 
taken the most aggressive steps to get responsible borrowers only 
approved in the FHA portfolio. And that has concerns a variety of 
participants in the industry. 

Would we consider going further? We absolutely would consider 
anything necessary to get the FHA portfolio on the right track. I 
actually would say to your—the 5 percent proposal, I mean, that 
is why we went further and went to 10 percent. But we do know 
that FICO has a relationship. 

I would love the opportunity to come in and meet with you and 
your staff. I recently met with many of the staff of the— 

Mr. GARRETT. Right. 
Mr. STEVENS. —Republican members on the committee, and I 

am—our team would love to come in and talk through the data 
with you because we believe that it is very important to have the 
responsible decision-making needed to keep this FHA portfolio on 
track. 

Mr. GARRETT. Okay. Great. I appreciate it, and look forward to 
it. Thanks a lot. 

Chairwoman WATERS. Thank you very much, Mr. Stevens. Thank 
you very much. We appreciate your being here today. The Chair 
notes that some members may have additional questions for this 
witness which they may wish to submit in writing. Without objec-
tion, the hearing record will remain open for 30 days for members 
to submit written questions to Mr. Stevens and to place his re-
sponses in the record. 

This panel is now dismissed. I thank you very much for being 
here, and I would like to welcome our second panel. Thank you. 

I am pleased to welcome our distinguished second panel. Our 
first witness will be Mr. Mike Anderson, vice chair of government 
affairs, National Association of Mortgage Brokers and president, 
Essential Mortgage. 

Our second witness will be Ms. Graciela Aponte, legislative ana-
lyst, Wealth-Building Policy Project, National Council of La Raza. 

Our third witness will be Mr. Andrew Caplin, professor of eco-
nomics, co-director of the Center for Experimental Social Science, 
New York University. 

Our fourth witness will be Mr. John A. Courson, president and 
CEO, Mortgage Bankers Association. 

Our fifth witness will be Mr. Charles McMillan, president, Na-
tional Association of Realtors. 

VerDate Nov 24 2008 17:27 Jul 15, 2010 Jkt 056774 PO 00000 Frm 00027 Fmt 6633 Sfmt 6633 K:\DOCS\56774.TXT TERRIE



22 

Our sixth witness will be Mr. John Taylor, president and CEO, 
National Community Reinvestment Coalition. 

And our seventh witness will be Mr. Mark Alston, first vice 
president, Consolidated Board of Realtists, on behalf of the Na-
tional Association of Real Estate Brokers. 

I thank all of you for appearing today. I am especially appre-
ciative—Mr. Alston, I know that the Realtors just had a conven-
tion. You just left. But you graciously decided to come back, and 
we are very appreciative of that. 

Without objection, your written statements will be made a part 
of the record. And we will start with our first witness, who will be 
recognized for 5 minutes, Mr. Mike Anderson. 

STATEMENT OF MIKE ANDERSON, CRMS, PRESIDENT, ESSEN-
TIAL MORTGAGE, AND VICE CHAIRMAN OF GOVERNMENT 
AFFAIRS, NATIONAL ASSOCIATION OF MORTGAGE BROKERS 

Mr. ANDERSON. Good afternoon, Chairwoman Waters, Ranking 
Member Capito, and members of the subcommittee. I am Mike An-
derson, a certified residential mortgage specialist, and vice chair-
man of the government affairs committee for the National Associa-
tion of Mortgage Brokers. 

In addition to serving NAM as a volunteer member, I am a li-
censed mortgage broker in the State of Louisiana, home of the New 
Orleans Saints, Super Bowl champions—had to throw that in—and 
I have over 31 years of experience. 

I would like to thank you for this opportunity to testify today on 
the changes being proposed by FHA. My written testimony ad-
dresses the full range of policy changes happening at FHA, but I 
will focus my remarks this afternoon on just a few of the specific 
changes proposed. 

I would like to thank Commissioner Stevens for his dedicated ef-
forts to strengthen and protect the FHA loan program and the FHA 
insurance fund. NAM applauds his efforts and looks forward to 
working with the Commissioner going forward. 

However, we are worried that there could be unintended con-
sequences, and we believe there might be better approaches to cer-
tain aspects of the policy changes proposed in the FHA Reform Act. 
NAM hopes to work with HUD and this committee to attempt to 
resolve some of these issues. 

First, we would like to work with HUD and this committee on 
the increased mortgage insurance annual premium fees of 1.55 per-
cent. NAM believes a blanket increase, like the one proposed in the 
Reform Act, may stifle the housing recovery and could increase 
foreclosures even further by depleting the available pool of home 
buyers. 

The MIP increase unnecessarily targets all buyers in every area 
of the country. The increase will lead to increased payments and 
reduce qualified borrowers We are particularly concerned that low- 
income and minority home buyers will be most negatively im-
pacted. 

NAM proposes that the FHA institute fee increases, if at all, 
based on actual risk posed by areas of the country that have high 
levels of defaults and experience substantial declines in home val-
ues. Why should the housing markets that restrained themselves 
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during the boom years have to pay for the irrational exuberance of 
those who did not? 

Another issue that NAM would like to work on is the appraisal 
ordering. We believe that an FHA appraisal ordering system should 
be put into place to guarantee complete portability of appraisals so 
that consumers can save money. 

NAM has advocated for many years for the removal of the unnec-
essary audit and net worth requirements for mortgage brokers’ par-
ticipation in the FHA program, provided that brokers are safe and 
compliant. Legislation introduced last Congress by Representative 
Miller and cosponsored by Representatives Sherman and Baca re-
quired such changes that are now being advocated by the FHA. 

