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I. B¡,cxcnouxnoxsBcunrrrz¡.rrox: TEPr.¡'vsns

The traditional model of a local bank makin g amortgage loan from deposits on hand and

then paying offdepositors over time as thé homeowner makes his monthly payments is a vestige

:,.,*.of fliepast. It.is,,still done on rsmallseale. at some:corimunify ba¡ks and'eredit-unions,'hutthe-::--:. '-:-: ::-:-:--

vast majority of mortgages are no longer handled this way in the UniJed States-

Tnstead, virtually all mortgages are securi tized. That is, the lending industry is divided

into two markets: l) the primary market; and 2) the secondary market. The prinary market

consists of loan originators who take loan applications from consumers, underwrite them, and

fund and close them- Typical primary market actors are commercial banks, mortgage banks,

mortgage companies, credit unions, and mortgage brokers.

. Once a loan is closed, it is sotd to investors, or the secondary market. The proceeds from

the sale fund the primary market's new lending operations. Once sold, the loan is pooled along

plqr"rt -" the Governnent Sponsored Enterprises ("GSE's") such as Fannie Mae, Freddie

uank Sîstem. -ãAditionr¿llv. there isY' is a vasf "private label"Mac. and the Federal Home Loan Bank System

secondary market fult of private, institutional investors such as investnent banl$, insurance

companies, pension'fi.rnds, and hedge funds-

For private label mortgage back securities, the pools of loans are divided into tranches of

5imilar types of loans or risks. The incorporating documents of these MBS' a¡e called pooling
, :..

and servicing agreements ('PSA') that define the rights of each tranche holdei 3¡.well as loss
...i',..:

mitigation options available to any contained loan. ln one particular MBS, for gxample, there

may be an investor who only receives the interest payments on loans witt ci¿ait i"or"s ol0ù'700.
'','-tlt,.

Others only receive the principal repalment. Still others only reeeive the pre-payment penalty
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fee on tsans where the credit score \Mas below 620. Finatly, some investors only receive money

if the mortgage is foreclosed upon and the house sold. On the loss mitigation side, the PSA

nigbt state that onty 5% of the loans where the credit score is under 620 may be modified.

:- ' Obviously these investors-hàvacompeting interests. To manage their interests;.mortgage'. , . - ;:'

backed securities employ a trustee to manage the affairs of the MBS. The two major trustees in

the United States are Deutsehe Bank and Ba¡k of New York. The trustee's job is to maximize

the value of the MBS as a whole. They do this by hiring a servicing compâny to manage the

performance of the loahs within the MBS. The servicer performs the following tasks:

1. Collects payments from borrowers
2. Pays escrowed items such as property ta:res and insurance

3. Custodial accounting and disbursement of borrower paym.ents to the trustee

4. Legal comPliance
5. Loss mitigation and foreclosure on delinquent loans

ln exchange for this ,wortq the servicer deducts a fee of between 0.25% and 0-3o/o from the

the expenses of foreclosing to the tustee. Mortgage loan servicers are regulated by the U.S-

Treasury Deparbnent's Office of the Comptoller of the Currency, ("OCC")-

Major servicing companiss include Countrywide, Wells Fargo, Saxon, Liffon Loan

Servicing, Chase, EMC, Select Portfolio Services, American Home Mortgage Servicing, and

many others- Each of these servicers built their business model on an ao;ticipated I-2o/o

delinquency rate and projected revenue based on most of the lsans performing. Now that loan

delinquency rates range from 15-48olo, servicers are facing a two-fold problem: 1) they do not

have staff to provide the high-touch work of getting loans performing agun; and 2) they are

losing a major portion of their revenue.



Even with Çgþ l6ans, Fannie Mae and Freddie Mac bave set up guidelines on what loss

mitigation options are available. These can sometimes be more or less reshictive than what

private label MBS's offer. Also, they do not manage their own loans and employ servicing

Because the servicer is charged with managing loss mitigation and foreclosure on

delinquent lsans within an MBS, it is the servicer with whom you must negotiate. Thus there

are two layers of bureaucracy: the servicer is merely the agent for the decision-maker, the

trustee, who, in tumo is an agent for the investors. This canbe particularly frustating because

the servicer will often reject a reasonable loan modification because it does not meet "investor

guidelines" and one has no recourse to appeal to the investor directly.

Thing to rememher: the loan servicer is mereþ the øgent for the investor ønd

høs no independent øuthorily to offer ø loøn modiJication. The servicer will
alwøys høve to run it by the ínvestors beþre making øfinal offer-

tr. Avlr,¡¡r,BLossMltrc¡,norqOrrroxs

Ãs sh 
-loss 

miTgffion anf foreclo-s-ure on

delinquent loans within an MBS. The options ayailable are predetermined by the PfA at the

time the MBS is created. Additionally, the trustee will create a more specific set of loss

mitigation options based upon the currenl perfotpance of the loans in the MBS.

Generally, however, the options are fairly standard and the terminology is unive¡sal

across the loan servicing indushry. Loss mitigation options fall into ¡vo categories: 1) retention

options; and 2) non-retention options. Retention options arg those in which the borrower is

somehow brought back on track and keeps their home. Non-retention options are for borrowers

who cannot be brought back on tack and must exit the home'but want to avoid the emotional

and financial disaster of a completed foreclosure.



A. Retention Options. A pre-requisite to any retention option is that the hardship

causing the delinquency has been cured or will be cured by the retention option. If, say, the

homeowner has no income, then no retention option will be feasible over the long term. There

z- ' ...--::;-;.æe tbree 'ntaíir reteffion:oÞtioris-:,.=,,¡¡lepayment. plan;-2)-.fcirbearaneé 
'agieement; 

and-.3),-loan. '.:¡---: 
i.

modification.

