


































































































































































LA Dr¿ -(b1

Crampton, Lall

From:
Sent:
To:
Subject:

Taylor, Jack
Wedneay, Apnl16, 20081:24 PM
Crapto, Lali
FW: Questions for th recrd for 419/08 hearing

Atchments: 20OB0416114959530.pdf

..
200801611495
9530.pd (51 KB)

Please log these in and handle as usual.

Thanks

Jack Taylor

Federa Deposit Insurane Corptin
Offce of Legislate Afirs

(202) 898-15

-Oriinal Message-
From: Allison, Tame (mallto:Terrie.Alison~mail.house.govl
Sent Wednesday, Apnl 16, 2008 11 :55 AM
To: Taylor, Jack.
Subject Questins for the rec for 4/9108 heang

Jack:

I just received these questions frm Representati Barretts offce for
Chairman Bair frm the 4/9/08 heanng.

These should go wi that trnscript. If you have any questions, feel
free to Contct me.

Thanksl

Teme Allison
Committee Editor
Commitee on Rnancial servces
(202) 225-548
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Financia Services Committee Hearig
"Usin FH for Housig Stabiltion and Bomeownership Retention"

Wednesday, Apri 
9, 2008

For The Honorable Sheila C. Bai, Chaiman Federal Deposit
Insurance Corporation

1) I believe strongly in the ability of 

the free maket to corrct

.

itself and create economic growt and prospenty. However, I also

know that the goverent does have a role in policing the makets.

. What should be the 
goal of federa reguations?

o Should we jus aim to ense that fraud and

malfeasance are punshed?

o Or should the goal in reguations be stable growt?

. How much do you th that our cunt mortgage crisis was

caused by reguatory failures or lack of enorcement?

. Are there any areas where onerous reguations led to

evolution towar exotic products helping to cause the

fiancial crisis?



. If the goverent intervenes in the private maket, do we

have any additiona regulatory duties to prevent th from

happenig in the futu?



e FEDERAL DEPOSIT INSURANCE CORPORATION. Washington. DC 20429

SHEILA C. BAIR
CHAIRMAN

April 22, 2008

Honorable Michael N. Castle
House of Representatives
Washington, D.C. 20515

Dear Congressman Castle:

Than you for the opportty to provide the views of 
the Federal Deposit Insurance

Corporation regaring H.R. 5579, the Emergency Mortgage Loan Modification Act of2008.
Congressman Kanjorski and you are to be commended for introducing this legislation to provide
a safe .haror from liability for servcers that implement a loan modification or workout plan
according to specific criteria.

The FDIC strongly support H.R. 5579. Most pooling and servicing agreements (PSAs)
provide servicers with flexibility to modify troubled loans. While the language vares, the
majority ofPSAs require that servicers pursue strtegies to maximize benefits to investors as a
whole,. even if individual classes of bondholders are affected differently. However, despite

existing industr standads and the flexibility provided in most servicing agreements, some
servcers remain concerned about the potential for legal liability as a result ofirnplementing loan
modifications and indicate that ths has hampered effort to work with borrowers. H.R. 5579
should alleviate servicers' concerns and eliminate this perceived impediment to achieving long-
term, sustainable loan modifications.

H.R. 5579 would encourage servicers to purue appropriate loan modifications by setting
fort an accepted industr stadard for implementing a modification or workout plan for pooled

residential mortgages and providing a safe harbor from liability if servicers adhere to that
standard. Importantly, the bil would recgnize existing contractual rights that may be contrar to
the safe haror standard. Because the bil would not abrogate existing contractual rights, this
approach should avoid potential constitutional issues.

Avoiding unecessar foreclosures benefits individuals, their communities, and the
economy. To the extent that H.R. 5579 provides greater assurce to servicers that they wil not
incur legal liability for paricipating in loan modifications with troubled borrowers, it will make a
valuable contrbution to efforts to address current problems in the mortgage markets.



The FDIC stands ready to assist Congress in developing solutions to any remaining
obstacles to loan modifications.

