“MAKING HOME AFFORDABLE” GUIDELINES
The Making Home Affordable portion of the stimulus bill has been defined and the following is a summary of the guidelines. There are several aspects to the program including a refinance option and a modification option. (the comments in parenthesis and italicized are the author’s)  

Home Affordable Refinance
This program is available to homeowners who have a solid payment history on an existing Fannie Mae or Freddie Mac loan. The anticipation is that those borrowers who have been prohibited from refinancing because their current loan-to-value ratio exceeds 80% will now be eligible to refinance at today’s lower rates. 

 The expectation is that because the lenders and servicer already have the borrower’s information on file, less documentation will be required in the new refinance transaction.

This reduction in documentation along with the expectation that an appraisal will be able to be waived is expected to make a refinance quicker and less costly for lenders and borrowers.

 The plan relies upon the voluntary cooperation of the lenders and seems to allow each lender the latitude to determine the credit worthiness of the borrower and other aspects of each refinance request. Nor do we have a clear idea of the evaluation process, including how low the interest rate might be adjusted and/or how long the term might be extended to make a refinance viable. (This lack of consistent guidelines, adopted by all lenders, is a concern for consumers. It may be reasonable to assume that many borrowers will be deemed ineligible and thus we can expect that short sale transactions will continue.)
Home Affordable Modification
This portion of the program has received the most attention and seems to have the more developed guidelines. Designed to reach “at risk” borrowers and modify loans into more affordable payment schedules. 

Eligibility & Verification:

         Loans originated on or before January 1, 2009

         First liens on owner occupied properties only

         Conforming loan limits although the higher limits up to $729,750 in designated communities are allowed

         Full documentation of income and assets required accompanied by a affidavit of financial hardship is required

         Verification of owner occupancy status is required

         Borrowers who have not missed payments but who are deemed at imminent risk of default are to be targeted. 

         The monthly payments, including PITI and any PMI, will be reduced to no more than 31% of the borrower’s gross monthly income. The lender will be reimbursed by the government for the cost of the reductions in monthly payments from 38% DTI to 31% DTI.  

         The modification sequence requires first the reduction of interest rate with a floor of 2% and then extending the term to a maximum of 40 years. Then, if necessary, a principal forbearance could be initiated. 

         Loans can be modified only once (this was in response to the criticism that previous modifications were insufficient to provide real relief and were for only a short period of time)
One major concern already identified with the process has to do with the requirement that servicers conduct a “net present value” calculation. Translated, this means that the servicer will compare the cost of a loan modification with a foreclosure and will implement whichever option provides the lesser cost or loss to the lender. (The net present value is non-transparent, meaning that the numbers used to make the calculations are presently available only to the servicers.)
 

The plan retains its limitation on the amount of value loss that a borrower can have experienced in order to be eligible for a modification. If one is more than 5% “underwater” the property is not eligible. Many borrowers whose loans are more than 5% more than their home’s current value will be prohibited from participating in the modification program. (A reasonable assumption might be that short sale transactions will continue to be a remedy for many borrowers)
 

The current interpretation of an “at risk” borrower is one who is current on payments but can identify a sufficient hardship to warrant modification. The borrower who is delinquent in payments seems ineligible under the guidelines. (Unfortunately, many borrowers were previously instructed that they were ineligible for assistance until they were delinquent. Now, those same borrowers are told that because they stopped making payments, in an effort to qualify for help, that they are no longer eligible. We can only imagine the confusion and outright anger at this turn of events.) 

 

There appears to be no assistance available for the unemployed borrower. The guidelines clearly require modifications for those who can “qualify” under the 31% ratio rule and other set forth provisions noted above. No provisions have been identified for the borrower who has done everything right, has paid the mortgage faithfully and now is unemployed and unable to continue payments. (Many believe that some form of forbearance assistance should be made available.) 
Finally, the plan calls for this structured relief plan of lower monthly payments to be a five year program after which there can be a step up to current interest rates. Some critics have already voiced an opinion that this is consequently only a temporary fix and are concerned that borrowers will be unable to afford the adjusted interest rate bumps in the future. (If home values have not rebounded significantly during that same 5 year period, home owners may have found that they only postponed a problem rather than having found a solution.) 

Judicial Modification at Bankruptcy
Provisions are being developed to allow homeowners who have exhausted all other options to seek a debt payment plan via bankruptcy. With evidence that the borrower has tried unsuccessfully to obtain an affordable loan modification, a bankruptcy judge would be enabled to reduce the outstanding principal balance to the current fair market value to facilitate the borrower’s retention of his/her owner occupied home. Known as a “cram down” provision, lenders are understandably opposed to the ruling. Their resistance is based on the supposition that the number of bankruptcies will increase dramatically. Proponents, point out that bankruptcy is a last choice situation and will encourage lenders to work with borrowers in seeking loan modifications. (Note: this particular legislation remains pending as of March 2010)
Other provisions
The legislation is lengthy and has other provisions included. There are elements to strengthen FHA, Fannie Mae and Freddie Mac in their ability to intervene with at risk borrowers. There are outlined provisions for borrowers with high total debt ratios who can seek HUD certified consumer counseling and a debt reconstruction program along with their loan modification.  Incentives for lenders and servicers are spelled out in the legislation along with expectations regarding how PMI companies will assist in the modification process. While a very ambitious program, we have to wait to see how it will actually help troubled homeowners. 

A good start
In spite of the limitations to the programs noted above, there was anticipation that the refinance and modification programs set out above would help millions of projected borrowers. Keeping home owners in their homes was a big step towards establishing some stability to the housing segment of the economy. (Note: as of March 2010, the number of homeowners assisted has been a disappointing minimum number)
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