Repayment PIan. Repayment plans are increases in the montÏly payment

to cure an ilrearage rurtil the homeowner beoomes current.

F'orbearance Ä.greement. Forbearance agteements reduce or suspend

monthly mortgage paynents for a specific period of time. Once payments

resume, the homeowner will go on a Repayment Plan to get caught up.

Loan Modification. Loan modifications create a temporary or permanent

change to one of the essential terms of the loan. Loan modifications can

1.

t

J.

change: l) mterest rute;'2) loan term; J) payment ctue oate; an(l +)

outstanding princþal (either increase or decrease).

Some servicers will do a'fuaterfall analysis" in which they expect a homeowner to try a

repayment plan fust and if that does not work, attempt a loan modification. When exploring a

modification, the servicer is limited by the trustee's guidelines and the PSA on how low the

interest rate can go, how long tle loan modification can last, and whether principal can be

reduced. A homeowner must stick to any retention option he agrees to. If he defaults on the

plan, it will be that much harder convincing the servicer that he will not default on another plan.

If a sergicer cannot or will not offer any of these retention options to the homeowner, the

altematives are non-retention options.



B. Non-Retention Options. Non-retention options are for homeowners who do not

quafiry for the retention options. ultimately they must lose the home but can do so without a

foreclosure judgment on their credit and the bumiliation of the sheriff evicting them. There are

foreclosure.

l. Sale of the home. The homeownrr simply sells the home to someone, the

proceeds of the sale pay offthe mortgage. This preserves the homeowner's credit score and they

may be able to recover some equitY.

2. Short SaIe. Where the homeo\ryner cannot find a buyer willing to pay

enough for the home to pay offthe mortgage. The sen¡icer may agree to accept the highest offer

in full satisfaction of the debt. For 2009, any principal forgiven in this manner is not taxable

income to the homeowner. This option has two pifalls: 1) it requires tustee approval which can

that long and}) some servicers are including an IOU in their short sale paperwork in which the

homeowner sims a new promissory note for any principal l'forgiven."

3. Deed-in-lieu of Foreclosure. This option simply signs over title to the

servicer in exchange for forgiveness of the mortgage dcbt. Some seryicers are willing to offer

money to homeowners for this. Typically it's called "Cash for Keys" or moving money.

A short sale or deed-in-lieu of foreclosure will hurt tlre homeowner's credit score but probabty

not as much as a completed foreclosure. Furfheflnore, down the road the homeowner can show

potential new lenders that they were pro-active and worked with thei¡ lender when they were no

longer able to pay their mortgage.

Thing to remember: the option musl make economic sense Íor the servicer but
even w.hen-it shoald the servicer is also dealing with trustee ønd PSA restrictions



that míght prevent ø good resulL Additionalþ, eøch PSA and trustee will høve

different rules at øny given tìme So ø servicer might not be øble to offer the
sume options to two similarly- situøted homeowners.

m. Assnssnc ¿. Howowxrn's Fnv.l¡qcmr. Srru¡.rrox

In order to figure out what is type of option a homeowner night qualiry for, one must do

an economis analysis of the household budget. This requires preparing a detailed household

budget that includes net income ûom all sources, utility and fixed expenses, car and fuel costs,

food expenses, other debt payments such as credit cards, sfudent lsans, child support payments,

and discretionary spending. For retention options, most service¡s will expect to see a modest

- monthly budget surplus after the option is put into effect. In the event that the household budget

does not suppof any retention option, the servicer will expect to pursue a non-retention option.

Practitíoner's Tip: Homeowners chronicølly underestimøte their household
badgets. Knowing whøt the homeowner cøn øctuøIly øfford to pøy ß crucial to

lhe v' ^s r|fu.nJ, retention oftion, Reøuire the homeowner to bring in all their
bills so yoa cøn verify thøt the budget is øccurøte.

Of the last 1,000 homeowners who have called NHS of Chicago, they break down into 4

main groups based on household budget. These groups are illustrative of what you might expect.

A. Group A Sustainable Loans with a life event. These homeowners have good

income but have had a temporary set back such as a medical expense, job loss, or

underemployment but are now back on track. They need help dealing with the months of

mortgage payments they have missed but could pay moving forward. They represent only 13%

of the households that call NHS. Their household budgets typically look like tLis:

Net Income:

Mortgage Payment (PITÐ
Credit Card Payments
Student Loans
Car Loans

$1,305.79
st44.62
597.40
fi404.47

s4,789.45



Medical Bills
Utilities
Flexible Spending

Total

$64.83
$3s6.82
$1.118.60

$3,598.89 54,789.45 =75"/" Debt Ratio

': ..:.:,.'. : .. . " 
' 

- ,,-For homeowners in-this'group;'.there "is' suffreient çisu¡Blus? ineome for them' to, enter into '

a repayment plan with the servicer. Furthermore, their mortgage payment is only 27Yo of thetr

net montbly income. Most likety, the servicer will not even consider any other option

B. Group B, Marginal loans with compounding factors. These households have

reasonable monthly net income, however, their mortgage payment represents at least 50Yo of

their net income and they are struggling to remain current. Also, they do not have the income to

afford a repayment plan- I¡ order to stay curren! the homeowner needs a reduction in thei¡

monthly mortgage payment. This can be achieved through a loan modification that reduces their

e to,a¡oun d 6% or less. They represent only 20o/o ofthe households that calt NHS.

- -- ,-,-'," ='tJ¡

Net Income: s3624.01

Mortgage Payment @ITI) $1826.07
Credit CardPayments $117.04
Student lsans $41.86
Ca¡ Loans $285.70
Medical Bills 974.53
Utilities $302.92
Flexible Spending

Total $3606.89 $3624.01 =99%ò Debt Ratio

For homeowners in this group, a loan modification could reduce their monthlY mortgage

payment by several hundred dollars providing them with the necessary monthly surplus the

servicer is looking for.