Sincerely,

~
Sheila C. Bair



G FEDERAL DEPOSIT INSURANCE CORPORATION, Washington. DC 20429

SHEILA C. BAIR
CHAIRMAN

April 22, 2008

Honorable Paul E. Kanjorski
Chairman
Subcommittee on Capital Markets, Inurance and
Governent Sponsored Enterprises

Committee on Financial Services
House of Representatives
Washington, D.C. 20515

Dear Mr. Chairman:

Than you for the opportity to provide the views of 
the Federal Deposit Insurce

Corporation regarding H.R. 5579, the Emergency Mortgage Loan Modification Act of2008.
Congressman Castle and you are to be commended for introducing this legislation to provide a
safe harbor from liability for servicers that implement a loan modification or workout plan
according to specific criteria.

The FDIC strngly supports H.R. 5579. Most pooling and servicing agreements (PSAs)
provide servicers with flexibility to modify trubled loans. While the language vares, the
majority ofPSAs require that servicers pursue strategies to maximize benefits to investors as a
whole, even if individual classes of 

bondholders are affected differently. However, despite

existing industr stadards and the flexibility provided in most servicing agreements, some
servicers remain concerned about the potential for legal liability as a result of implementing loan
modifications and indicate that ths has hampered efforts to work with borrowers. H.R. 5579
should alleviate servicers' concerns and eliminate this perceived impediment to achieving long-
term, sustainable loan modifications.

H.R. 5579 would encourage servicers to purue appropriate loan modifications by setting
forth an accepted industr stadad for implementing a modification or workout plan for pooled
residential mortgages and providing a safe harbor from liability if servcers adhere to that
standard. Importantly, the bil would regnze existing contrctual rights that may be contrar
to the safe harbor stadard. Becuse the bil would not abrogate existing contractual rights, this
approach should avoid potential constitutional issues.

Avoiding unnecessar foreclosures benefits individuals, their communties, and the
economy. To the extent that H.R. 5579 provides greater assurance to servicers that they will not
incur legal liability for paricipating in loan modifications with troubled borrowers, it wil make a
valuable contrbution to efforts to address current problems in the mortgage markets.



The FDIC stands ready to assist Congress in developing solutions to any remaining
obstacles to loan modifications.

cc: Honorable Debora Pryce,
Ranking Minority Member

Sincerely,

~
Sheila C. Bair



. FEDERAL DEPOSIT INSURANCE CORPORATION. w..... DC ....

SHEILA C. BAIR
CHAIRMAN -

May 5,2008

Honorale Barey Fra
CbiItan
Committcc on Finacial Serces
Hous of 

Reprcstavcs
wasngton, D.C. 20515

Dear Mr. Chaian:

I apci the oprtilY to tetify befo the Committ on Fincial Ser on

April 9. 2008. 01 tI be8 "lsU8 FH for Hous suiiizon an Homcowncnp
Retention."

Ei.- ar rees to quesons rcvcd fr Cogran Ba ro\1 my
temony. If yo bae fuer queon or co p\c do nol hetaie to co.. me at
(202) 898.6974 or i;e Spider. DiRto of Legilatve Al\ at (202) 8983837.

Sincerly.~
Sheila C. Bair

Enclosur



RepoDse to questions from the Honorable J. Gresham Barret
from SheUa C. Bair. Chairm~

Federal Deposit Insurance Corporation

QI. Wbl .bould be the goa of federal rei.dons? Sbould we lusl ai to eusure th.t
fraud aud _If....nce .re punised? Or .bould the gollu relallou, be atble gr?

AI. Fedl ba reguti shold no have' single fo. Th cetr objeces of
fe bag reguatns ar to mainin public eode in the baug sys; to supo
fi inieed.. crit avlabilty. and competinn; to enfo th public laws; an to

prie _cr an en..ge colia with th Commmity Reivesim Act Capi
rereents an ot prudeti reaton .re tols used by ba reto to pro" ..re
an soun buing option and to di,. ei,,:~ssive risk-tang. Baning regution .Iso
attmpt to minimiz the risk of frd.

M,,ning ecnomic stilty is . cosidertion in ba supeion. an the fed bang
.ge regniz the importce of enouniging credit .vailability durig pe of siower
ecomic gi Wbile the Fedl Ree Bo.n!. in its doesc monet role, is th fedl
enty prly eonceroed with ecomic grwt and stbility. the ot fe bang
.genes al have. role by encong fi..i.1 instituons to make erl available in the

communities they serve on approriate ter.

