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I.  Introduction 
 

Chairwoman Warren and members of the Congressional Oversight Panel, thank you for 
inviting me today to testify regarding the Making Home Affordable Program, its impact on 
foreclosures, and civil rights concerns that Treasury should address as it continues to improve the 
Home Affordable Modification Program (HAMP). 

 
 My name is Debby Goldberg, and I am the director of the National Fair Housing 
Alliance’s (NFHA) Hurricane Relief Project.  Founded in 1988, NFHA is a consortium of more 
than 220 private, non-profit fair housing organizations, state and local civil rights agencies, and 
individuals throughout the United States.  It is the country’s only national organization 
exclusively devoted to the elimination of discrimination in the housing market.  Through 
comprehensive education, advocacy, and enforcement programs, NFHA protects and promotes 
equal access to houses, apartments, mortgage loans, and insurance policies for all residents of the 
nation.  As director of the Hurricane Relief Program, I work with NFHA’s members in coastal 
Mississippi and Louisiana to assist homeowners in hurricane-affected regions with mortgage 
delinquency issues and obtaining equitable settlements on their homeowners’ insurance claims.   
Many of the homeowners we work with in the Gulf are still struggling to recover from the 
devastating hurricanes of 2005, but even in the absence of the hurricanes, most of our mortgage 
clients would be facing foreclosure because they have loans that were never affordable or 
sustainable.  For them and millions of others across the country, government intervention in the 
foreclosure crisis is crucial. 
 
 Since HAMP’s inception in the spring of 2009, NFHA and other civil rights, consumer, 
and community groups have worked with officials in the Treasury Department in an effort to 
increase the program’s success and ensure that it addresses fair housing concerns.  While some 
progress has been made, we believe there are additional changes needed to improve the 
operation, increase the transparency and accountability, and broaden the scope of borrowers 
served by HAMP.  These are described in more detail below. 
 
II.  The Foreclosure Crisis is a Civil Rights Issue 

 
 The foreclosure crisis is, at its heart, a civil rights crisis.  People and communities of 
color have borne the brunt of lending practices that allowed mortgage brokers, lenders, investors, 
securitizers and servicers to profit while borrowers received loans that were more expensive – 
and riskier – than they could afford. 
 
 By now, most Americans are familiar with the scope of the foreclosure crisis.  In the first 
quarter of 2009, 800,000 new foreclosure actions were filed and the Center for Responsible 
Lending (CRL) projects that number will grow to 2.4 million by the end of the year. These 
numbers will rise as Option ARM mortgages are recast, homeowners continue to see 
unanticipated spikes in mortgage payments, and Americans continue to lose their jobs or suffer 
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from other unanticipated losses of income.  In the next three years, CRL estimates banks will 
initiate some 9 million foreclosures.1

 
  

 At NFHA, we are acutely aware of the dramatic impact that this large number of 
foreclosures has had in communities of color.  Although the foreclosure crisis has left the 
American economy in the red, its roots are also color-coded, as lenders have aggressively 
targeted African-Americans and Latinos for high-cost loans.  These borrowers have been far 
more likely than their white counterparts to receive high-cost subprime loans, regardless of 
income.  This phenomenon has been well documented over many years, most recently in a study 
issued earlier this month by the Center for American Progress.  That study, which analyzed the 
2006 Home Mortgage Disclosure Act (HMDA) data of the 14 so-called systemically significant 
banks and their subsidiaries, found that out of 87,000 mortgages originated by these institutions, 
17.8% of white borrowers received higher-priced mortgages, while 30.9% of Latino borrowers 
and 41.5% of African-American borrowers received higher-priced loans.  The study also 
examined the data for borrowers whose incomes were more than twice the area median income 
for their metropolitan area.  Among this wealthy group, 10.5% of white borrowers received 
higher-priced loans while 29.1% of Latino borrowers and 32.1% of African-American borrowers 
received these loans.2

 
  The racial disparity is stark. 