C. Group C. Unaffordable Loans. These households þys unafFordable mortgages

due either to an increase in interest rate or decrease in household income. The mortgage

payment eats up about 78%o of the entire net montbly income. They also bave other outstanding

--,. -debts thaf. càusê.-the "househsld-budget to be,in ,the red. Tofirl-household. debts:.hover: u¡6¡¡¡d--.."--- j :=.ii-.-

l3l% of net income. For these homeowners a repayment plan is out of the question and a mere

loan modification will not make the payment susrainable over time. To be sustainable, they need

loan modifioation which provides a combination of a lower interest rate and approximately 20Yo

principal reduction. If the servicer is rinwilling to offer such a loan modification, then non-

retention options are the only avenue left. These homeowners represent l4Yo of thehouseholds

that call NHS. Their household budgets are quite dire and typically look like this:

Net lrcome:

Mortgage Payment (PITÐ
Credit Card Pavments

$3091.s1

82409.22
$132.31

¡ifuctent Loans sóó.u0

Medical Bills
Utilities
Flexible Spending

Total

D. Group D.

s237.84
$5s.64
s3t7.4s
$846.53

$4064.98 $3091.51 =l3I%"DebtRatio

Unsustainable Loans. Unless they can quadruple their incomes,

these households have no serious hope of securing a retention option. Their best course of action

is to pursue a sale, short sale, or deed-in-lieu offoreelosure as soon as possible. Their average

mortgage payment is 100% of their net monthly income. Thei¡ other debts are also crushing the

household budget. Thei¡ average total debt ratio is 170% of net income. What they would need

¡s þs s¿stainable is a reduction of the interest rate to ÙYo and forgiving over 20o/o of the principat

balance. Currently, very few, if any, servicers are offering such loan modifications. However,



since the mortgage paym.ent is usually so high, they stand a good chance of being successful

renters if they can find an aparhent for under $1,000 per month. Unfortunately, they represent

53o/o of thehouseholds that call NHS. Their household budgets typically look like this:

; ;;; -f i -;-r: ::=:l.i,,Neû'tncome; :r:::': r.'-'-:;-jr:--.:

I

I

¡.t
. _ ; -..1:;.:._::i.:j_!:ij.:_,:..j ::.-.{

I

Mortgage Payment (PITI)
Credit Card Paym.ents

Student Loans
Car Loans
Medical Bills
Utilities
Flexible SPenrling

Total

$2190.14
$14s.86
$28.3s
9200.47
$43.s3
$306.46
9762.s0

$3677.30 52171.L2-- 170"/0 Debt Ratio

Once you have assessed a homeowner's frnancial situation and plotted them against the

main retention and non-retention options, you are ready to begin speaking to the servicer about

pursuing the best oPtion.

omeowners

properly tuxes go tlp dramatically after a year or two of ownership' If the

--senicerescrowi=:naV-operry-f uxp-ayment;th-rsmrce-rwilf Pry1h@
property taxes ønd send the homeowrier ø bill støting thøt they have'øn escrow
-deliryquency.d.ue 

immediøtely an:d a notice thøt they mast ølso escrow more

money per,month to cover the next tøx bill. Try negotiøting wíth the servícer to

extend the repayment of the escrow over ø longer term, such øs a yeur or six

months.

Practitioner's or
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rv. Nscorr¡,rnqc \Mrrs Tfu Spnvrcpn

Loan servicers handle 1þei¡ [sans through three main branches: 1) customer selice,

which handles current t6ans; 2) collectíons, which handle loans between I and 90 days

i-.::'!.:...-....'.'dè1inqüêñq...an'd3).toss]iiütiEãtio4-which-hairdIes-1õ¿¡rs:arfer90',days.deliiiqrrency-=

tbrough to foreclos*e.l Depending on where the homeowner is in the foreclosure process, one

of these deparbnents wilt have the file. Each deparhent \¡/ilt also treat the homeowner

differently. Customer service is polite and courteous. The collections departuent behaves like

any other collection agency. Loss mitigation is supposed to cooperate with the homeowner to

find a reasonable solution. This is not always the case, however, as servicers have had to hire

additional loss mitigation staff to deal with the current crisis. They often pull their collections

employees into loss mitigation. Thus, they bring to loss mitigation the bullying attitude they

developed in collections.

Prøctitioner's Tip: These three depørtments often do not communicøte

,

mifigøtion depørtment while the homeowner
calls from the collectíons departmenl

is still receiving bullying phone

You can reach out to the servicer in several different ways. You can call the 1-800

number on the homeowner's monthly mortgage statement. If you do, you wilt be transferred to

the front-line staff of one of the above-deparhnents and have to wait your tum. It can take up to

an hour of being on hold to get through to someone. You can also use a dedicated contact at the

servicer (see Appendix) to reach someone more qualified or a supewisor if you are having

tuouble getting through.

I There is a fourth deparhent which manages property post-foreclosu¡e. This is called the Real Estate Owned

C'REO") Department.

11



Practítioner's Tip: Yoa muy be bounced around from person to person every

time you call, so muke sure you keep records on who you spoke to, the døte, and

whøt they told you Even helter is to follow up eøch conversation wíth øn email,

Ietter, orfax conftrming the substance of your conversøtion.

:--;...::._-.--.-.;.:';;:'.Qnçp.-.y.9-l¡.g9.t,'.úLough---to-_thp-"-qgr-içpr...th.çy

authorization or letter of representation so they can speak to you about the borrower's loan-

Most will accept a form authorization you draft. Some have their own forms that they witl

require you to have the homeowner sign. Once the authorization or letter of representation is

received, the servicer witl speak to you. This process can be daunting. Servicers take, on

ave¡¡age, two weeks to acknowledge receþ of the authorization- In many other cases, the

servicer will deny receiving the fax or letter explaining that it was sent to the lrrong fax mrmber

or address.