However, NAM believes it is important for loan correspondents 
to maintain some status with HUD and with FHA, and to regain 
access to the FHA system. Specifically, NAM believes loan cor-
respondents must be able to obtain case numbers for FHA loans 
and communicate directly with FHA. Inability to communicate with 
the FHA or access FHA Web sites will make it virtually impossible 
to determine whether a borrower is even eligible for FHA financ-
ing. 

Finally, NAM supports statutory changes to the permanent in-
crease to the FHA conforming loan limits so that all consumers can 
benefit from the program, including those in high-cost areas such 
as California. Too often, in the wake of our current financial crisis, 
we have seen new rules promulgated that do not reflect measured, 
balanced, and effective solutions to the problems facing consumers 
and our markets. 

NAM commends HUD for its work to strengthen and protect the 
FHA program. But we believe there is still work to be done in 
order to avoid some of the same pitfalls and unintended con-
sequences that have resulted from other recent policy changes. 

NAM appreciates the opportunity to appear before this com-
mittee, and we look forward to continuing to work with you and 
with HUD to craft solutions that are effective in helping consumers 
but do not unreasonably disrupt the market or competition. 

And I would just like to make it clear that if these proposed 
changes are what it is going to take to fix FHA, we are willing to 
work with everybody involved. Thank you. 

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

Chairwoman WATERS. Thank you very much. 
Ms. Aponte? 

STATEMENT OF GRACIELA APONTE, LEGISLATIVE ANALYST, 
WEALTH-BUILDING POLICY PROJECT, NATIONAL COUNCIL 
OF LA RAZA 

Ms. APONTE. Good afternoon. My name is Graciela Aponte. I han-
dle NCLR’s legislative and advocacy work on issues critical to 
building financial security in Latino communities. For more than 
7 years, I have been working on issues that impact low-income 
communities, and prior to joining NCLR, I worked as a bilingual 
housing counselor. 

NCLR is the largest national Hispanic civil rights and advocacy 
organization in the United States. Last year, our network of HUD- 

VerDate Nov 24 2008 17:27 Jul 15, 2010 Jkt 056774 PO 00000 Frm 00029 Fmt 6633 Sfmt 6633 K:\DOCS\56774.TXT TERRIE



24 

approved counseling agencies served more than 50,000 families. I 
would like to thank Chairwoman Waters and Ranking Member 
Capito for inviting us to share our views on this important topic. 

In my testimony today, I will discuss changes proposed in the 
FHA Reform Act of 2010. I will also provide recommendations on 
how to further strengthen the FHA program. Overall, FHA stands 
out as a major success of the Administration’s recovery efforts. 

My comments today will focus on three questions that we use to 
evaluate the bill. Number one: Does it create new barriers for 
Latino home buyers? Number two: Does it protect FHA borrowers 
against predatory lenders? Number three: Will it promote sustain-
able homeownership? 

On the first question, we found that the legislative changes will 
not likely create new barriers to affordable credit for modest in-
come Latino families. However, more must be done. For example, 
FHA did not address the issue of expanding homeownership oppor-
tunities to underserved communities. 

Measures that would address this concern include more flexible 
lending products, increased efficiency in underwriting, and incen-
tives for borrowers who seek pre-purchase counseling. For example, 
NHN counselors are reporting difficulty securing mortgages for bor-
rowers who use nontraditional credit, including timely rent pay-
ments, utility, and other payments. 

Counselors also report that the FHA underwriting process is tak-
ing too long, affecting home buyers’ chances of purchasing REO 
and short-sale properties. These inefficiencies allow investors, in-
stead of first-time home buyers, to snatch up properties. 

Also, NCLR is disappointed that FHA did not take this oppor-
tunity to create an incentive to encourage pre-purchase counseling 
for first-time home buyers. Counselors play a key role in preparing 
families for homeownership. Families who participate in counseling 
are less likely to default on their mortgage. Clearly, this would 
have the added benefit of preventing foreclosures and future 
claims. 

On the second question, we recognize that some steps have been 
taken to protect home buyers. However, FHA needs to do more in 
this area. For example, in an initial review of FHA’s Neighborhood 
Watch early warning system, the online tool was not user-friendly. 

We hope to work with HUD to improve this site, including a por-
tal for the public to submit and view complaints. The true test will 
come over time when HUD demonstrates its willingness to enforce 
its own provisions. 

On the third question of sustainable homeownership, FHA did 
not take any steps to boost foreclosure prevention efforts to help 
stabilize communities. FHA has strong loss mitigation tools that 
have successfully kept millions of families in their home. However, 
these services are of little use to a family who does not receive 
them. 

While HUD mandates that FHA servicers aggressively pursue 
loss mitigation, few resources are dedicated to enforcing this provi-
sion. In a recent survey, we found that 76 percent of housing coun-
selors rate the knowledge of lenders of FHA loss mitigation tools 
as fair or poor. 
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Ultimately, NCLR supports the changes proposed in the FHA Re-
form Act of 2010 to provide future financial stability to the pro-
gram. However, a reinvigorated and assertive FHA program is crit-
ical to stabilizing the housing market and the broader economy. 

In that spirit, NCLR makes the following recommendations to 
strengthen the FHA program, restore homeownership opportuni-
ties, and protect homeowners and taxpayers: increase transparency 
and enforcement in FHA lending; provide incentives to borrowers 
who seek homeownership counseling; increase access to flexible 
lending models; make loss mitigation accessible to all FHA bor-
rowers, and enforce its proper implementation by servicers; and in-
crease funding for HUD-approved housing counseling agencies. 

In my written testimony, you will find specific details about each 
of these recommendations. I will be happy to answer any questions. 
Thank you. 

[The prepared statement of Ms. Aponte can be found on page 62 
of the appendix.] 

Chairwoman WATERS. Thank you very much. 
Mr. Caplin? 

