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February 23, 2010
The Honorable Christopher J. Dodd, Chairman
Senate Banking, Housing and Urban Affairs Committee

U.S. Senate

Washington, DC  20510

RE: Federal Housing Administration (FHA): Continuation of FHA Reform—Strengthening Risk Management Through Responsible FHA-Approved Lenders
Dear Senator Dodd,

I am writing today in response to a current proposal from the Federal Housing Administration (FHA) to modernize FHA.  This proposal was included in the Federal Register (Vol. 74, No. 228) on Monday, November 30, 2009. The Docket no. is FR 5356-P-01. In short, we are hoping that the honorable Senator would, in his role as a member of the Senate Banking and Urban Affairs Committee, request that Chairman Dodd and ranking member Shelby intercede in this proposal by requesting that the committee have additional hearings on the soundness of this proposed regulation. 

The shortened comment period for the above referenced proposal ended on December 31, 2009.  Although the proposed regulation contains several provisions, comments from most industry user groups were generally against the proposal to eliminate HUD’s supervision of the thousands of mortgage brokers who currently originate FHA mortgages.  We had hoped that such responses would dissuade FHA in adopting this proposal.  It appears, based on recent comments by FHA Commissioner David H. Stevens, that HUD intends to proceed with the proposal.  In fact, we have heard today that FHA intends to adopt this proposal on March 1, 2010.
This is most disheartening as we believe the adoption of this proposal is not in the best interest of the FHA fund nor the industry in general. Our only hope of forestalling this proposal now appears to lie with members of the Senate committee.

Please allow me to share a brief summary of the events up to this point. 

With the passage of the FHA Modernization Act of 2008 Congress addressed many of the issues related to FHA. The House version of the bill proposed to eliminate the audit requirement for mortgage brokers.  That provision was not in the Senate bill nor was it included in the final bill.  Therefore, although certain industry groups lobbied quite heavily to remove the audit provision, the Senate in particular, resisted this provision and therefore mortgage broker approvals were continued.

In the mean time, while the status of the mortgage market continued to decline severely, FHA-sponsored mortgages increased over 300% in that same time.  Further, lenders seeking approval to originate FHA mortgages likewise increased significantly.

Currently, FHA-sponsored mortgages are the primary loan most Americans look to when buying a home.  However, this proposal would now eliminate HUD supervision of the majority of the lenders originating these mortgages.  How could removal of all FHA supervision of this class of mortgagees at the height of demand make any sense?  Unfortunately, FHA tells us that their primary motivation for this change is: 

 “… this change focuses the administrative burden of the lender approval process to those entities (and HUD recognizes that a stringent approval process necessitates some administrative burden) that bear the greatest responsibility for the validity and eligibility of the loan for FHA insurance.”
Based on FHA’s own word, they are making this change simply to shift the administrative burden from HUD to the sponsoring mortgagees.  In fact this is the exact same scenario currently being utilized by Freddie Mac and Fannie Mae (GSEs) in their mortgagee approval process.  The GSE performance in this area is sufficient evidence in and of itself to forestall this proposal.  Why put in place a process for FHA that has already proven to fail in the GSEs?

We are all aware of the collapse of the mortgage industry, in part due to mortgage brokers writing sub prime interest loans.  Many of these same institutions who will now be asked to monitor FHA loans, were the institutions who approved the sub-prime loans in year past.  Do we really want to make these same institutions responsible to monitor the FHA loan process and the brokers writing these loans?  It would seem that with HUD no longer involved in the approval and recertification process and shifting the monitoring of mortgage brokers to other institutions, the amount of bad loans will certainly increase, thus having a similar effect on FHA.

Currently, HUD has systems and procedures in place to centrally monitor the performance of all mortgage brokers.  This proposal will force the sponsors of these brokers to put in place procedures and controls which will differ among lenders.  Why abandon a known process that is proven to work to adopt a new strategy that puts all of the responsibility on the shoulders of companies who have already failed in this process for GSE mortgages?  In our opinion, this virtually guarantees a similar outcome for FHA.  

Further, if compliance monitoring is truly shifted to the sponsor, costs to perform FHA loans can certainly be expected to increase.  Are these changes truly warranted at this time?

We would be very happy to provide any additional information to your staff on this matter. 

Sincerely,
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