¡

I.t

Once the authorization is received and acknowledged by the servicer, your next step will

homeolvner's

homeowner must also su6ñ-t supporting-dõcumentationTffi as pay stuEl ilank statements,

proof of homeowner's insurance, and a hardship letter. Each servicer has its own form for

this worksheet and most are available on-line. (see Appendix for a sample forrn). Once the

packet is complete, you can forward it to the servicer. Incomplete packets will delay processing

until all documents are received.

'When preparing a budget with the homeowner, look at ways he/she can tim unnecessaly

expenses such as cable, internet service, cell phones, dining out. The servicer will see these

Ðqlenses onthe budget and expect the homeowner to make some sacrifices of his own. If you

cannot showthat keeping the home is a priority to the homeowner, you may have a difficult time

negotiating a reasonable oPtion.

12



Once the financial packet is received by the servicer, expect to wait a few weeks for a

decision- Some servicers can take months to reach a decision. Others can act more quickly. In

due time the servicer will propose an option. Many servicers will ignore your authorization or

.:-:'.-..--''.::-lettêr''ofrepresentation.anúd'ireeta1l-oftheiroutgoingcomfiIImioafiontothghomeownen:-.Expleef'.:.l.'=

to receive a call from the homeowner stating that the servicer just called them or sent them a

form. The option may not be the one you are looking for and you may need to negotiate a better

deal for the homeowner.

Prøctitioner's Típ: Do not expect a good initíal offer from the servicer. Their
job is to keep the pøyment øs close to the loøn terms us possible. Also, if the

homeowner does not qaalify for a retention option, the servícer míght simply cat

tfÍ comrmunication and not introduce non-retention options. You muy have to

bríng those ap yourself,

Do the math on the option presented by the servicer- The track record of servicers is not

acttn\Iy incrèased the homeowner's monthly payinent. Ihe reason for thrs 1s that tne

modif,rcation \Ã/¿rs nothing more than afreezing of the interest rate, capitalizalton of the current

anearage (¡npaid interes! late fees, attomey fees, etc-), and recalculation of the mortgage

payment based. upon the higher principal balance. In those cases, tle homeowner is actually

worse off than before and has an even larger principal balance. As part of negotiating' you can

push back and explain to the servicer that the option is not sustainable.

When negotiating, remember that servicers do not know what is going on in yow

community and you have the chance to enlighten them on real estate values and the job market.

They base the option they offer the homeowner on the capacity to repay and the risk of loss in

the event of foreclosure. Thus, substantial negative equity works in the homeowner's favor. The

servicer probably thinks the home is still worth the full loan amount or more. This is simply not

13



true. The average loss on a foreclosure in November 2008 was 57o/o of the loan amount. In

other words, in the event of a complete foreclosure on a $200,000 mortgage, sewicers can expect

to recover about $86,000. You might want to submit a nev/ appraisal or comparative market

-::-;-;=::=:flsalysi*to.the-servicerifo:shsr¡r-that-.theirrisk-of,,loss. if.they. do'notoffer¿.Joa.u,nrodifcationjs-'.."''¡-r;:=---,-::

substantially greater th n they realized. Altenratively, ask them to do a drive-by appraisal, called

a Broker's Price Opinion ("BPO") to see for themselves how little the house is worth.

If you continue to have problems getting a reasonable option on the table, consider

escalating the case to a supenrisor. Oftentimes the frontJine staff is overwhelmed or

inexperienced and will ignore difficult cases- A supervisor can help push a câse tbrough.

Additionatly, new programs appear to befuddle front-line staff. When the senior level managers

pf the servicers make public announcements about new programs, that knowledge may not

trickle down to the front-line stafffor many weelcs. For example, many servicer front-line staff

not aware s new progrâm even

Finally, remember that the foreclosu¡e timeline in Illinois takes between 13-15 months

from first missed payment to eviction- As tirrie goes on, the servicer might become more

desperate and offer a better solution- And, the homeowner may find additional income that

would support a better option.

Practitioner's Tip: Advise the homeou)ner to søve what they would høve paid on
their mortguge. If a deal is reøched, they will need thefunds us u down payment
on their retention option

v. Cr-osnvc THEDEAL

Once you have worked out a sustainable solution with the servicer, your client will be

called upon to execute an agreement memorializing its terms. The appendix contains several

t4



samples including a repayment plan, loan modification agreement and deed-in-lieu of

forecloswe. Review these documents closely as they often contain boilerplate that could ha¡m

the homeo\ryner's interests. Firs! they usually recite an arreaÍage amount that might not be

^ ¿ccutate.. ,.Double cheök that. the.amoirnt the, SeÍvicei-elaimsi.is outstanding;is:t¡orrect.-.. SeconÇ- J-.':-. :. ,' . .

they often contain a waiver and release of any and all claims against the servicer, investor,

trustee, and anyone involved in the origination of the loan.

Most agreements must be executed by the homeowner and notarized within a certain

amount of time. Check the deadlines to make sure the document is not retumed late. Return the

documents via Federal Express or some other assured means of delivery. Some servicers will

not extend the offer past the deadline- Also, some agreements require a down payment from the

homeowner. Before agreeing to the optioq ensure that the homeowner has funds available to

make the payment.

on the option presented to the homeowner, the servicer may continue to report them late to the

credit bureaus. Find out from the servicer how they will teat the account during the repayment

plan, forbearance, or loan modification period.

VI. Pnrsmn¡¡rOsaua'sPuqx

Announced on March 4, 2009, President Obama's "Ilome Affordable Modification

Plan" creates consistent loan modification guidelines so that one knows what to expect from the

servicer. In essence, the plan is a federal subsidy payment to loan servicers in exchange for a

reduction in montlly mortgage payment. The plan is open to any loan regardless of who owns it.

