“Making Home Affordable” Guidelines Summary (Mar. 4, 2009)
On March 4, 2009, the Treasury Department released the “guidelines” and “updated detailed program description” for the Obama Administration’s “Making Home Affordable” program.  The Making Home Affordable Program “will offer assistance to as many as 7 to 9 million homeowners making a good-faith effort to stay current on their mortgage payments, while attempting to prevent the destructive impact of foreclosures on families and communities.”  The plan consists of three components: (1) “Home Affordable Refinance Program for Responsible Homeowners Suffering From Falling Home Prices;” (2) “A Comprehensive $75 Billion Home Affordable Modification Program;” and (3) “Support Low Mortgage Rates by Strengthening Confidence in Fannie Mae and Freddie Mac.”

The “guidelines” issued by the Treasury on March 4, 2009 primarily relate to above-referenced item number 2 (“A Comprehensive $75 Billion Home Affordable Modification Program”).   President Obama announced most aspects of numbers 1 (“Home Affordable Refinance Program for Responsible Homeowners Suffering From Falling Home Prices”) and 3 (“Support Low Mortgage Rates by Strengthening Confidence in Fannie Mae and Freddie Mac”), above, on February 18th, when he also announced general principles concerning the “Comprehensive $75 Billion Home Affordable Modification Program.”
What This Means for Credit Unions:

1) Borrowers with existing Freddie Mac and Fannie Mae mortgages may refinance through those institutions even if the borrower has less than 20 percent equity in the house.
2) Federally-insured credit unions, if they choose to make loan modifications on current or delinquent mortgages in order to get the benefits of the program, will have to do so according to the Treasury Department guidelines announced today (the Treasury documents read: “it is expected that . . . the National Credit Union Administration where possible and appropriate will encourage the institutions that they supervise to participate in the loan modification program and use the Treasury Guidelines”):
· In order to be eligible, the loan must be for an owner-occupied residence, the loan’s balance must be lower than $729,750 for a single family unit, and the borrower must have a debt to income (DTI) ratio of more than 31%:
· By reducing the interest rate on the modified loan, the lending institution must first reduce the borrower’s monthly mortgage payment to no more than 38% of the borrower’s monthly income; and
· Pursuant to this program, the “Treasury will match further reduction in monthly payments [below 38% Front-End DTI] dollar-for-dollar with the lender/investor, down to a 31% Front-End DTI ratio for the borrower.” 
· Holders and servicers of such modified mortgages will receive additional cash incentives and a form of government subsidy on the modified mortgages that is described as: An “innovative payment that provides compensation that can partially offset losses from failed modification when home prices decline, but is structured as a simple cash payment on every eligible loan.”

· Eligible mortgage loans can be those that credit unions hold in portfolio or loans that have been securitized that the credit union services.
· For loans underlying “private label securitizations,” “[p]articipating servicers are required to consider all eligible loans under the program guidelines unless prohibited by the rules of the applicable [pooling and servicing agreement] and/or other investor servicing agreements.”
3) The Treasury Department will be increasing its funding commitment to Freddie Mac and Fannie Mae in order to allow these institutions to expand their mortgage portfolios by $50 billion to $900 billion.
1. “Home Affordable Refinance Program for Responsible Homeowners Suffering From Falling Home Prices”
· This program will apply to “responsible homeowners who took out conforming loans owned or guaranteed by Freddie Mac and Fannie Mae to refinance through the two institutions . . .”
· It is designed to “provide the opportunity for up to 4 to 5 million responsible homeowners” to refinance their mortgages at lower, current interest rates—even if the homeowner owes more than 80 percent of the value of the home on the current mortgage—in order to reduce the homeowner’s monthly payments.
· Freddie Mac and Fannie Mae are expected to release detailed guidelines on this program in the near future.
2. “A Comprehensive $75 Billion Home Affordable Modification Program”
· This program is intended to “reach up to 3 to 4 million at-risk homeowners.”  Federally-insured credit unions, if they choose to make loan modifications on current or delinquent mortgages, will have to do so according to the below Treasury Department guidelines.  These guidelines will be uniform for all federally-insured institutions, as well as the GSEs and other specified entities.  The details from the Treasury’s summary are as follows:
· “Eligibility and Verification

· Loans originated on or before January 1, 2009.

· First-lien loans on owner-occupied properties with unpaid principal balance up to $729,750. Higher limits allowed for owner-occupied properties with 2-4 units.

· All borrowers must fully document income, including signed IRS 4506-T, two most recent pay stubs, and most recent tax return, and must sign an affidavit of financial hardship.

· Property owner occupancy status will be verified through borrower credit report and other documentation; no investor-owned, vacant, or condemned properties.

· Incentives to lenders and servicers to modify at risk borrowers who have not yet missed payments when the servicer determines that the borrower is at imminent risk of default.

· Modifications can start from now until December 31, 2012; loans can be modified only once under the program.

· Loan Modification Terms and Procedures

· Participating servicers are required to service all eligible loans under the rules of the program unless explicitly prohibited by contract; servicers are required to use reasonable efforts to obtain waivers of limits on participation – meaning that the net present value of expected cash flow is greater in the modification scenario – the servicer must modify absent fraud or a contract prohibition.

· Parameters of the NPV test are spelled out in the guidelines, including acceptable discount rates, property valuation methodologies, home price appreciation assumptions, foreclosure costs and timelines, and borrower cure and redefault rate assumptions.

· Servicers will follow a specified sequence of steps in order to reduce the monthly payment to no more than 31% of gross monthly income (DTI).