This is not a new trend in the mortgage market, but represents an acceleration of past 
practices.   For years, NFHA and its colleagues have called attention to racial disparities in the 
lending world.  For example, in the mid-1990s, NFHA conducted 600 lending tests in eight 
cities.  In these tests, African-American and Latinos posed as first time homebuyers who had 
slightly superior financial qualifications than white testers.  Even though minority testers were 
better qualified, the testing still showed that lenders: 

 steered whites to better loan products than African-Americans and Latinos; 
 told African-Americans and Latinos that the qualification standards were more 

stringent than those quoted to white borrowers; and 
 quoted higher closing costs to minority buyers. 

As early as 2000, the Department of Housing and Urban Development reported that high-income 
African-Americans living in predominately African-American neighborhoods were three times 
more likely to receive a subprime loan than low-income white borrowers.3

  
   

As subprime lending activity increased through this decade, African-Americans and 
Latinos continued to be targets for discriminatory loans, and as a result, minority communities 
have lost unprecedented amounts of wealth.  At the height of the subprime lending boom, people 
of color were two to five times more likely to receive a predatory loan than white borrowers,4

                                                        
1 Center for Responsible Lending, Soaring Spillover 1 (May 2009), available at 
http://www.responsiblelending.org/mortgage-lending/research-analysis/soaring-spillover-3-09.pdf 

 

2 Jakabovics, Andrew and Jeff Chapman, Unequal Opportunity Lenders?  Analyzing Racial Disparities in Big 
Banks’ Higher-Priced Lending, (Center for American Progress, September, 2009). 

3 Unequal Burden: Income and Racial Disparities in Subprime Lending in America (Washington, DC: HUD 2000). 

4 The Silent Depression: State of the Dream 2009, United for a Fair Economy, 2009. 
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and borrowers with subprime loans were substantially more likely to default than borrowers with 
conventional fixed-rate mortgages.5  In fact, 10% of African-American borrowers are expected 
to face foreclosure, compared to only 4% of white borrowers.6  As a consequence of these 
lending practices, communities of color lost between $164 and $213 billion in wealth between 
2000 and 20077

  
, and that number keeps rising as the foreclosure crisis worsens. 

Communities of color whose residents have lost more home equity with each new 
foreclosure8 are also communities that have long been on the wrong side of a two-tiered banking 
system that has disadvantaged minority communities.  Considerable private and public resources 
have been devoted to overcoming this phenomenon and increasing the level of minority 
homeownership.  African-Americans and Latinos historically have had much lower 
homeownership percentages than whites, and homeownership has historically formed the 
keystone of building wealth.  As reported by Kai Wright in a special edition of The American 
Prospect, homeownership represents almost two-thirds of middle-class wealth, and that wealth is 
largely held by whites.  In the early 1990s, only 42 percent of Latinos and 44 percent of African-
Americans owned homes, in contrast to nearly 70 percent of whites.  These lower 
homeownership rates resulted in a racial wealth disparity:  in 2004, 40 percent of African-
Americans and Latinos lived below the asset poverty line.9

 

  However bleak these numbers are, 
however, prior to the foreclosure crisis community reinvestment initiatives were narrowing this 
asset gap.  The foreclosure crisis has reopened the chasm, and threatens to undo several decades 
of redevelopment and wealth building efforts.  

Racial disparities in homeownership and foreclosure rates have driven NFHA to engage 
in the foreclosure crisis.  By directly assisting homeowners through the Hurricane Relief Project, 
assisting NFHA member organizations that provide assistance and counseling to struggling 
homeowners, and engaging with other national civil rights, community, and consumer 
organizations, NFHA has worked to find appropriate solutions to the foreclosure crisis:  solutions 
that will be useful to our clients, solutions that will stop foreclosures, and solutions that will be 
equitable for the communities of color that were the first victims of the crisis.   

                                                        
5 After controlling for credit score, CRL found that subprime loans originated in 2000 were 72% more likely to 
foreclose than conventional loans.  Ellen Schloemer, Keith Ernst, Wei Li and Kathleen Keest, Losing Ground: 
Foreclosures in the Subprime Market and Their Cost to Homeowners, December 2006, available at: 
www.responsiblelending.org.  
 
6 Wright, Kai. “The Assault on the Black Middle Class.”  The American Prospect Special Report: The Credit Crisis 
and Working America. Jul/August, 2009. 