STATEMENT OF ANDREW CAPLIN, PROFESSOR OF ECONOM-
ICS, CO-DIRECTOR, THE CENTER FOR EXPERIMENTAL SO-
CIAL SCIENCE, NEW YORK UNIVERSITY 

Mr. CAPLIN. Chairwoman Waters, and Ranking Member Capito, 
I am honored that you invited me to this hearing. The Federal 
Housing Authority, which has for so long done wonderful work to 
support housing affordability, is currently being placed at risk. 

The limitations of FHA data infrastructure, which are of long 
standing, have in the current environment raised risk to an unde-
sirable and perhaps unsustainable level. Therefore, with all due re-
spect, I cannot agree with Commissioner Stevens’ view that it 
would take a catastrophic fall in house prices for FHA to require 
a taxpayer-funded bailout. 

Recent research indicates that the actuarial review on which the 
Commissioner relied in making his assessment understates FHA 
risk, while we do not have access to the data needed to gauge the 
full extent of this understatement. While we are here to discuss 
proposed FHA reforms, I am here to caution you that the impact 
of these reforms on a mutual mortgage insurance fund is impos-
sible to assess. 

The problems in the actuarial review first came to my attention 
when Joseph Tracy, who is vice president and senior advisor to the 
president of the Federal Reserve Bank of New York, noticed that 
FHA prepayment behavior changed radically in 2009. Many mort-
gages that were significantly underwater suddenly started to pre-
pay at an unprecedented rate. It is as if a group of particularly sick 
patients at a hospital suddenly appeared cured. 

As is so often the case, if it seems too good to be true, it is. Joe 
and I were able to discover the cause of this apparent miracle cure, 
which turns out to be poor recordkeeping when one FHA mortgage 
is streamline refinanced into another. 

To use the hospital analogy, very sick patients were moved to a 
new ward for treatment, yet were recorded as having been cured 
and discharged from the hospital. They were then logged into the 
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new ward as if they were relatively healthy new patients without 
new intake measurements and without reference to their prior his-
tory. 

The more this hospital moved patients between wards, the high-
er its apparent success rate. Unfortunately, FHA did the equivalent 
in its recordkeeping, as a result, overestimating its success rate. 

The actuarial review has other shortcomings detailed in our joint 
research. For example, it analyzes only final claims to the FHA’s 
mutual mortgage insurance fund, and ignores delinquency rates. It 
also ignores mortgage modifications, which are increasingly preva-
lent, costly, and of unknown efficacy. This is like tracking a disease 
by monitoring mortality rates while ignoring information on rates 
of initial infection, hospitalization, and post-intervention outcomes. 

It is hardly surprising, then, that the most recent actuarial re-
view began by listing reasons that the prior review had underesti-
mated losses. There is every reason to expect this pattern to recur. 

Three proposals by way of conclusion. 
One: FHA must immediately update its risk assessment and its 

risk assessment methodology. Until this is done, it will be impos-
sible to assess the impact of FHA reform proposals on FHA risk. 

Two: FHA appears unable at this stage to assess the quality of 
its actuarial review. It must open its books to outside analyses to 
upgrade its risk assessment. 

Three: Some 12 years ago, Joe Tracy and I helped co-author a 
book called, ‘‘Housing Partnerships: A New Approach to a Market 
at a Crossroads.’’ We proposed introducing equity capital into the 
real estate finance equation to encourage risk-sharing. 

Unfortunately, the opposite path was taken, and recent inves-
tigations in housing finance instead acted to increase leverage and 
to amplify risk. It is time to go back to the fork in the road. 

Dating back to the Great Depression, the U.S. Federal Govern-
ment has a positive track record of encouraging innovation in hous-
ing finance. Now is the perfect time to reinvigorate that tradition 
by ceding development of equity finance as a far safer method of 
raising housing affordability. 

[The prepared statement of Professor Caplin can be found on 
page 70 of the appendix.] 

Chairwoman WATERS. Thank you very much. 
Mr. Courson? 

STATEMENT OF JOHN A. COURSON, PRESIDENT AND CHIEF 
EXECUTIVE OFFICER, MORTGAGE BANKERS ASSOCIATION 

Mr. COURSON. Thank you very much, Madam Chairwoman, and 
Ranking Member Capito. I appear before you today not only as the 
president and CEO of the Mortgage Bankers Association, but also 
as a former chair of MBA and an FHA lender for over 40 years. 
MBA is pleased to see the attention that the Financial Services 
Committee, and this subcommittee in particular, continues to play 
to the Federal Housing Administration, its programs, and its fi-
nances. 

Today, FHA finds itself at a critical crossroads. Last November’s 
actuarial report was a wakeup call to us all, and it highlighted the 
very real threats to FHA’s continued solvency. 
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All of us here today support FHA and the important role it plays 
in promoting homeownership. However, that role could be greatly 
diminished, even disappear, if we don’t get FHA’s fiscal house in 
order. 

HUD Secretary Donovan and FHA Commissioner Stevens should 
be commended for the proactive steps they have taken to protect 
the mutual mortgage insurance fund. They have made improve-
ments to FHA’s appraisal procedures, its streamlined refinance 
program, the process for approving lenders, and they have kept in 
place the prior Administration’s ban on seller-funded downpayment 
assistance. 

More recently, the Obama Administration put forward a package 
of reforms, some of which are being implemented administratively 
while others require legislative action. I would like to comment on 
these changes from the perspective of MBA’s very diverse member-
ship. 

First, MBA supports HUD’s proposal to increase the cap on the 
annual mortgage insurance premium for FHA’s single-family pro-
gram. Raising premiums is never desirable, but if done prudently 
and if coupled with decreases in the up-front MIP, this step has the 
potential to strengthen FHA’s books while actually lowering closing 
costs for many borrowers. 