Most loan servicers have anlounced that they will participate to some degree in the ptan. The

15



only exception is FHA and VA insured leans. Federal law will soon be changed to allow these

lo¡ns to qualiff for the plan.

1. Must be owner-occupiú 14 unit properties with balances no gteater than; 5729,750,

$93 4,200, $1,129,25A, and $ 1,403,400, respectively-

2. Mortgage was originated before January 1,2009

3. Applies to single farnily, condo, co-op, town homes, and manufactured homes; and

4. Does not matter how delinquent the homeowner is or how much negative equity they

have.

If a homeowner qualifies, the analysis the servicer goes through is fairly simFle. First'

calculate 3lYo of gross monthly income for all borrowers on the loan. Second, try to lower the

mortþ-age payment (PITIA: Principal, Intérést, Taxes, fnSürance, and Condp Assessments)

on the first mortgage to this 31% number. The servicer can do this in three steps: l) reducing

the interest rate to as low as 2Yo; 2) extending the loan term to 40 years; and 3) reducing or

deferring some portion of the principal-

To calculate what the homeo\ryner's monthly mortgage payment would be atZYo, you can

use a business calculator, website, or simply take the outstanding principal balance, divide by

1,000, and then multiply that by 3.7.

, Principal balance / 11000 X3.7 = mortgage payment atLo/o interest 
,

Subtact the ta¡r escro\4¡, insurance paymen! and assessmenls from 31% of the homeowner's

gross monthly income. If the remainder is equal to or greater than the 2% montbly interest

16



payment, the homeowner should quuliff without an extension of the loan's term or princlpal

reduction.

Before reducing principal, the servicer will do a net present value analysis of the loan to

-.. .--¿et¿n¡iriè-if-.itjs.fnOfe;eost,effeõtiletsifo$ive.prineipal-öi.toforeclöSe.'This-doe'slñbtmeari.thÞ,i:--',,..-

homeowner is automatically entitled to a 2o/o lntercst rute. Rather, whatever interest rate is

necessary to achieve a37Yo of gross monthly income ratio is what will be used. If a homeowner

has a second mortgage,they must pay that as usual without any federal assistance-

The modification will be in place for five years. The servicer will be paid $1,00.00 for

entering into the loan modification with the homeowner. The monthly mortgage payment will be

subsidized by the Treasury. They wilt also receíve"pay for success" fees which will be awarded

monthly as long as the homeowner stays current - up to $1,000 for 3 years. If the homeowner

remains current for five years, he will receive a principal reduction payment of $5,000 from the

Treasury. At the end of thé five years, thê interest rate can increase I"/o pu year untrl rt caps out

at the prime rate atthe time the homeowner received the modification. (i.e., today's rate would

be 4.7%).

If a homeowner qualifies for the plan, the servicer will then calculate their "back end"

ratio, which is the percentage of mortgage payments, other credit report debt divided over gross

monthly income. If that ratio is over 55%o, the homeowner still qualifies, but must sign an

agreement to seek and undergo credit and budget counseling with a HUD-Certified housing

cognselirg agency.

In some cases the homeowner will not have sufficient income or negative equity to make

President Obama's plan work. There is $1.5 Billion in moving money for such homeowners.

The details of how this money can be accessed have not been released- If a servicer or trustee

L7



declines to participate in the Plan, President Obama is purzuing ehanges to the Bankruptcy Code

that would enable homeowners to restructure their mortgages in Chapter 13. Specifically, judges

would have the power to reduce interest rates anl. write off negative equity for an otherwise

.-..-;--,,. :"; qual.ified bonpr¡vers,:w.hose-servicer.¡efrrsed-to riiake a-reasonablaloa¡r modifieation offer'. -T,he':ì:-:--j,-'- 'j-

bill has passed the House of Representatives and is moving througb the Senate for a vote later

this month or in earlY MaY.
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AboutNHS of Chica.so:

Neighborhood Eousing Serwices of Chicago is a nonprofit housing çst'nseling and lending organization committed
to.. offe"¡i4g.iodividuals in-4hicagg..aad plgin atrordable-resourc9q..s,9=É*çy caq blyr n+-a+d, Fçpp thçir ho.E_e,s.,.OJI_

nissmiiï;creiie opþortiiaifräiæ-ÈàoÞle-iöiä;Ë i;t=-am;Aute'n6ffãs;mpto+'a;el- iiv¿i,-¡¡d sÉèn-sihéñ ffi -

neighborhoods. Since 1975, NHS of Chicago has served 175,000 families, loaned more than $457 million, created

3,128 new homebuyers, educated 25,472 individuals, and finance4 built or rehabbed 26,923 homes. For more
information about NHS of Chicago, our free foreclosure prevention workshops, or other progr¿ìms and services, call
773-3294185 @nglish) , 773-3294181 (Spanish), or visit www.nbschicaso.org

About the presenter:

Michael W. van. Zalíngen has served as the Director of Homeownership Services for the non-profit Neighborhood
Housing Services of Chicago, Inc. since May 2005. He has a forthcoming article to be published in
Northwestern University Law School's Jounal of Law and Social Policy this summer on the threat
foreclosu¡e poses to asset building in the low- to moderate-income community. He is a Certified Housing
Counselor who has successfufly completed NeighborWorks America's Train the Trainer Homeownership Counseling
pre*'... He has given presentatio-s to Standa¡'d E¿ Pcorc, T-T,S Cnngreqsrnan Tlanny K Iìar¡is, fhc Tllinois Senafe

Housing Subcommittee, and the Illinois Mortgage Bankers Association. His views on the housing and mortgage
m¿atftts have beetEuoæd'm nmerovs publiea¡tions syeh æ The lTall Street Jewnal; ûtc ehieege Tribune, Reuters,
and Le Monde. Michael graduated from the University of Alabama with a B.A. in Philosophy in 1993 and received
his J.D., cum laude, from Valparaiso University in 1998, where he was an Associate Editor for the Valparaiso
University Law Review. He holds a Certificate in the Liberal Arts from the University of Chicago.