7 Foreclosed: State of the Dream 2008, United for a Fair Economy, 2008. 

8 Georgia Tech professor Dan Immergluck testified before the House Committee on Oversight and Government 
Reform, Subcommittee on Domestic Policy, March 21, 2007 and estimated that for “every foreclosure within one-
eighth of a mile of a single-family home, property values are expected to decline by approximately 1 percent.” 

9 Wright, Kai.  Op.Cit. 



 4 

 
III.  Government Intervention is Vital 

 
 Given the scope and impact of the crisis as discussed above, it was imperative for the 
federal government to intervene at the national level to assist homeowners.  We commend the 
Obama Administration for launching such a program, and for its leadership in seeking loan 
modifications that are affordable and set a standard for the industry.  The Administration’s 
program, HAMP, has laudable goals.  HAMP provides financial incentives to mortgage servicers 
and investors in order to encourage sustainable loan modifications.  By engaging with servicers 
and investors, HAMP has the potential to save many homes and stabilize both families and 
communities.   
 
 In recent weeks, Treasury has reported that HAMP has made progress since its 
introduction the spring of 2009.  As of August 2009, servicers participating in HAMP had begun 
360,165 trial modifications, extended 571,354 offers, and sent nearly 2 million requests for 
financial information to borrowers who could potentially qualify for modifications through 
HAMP.  Fort-seven servicers participate in HAMP, covering approximately 85% of eligible 
mortgages.10  Michael Barr, Treasury’s Assistant Secretary for Financial Institutions, recently 
reported to the House Financial Services Committee Subcommittee on Housing and Community 
Opportunity, that these numbers are encouraging:  although data on the modifications’ 
sustainability is still not available, he said that servicers have steadily improved their 
participation in HAMP since the program’s introduction and declared that the program is on pace 
to meet the administration’s stated goal of 500,000 loan modifications by the end of the year and 
3-4 million modifications by the end of the program.11

  
 

IV.  More Ambitious Goals are Needed to End the Crisis 
 
 In your letter of invitation to testify at this hearing, you posed the question of whether 
HAMP is on course to reach its foreclosure mitigation goal.  The above data indicate that the 
answer to that question is yes.  However, we would respectfully suggest that it is more important 
to ask a different question:  whether HAMP, if it meets its goals successfully, will stem the tide 
of foreclosures in our nation.  Unfortunately, the answer to that question is no. With 9 million 
foreclosures projected in the next 3 years, and a legacy of insufficient pre-HAMP modifications 
also bound for re-default, HAMP’s goal of modifying 3-4 million mortgages does not 
sufficiently meet the crisis at hand.  Unless HAMP’s scope is broadened and its operations are 
improved so that servicers implement it more effectively, the majority of projected foreclosures 
will take place. 

                                                        
10 Making Home Affordable Program Servicer Performance Report through August 2009. 

11 Testimony of Michael Barr to House Financial Services Committee Subcommittee on Housing and Community 
Opportunity.  Available at http://www.ustreas.gov/press/releases/tg280.htm. 
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V.  Improving HAMP’s Implementation and Operation 

 
Industry response is inadequate 
 
The experience of our counselors in the Gulf, which is consistent with that reported by a 

host of other organizations, indicates that mortgage servicers still have not hired and trained 
adequate staff, established the necessary systems, or instituted the quality control measures 
needed to make a systemic loan modification program like HAMP successful.  Some of the 
problems that we have encountered include: 
 

• Communication with servicers is very difficult.  It is difficult to reach servicer personnel 
on the phone, and servicers may sit on hold for hours.  Phone messages and e-mails go 
unreturned.  Phone numbers, fax numbers, point people and policies change frequently 
and without advance notice.  Some servicers will only accept their own proprietary 
forms, creating inefficiencies for counselors who deal with many different servicing 
shops.  Documents are lost repeatedly and must be resent multiple times, delaying the 
resolution for the borrower. 

• Servicers give out inaccurate information about HAMP.  Our counselors have been told 
that only Fannie and Freddie loans are eligible, that the servicer’s investors have not 
given the servicer permission to participate in the program, and that HAMP is only 
intended for borrowers who are underwater. 