HUD also proposes to expand and extend indemnification re-
quirements for all FHA salary lenders. The initial reaction from 
our members has been largely positive, but we would also urge 
great care in how this change is implemented. 

Lenders take indemnification very seriously. If lenders fear un-
reasonable standards or penalties, they could become overly cau-
tious. The details of any proposal in this area will be critical, and 
we urge the subcommittee to move carefully to ensure that respon-
sible lenders are not discouraged from participating in the FHA 
program. 

The third legislative change sought by the Administration would 
give FHA authority to suspend a lender nationwide on the basis of 
the performance of one of its regional branches. We all support 
rooting out fraudulent lenders. They hurt borrowers, put the MMI 
fund at risk, and they are a stain on our entire industry. 

At the same time, suspending a lender is a very serious action 
and should be undertaken cautiously and only when justified. MBA 
urges this subcommittee to ensure that this policy allows lenders 
ample opportunity to remediate any problems within a field office 
before receiving a nationwide sanction. These policy changes should 
be clear, transparent, and apply to all lenders. 

I want also to comment briefly on some of the non-legislative 
changes proposed by FHA. MBA supports increasing the downpay-
ment to 10 percent for FHA’s riskiest loans, loans where a bor-
rower has a credit score below 580. However, we would caution pol-
icymakers to resist imposing an across-the-board increase in the 
FHA downpayment, as this would have a chilling effect on the abil-
ity of FHA to meet the credit needs of the very borrowers it is in-
tended to serve. 

MBA is also concerned about the 50 percent reduction in the 
maximum seller concessions, which are typically used to cover clos-
ing costs. This change will primarily impact low- to moderate-in-
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come first-time and minority home buyers, the very populations 
FHA is designed to serve. 

One step FHA has yet to take, but should take, is to examine its 
total scorecard underwriting system. Such an evaluation should re-
view the thoroughness of the scorecard’s borrower risk assessment 
capabilities. 

Finally, I can’t stress enough the importance of ensuring that 
FHA receives adequate funding for upgrading its antiquated tech-
nology and hiring additional staff for both its single-family and 
multi-family programs. The House has already passed H.R. 3146, 
the 21st Century FHA Housing Act. And with appropriation season 
just around the corner, we need to redouble our efforts to make 
sure FHA gets the needed funding appropriated. 

Madam Chairwoman, Ranking Member Capito, there is no sug-
arcoating the unsafe position in which FHA finds itself today. We 
simply must take the strong and necessary steps to protect its vital 
programs, the MMI fund and, ultimately, the taxpayers who stand 
behind it. 

MBA stands ready to work with you, Secretary Donovan, and 
Commissioner Stevens in this important endeavor. Thank you. 

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

Chairwoman WATERS. Thank you very much. 
Mr. McMillan? 

STATEMENT OF CHARLES McMILLAN, CIPS, GRI, IMMEDIATE 
PAST PRESIDENT, NATIONAL ASSOCIATION OF REALTORS 

Mr. MCMILLAN. Thank you, Madam Chairwoman. 
Chairwoman WATERS. I am sorry, I pronounced your name incor-

rectly. How do you pronounce your name again? 
Mr. MCMILLAN. My name? 
Chairwoman WATERS. Yes. 
Mr. MCMILLAN. ‘‘McMillan.’’ 
Chairwoman WATERS. Oh, okay. Thank you. 
Mr. MCMILLAN. You pronounced it correctly. 
Chairwoman WATERS. Thank you. 
Mr. MCMILLAN. And thank you, Madam Chairwoman, Ranking 

Member Capito, and members of the subcommittee. I am Charles 
McMillan, the immediate past president of the National Associa-
tion of Realtors. I thank you for your invitation to give testimony 
today. 

I have been a Realtor for more than 25 years, and am director 
of Realtor relations and broker of record for Coldwell Banker Resi-
dential Brokerage in Dallas/Fort Worth. I am here to testify on be-
half of 1.2 million members of the National Association of Realtors 
on the importance of the Federal Housing Administration mortgage 
insurance program. 

Since it was created in 1934, FHA has provided more than 37 
million American homeowners with safe, stable financing in all 
markets. And while the program is experiencing shortfalls in its ex-
cess reserves due to our economic crisis, FHA remains financially 
strong, in our opinion, and is critical to our economic recovery. 

In 2009, FHA insured nearly 30 percent of the single-family 
mortgage market. In 2009, more than 50 percent of first-time buy-
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ers used FHA. And during the same time, approximately 835,000 
borrowers refinanced into lower interest rate FHA-insured loans, 
saving an estimated $1.3 billion. 

Historically, FHA’s market share has hovered between 10 and 15 
percent of the market. When the private market is strong enough 
to return, we welcome a reduction in FHA’s market share. How-
ever, in the meantime, we support FHA’s efforts to fill the gap that 
private lenders have left. 

We have testified previously about the reasons that the FHA 
audit showed they had fallen below the 2 percent capitalization ra-
tion, and I won’t repeat that information except to say that we be-
lieve FHA has continued to require prudent understanding, and 
has sufficient controls against risk. Today, I will focus my remarks 
on FHA’s new initiatives and what Congress can do to help 
strengthen this important program. 

First, FHA has increased the up-front mortgage insurance pre-
mium from 1.75 percent to 2.25 percent. Home buyers are already 
facing increased fees from appraisal and other closing services. In-
creasing the up-front premium for FHA loans just adds to the prob-
lem. 

We support legislation to reasonably increase the annual pre-
mium in order to replace FHA’s capital reserves. However, we be-
lieve FHA should then decrease the up-front premium to help bor-
rowers at the closing table. 

Second, we understand that FHA intends to propose a rule to de-
crease seller concessions to 3 percent. In States where closing costs 
are high, like my own State of Texas, seller concessions are often 
higher than 3 percent. 