Q2. How much do you think our earrenl morte crl. wa' cause by rery faDres
or lack of enforcemeøt?

Al. As i inoa in my iemony. the prlems faing th U.S. maet ar .ii'bble to ·

cople se of intela ca. Thes jihi weed lending s\ in"
conser protetions, reguatory åJittge, and speclatve actvity, as welt as deficient
sul.. by nitig .gees an iii due diligence by orgirs an inveto. Th
eut nil in th eril maet al ba bee exaceated by liqudity trles tht tyly
ar not identifiable until fuding problems emerge.

A significat volume of subpe mores we originate by compaies (pmalY morga
broke an st-alone finace companies) not subjec to federl supesion. In 2005. 52

pct of subpmc mogage we orginate by copaies no subject to feder supesion.
An adtionl 2S pel wer mae by lender nfli.te with · iegu depit.iag ba or
thft an 23 pet by regnlat ba an thft. The FDIC estite th lbe sb of sueb
loa made by nonban entities not subjec to federal supervision in 2006 was 46 pecnt.

For mortgage loa ma by federlly sused depnsiioi insttuon. the feer bang

.gecies issu . nube of cautona stents beginning in 1999 on · ntube of to,
ineluiii subprime lending, non-itial mortgage lening, and coerial rel .. \o

conctron. The pmse of 

these statements was to aler financia instuti to lbe ri.1c

involved an to eneoiuge strg undeiting policies. prt risk seleton, an roust



contrtion management prour. ()1l. the regulatory agcies stgly en~
insre ba and duft to be cautiou in Iheir origination and maageent of sume an
non-trditional mortgage pructs.

Fro an enforent stndpoin Cogr ha mante rone on-silt exination for all
insure inbJtion, which th fed ban reguatory agenes follow. Any instuon th a

regnlaor find is peonning porly or ha taen on ex..ive risk is tyically dire 10
improve conditions or face enforcent acton, including possible closure.

Q3. Ar there auf areas wher oueraus reolallons led 10 evlullau toar exotl
product helping to cause the finandal cr?

AJ. Finacial innovation (inludng non-trditionl morgeli: an i; fi..ial
iritschieles) and th abund liquidity in global cr mact io fueled tbe
delopenl of no-tritional mortgage and finacial sir. Th develop of th-
fi pruct ws nol prcipitate by oners regnlation, hoI by fiial inaton an
abundt caita seeking bigb re. The biglly liquid crit mar envient fr 2005
until mid-2007 led investors to see higher return by taing on increased crit risk and

liberizng repayment and loan terms.

Q4. If the govermeut inteeues in Ibe prtte marke do we bave auy addltlual

relatory duties to prevent this from happening tn the future?

A4. i believ that we do have th duty to prel a reirce of th prlem we noW face. AJ
i mention in my iemony. with re to prenting pnetee in th fotm that coniòute to
tbe cu issu in the morge mact. si fil rules by th Feder Re Boar under
the Home Ower Equity Prteon Act (HOEPA) tht impe basic principles of sound
underting on both bank an non-ba mortgage originatots ar esential. An im~rtt

eomplemenl to tb_ substve rule prion wod be th crtion by Cou of a fed
entity 10 butt the effort of th stales to beer licee and police morga orgi. Th
Hous of Reentatives adoped a se of stg liceing prosiou as pa ofH.lL 39 15 las
yø. Simiiary, the TreUry Depent bas prpose crting a Mortge Orgination
Comission tht, wokig with stlt autorities wold deelop minimum natonallieeg
quificaon fo all morgage marel origia_. Althougb the tw approes diff in soe
dels, thei be elements cod be mered into a single proposa thaI wold addr ths urent
issue and command widespred support

i wold emhaiz tht th is a parcuar urgecy for Cogrs to act on legis\on to esblish
national licsi stada for non-bak morgage parcipats. As intet.. have decline

advertsements are once again promising low "ter" rttes, noocumentation and no-money-
do loan. as well as using th ie "fixed" in potially misleading ways to debe th
inie ",.. on varable-"," morage lo. Baks ar not allow to mar origite or lUnd
loans with such wea underwriting, but no such retrctions apply to Don-bank mortgage
paricipats nationally. Combined with stng final HOEPA rules fr th Feder Res



Board, prompt pasage of legislation creating a Commision to licene and police mortgage
origìloi wold help preent th pnee frm again misleaing boer an adng more
problem to the mortgage markets.