• Servicers are violating HAMP guidelines.  A number of servicers have denied borrowers 
because they have a budget deficit, which suggests that the servicer is evaluating the 
borrower based on the back-end ratio, rather than the front-end debt-to-income ratio as 
required under the program.  Servicers are referring borrowers to foreclosure while their 
loan is evaluated for HAMP, or during the trial period.  Servicers have denied borrowers 
because they have too much equity in their homes, even before running the NPV analysis.  
And on many occasions, servicers have said flat out that the investor will not permit loan 
modifications, without any evidence that the investor guidelines actually contain such a 
prohibition or that the servicer actually sought permission for the modification but was 
refused by the investor. 

• Servicers do not provide details about the terms of the modification.  None of the clients 
we have worked with to date have been given any information about what steps the 
servicer took to determine their trial period payment or what to expect the terms of a 
permanent modification will be.  They do not know what the interest rate will be, what 
the term will be, whether there will be principal forbearance or forgiveness, or anything 
else about how the servicer arrived at the new payment.  Not only do they not know what 
to expect for the future, they have no way to verify that the servicer followed the program 
guidelines properly. 

• Servicers do not provide details about the reasons for denial.  Borrowers are told things 
like, “too much equity in the house,” “not enough income,” “budget deficit,” or as 
mentioned above, “investor not participating.”  They have no details about how close 
they came to qualifying and whether there are any changes they could make in order to 
qualify.  Nor do they have any independent means to verify the accuracy of the denial 
reason they are given. 
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• Servicers are not providing permanent modifications in a timely manner.  We are now 
reaching the point where the early HAMP trial periods are ending, and borrowers who 
completed the trial successfully should be transitioning into a “permanent” modification.  
Our experience to date raises concerns about this transition process.  None of our clients 
who are nearing the end of their trial periods have been given information about their 
permanent modifications, including whether they will be eligible and what the terms will 
be.  Nor have they received documents confirming their permanent modifications.  Our 
concerns are illustrated by events that took place just this week with a client in 
Mississippi who received a trial modification in April and made timely payments in May, 
June and July.  Having heard nothing from her servicer at the end of the trial period, she 
continued making the payments in August and September, only to receive a letter from 
her servicer saying that her documents are either missing or invalid.  Her trial 
modification was based on information provided verbally, but she sent in all of her 
documents at the beginning of May.  The servicer had the documents for nearly five 
months, but only notified her of inadequacies almost two months after the end of the trial 
period.  This caused the client great distress, and does not bode well for the success of the 
program. 

 
It is important to note that servicers faced a large volume of loss mitigation requests long 

before HAMP was conceived.  They promised to take steps to ramp up to meet that need long 
before HAMP was launched.  Yet, many months into the program, they still lack the basic staff, 
training, systems and compliance tools to respond to the need.  Counselors and legal advocates 
who understand the program and servicing procedures encounter tremendous barriers.  One can 
only imagine what happens to borrowers who lack representation.  And one has to wonder how 
many eligible and qualified borrowers are ending up in foreclosure because of the failure of the 
servicing industry to take adequate steps to respond to the need. 
 

More Resources Are Needed for Borrower Advocates 
 
The many obstacles that borrowers face in dealing with their servicers are an indication 

that HAMP cannot be successful if borrowers must navigate the process on their own.  Outside 
resources are critical for achieving – or, as is needed, exceeding - the volume of loan 
modifications for which HAMP is striving. First, borrowers must know of the program’s 
existence and recognize that it can help them avoid foreclosure.  Second, borrowers must 
understand what they are required to do to participate in the program, be able to provide 
servicers with the required information in a timely fashion, and understand and evaluate the 
response they get from their servicers.  And third, borrowers must have confidence that their 
applications will be handled fairly and evaluated equitably.  Neither servicers nor the Treasury 
Department can carry out all of these functions effectively.  Rather, borrowers need ready access 
to qualified advisors whom they can trust.  This means that we must have a strong network of 
well-trained foreclosure intervention counselors and attorneys to whom borrowers can turn for 
advice and assistance.  Such resources are particularly critical for in communities where 
borrowers have limited English proficiency, where servicers lack the language skills, cultural 
understanding and relationships to interact effectively with borrowers in crisis.  In these and 
other communities, counselors and legal advocates can not only translate, they can provide 
borrowers with appropriate information bout HAMP, assist borrowers in applying for HAMP, 
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negotiate with servicers, and help interpret servicers’ responses to borrowers’ applications for 
HAMP.  They can make the entire process work with greater speed and efficiency, and they can 
raise red flags when problems with program structure or compliance occur. 

