CUNA Conference Call - Planning for the Obama Administration’s New Loan Modification and Refinance Program Audio Conference – April 2, 2009
· Treasury is working with HUD to develop the “Making Home Affordable” Program that consists of two components:

1. Refinancing - Borrowers who can afford payments but are locked out of refinancing programs (because their home value has dropped below the amount owed) could now obtain a refinanced loan.

2. Loan Modifications - Borrowers who are currently delinquent, or are in imminent danger of not being able to make their payments, may obtain a loan modification (expected to help 3-4 million homeowners).

· Servicers with loans that are owned or securitized by Fannie or Freddie (collectively, the “GSEs”) must qualify eligible borrowers for this program.   The GSEs will send a letter to servicers alerting them to the affected loans.  

· Non-GSE loans are subject only to modification.

· This program currently does not apply to FHA, VA or USDA loans, but Treasury is working to amend this to include them.  The FHA “Hope for Homeowners” is being revamped. 
· The reason why there are two different refinance programs is because of anti-trust issues. 

· Any money provided under this program does not come from TARP funds.   

Home Affordable Refinance Program – Freddie Mac
· The LTV for this program may to be up to 105%, with no consideration regarding what is owed on a HELOC to determine the LTV. There is no minimum LTV.
· Only the market condition fee applies (25 basis points) – no other fees apply.

· To determine the value of the home, the Freddie Mac Home Value Explorer (HVE) will be sent to servicers.  The HVE is only for one-unit properties, and only the first HVE is free.

· There are very little borrower qualifications, with no requirement for re-underwriting.

· If the payment and interest (P&I) does not increase by 20%, the borrower is deemed to be creditworthy.  A low-doc qualification would be required if the P&I increases more than 20% (for example, by going from a 30-year loan to a 15-year).

· If applicable, no new mortgage insurance (PMI) would be required.  If it does exist, the current PMI would be transferred to the new loan. 
· Eligibility requirements: 

· The credit union must be the current servicer, and Freddie Mac must own the loan. (Freddie Mac will send a letter to servicers to alert them to which loans are eligible.)

· The mortgage must be “seasoned” for 3 months (meaning Freddie Mac must own the loan for at least 3 months).

· There must be a solid payment history (no delinquencies in the past 12 months.
· Allows for 1-4 units, as well as investment properties.
· Junior liens must be re-subordinated (second lienholders who may be reluctant to re-subordinate should view payments being made as an incentive to agree).

· A borrower eligibility checklist is expected to be released on Monday, April 6.

· Freddie Mac is hosting free weekly webinars at www.freddiemac.com.

Home Affordable Refinance Program – Fannie Mae
· This program is for under water borrowers who have demonstrated a payment history and low-doc income verification.

· New appraisals would not be needed under a property exception for lenders.

· Payments may increase under the program (for example, by converting from a 30-year loan to a 15-year).

· Closing costs may be rolled into the loan.

· Terms may go up to 40 years.

· Credit scores are not taken into account.  

· If an ARM is the best option, the initial periods would be 5 years or longer.

· More information can be found at www.efanniemae.com.

Home Affordable Modification Program – Fannie Mae
· Modification agreements for servicers who wish to opt in to this program should be ready the week of April 6.   This agreement must be signed by December 31, 2009.
· Once signed, all of the loans in the servicer’s portfolio must be subject to modification for eligible homeowners.

· This program ends on December 31, 2012 unless extended by Congress.
· Financial incentives will be provided:

· Lenders/investors will receive a government subsidy equaling the amount of reductions in a borrower’s monthly payments from a debt-to-income (DTI) ratio of 38% to 31% DTI.
· Homeowners who make their payments on time are eligible for a principal balance reduction, equaling up to 1/2 of the reduction from 38% to 31%, each year for up to 5 years.  This borrower subsidy is sent to servicers to apply to the principal (it is not being sent directly to the borrower).
· Eligibility Requirements:
· Must be an owner-occupied, principal residence.
· Must be a first lien loan.
· The loan's balance must be lower than $729,750 for a single family unit.
· The borrower must have a DTI ratio of more than 31%.
· If the borrower is not already delinquent, (s)he must be in “imminent danger of default.”
· For GSE loans, Announcement 09-05 provides additional guidance on this program, which includes common hardships that would constitute “imminent default.” A definition of this term will likely be published in the near future.  Fannie Mae Announcement 09-05 can be found at www.efanniemae.com.

· Income verification at the outset of the trial period may be verbal, but must have documentation when the final plan is to be enacted.

· If the DTI ratio is over 55%, HUD counseling is required.

· ARM rates become fixed rates, and non-escrowed loans become escrowed.

· Before extending a term, servicers must adjust interest rates downward, and can go as low as 2% in order to get a borrower’s DTI ratio to 31%.  

· The servicer must first capitalize accrued interest and escrowed funds (i.e., delinquencies and escrowed amounts are added back into the principal balance, and then use the new balance to get to the 31% DTI ratio).

· Maximum 480 month loan term.

· If the DTI ratio is still over 31%, the servicer may forebear (delay) the principal amount payment and issue a balloon note for this amount.  This balloon would mature when the loan matures (or at pre-payment or sale) – no debt is forgiven.

· Sample documents can be found at www.efanniemae.com.  

· Packets will be sent to all Fannie Mae servicers on April 13.  The rollout for non-GSE servicers is expected to begin the week of April 6, with training materials provided.

· Non GSE-servicers who have questions can call 1-866-939-4469 or send an e-mail at homeaffordable_modification@fanniemae.com.

·  This program only applies to first liens.  Supplemental guidance will address home equity loans (currently it does not address home equity loans that are first lien loans).

· Modifications are permanent, but the interest rate could step up after 5 years if the borrower’s condition improves.  Guidance is expected to be issued on this, as well as the income issue (to resolve what income is used when a borrower knows of an impending hardship sometime in the future).

· How the modifications will affect a borrower’s credit score is still a fluid topic.  Fannie Mae is in talks with the credit bureaus and Fair Isaac to adjusting their analyses.  Some lenders are reporting trial period payments as current, and others are not.  So far, under the model, borrowers are not being dinged heavily right now.   

More information regarding this program can be found at: http://www.cuna.org/reg_advocacy/member/hot_topic/admin_loanmod_prog.html (requires CUNA login and password)