G FEDERAL DEPOSIT INSURANCE CORPORATION, Washington, DC 20429

SHEILA C. BAIR
CHAIRMAN

May 5, 2008

Honorable Barey Fra
Chairman
Committee on Finacial Servces

House of Representatives
Washington, D.C. 20515

Dea Mr. Chaian:

I appreciated the opportty to testify before the Committee on Financial Services on

April 9, 2008, at the hearng "Using FHA for Housing Stabilization and Homeownership
Retention:'

Enclosed are resonses to questions received from Congrssman Barett fonowig my
testimony. If you have fuer questions or comments, please do not hesitate to contact me at

(202) 898-6974 or Eric Spitler, Director of 

Legislative Affai, at (202) 898-3837.

Sincerely,

~
Sheila C. Bair

Enclosure



Response to questions from the Honorable J. Gresham Barrett
from Sheila C. Bair, Chairman,

Federal Deposit Insurance Corporation

QL. What should be the goal of federal regulations? Should we just aim to ensure that
fraud and malfeasance are punished? Or shonld the goal in regulations be stable growth?

At. Federal baning regulations should not have a single focus. The centrl objectives of
federa bang regulations ar to maintain public confidence in the baning system; to support
financial intermediation, credit availabilty, and competition; to enforce the public laws; and to
protect consumers and encourge compliance with the Community Reinvestment Act Capital
reuirements and other prudential regulations ar tools used by bank regulators to promote safe
and sound banng operations and to discourge excessive risk-tang. Bang regulations also

attempt to minimize the risk of frud.

Maintaining economic stability is a consideration in bank supervision, and the federal baning
agencies recognize the importce of encouraging credt availability during periods of slower
economic growt. While the Federal Reserve Board. in its domestic moneta role, is the federal
entity primarly concerned with economic growt and stability, the other federa baning
agencies also have a role by encourging fiancial institutions to make credt available in the
communities they serve on appropriate ters.

Q2. How much do you think our current mortgage crisis was caused by regulatory failures
or lack of enforcement?

A2. As I mentioned in my testimony, the problems facing the U.S. markets ar attbutable to a

complex set of interrlated causes. These include weakened lending stadards, inadequate
consumer protections, regulatory aritrge, and speculative activity, as well as deficient
surveilance by ratig agencies and inadequate 

due diligence by originators and investors. The

curent tuoil in the credit markets also has been exacerbated by liquidity troubles that tyically

are not identifiable until fuding problems emerge.

A significant volume of subprime mortgages were originated by companies (primarly mortgage
brokers and stad-alone finance companies) not subject to federal supervision. In 2005,52
percent of subprime mortgages were originated by companies not subject to federal supervision.
An additional 25 percent were made by lenders affliated with a regulated, deposit-tang ban or
thft and 23 percent by regulated ban and thft. The FDIC estimates that the share of such

loans made by nonban entities not subject to federal supervision in 2006 was 46 percent.

For mortgage loans made by federally supervsed depository institutions, the federal banking
agencies issued a number of cautionary statements beginning in i 999 on a number of topics,
including subprime lending, non-traditional mortgage lending, and commercial real estate loan
concentrtions. The purpose of 

these statements was to alert financial institutions to the risks

involved and to encourage strong underwriting policies, prudent risk selection, and robust



concentrtion management procedures. Overall, the regulatory agencies strngly encourged
insured ban and thft to be cautious in their origination and management of subprime and

non-trditional mortgage products.

From an enforcement stadpint, Congress has mandated routine on-site examinations for all
insuréd institutions, which the federal ban regulatory agencies follow. Any institution that a
regulator finds is performing poorly or has taen on excessive risk is tyically directed to

improve conditions or face enforcement action, including possible closure.