 
More funding is needed for these services, and the structure of the funding must be 

improved.  In addition, counselors and other borrower advocates need access to the NPV model 
and on-line application portal, as well as other technological resources to increase their 
efficiency. 

 
VI.  HAMP Must be Made More Transparent  

 
For borrowers and counselors, HAMP has been a black box.  In order to effectively 

measure the success of HAMP and to ensure that HAMP is adequately serving all borrowers and 
not having a disparate impact on African-American and Latino borrowers, Treasury must: 

(1) make publicly available data about applications received  by all participating 
servicers, including race, gender, national origin, and the outcome of those 
applications; 

(2) give the public access to the Net Present Value (NPV) model, which servicers 
use to determine whether a modification is “in the best interests of lenders, 
servicers, investors and borrowers to modify mortgages,”12

(3) require servicers to provide borrowers detailed and understandable reasons 
for denial when they do not provide a HAMP modification. 

; and  

 
Make Performance Data Available to the Public 

In order to monitor how well HAMP is doing in stopping foreclosures, data on servicer 
performance in absolutely necessary.  Making these data available to the public will allow public 
officials, community organizations and individuals to see how well the program is working in 
their communities and to compare their experiences with others.  Treasury has established a 
system for collecting detailed information from HAMP servicers, but has not yet made detailed 
information available to the public. 

 
Because HAMPis a program related to housing and community development, it also 

brings with it a statutory fair housing requirement.  Under the federal Fair Housing Act (42 
U.S.C. §3601, et seq.), and clarified by Executive Orders 11063 and 12892, all such programs 
must affirmatively further fair housing.13

All executive departments and agencies shall administer their programs and activities 
relating to housing and urban development (including any Federal agency having 
regulatory or supervisory authority over financial institutions) in a manner affirmatively 

  As stated in the statute: 

                                                        
12 https://www.hmpadmin.com/portal/docs/hamp_servicer/npvoverview.pdf 

13 The executive orders are available at http://www.hud.gov/offices/fheo/FHLaws/EXO11063.cfm and 
http://www.hud.gov/fheo/FHLaws/EXO12892.cfm.  

http://www.hud.gov/offices/fheo/FHLaws/EXO11063.cfm�
http://www.hud.gov/fheo/FHLaws/EXO12892.cfm�
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to further the purposes of this subchapter and shall cooperate with the Secretary to further 
such purposes.14

 
      

In plain language, “affirmatively furthering fair housing” means federal programs must 
work to eliminate discrimination and promote healthy neighborhoods and geographic 
opportunity for all people.    

In order to measure whether HAMP funds are being used in a manner consistent with 
their obligation to affirmatively further fair housing, data about the loan modifications must be 
collected and disclosed.  Following advocacy from private civil rights and consumer groups and 
working with HUD, Treasury has laid some groundwork for measuring the success of this 
program in reaching people of color and women.   In addition to other performance data, 
Treasury is requiring mortgage servicers participating in HAMP to collect and report the race, 
ethnicity, and sex for applicants for HAMP loan modifications.  These reporting requirements 
are similar to those of the Home Mortgage Disclosure Act, and are critical for assessing the 
extent to which the program is meeting its mandate not to discriminate and to promote fair 
housing opportunity.     

We commend Treasury and HUD for laying this groundwork.  To date, however, it 
remains unclear how well servicers are fulfilling this requirement.  Nor do we know when and 
how the data will be made available to the public. Currently, only aggregate data have been 
disclosed. Treasury has said that loan level data, crucial for fair lending purposes, will be 
available without servicer information included.     