Such concessions help many borrowers with closing costs, allow-
ing them to purchase a home without depleting all of their savings, 
and, I might add, allow many borrowers the first and almost only 
opportunity to get one foot on the bottom rung of the housing 
homeownership ladder. Again, we are concerned that such a de-
crease in concessions could put homeownership out of reach for 
many buyers. 

Third, FHA has proposed that borrowers with a credit score 
below 580 be required to have at least a 10 percent downpayment. 
NAR does not believe FHA should make loans to borrowers who 
are unable to repay. However, we are concerned about the dis-
parate impact that credit scores have on underserved buyers. 

Other ways Congress can help strengthen FHA: We strongly sup-
port H.R. 2483, the Increasing Homeownership Opportunities Act. 
This bill would make the current loan limits permanent, and we 
urge the committee to quickly consider this. 

Second, we strongly oppose H.R. 3706, the FHA Taxpayer Protec-
tion Act of 2009. This bill would increase FHA’s downpayment, and 
again have the aforementioned action. NAR believes in the impor-
tance of the FHA mortgage insurance program. With solid under-
writing requirements and responsible lending practices, the FHA 
has avoided the brunt of defaults and foreclosures facing the pri-
vate mortgage lending industry. 

We urge the Administration and Congress to move cautiously be-
fore making these changes. I thank you again for the privilege of 
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providing this testimony, and of course would be willing to answer 
any questions. 

[The prepared statement of Mr. McMillan can be found on page 
86 of the appendix.] 

Chairwoman WATERS. Thank you very much. 
Mr. John Taylor, I understand that you are having your con-

ference here this week, and I hope everything is going well. 
Mr. TAYLOR. Everything is going very well. 
Chairwoman WATERS. We welcome you on the panel today. 

STATEMENT OF JOHN TAYLOR, PRESIDENT AND CHIEF EXEC-
UTIVE OFFICER, NATIONAL COMMUNITY REINVESTMENT 
COALITION 

Mr. TAYLOR. Thank you, Chairwoman Waters, and thank you, 
Ranking Member Capito, for the opportunity to testify today. My 
name is John Taylor, and I am the president and CEO of the Na-
tional Community Reinvestment Coalition. 

We are an association of some 600 community organizations 
spread out across America whose primary job is to try to increase 
fair and affordable banking services, banking products, invest-
ments, great affordable housing, job development, and overall to 
promote vital communities across the country. 

And I, too, agree with the notion that FHA has been one of the 
Obama Administration’s success stories. I had some doubts about 
Mr. Stevens when I first met him, but any of those have pretty 
much dissipated. 

His work around appraisal procedures, the LMI fund, rooting out 
in particular frauds and scams and really going after some of the 
folks who really give the industry a bad name in general, has been 
pretty impressive. 

And what is ironic is normally I am here at these hearings com-
ing up to criticize FHA for either discriminatory lending practices 
or for what it is not doing in LMI areas. And I have to say, I think 
this Administration and this Commissioner are quite committed to 
trying to be very effective on that score. 

In fact, the truth of the matter is, and anybody who is paying 
attention knows this, if it wasn’t for FHA, we probably wouldn’t 
have any lending going on in America’s low-income communities. 

So hopefully, though, I would love to see—and I think Commis-
sioner Stevens supports this—the day when they begin to reduce 
the size of their portfolio and get the private sector back in there. 

Because while FHA is better than subprime, they are not as good 
as prime. There is a premium that folks who go through FHA pay. 
It is about 3/4 of a basis point difference. And it is the cost that 
people are going to pay to be part of that program. But nonethe-
less, I think what they have put in in the way of safeguards 
throughout this program is something that is in fact helping many 
people across the country. 

Let me say that we support FHA’s proposals relating to adjust-
ments to the annual and up-front premiums. We support their com-
bination of FICO scores and downpayment requirements. And I can 
talk about all these in more detail if there is a desire to, but it is 
in my written testimony. 
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We support the reduction of allowable seller concessions, and we 
support the discussion draft language of the FHA Reform Act to 
allow HUD to require that all FHA lenders, not only those with 
permission to approve loans without pre-endorsement review, but 
that all lenders reimburse HUD for fraud and misrepresentation. 

In addition, HUD should have additional authority under the 
Credit Watch initiative to shut down lender operations in geo-
graphic areas of various sizes, as well as shutting down the entire 
FHA operations of a lender. These proposals, I think, would in-
crease safety and soundness and shore-up the secondary reserves 
of FHA. 

But we also have a couple of recommendations. First, similar to 
my friend Graciela Aponte from La Raza, we think that you need 
to increase the role of the nonprofit counseling agencies. NCRC un-
derstands that HUD has the authority to reduce the up-front pre-
mium if the borrower receives counseling from a HUD-approved 
counselor. 

HUD, however, does not have the authority to reduce the annual 
premium amounts if a borrower has counseling. NCRC rec-
ommends that Congress grant HUD this authority since counseling 
has proven to be effective, and since reductions in premium 
amounts will assist in increasing the affordability of FHA loans for 
those borrowers receiving counseling. 

NCRC also recommends bolstering fair lending enforcement. 
FHA has played an important role in preserving access to credit in 
this difficult economic environment, yet evidence suggests that 
when controlling for lender, borrower, the neighborhood character-
istics, communities of color received a disproportionate amount of 
FHA loans. And as I said, those are simply just more expensive 
than the prime market. 

Increasing the fair lending enforcement would promote more 
competition among lenders and lower prices by prosecuting red-
lining by traditional lenders and any targeting of communities by 
FHA lenders. 