Q3. Are there any areas where onerous regulations led to evolution towards exotic
products helping to cause the financial crisis?

A3. Financial innovation (including non-trditional mortgage lendig and strctued financial
instrentsvehicles) and the abundat liquidity in global credit markets together fueled the
development of non-trditional mortgages and financial strctues. The development of these
financial products was not precipitated by onerous regulation, but by financial inovation and
abundat capital seeking higher retu. The highly liquid credit market envimnent from 2005
until mid-2007 led investors to seek higher retus by tang on increased credit risk and
liberalizing repayment an loan terms.

Q4. If the government intervenes in the private market, do we have any additional
regulatory duties to prevent this from happening in the future?

A4. I believe that we do have the duty to prevent a recurence of the problems we now face. As
I mentioned in my testimony, with rega to preventing practices in the futue that contrbuted to
the current issues in the mortgage markets, strng final rules by the Federal Reserve Board under
the Home Owners Equity Protection Act (HOEP A) that impose basic principles of sound
underwting on both bank and non-ban mortgage originators are essentiaL. An importt
complement to these substative rule provisions would be the creation by Congress of a federal
entity to buttess the effort of the states to better license and police mortgage originators. The
House of Representatives adopted a set of strng licensing provisions as par ofH.R. 3915 last
year. Similarly, the Treasur Deparent has proposed creating a Mortgage Origination

Commission that, working with state authorities, would develop minimum national 

licensing

qualifications for all mortgage maret originators. Although these two approaches differ in some
details, their best elements could be merged into a single proposal that would address this urgent
issue and command widespread support.

I would emphasize that there is a paricular urgency for Congress to act on legislation to establish
nationalli¿ensing stadards for non-ban mortgage parcipants. As interest rates have declined,
advertsements are once again promising low "teaser" rates, no-documentation and no-money-
down loan, as well as using the term "fixed" in potentially misleading ways to describe the
interest rate on varable-rate mortgage loans. Banks ar not allowed to market, origiate, or fund
loans with such wea underwting, but no such restrctions apply to non-ban mortgage
paricipants nationally. Combined with strng final HOEPA rules from the Federal Reserve



Board, prompt passage of legislation creating a Commission to license and police mortgage
originators would help prevent these practices frm again misleading borrowers and adding more
problems to the mortgage markets.



LADo"Jgq

~.iII=-.-..-_DM --i:SI~JI...... ~.-.im_l.--__ -,.~=ew"u""'~ --s.GIniL __.- i: 1W-~...... ..-..aiL-~ --_ii1H-i- illl_CA=-~~~ =~.~.~1I~-=WUeiau~iT~-ct
tlnítt g;tttt ~mQtt
COMMI ON BANkNG, HOUSlNG~AND

\,RB APFAlRS

WASINGTN, DC 201G-

Jmi 12, 20.

FDIC

The Honorle: Sheila BaiCh
F~ Dept in Çoipon
550, 17fl St NW
Wasgt DC 2049

JUN 2 0 208

OFFICE OF LEGISLATIVE AFFAIRS

Dea Ma Bai

Tha, yon fo lcti.ba~ th Co an Bankig. Hm an Uiban Af
on ¡mie S. 200 In ord to colet th heg ~ we wo ap yo IØ to
the colø queon ø ~ lI pablc.

Ple npea th qiM:cm. th yo iicr. iisp bo~ qution an aier.
Plca do not Ul all çaij

Se yo rey to Ms~Dawn L. R. thcliliiiitce'5 CbefC1 She wi trt
coi~ to th apprat of iD ~ c.t- pu1icm oftcc. Due to cu.
pr1U repr Senmaitisn:.lliincndcitbyOscrcc:vi.~møina.MS
wor Worcd or .pd audiiu:n to Di Bøtif!PPng w!ate.p:.

If you h& my qacOD ab tb l~, plea eò. Mi. btl at (202)224-3043.