Open Up and Improve the NPV Model 

One of the key drivers of the decision about whether or not a borrower is eligible for a 
HAMP loan modification is the servicer’s analysis of whether the investors will receive a greater 
return from a loan modification or a foreclosure sale.  The determination of the net present value 
(NPV) of the property is central to this analysis, and Treasury has developed an NPV model for 
use by participating HAMP servicers.  The model considers a range of factors, including such 
borrower characteristics as FICO score, debt-to-income ratio and current default status, along 
with property characteristics such as its estimated current value, its future resale value, the length 
of time it will take to sell at auction, among others.  Clearly, the specific information about the 
borrower and the property that are entered into the model and the formula for weighing that 
information are critical. 

However, the HAMP NPV model is a complete black box.  The model itself is not 
publicly available.  Treasury is permitting certain servicers to customize the model for their own 
use, and these modifications will not be publicly available.  Borrowers do not know what 
information about them or their home has been entered into the model.  They do not know what 
assumptions the model uses about the value of their property, the likelihood that it will be 
stripped of plumbing, appliances and the like before it can be sold, how long it will take to sell 
after foreclosure or much it will likely bring at sale, the likelihood that they will cure their 
default without intervention, or a host of other factors.  They do not know what the result of their 
                                                        
14 42 U.S.C. § 3608 
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NPV analysis is, and whether modest changes in the inputs to the NPV model would yield 
different results.  They do not know, if they failed the analysis, whether they are short by a few 
dollars or many thousands of dollars.  They do not know with certainty whether the servicer even 
ran the NPV analysis.  Rather, they are forced to take it on faith that the servicer ran the analysis, 
that the NPV model’s assumptions were valid for their particular circumstances, and that the 
result was accurate. 

That’s a lot of faith to ask for from borrowers, and from the public.  We believe that the 
NPV model itself must be publicly available, and that borrowers must be given access to both the 
inputs to the model that were used for their NPV analysis and the outcome of that analysis.   

Further, we recommend that the following improvements be made to the model: 

• Currently, the model uses a formula to calculate cure rates.  However, actual data about 
cure rates – such as that published by Fitch - are available and updated periodically.  The 
model should use these data, updated quarterly, for a more accurate reflection of current 
experience. 

• The HAMP NPV model uses state-wide or MSA-wide information to assess the risk of 
theft and vandalism.  However, the actual experience of theft and vandalism can vary 
widely by neighborhood, or even within a neighborhood.  Where more granular 
information is available, such as census tract level data, this should be used by the model 
to provide a more accurate analysis. 

• The foreclosure timelines used by the model should be updated quarterly to account for 
the increased time foreclosures are taking as the numbers increase. 

• The model uses state-wide or MSA-wide data to estimate the time it takes to sell real 
estate-owned (REO) properties.  This factor also varies considerably by location, and the 
data for a smaller geographic area, such as a census tract, should be used for the NPV 
analysis. 

Give Borrowers Detailed Explanations for Denials  

Currently, borrowers who are turned down for a HAMP loan modification report that 
they receive very little information about the reason(s) for their denial.  At times, the reasons 
they are given are confusing or make little sense, as described in more detail above. This makes 
it difficult for borrowers to know whether their applications for loan modifications were handled 
properly and whether their servicer followed program guidelines accurately.   

Borrowers must be given an explanation of the reasons they were denied a modification 
in plain language and with sufficient detail for them to understand why they were turned down 
and whether there is anything they can do to change the decision.  This is particularly important 
for those borrowers who narrowly miss qualifying for a modification.  In these cases, correcting 
errors in data entry, inaccuracies in property valuation and the like could make the difference 
between a family saving a home or losing it.  But unless the borrower knows where errors might 
have been made or what other changes in their circumstances might make them eligible for a 
HAMP modification, that opportunity will be lost. 



 10 

VII.  Strengthen Accountability in HAMP 

The Obama Administration came into office promising to adhere to the principals of 
transparency and accountability.  Nowhere are these needed more than HAMP, through which 
American taxpayers have committed an unprecedented amount of public funds in an effort to 
help solve the worst crisis this country has faced in decades.  The consequences of failure are 
severe, for individual homeowners, the communities in which they live, and for the country as a 
whole.  A tremendous amount of public trust is on the line.  To justify and maintain that trust, 
HAMP must be fully transparent and accountable in all its operations.  Transparency and 
accountability have several components. 