Michael'W. van Zaltngen
Director of Homeownership Services

Neighborhood Housing Services of Chicago, Inc.
1279 N. Milwaukee Avenue, 5'Floor

Chicago, Illinois 60642

773-3294104 - direct dial
773-3294014 -fax

mvanzalin gen@nh schicaso.org
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Local Loss Mitisation Contacts:

Gordon Clinkscale

HOPE Midwest Dishict Manager

GMAC RES CAP/Homecomings

Office 773329.4110

Fax866.426.7728

Sherry Blissett
Homeownership Center Manager

CHASE HOMEOWNERSHIP CENTER (Serving Chase, EMC, and WaMu Loans)
1836 N. Broadway

Melrose Parh IL 60160
708.450.3723 phone

708.450.3727 fax
sherr.v. blis s ett@j pmorean. com

Gail Lumpkins
Loss Mitigation Supervisor
Pierce and Associates, P.C.

14930 Cicero Avenue, Suite 3A
Oak Forest,lL 60452

(312) 47 6-5826 (direct)
(312) 476-5827 (fax)





OGG Gonsumer TiPs for Auoiding
Mortgage Modification Scams and Foreclosure Rescue Sea¡ns

and often desperate. Potential victims are easy

to find: mortgage lenders publish notices

before foreclosinf,, on homes. Private firms

This Consumer.Advisory, issued by the Office of the

Comptroller of the Currency (OCC), describes co*-ori
scâms, suggests ways to protect yourself, provides infor-

mation ou U.S. government loan pro$rams and counsel-

inp, resources, and lists 10 warnin$ si$ps of a mortgage

modifrcation scam.

Common Tlpes of Scams

Here are sone eyâmples of scams related

to mortgage modifrcation and foreclosure

$sams that promise to "rescue" you from foreclosure are

popping up at an alarminÉ rate nationwide, and you need

to protect yourself and Your home.

If you're falling behind on your mort$aS,e, others may

know it, too - includin$ con artists and scettt artists'

They know that people in these situations are vulnerable

frequently compile and sell lists of these

foreclosed properties and distressed

borrowers. After readin$ these

notices, con artists aPProach

their tar$ets in person, bY

6ail, over the telephone, or

by e-mail. They often advertise their

services on television, radio, or the

Web, and in newspapers, describinÉ

themselves as "foreclosure consul-

tants" or "mort!,a$e consultâD.ts,"

offerin$ "foreclosure prevention" or

"foreclosure rescue" services. A¡d
they are only too haPPY to take

of homeowners who \lrant to save

their homes.

If someone offers to ne$otiate a loan

or to stop or delay foreclosure for a

his or her s¡sdgnfials, reputation,

out for warninfl si$ns of ¿ 5sarn, a-nd

personal contact with your lender a¡d

Your mort{age lender can help you frnd i

avoid foreclosure. It is important to

gaSe lender early to preserve all your

legitimate consumer financial counseling

can help you work with Your lender'

avoidance.

. Foreclosure "resgue" o''.d

refinance fraud. The scam artist
offers to act as an intermediary

between you and your lender

to tregotiate a repaYment Plau
or loan modification and maY even

"fltarantee" to save your home from

foreclosure. You may be told to make

mort$a$e payments to the scaflrmer

directly - 
alon$ with si$nificânt, up-

t fees 
- 

and be told that the scammer

rward tåe payments to your lender. ln
scâr',mer may pocket your moneY and

worse shape on your loan. The scam

may tell you to stop makin$ payments or

ing with your lender. Don't follow

r that your mort{a$e lender should be the

Ëtarting point for finding options to avoid foreclosure.

You also should consider contactin{, qualified and

approved credit counselors.

. Fake "got'ernment" modifrcation pro$rams.

Unscrupulous people may claim to be afÊliated rvith,

or approved by, the govemment or may ask you

to pay high up-front fees to qualifu for $overnment



Always maintpìn

personal contact

with youi

and morlgage

seruicer.

The scatn artist'S nârne or'\i[eb site may be very
similar to tåose of government a$encies. The scarn

artist may use such terms as "federal," "tn¡p," or

other words or acronyms related to offrcial U.S.

governllent pro$rams. These tactics are desiÉ,ned

to fool you into thinkihg the scom artist is somehow

approved by, or affiliated with, the government.

The Sovernmsat is rakinÉ actions to stop this fraud,

but you also need to protect yourself. So be wary of
claims offerin$ "government-approved" or "ofâcial

{,overnment" loan modi-frcations. Your lender will
be able to tell you whether you qualify for any

government initiatives to prevent foreclosure. Yöu do

not have to pay anyone to beneût from them.

you do not comply with the terms of the rent-to-

buy af¡eement, you will lose your money andf.àce

eviction.. The agreement may be very hard to comply ,

with, because it may require, for instance, hiÉh up-

front and montbly payments that you may not be

able to afford. In fact, ¡þs ssammsrs may have no

intention of ever sèllin$ the home back to you. Thêy

simply want your home and your money.

Remember that tra¡sferring your title does not
change your payment obligations - you will still
owe your mortgage debt. The di.fference will be that
you will no lon$er owrr your home. If payments

a¡e not made on the mort$a$e? your lender has tåe

right to foreclose, and the foreclosure and any other
problems will appear on your credit report.

mortgage modifr cation pro$rams. While $overnment-
Supported mortgage modifrcation and refi nancin$r

r Bankruptcy scarns. You may have heard that frling

ba¡kruptcy will stop a foreclosure. This is true

: - but only temporarily, Filing bankruptcy bringò 
,' ar. 'automatic stay'' into effect that stops any

collection and foreclosure wbfe the bankruptcy
court administers tle case. Ðvenhrall$ you must
start paying your mortgage lender, or ttre lender

will be able to foreclose. Bankruptcy is rareþ, if
eveÍ, apermanent solution to prevent foreclosure.

ln addition, bankmptcy will ne$atively impact your

credit score and will remain on your credit report for
10 years.

