Homeowner Affordability and Stability Plan Summary
On February 18, 2009, President Barack Obama released the details of the Homeowner Affordability and Stability Plan, an initiative designed to “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) “Refinancing for Responsible Homeowners Suffering From Falling Home Prices;” (2) “A Comprehensive $75 Billion Homeowner Stability Initiative;” and (3) “Support Low Mortgage Rates by Strengthening Confidence in Fannie Mae and Freddie Mac.”

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, will have to do so according to Treasury Department guidelines to be issued on or about March 4, 2009.  Holders and servicers of such modified mortgages will receive cash incentives and some form of government insurance on the modified mortgages.
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. “Refinancing 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.
2. “A Comprehensive $75 Billion Homeowner Stability Initiative”
· Eligibility:  Intended to “reach up to 3 to 4 million at-risk homeowners.”  Applies only to owner-occupied homes with borrowers who have a “high combined mortgage debt compared to income [possibly meaning mortgage payments equaling or exceeding 38 percent of income] or who [are] ‘underwater’ . . .”  Borrowers will have to “show other indications of being at risk of default” but will not have to have missed any payments.
· Federally-insured credit unions, if they choose to make loan modifications on current or delinquent mortgages, will have to do so according to Treasury Department guidelines to be issued on or about March 4, 2009.  These guidelines will be uniform for all federally-insured institutions, as well as the GSEs and other specified entities.  Institutions receiving Financial Stability Plan assistance (i.e. “TARP II”) will be required to modify mortgages under these guidelines.
· 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.”
· The program will use Treasury Department guidelines that will have the following requirements, as well as others to be announced by Treasury on or about March 4, 2009:
· “The lender will have to first reduce interest rates on mortgages to a specified affordability level (specifically, bring down rates so that the borrower’s monthly mortgage payment is no greater than 38% of his or her income).”
· “Next, the initiative will match further reductions in interest payments dollar-for-dollar with the lender, down to a 31% debt-to-income ratio for the borrower.”
· “To ensure long-term affordability, lenders will keep the modified payments in place for five years. After that point, the interest rate can be gradually stepped-up to the conforming loan rate in place at the time of the modification.”

· “Lenders can also bring down monthly payments to these affordability targets through reducing the amount of mortgage principal. The initiative will provide a partial share of the costs of this principal reduction, up to the amount the lender would have received for an interest rate reduction.”

· Fees to Mortgage Services and Holders:
· “Servicers will receive an up-front fee of $1,000 for each eligible modification meeting guidelines established under this initiative. Servicers will also receive ‘pay for success’ fees – awarded monthly as long as the borrower stays current on the loan – of up to $1,000 each year for three years.”
· “Because loan modifications are more likely to succeed if they are made before a borrower misses a payment, the plan will include an incentive payment of $1,500 to mortgage holders and $500 for servicers for modifications made while a borrower at risk of imminent default is still current.”

· “To provide an extra incentive for borrowers to keep paying on time under the modified loan, the initiative will provide a monthly balance reduction payment that goes straight towards reducing the principal balance on the mortgage loan. As long as the borrower stays current on his or her payments, he or she can get up to $1,000 each year for five years.”

· Government Insurance Fund for Modified Mortgages: “To encourage lenders to modify more mortgages and enable more families to keep their homes, the Administration -- together with the FDIC -- has developed an innovative partial guarantee initiative. The insurance fund – to be created by the Treasury Department at a size of up to $10 billion – will be designed to discourage lenders from opting to foreclose on mortgages that could be viable now out of fear that home prices will fall even further later on.”  How this provision will apply to credit unions is not entirely clear.
· Judicial Cramdowns, FHA, VA, HUD:  The Obama plan advocates for Congress to amend to the bankruptcy laws to permit judicial “cramdowns” in bankruptcy of mortgages that are within Freddie Mac and Fannie Mae conforming limits.  This “legislation will provide the FHA and VA with the authority they need to provide partial claims in the event of bankruptcy or modification . . .“   FHA will also will “reduce fees paid by borrowers, increase flexibility for lenders to modify troubled loans, permit borrowers with higher debt loads to qualify, and allow payments to servicers of the existing loans” outside of bankruptcy.  Also outside of bankruptcy, HUD “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.”
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.
PAGE  
2