Provide Strong Oversight  

Strong oversight is essential to make sure that servicers are following the guidelines 
consistently and completely, borrowers are being treated fairly, and program funds are being 
spent appropriately.  Treasury has tapped Freddie Mac as its compliance agent for HAMP, and 
has indicated that Freddie Mac has begun reviewing participating servicers for compliance.  We 
know very little about the schedule, nature or outcome of those reviews. 

Institute Measures to Ensure Compliance  

In cases where servicers fail to comply with program guidelines, and borrowers’ 
applications for loan modifications are wrongly denied, servicers should be subject to sanctions 
and steps should be taken to make those borrowers whole.  It is not clear what compliance 
options Treasury has available, other than the extreme step of expelling errant servicers from the 
program.  Treasury has provided servicers, investors and borrowers with a set of carrots to 
encourage participation in the program.  It also needs a full range of compliance tools, or sticks, 
to make sure that participants adhere to program guidelines and procedures. 

Provide an Appeals Process for Borrowers  

 Given the complexity of the HAMP program and the missteps along the way to full and 
effective program implementation, it is inevitable that errors will be made in the handling of 
some borrowers’ applications.  Certainly the current reports from the field indicate that such 
errors have occurred.  Yet, a borrower who feels that his or her application was wrongly denied 
has no avenue for appeal.  Some servicers have indicated that they have “second look” programs, 
in which they review denied applications to ensure that the denial was not made in error.  
However, these second look programs are aimed at compliance quality control and are internal to 
each servicer.  That is, the servicer’s own staff reviews the application.  The borrower cannot 
initiate the review, neither the borrower nor his or her advocate participates in the process, and 
no independent, neutral party takes a new look at the borrower’s application.  We believe that 
HAMP needs an independent appeal process through borrowers can seek a review of their 
application when they believe it has not been handled properly. 

VIII.  Changes Needed to Improve HAMP 

 To maximize the impact of HAMP and increase its ability to stem the tide of 
foreclosures, a number of changes are needed to the program.  Key among these are: 
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• All foreclosure actions must be stopped while borrowers are being reviewed for loan 
modifications.  There are many incentives for servicers to continue moving a loan toward 
foreclosure during the HAMP review process.  This increases the fees for which the 
borrower is liable, sometimes by thousands of dollars.  Because these fees are capitalized 
into the unpaid principal balance, they make a modification more expensive, and may 
even prevent the borrower from qualifying for a modification at all.  The current HAMP 
guidelines, which allow this, should be changed to prevent this from happening. 

• Interest rate reductions must be made permanent.  One of the best features of HAMP is 
its goal of providing affordable mortgage payments.  However, the reduced interest rates 
which are the primary tool for achieving affordability remain at an affordable level only 
for a five year period.  After that point, the interest rate steps up to a predetermined rate.  
Instead of creating a permanent solution for borrowers, this model sets them up for 
possible redefault in the future.  Rather than forcing the borrower, the servicer, the 
investor and the taxpayer to revisit this issue in five years, we should make loan 
modifications now that will remain in force for the remaining life of the loan. 

• Borrowers must receive principal reductions.  HAMP allows, but does not require, 
servicers to offer principal reductions to borrowers.  We are unaware of any cases in 
which this has happened.  Yet principal reductions can be a critical component of 
sustainable loan modifications.  They help to restore the balance between the borrower’s 
mortgage debt and the market value of their home, a balance that was distorted by the 
unsustainable mortgage products that flooded the market in recent years.  This balance is 
particularly important for people who need to move, whether to find a new job, or for 
health, family or other reasons.  Without principal reduction, these borrowers are stuck in 
their homes and without the necessary mobility to adjust to changes in life circumstances.  
Further, without a more aggressive approach to principal reduction, it is unclear how 
HAMP will be effective in preventing the anticipated wave of new foreclosures expected 
to result when 750 million Option ARMs are recast next year,  and 250 million others are 
recast in the following three years.15