HUD and the Federal banking agencies should consider the use 
of match paired testers in its enforcement efforts. The testing could 
be conducted by a nonprofit organization with civil rights enforce-
ment expertise. 

Just a brief comment about HAMP, and that is FHA has a sen-
sible and affordable HAMP program, but NCRC’s counselors report 
that it is not being used by lenders at a meaningful level. HUD and 
Treasury should encourage lender use of FHA HAMP. 

In closing, FHA was created in 1934 to heal the U.S. market dur-
ing the Great Depression. And for decades, it has turned a profit 
for taxpayers. Today, it is more critical than ever that FHA remain 
a strong gateway for responsible underwritten credit in commu-
nities where they serve. 

Thank you very much for the opportunity. 
[The prepared statement of Mr. Taylor can be found on page 113 

of the appendix.] 
Chairwoman WATERS. You are welcome. 
Mr. Mark Alston. 
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STATEMENT OF MARK ALSTON, FIRST VICE PRESIDENT, CON-
SOLIDATED BOARD OF REALTISTS, ON BEHALF OF THE NA-
TIONAL ASSOCIATION OF REAL ESTATE BROKERS 
Mr. ALSTON. Thank you, Chairwoman Waters, and Ranking 

Member Capito. My name is Mark Alston. This testimony is to 
present the National Association of Real Estate Brokers’ position 
with regard to the proposed changes. 

My testimony is going to be presented from the loan originator, 
the point of sale originator, mortgage professional, and consumer 
point of view. My background has always been in residential real 
estate, mostly in what has been considered underserved neighbor-
hoods. I have over 22 years of experience. 

The first change we would like to address is the downpayment 
and FICO changes. It is our position that these changes will help 
create sustainable homeownership. A 580 FICO score falls well 
below the threshold that most of the lenders that we deal with will 
approve. For most lenders that we deal with, it is 620 to 640. A 
580 score is a good threshold for responsible homeownership; 500 
to 579, with 10 percent down, that offsets the risk. I don’t know 
anybody who will approve it, but we support these changes if it is 
there. 

What is concerning to us are today’s tendencies for these guide-
lines not to be administered and designed as designed by funding 
institutions. Almost unanimously, institutions impose stricter un-
derwriting overlays that exceed FHA guidelines, and exclude fami-
lies for whom these programs were designed. 

With regard to the next change, the increase in the annual mort-
gage insurance premiums, we have serious concerns. This change— 
keeping in mind the requirement for FHA to maintain a 2 percent 
reserve, and we want to be mindful of the decisions that are made 
and their impact at the consumer level. We are not sure that what 
may need to be addressed is the amount of the reserve or how it 
is calculated. 

I was instrumental in the design and implementation of a Fannie 
Mae pilot program designed to reduce the disparity between minor-
ity ownership and majority ownership in 2001. At the time, major-
ity ownership was around 78 percent; minority ownership was 
around 44 to 48 percent. 

One of the principal players in this program, this pilot program 
with Fannie Mae, were the mortgage insurance companies, the 
PMI companies. What ended a great program was when they 
raised their annual MMI or PMI. 

When it went to 1.5 and higher, it priced people out of the mar-
ket and opened up the door for the subprime market. It became 
cheaper to go 80/20, and so a lot of people went that way. 

FHA is expensive. I have heard it said that FHA wants to be in 
a more competitive position with the private companies. The pri-
vate companies have the monthly insurance. They don’t have the 
up-front as well as the monthly insurance. 

When you have someone—I have sat with clients. You are trying 
to explain to them what their payment is going to be. You have a 
$200,000 sale. They put $7,000 down. They have a $193,000 bal-
ance, or so they think. With FHA, their balance is actually going 
to be closer to $198,000. It is going to be $4,500 more for mortgage 
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insurance. Then you go through the payment, and you have an-
other mortgage insurance premium. They are paying twice. FHA is 
just really expensive at the consumer level. 

In increasing the annual fee from .55 today, on a $250,000 house, 
that amount would be $110.57. If they raise it to .85 percent, the 
amount of the monthly payment for mortgage insurance will go to 
$179.80. They go to 1.55 percent, it goes to $311.61, or $201 more 
than the .55 amount. 

One of the hardest things we do in our area is to qualify bor-
rowers. Our ratios are already high. We are not operating at the 
29 over 41 percent guidelines. Our housing load is more like 45, 46, 
47 percent to get people in, even though prices have dropped by 
half. Our average price was 580; now it is 250, 260. It is still tough 
for people to qualify. 

In addition to FHA, the GSEs have been the largest source of 
mortgage capital for minority home buyers in the country. While 
Fannie Mae and Freddie Mac have faced significant losses in re-
cent years and have required a significant infusion of taxpayer dol-
lars, these institutions’ critical role for minority home buyers can-
not be underestimated. 

However, in order to keep homeownership affordable, we urge 
Fannie Mae to rescind their adverse market delivery charge, as 
well as the series of loan level price adjustments; and Freddie Mac 
to rescind their post-settlement delivery fees, as well as market 
condition and indication score loan-to-value pricing adjustments. 
The former fee— 

Chairwoman WATERS. Could you wrap it up, please? 
Mr. ALSTON. Yes. We at NAREB are extremely concerned by any 

change that will significantly impact the cost of homeownership, 
while at the same time we recognize the importance of having FHA 
to serve our home buying community. We appreciate the oppor-
tunity. 

[The prepared statement of Mr. Alston can be found on page 40 
of the appendix.] 

Chairwoman WATERS. Thank you very much. 
I would like to share with this panel that I am very appreciative 

for your testimony here today. What I am gleaning from your testi-
mony is that everybody would like to have a sound and stable FHA 
performing in the way that it was intended to perform, and making 
opportunities available for low- to moderate-income home buyers. 
Everybody agrees on that. 