· The modification sequence requires first reducing the interest rate (subject to a rate floor of 2%), then if necessary extending the term or amortization of the loan up to a maximum of 40 years, and then if necessary forbearing principal. Principal forgiveness or a Hope for Homeowners refinancing are acceptable alternatives.

· The monthly payment includes principal, interest, taxes, insurance, flood insurance, homeowner’s association and/or condominium fees. Monthly income includes wages, salary, overtime, fees, commissions, tips, social security, pensions, and all other income.

· Servicers must enter into the program agreements with Treasury's financial agent on or before December 31, 2009.
· Payments to Servicers, Lenders, and Responsible Borrowers
· The program will share with the lender/investor the cost of reductions in monthly payments from 38% DTI to 31% DTI.

· Servicers that modify loans according to the guidelines will receive an up-front fee of $1,000 for each modification, plus “pay for success” fees on still-performing loans of $1,000 per year.

· Homeowners who make their payments on time are eligible for up to $1,000 of principal reduction payments each year for up to five years.

· The program will provide one-time bonus incentive payments of $1,500 to lender/investors and $500 to servicers for modifications made while a borrower is still current on mortgage payments.

· The program will include incentives for extinguishing second liens on loans modified under this program.

· No payments will be made under the program to the lender/investor, servicer, or borrower unless and until the servicer has first entered into the program agreements with Treasury’s financial agent.

· Similar incentives will be paid for Hope for Homeowner refinances.
· Transparency and Accountability
· Measures to prevent and detect fraud, such as documentation and audit requirements, will be central to the program.

· Servicers will be required to collect, maintain and transmit records for verification and compliance review, including borrower eligibility, underwriting, incentive payments, property verification, and other documentation.

· Freddie Mac will audit compliance.”
· Borrowers with total “back end” debt (including mortgages, auto loans, credit cards, etc.) “equal to 55% or more of their income will be required to agree to enter a [HUD-certified] counseling program as a condition of modification.”
·  “Home Price Decline Payments: To encourage the modification of more mortgages and enable more families to keep their homes, the Administration -- together with the FDIC -- has developed an innovative payment that provides compensation that can partially offset losses from failed modification when home prices decline, but is structured as a simple cash payment on every eligible loan.
· The Treasury Department will make payments totaling up to $10 billion to discourage lenders, servicers and investors from opting to foreclose on mortgages that could be viable now out of fear that home prices will fall even further later on. 
· This initiative provides servicers with the security to undertake more mortgage modifications by assuring that if home price declines continue to occur or worsen, investor losses are partially offset. 
· Holders of mortgages modified under the program would be provided with an additional payment on each modified loan, linked to declines in the home price index.”
· FHA & Hope for Homeowners:  

· “Ease Restrictions in FHA Programs and Improve Hope for Homeowners:  An improved Hope for Homeowners program can offer an important avenue for struggling borrowers to obtain a sustainable mortgage. In order to ensure that many more borrowers are able to participate in Hope for Homeowners, we will work to improve the program and actively pursue legislation so that the FHA may reduce fees paid by borrowers, increase flexibility for lenders to refinance troubled loans, permit borrowers with higher debt loads to qualify, and address additional challenges that could limit uptake under the program. The Administration will also ensure servicers consider borrowers for refinancing into the improved Hope for Homeowners program whenever feasible, and make similar incentives available to servicers for Hope for Homeowners refinance loans in order to encourage servicers to use this program.

· Strengthening Communities Hardest Hit by the Financial and Housing Crises: As part of the recovery plan signed by the President, the Department of Housing and Urban Development will award $2 billion in competitive Neighborhood Stabilization Program grants for innovative programs that reduce foreclosure. Additionally, the recovery plan includes an additional $1.5 billion to provide renter assistance, reducing homelessness and avoiding entry into shelters.”
· Judicial Cramdowns: The Obama plan advocates for Congress to amend to the bankruptcy laws to permit judicial “cramdowns” of mortgages in bankruptcy, and also to amend the laws applicable to FHA and VA insured loans to permit them to be judicially crammed down or voluntarily modified.  Specifically, the “Making Home Affordable: Updated Detailed Program Description” document reads: 

· “Allowing Judicial Modifications of Home Mortgages During Bankruptcy for Borrowers Who Have Run Out of Options: The Obama administration will seek carefully crafted changes to bankruptcy provisions which will help to facilitate the goals of the Making Home Affordable program:

· How Judicial Modification Works: According to the Administration, appropriately tailored bankruptcy legislation provides a mechanism for homeowners who are out of other options to file for bankruptcy and implement a responsible plan to pay the debts that they are able to pay. After borrowers have tried unsuccessfully to obtain affordable loan modifications from their lenders or servicers, in the appropriate circumstances, a bankruptcy judge should be able to reduce the outstanding principal balance of a primary residence home mortgage loan to current fair market value—just as is done with vacation homes or investment properties--when a person has no other options.

· Bolster FHA and VA Authority to Protect Issuers and Ensure Loan Modifications Occur: Legislation will provide the FHA and VA with the authority they need to provide partial claims in the event of bankruptcy or voluntary modification so that issuers guaranteed by the FHA and VA are not disadvantaged.”

3.  “Support Low Mortgage Rates by Strengthening Confidence in Fannie Mae and Freddie Mac”
· The Treasury Department will be increasing its funding commitment to Freddie Mac and Fannie Mae in order to allow these institutions to expand their mortgage portfolios by $50 billion to $900 billion.
· Treasury will increase its preferred stock holdings in Freddie Mac and Fannie Mae to $200 billion each from $100 billion each, and Treasury will continue to purchase Fannie Mae and Freddie Mac mortgage-backed securities.  These funding commitments are being made pursuant to the Housing and Economic Recovery Act, not TARP or the Financial Stability Program.
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