• Repeat modifications must be available to borrowers who default.  Circumstances in the 
life of borrowers are subject to change.  People’s income can decline, whether for brief or 
longer periods, due to changes in family or job situations.  Given the unemployment 
picture, which is grim and expected to remain so for quite some time, we can expect that 

  Many Option ARM borrowers are severely 
underwater.  That is, their loan balances far exceed the current market value of their 
properties. Evidence indicates that these borrowers are already beginning to make the 
strategic choice to walk away from their mortgages because of the unlikelihood that their 
property value will ever rebound to the level of their mortgage balance.  All of this 
indicates a pressing need to adjust the HAMP guidelines to make principal reductions 
more readily available. 

                                                        

15 Brian Lewis, Option ARMs Threaten Housing Rebound as Resets Peak, Bloomberg.com, June 11, 2009.  
Available at http://www.bloomberg.com/apps/news?pid=20601109&sid=aQ_ZgC75Zfyw. 

 

http://www.bloomberg.com/apps/news?pid=20601109&sid=aQ_ZgC75Zfyw�
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a number of borrowers who receive HAMP loan modifications will redefault.  The goal 
of the program is to stop foreclosures, and to do so effectively in the current economic 
climate, its guidelines must be modified to allow for repeat modifications.  Failure to do 
so will simply lead to a new wave of foreclosures down the line. 

• Mortgages must be assumable by family members.  Death, divorce or other changes in 
family circumstances should not force family members whose names are not on the 
mortgage note to face higher mortgage payments or loss of their home altogether.  
Precedent exists, in federal law and policy, to allow family members to assume a 
mortgage in a variety of circumstances and as a way to address mortgage delinquencies.  
HAMP should adopt the same flexibility. 

IX.  Other Changes are Needed to Stop Foreclosures 

 Even with these recommended changes, it is not clear that HAMP alone is sufficient to 
stop the foreclosure crisis.  We believe that a number of other actions are needed.  In particular, 
we urge the following: 

• Congress should mandate that servicers offer loan modifications to borrowers where 
such modifications yield a greater return to investors than foreclosure.  This simple step, 
which is outside the scope of a voluntary program like HAMP, could help tip the balance 
away from foreclosure and toward loss mitigation.  In doing so, it would save homes, 
help families, and stabilize communities. 

• We should expand the availability of court-supervised mediation programs, building on 
the successful examples before us and providing adequate funding.  Mediation – done 
well - is another tool that can help restore the balance between the interests of borrowers, 
servicers and investors and lead outcomes that serve all parties fairly and equitably.  
Mediation programs are still in their early stages, and their approaches and results vary.  
Federal support to develop and promote best practices and to increase the capacity and 
availability of strong mediation programs would be very helpful. 

• Congress should allow judges in bankruptcy proceedings to modify mortgages on 
primary residences.  This would also help eliminate some of the structural disincentives 
for servicers to pursue loss mitigation.  It would provide an alternative for borrowers who 
are stymied by the inability of servicers to respond effectively to the volume of requests 
for loan modifications.  And it would allow mortgage debt to be realigned with actual 
housing values, improving the long term stability of the housing market. 

X.  Conclusion  

 With HAMP, the Treasury Department has made important strides in the effort to end the 
foreclosure crisis.  The requirement that payments on modified loans not exceed 31% of the 
borrower’s gross income is a significant change from the common practice of many mortgage 
servicers pre-HAMP.  Also important is Treasury’s goal of establishing industry-wide standards 
that shield servicers from liability and are applied to modifications made outside the program.  
However, a number of changes are needed to maximize the program’s effectiveness, and more 
importantly, to truly stem the tide of foreclosures that is devastating millions of American 
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homeowners and the communities in which they live.  Further, it remains unclear whether 
HAMP will be effective in meeting its fair housing mandate and treating borrowers of color in an 
equitable fashion.  We urge the Congressional Oversight Panel to use its resources to explore 
these issues in greater depth and to encourage the implementation of the steps needed to end the 
foreclosure crisis and prevent its future recurrence. 

 
  