Some of you agree with all of the changes that are proposed, 
some agree with some of the changes that have been proposed, and 
some have additional advice about what should be done to make 
all of this work. 

I am very appreciative that the Secretary appears to be open, 
and it is important for us to get our information in during the com-
ment period so that we can help to guide FHA in its attempt to 
comply with the law, to be safe and sound, and to have the capital 
requirements that are mandated by law. 

I want to ask just a few questions. One is on the requirements 
for the lenders. I heard some discussion about that today, that the 
requirements for capital for lenders is too low, that it should be in-
creased. But it appears that the increase is too much. 
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Who would like to respond to that? Yes, sir? 
Mr. COURSON. I would be more than happy to respond on behalf 

of the Mortgage Bankers Association. Obviously, we have put to-
gether a task force, and our membership is very diverse. We have 
really from the largest of the large financial institutions to the very 
smallest, as the Congressman was saying earlier, the very small 
local mortgage originators. 

And through this group and a lot of discussion, we came out and 
we do support the increase of the net worth to $2.5 million, but— 
and we have commented back to the Department—that we feel like 
there needs to be an extended period of time for lenders and mort-
gagees to be able to increase that net worth. 

Our comment was that over—and our analysis by this diverse 
group was that over a period of 5 years, even the small members 
would be able to grow into that $2.5 million. And the reality is, 
Madam Chairwoman, that today, with the markets, without those 
kinds of net worth, those lenders are not going to be able to get 
warehouse lines or financing to fund loans, in any event. 

But we are asking and commented that we would like a longer 
period of up to 5 years to earn their way into the $2.5 million. 

Chairwoman WATERS. I appreciate that. I must admit I am a lit-
tle bit worried about this. I know that many of these small loan 
initiators are much smaller than $2.5 million. I suppose there is 
some amount that is too small. 

But to jump from, what is it now, $250,000? What is it now? 
What are— 

Mr. COURSON. Currently, to be a mortgagee, it is $250,000. To 
be able—a direct endorsement and underwrite FHA loans, it is a 
million dollars. 

Chairwoman WATERS. Okay. To jump to $2.5 million. 
Mr. Alston, how does that play down in southern California? 
Mr. ALSTON. For our neighborhood, for my neighborhood, it is 

tough. There are a couple of proposals on the table. One is to elimi-
nate the mini, which allows brokers to—where HUD approves bro-
kers, allow them to operate as Fannie Mae and Freddie Mac with 
lenders. 

If you increase that capital requirement, you get rid of a lot of 
the small players. We don’t have the capital to qualify. And so we’ll 
have to just be brokers, small warehouse lines or being direct lend-
ers and being able to open that way. We won’t be able to do it. 

Chairwoman WATERS. Ms. Aponte, how would this impact the 
constituency that you represent? 

Ms. APONTE. Well, what we are hearing from our counselors spe-
cifically, the issues that they are facing, is mostly the efficiency in 
FHA underwriting. They are trying to purchase REO properties. 
They are trying to purchase short sales. They are taking more and 
more time to access credit for those products. 

Chairwoman WATERS. What about the capital requirements for 
loan initiators? 

Ms. APONTE. I would have to get back to you on that. I am not 
sure. 

Chairwoman WATERS. Anybody else on this issue? Yes, Mr. Tay-
lor? 
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Mr. TAYLOR. You know, in this day and age of everybody has to 
have skin in the game, I think they should as well. And particu-
larly where we have seen this proliferation of scams and fraud, if 
you go after somebody and they have absolutely no net worth, they 
don’t have value whatsoever, the government cannot recoup in the 
event that they have created costs and created harm. 

So I think it is important to have some level of skin in the game. 
What that would be, you could probably debate that for a while. 
But I think that it has to be significant enough for them to be 
something other than, you know, a fly-by-night where you can just 
print up some papers, call yourself a broker, get a license as easy 
as you get—brokers are not going to like this—a membership at 
the Y, and then start doing FHA loans. 

I think we need to have a little bit more professionalism and skin 
in the game, so to speak. 

Chairwoman WATERS. So do you think the proposal to spread it 
out over a 5-year period of time would help those who are serious 
about being loan initiators to try and achieve that level of capital 
in order to participate? Anybody? Does that help? We had that sug-
gestion. 

Yes, Mr. McMillan? 
Mr. MCMILLAN. I would offer an opinion, yes, because as I sit 

here and listen to the testimony, there must be balance. As Mr. 
Taylor said, you will have fly-by-night people with minimum cap-
italization, they get censured, they move away. 

But it also has a tendency to disenfranchise many principled 
lenders that serve underserved neighborhoods, and the 5-year 
grace period would give them an opportunity to come up with it as 
opposed to shutting them out of the system. 

Chairwoman WATERS. All right. Thank you very much. 
Ms. Capito? 
Mrs. CAPITO. I thank all the witnesses. And first of all, I would 

just like to make a statement on one of the recurring issues that 
we have heard in the subcommittee and several of you alluded to 
in your testimony, and that is the lack of technology and computer 
expertise at FHA and at HUD in general. 

In this day and age, that should not be a reason that we are not 
delivering the product, getting the information, or being able to 
work expediently. And we have worked together to try to make 
sure that FHA has the dollars and the manpower to be able to 
move forward, and HUD at the same time. So we will keep trying 
to work on that. 

Mr. Caplin, in your testimony, you basically were raising some 
major red flags as to the actuarial review of FHA, some of the data 
points that have been brought forward. Now, you know that FHA— 
and he was here earlier today with the administrators—hired a 
risk management officer. 

I am wondering if the studies that you did were before they 
have—no, it was after the risk management officer has been—could 
you speak to that in terms of how you think that is going to help 
the process, if at all? 