. Debt-elimination schemes. Scarnrners may claim

to be able to "eliminate" your debt by making

illegitimate legal arguments that you are not obligated

to pay back your mortgage. These scommers will
provide you with inaccurate clai'.'s about applicable

laws and ñnance, such as that "secret laws" can be

used to eliminate debt or that banks do not have

the authority to lend money. Do not stop maki.n'g

payments on your mortgage based on thei¡ clairns'

How to Protect Yourself from
Mort$a$e 1¡,l6cli fi cation ond Foreclosure
Avoidance Scams

? Contaet ¡rcur lender or mort$a$e sen"icer firsL
I Speak with someone in the loss miti!,ation

. department for mortg,age modifrcation options and

other alternatives to foreclosure.

. Make all mortgage payments directly to your lender

or to the mort$a$e servicer. Do not tnrst anyone

to make mortgage

payments for you, and

do not stop mak;ng
your payments.

Always proceed

.,..

lender

i¡ritiatives are lepit{îäÊe,r
the' scam 

"rg"¿"' 
o1;i'#¡',''t

a¡e not. Keep in mind r

that you do not have to
pay to beneflt from these

goverrment progrârns.

All you need to do is

contact yow lender or
loan servicer.

Leasãback/rent-to-buy schemes. In this type of scam, '{Iways proceed with caution when dealin$ with anyone

you are asked to transfer the title to yoryho-e offerin$ to heþ you modify your mortgage or avoid fore-

¡e fþe ssammer, who will, supposedry, obtain new , "loY": l"-"-l"rthat you do not need a third parËy to

and better frnancing and/or allow you to remain in work with your lender - any such party should make the

-tliãEo@bù-yît baek_Jf|-- --------fr€eess easier; not-harder and more=€xpeasir¿s=---

with caution

dealing with

when

anyone

offering to help

you modify your

morlgage or avoid

foreclosure.
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tAïòid paying up-frort fees. Wbile some legirimate

housin$ counselôrs will charge small fees for their
services, do not pay fees to aryone before receiving

Sny services. Make sure you a¡¿ fls^lin|with a

;1 f 
eÉr ti-q a¡s or {e n i z' ation.

.;- j

Know whaú you are si$gitr$. Rèad and understand

every docnrnent you si$n. Do not rely on âr1 oral

explanation sf ¿ flesrrment you are si$nin$ -
make sure that you read'andunderstand what the

document acûrally says. Otherwise, a document

Know what you may obli$ate you to

Éerms you don't wa:rt

or may even convey

ownership of your home

to someone else. Never

sign documents with
blank spaces tlat ca¡
be frlled in later. Never

sif,n a document that

are signing. Read

and understand

every document

you sign.

contains errors or false statements, even i-f someone

promises Éo correct them. If a document is too

complex to understand, seek advice from a lawyer

you trust or a le$itimate, tmsted financial counselor.

Do not si$n over J'our deed without se¡5uhin$ a

h*]'.t you selecL Foreclosure sc¿rms often involve

transfer of ownership of your home to a con artist

or another third parfy. Never agree to this without
getting the advice of your own lawyer, financial

advisor, credit counselor, or other independent

person you know you c¿ur trust. By si$ninf,, over

your deed, you lose the rights to your. home and

any equily built up in the home - 
and 5'e11 a¡e still

obligated to pay the mort$a$e.

Get promises in wriri'É. Oral promises and

agreements relatin$ to your home a¡e usually not

legally binding. Protect your ri$hts with a written
document or contract si$¡red by the person slaking

the promise. Keep copies of all contracts that

you sign. Again, never si$n anything you don't

understand.

Report suspicious activify to relevant federal

a$encies, such as the Federal Tlade Qommission,

and to your state and local consumer protection

a$encies. Reporting con artists and suspicious

schemes helps prevent others from becomin$ victims.

If your eomplaint or question involves a national

þank and you cannot resolve it direetly with the

bank. contact the OCC's CusÉomer Assistance Group

by c"lling (800) 6L3-6743,by sending ane-r:a:-lto
customér.assistance@occ.Íreas.go1" or by visiting
rr¡ñ\,r'. Help\frÍ thtr4]'Ba¡rk. Éor'.

:''' ]

Contact alefit'' rnntr¿housin$ or financial counselor

to heþ you work throu$þ your problems

- To fi.nd a counselor, contact the U.S. Department

of Hor¡sinÉ and Urban Development (HIID) at

(800) 569-4287 or (877) 4æ-!515, or $o to

i,r'ww.hud. gor.'/offi ces/hsg/sfhh ccy'hccorof 14.cfm.

- CaIl (888) 995-HOPE, the Homeowuer's HOPE

Hotline to reach a nonprofit, HUD-approved

colmselor through HOPE NOUI, a cooperative

effort of mortgage eounselors a¡.d lenders to

assist homeolvners.

- Visit Nei$borWorks America's Web site at

\r'!wr'. nrv. orlnetu'ork/home. asp.

Visit the following Web sites for further information:

- The OCC'S consumer information site for
þankin g-related questions:

ç"çrrv. Help\Vi thI{}'B ank. Éog

- OCC Customer Assist¿nce Group and consumer
' assistance site:

nnvrv. occ. 9ol'/customer.htm.

- Federal Tfade Commission:

rvçr¡¡. f tc. 4 or'lbcp/e du/pub s/co ns um e¡lh om e s/

rea04.shtm.