..~
CB J. DODD
Chmi

CJf~



QueoÍl. fot the Heag on Wfhe Sta of the Bag IndUl~ Par lltt
Junes, 1OQ3

Quesons'for Tle HODOtale Shei Ba, Chåiài Féder De InIOJ!uCé
CorporOD, frm Seatr Doht

In Mar the,At Ge of 
New Y ~ OFH, an 1h GSE~s eiteed irto an ågent

cr.new ap rc ~: ar inst wi ex prce. La month I
inuc àn amcnCl tõ the Fè ~g:rui R. Re M ,of 20 th
would ~ t1 Didr ofOFH to is a reati essb ap st for
mortgages pUlased or gu py Fane iG Free. It woul esli a con se of

apmi st govc: mortga lcnde th ar federally'susc and re In
yo~ opo~ woul tb amenen strcn1hc apsa st ofredéty rcgi
morigc?

2



QuestiOD& f~ the Beari on "'~ State øf the Bang Indust: Part IIJune~iOO .
Opes for The Honorale Sh. Ba, CIal. Feden De Iisurce
Corpration. from Seatr BlIg:
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FDI8
Federl Deposit Insurance Corpration
55 17th St tN. Wasng. D.C. 202999

I) cí sup iØ Coume Pr

June 20, 2008

The Honorale James B. Lockhar il

Director
Offce of Feder Housing Entese Overght
1700 G Str~ N.W.

Wasgtn, D.C. 20552'

Dea Director Lock:

Than you for the opportty to comment on the Home Valuaon Code of Conduct ("Code")

and the Home Valuaon Prtetion Prgr and Coeron Agrements ("Agreements'')
entered into by the New Yar Attrney Gecra Fane Mae, Fredic Mac, and the Offce of
Feder Housing Enternse Overght (OFHO). As fedcra deposit iner, reeiver, and
sueror of st nonmember ban, the FDIC has signcat inteest in changes to stadads
for real estae aprasa that afect thc bang industr.

The FDIC believes that an effective, indeendent ap prcess is in the bet intert of

fiancial intuons to en quaty collat vauaons and implementaon of succsfu real

es lendig progr. Sin 1990 (purt to the Fincial Intutions Reform Recvery
and Enorcement Act of 1989), in dèpsitory intutions have bee subject to mium

feder real esc aprasal stda for aproaches to value, prfessiona competency,

apraser independence, and the Uniorm Stada of 

Prfessional Apprasa Pratice (USP AP).

These rues promote effective aprasal prcesses for mortgage undertig and can be enorced
by the feder bang agencies if intutions fa to comply. Appraser eiployed by ficial

intitutions or their afates ar also subject to these ditives and federal oversght. The Code
and Agrments would overlay ths long-stdig set of feder reguatons and professional
appraiser pratice.

The FDIC strongly support the concet of appraser independence and believes tht lender

should enur tht appraser adere to feder bang reuients and USP AP. The Code

proposes strct new litaons on ban-afated apraser at inured depository institutions and
on apraser selected retaed and compenated by th pares. There may well be benefits to
these new litaons, but ther could al be untended cost and conseqence. We believe
th both ban-afated and indeendet aprasal fu can be suject to undue inuence;

therfore, it is not clea th forcg busess along rigid orgational demarations is more
sutale. It is alo importan to note th most depository intutions also do portolio lendig
and the inert fiancial and safety and soundness consderons that atth to their

undertig procees provide stng incentives to reve high-qty valuations, regaess of
the proyider. The use of 

ban-afate apprser should not be tate becaue of abuses

obsered in individua enorcent caes. Accrdgly, we reend perttg flexòilty for



The Honorale James B. Lokh il
June 20, 2008

appraser inependence th would acmmod professional prace "stdadS and could be
apropriatly sced to coond with the wide varet an si of 

mortgage lendig

intutions.

Finay, although we underd OFHO's nee to ac exedtiously in executg the
Agrents and adptig the Co, we believe th the bes way to eslish comprehenive

apprsal and aper stda that afec both in desitory intions an other
mortgage lende naonwide is thugh notice-and-cmment ruemg. The FDIC would be
surtve of suh an interency ruemg proce. We ver much apreiate, however, the
opprtty for comment you aforded for the Coe and Agreeents, as well as the recent public
comments by your Geer Counel indicatg tht OFHO taes the comment proces seriously
and may pur amendments to the Code and Agrents based on the comments recved

ai~~
Ditor
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