Mr. CAPLIN. Right now, my image is that they simply are caught 
unawares by the changes in the marketplace. So what happened is 
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there was a major switch in termination behavior of the loans. 
They didn’t catch it the first time around. 

That is—in a way, I don’t know where to hand responsibility. It 
might be IFE. It might be that the people reading from FHA 
should have picked that up. It seems that it is endemic that nobody 
quite has enough data on hand, or enough of it gathered together, 
to be able to answer the questions in the correct way. 

That persists today. Now, I don’t blame those who have just 
come in. 

Mrs. CAPITO. Right. 
Mr. CAPLIN. That is, they really are new. But I do believe that 

the right response is, oh, some problems have been identified. 
These are genuine problems; they need to be rectified. 

In the process of rectifying them, I believe one would uncover 
what the system needs to be for effective risk management in the 
future. And currently, it is just not in place. 

Mrs. CAPITO. Do you think this, in part, is an explanation for the 
difference in the two figures that we were discussing earlier? I 
don’t know if you were here for the first panel, but the two esti-
mating figures, the White House and then the CBO, there is a vast 
difference between what the estimated revenues would be. I mean, 
it is like a $4 billion difference. 

Is that playing into the same scenario that you are speaking 
about? 

Mr. CAPLIN. That is just the beginning; it is much larger than 
that, if you go forward and simulate out with different models. The 
differences are massive. 

Mrs. CAPITO. All right. Thank you. 
Mr. Courson, we have talked a little bit about—and there have 

been some differing opinions on the proposal to go below 579 and 
increase the downpayment to 10 percent. 

Are many of your members currently doing FHA loans with a 
FICO score of 579 and below? 

Mr. COURSON. No, they are not, Congresswoman. And I would 
like to comment on that. We have talked a lot about FICO scores 
today, and the comment has been made that even at 580, there are 
not a lot of loans being made. 

Underwriting—having been in this business for more than 40 
years—is an art. It is not a science. And we keep talking about 
numbers, a 580 or a 620. 

We have said, and we believe, that in addition to FICO score— 
which is an indicator—that what really needs to happen here to 
look at the credit and who is creditworthy is to look at the FHA’s 
automated underwriting system, Total Scorecard, that they came 
out with a number of years ago. 

But I find it interesting that through these hearings, we are not 
talking about looking inside their automated underwriting system 
and looking at what the indicators are in there. That is what lend-
ers are using to make credit judgments. It is not just the FICO. 
There are a lot of factors that make a decision as to whether that 
loan is an appropriate loan to be made. 

I have mentioned this to Commissioner Stevens, and we are 
going to be working with him, hopefully to get inside this under-
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writing system for a more robust decision as opposed to just a 
FICO-based decision. 

Mrs. CAPITO. Ms. Aponte, I am curious. We have had this in sev-
eral other hearings, certainly with the foreclosure mitigation, dif-
ferent programs that we have dealt with. Millions and millions, 
probably billions, of dollars going to housing counseling. 

Is your organization one of those nonprofits—and Mr. Taylor, I 
am sure you know many as well—that are getting either the stim-
ulus dollars or other dollars? Can you quantify that for me, how 
much La Raza is presently getting this year for housing coun-
seling? 

Ms. APONTE. Sure. We are one of, I would say, about 15 or so. 
There are national HUD intermediaries. 

Mrs. CAPITO. Right. 
Ms. APONTE. So we do receive funding through HUD. And we 

also through the NFMC program, which is specifically for fore-
closure prevention, I believe last year it was $1.3 million, and the 
highest amounts that folks were receiving were $3.5 million. So 
about five other organizations received that amount, and we are at 
about $1.3 million for the last year. 

Mrs. CAPITO. Is the increase in that—do you think it is having 
any effect in terms of not the origination, maybe, so much, but 
keeping people in their homes? Are you finding some success with 
the housing counseling, since we are putting a lot of dollars into 
it? 

Ms. APONTE. Yes. There are a lot of other factors that go into 
foreclosure prevention. So just because the MHA numbers are 
showing that loan modifications are difficult, there are a lot of trial 
period modifications. Counselors are able to help families with dif-
ferent options for foreclosure prevention. 

There are short sales that—some people don’t qualify for a loan 
modification. They need help to get a short sale. Some people will 
need to get a deed in lieu. Some people will go into foreclosure, but 
the counseling agency is there to help them—there are support 
groups that are developed through these community-based organi-
zations—and to help them rebuild their credit and get back on 
their feet. 

Mrs. CAPITO. Well, thank you. Just in closing, I would like to 
thank everybody, too. I think we have gotten a lot of good perspec-
tives. And I would like to encourage you all to take a look at the 
bill I just dropped yesterday, and any input that you would care 
to give me and all of us, I would certainly appreciate it. 

I think certainly the safety and soundness of FHA is extremely 
critical to many, many people across this country. And to you all 
and your businesses, certainly, but these are families in homes 
with futures. So thank you very much. 

Chairwoman WATERS. I also would like to thank all of you for 
your participation here today. I have also learned an awful lot. 

I really would like to encourage you to participate in the com-
ment period, and to continue to talk with us. Call us. Meet with 
us. Meet with our staffs in our offices to further support your posi-
tion as it relates to the changes that are being proposed by FHA. 

And I would like to talk with some of you about the appraisal 
system and some complaints that I have had about consolidation 
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in that area and a few other things. So we are going to rely on you 
and your expertise to help us do it right. Thank you all very much. 

The Chair notes again that some members may have additional 
questions. Yes, without objection, we have a communication from 
the Manufactured Housing Association for Regulatory Reform to be 
entered into the record. 

Those are the only written statements that we have. I thank you, 
and this hearing is adjourned. 

[Whereupon, at 4:04 p.m., the hearing was adjourned.] 
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