- Federal Reserve Board:

h tto ;//r¡nr+r'. f ederalres en'e. gor'/pub s/

f'oreclosurescam tips/default. h[m.

- NeighborWorks America:
$'\,wrrnrv.orÉ.

- HOPE NOW-:

$nvüt.Itopenofv.com.

Appty for a g,ovemment-sponsored loan

modification or refi"ancing. The U.S. Sovernment
has developed a major loan modifieation and

refinancing prof,ram to help homeowners frnd

affordable loans and to save thei¡ homes.

- Go to this Web site for inJormation on these

federal mortsa{e modi-fication and refi.nancin$

prof,rams:

çç'q'. makin gh ome aff ordable. goq
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"Pay us Ê1,000, and we'll save your home."

Some legitimate housing counselors may charge smallfees, but fees that amount to fiousands of dollars æe likely a sign

of potential fraud - especially if they are charged up-front, before the "counselor" hæ done any work for you. Be wary of

companies that require you to provide a cashier's check or wire transfer betore they take any action on your behalf.

"Sign over your homq and we'll let you stay ín it,"
Be very suspicious if someone offers to pay your mortgage and rent your home back to you in exchange for transfening title to

your home. Signing over the deed to another person gives that person the power to evict you, raise your rent, 0r sell the house.

Although you will no longer own your home, you still will be legally responsible for paying fte mortgage on it.

"lf your lender calls, don't taÍk to them,"

Your lender should be your first point of contact for negotÍating a repayment plan, modification, or short sale. lt is vital to your

interests to sÞy in close communication with your lender and serviceç so they understand your circumstances.

"Just sign this now; we'll fíll in the blanks íater."

Take the time to read and understand anylhing you sign. Never let anyone else fill out paperwork for you. Don't let anyone

pressure you into signing anything that you don't agree with or understand.

"File for bankruptcy and keep your home."

Filing bankruptcy only temporarily stops foreclosure. lf your mortgage payments are not made, the bankruptcy court will

evenfually allow your lender to foreclose on your home. Be aware that some scammers will file bankruptcy in your name, without

your knowledge, to temporarily stop foreclosure and make it seem as though they have negotiated a new payment agreement

with your lender.
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Fmreclos¡-lre CæL¡l1sËtt¡n fi]ntine'{ffietel}

Servicers
From Ful}l¡c Fsrum
Fânnle and Freddle Extend
Fcrreclosurê 5al'e and Evlctlçn
gusl3enEl0ns
Sul5rñlttù':l È.9 rtrlox .Ëûse!'&m.B Ê.n J.Ènu&r!' ë, i!ÕÕ{' - :älsBFñl'

FünnfÉ lltÊ
SutrttËft!sIorì

\ TASHINGTON, ÞC -- F¡nnis FlåË (FNM./f{tfsE) todåy
announced that it would Éxtend tha suspension of
foraclosure salas and evictions frorn single-family ÞropertiËs
throuoh Jðnuory 3l-r 2oD9.

Þ' 1 commsnt I J. new cômmÞnt

Frevlc,us Posts
¡ APi Citi Reaches Þeal With Lal'À/makers on Homs

Loêns
r FDIC sells ltrclyMac for S1-3.9 billion
r Fsnnie lvlåe: StrÊÐmlirrad Modificatinl.l Pr'30rãm

(51'4P) Now Available to Borrowers
- comptröllBr Dugän Hiqhlights Re-default RätEs Éln

f(/lo'JifiÉd Lüiårìs
. lJrÐÉtìt
. First FaclËral Bank of Càlifornia
¡ f3[¡I.A.C

. no workouts offered - help

. nrodificet¡Éns - sllcêÉssfûl - wl¡en encl wI-¡r/

- N,¡tic,nal Cit..¡ ltlo¡lLgage

EHtËndE,ForÞGlûsuts8 Så¡e ånd Ev¡ct¡ön
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tontq.ct lnforrnation for Sert'icers
BÊlow is a table of contðcE information for
servicers, It is e comÞ¡lêticrn of information
provided by tha HoPE N()w| Alliênce and the
friendly f(llks at c(]mrrlun¡ty H(f,usingr'^/orks ¡n
Sän Diego,
For ttre Þurpcjse of serving tlìB greater good,
pleasa ÞrovidË ãny àddit¡ons and correctiong
to this tahle by ssnd¡ng ä notB viå thÊ link at
the bt]tEom of ths pagts (to Alex Sêsãyarna) or
send an emeil diresEly to .å.lex Sasar/åma, LÉt's
help each trther out.
NotÊi Evgntuãlly, there will be en intÊraÉtive
dåtahèsÊ where you will be abls to diracEly
a d d/correêt conta ct i nf o rmati on fo r s e rvi ce rs .

In tha mÊantime, the table below will be
updäted as ofEen as Possible'

Cr ¡iì Þrr ¡rv
JA.cur¡ra L,o¡rrr Serr,ricgs

.A,mericn¡r Flonre Mtg
Ser-

l4lalconre, 8têuê åaråler! lvfv l,ffi.!ftf ¿ogroü¿

DeÞ9rttÎtÊlrt
Cugtomêr SEwice

Loss Mitigation
HOPE NO\Â/ lnquires
For Counselors ONLY

t
r
l:

lr

l

C,ortt3rst

Kasev M¡sch

Phûn6
866-660-548El
El66-66t-54O4
ext.2O31
972-715-1o35
972-715-1o29

a77-304-31 00

Fnx
972-Ë44-3356

972-644-ss56
972-644-3356
972-644-3356,
949-790-El505
Authorizâtion

Errr?r¡l
tesparza@srq-i. com

kdouqlas(ôsrq-i. com
kdouqlas@srq-¡. com
kmisch@srq-i. com


