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1.0 INTRODUCTION

HUD does not have a program for assisting otherwise sound mortgagors who
face the loss of their homes due to economic stress or other reasons beyond
their control, other than encouraging mortgagees to forbear exercising their
right to foreclose the loan through work-out arrangements until the period of
adversity has passed, or accepting assignment of the insured mortgage. Each
of these two alternatives has major inadequacies:

1. The rapid catch-up schedule usual in most forbearance programs
commonly results in secondary failure. If a distressed homeowner has
‘been unable to make his or her mortgage payments and is consequently
three or more payments in arrears, the mortgage company typically
will seek arrangements under which the homeowner agrees to make one
and one-half or two payments a month. Not surprisingly, tbhe
homeowner who previously could not make the regular monthly payments
soon finds that the catch-up payments are beyond his or her financial
capabilities and a second default occurs, generally resulting in
either a distressed sale (if there is an equity buildup 1n the home)
or foreclosure.

2. The acceptance of assignment of the insured mortgage by HUD is not
only extremely costly to the Government ($74 million for some 3,800
assignments in FY1979), but it also puts HUD in danger of becoming a
major mortgage servicer in the country, a role HUD does not desire
and for which it is not equipped.

Based on the above situation, and after review of alternative
possibilities, the Protective Insurance Payments (PIP) program was designed by
the Contractor team (under HUD contract H-2270) as a cost-effective delivery
system for providing assistance to such deserving mortgagors. After such
design, a demonstration of the PIP program was subsequently approved under EUD
contract H-2504. Based on its experience in the course of the demonstration,
the Contractor team developed a program for national implementation using the
tested delivery system inherent in the PIP program as a means of assisting
mortgagors who met the eligibility criteria of the Home Mortgage Assignment
program. This integration of the PIP delivery system with the existing intake
precedures of the Assignment program should permit HUD, at substantially
reduced cost and without entering the mortgage servicing business, to meet its
statutory mandate to assist mortgagors who are in default for reasons beyond
their control, and, specifically, to implement the Temporary Mortgage
Assistance Payments (TMAP) provisions of the Housing and Community Development
Act of 1980 which was enacted October 8, 1980.

Chapters 3.0 through 5.0 of this final report under BUD contract H-2504
summarize the design of the PIP program, its implementation, and the results
of the demonstration. In summary, the PIP program provided that, for
mortgagors who were three full monthly payments in arrears and who met the



program eligibility criteria discussed in chapter 3.0, HUD would make monthly
mortgage payments (in part or in whole, depending on the ability of the
mortgagor to make partial payments). The period of time for which payments
would be made was subject to periodic review and a maximum benefit amount
equivalent to nine monthly mortgage payments on the HUD~insured first
mortgage. The funds advanced by HUD in the form of monthly mortgage payments
to the mortgagee were evidenced by a note payable to HUD and secured by a
junior lien on the mortgaged property. When the mortgagor was capable of
resuming the full mortgage payment obligation, repayment of the PIP advances
was scheduled (i.e., recast) over a period of time determined by the
mortgagor's ability to pay. At the same time, the balance due under the
HUD~insured first mortgage (including the payments in arrears) was recast to
provide for repayment over the remaining term of the first mortgage. The
mortgagor was then expected to make a new single monthly payment incorporating
both the recast first mortgage and the amount required to amortize the PIP
advances as recast. Servicing during the benefit and repayment periods
remained with the original mortgage servicer.

The effectiveness of the PIP program as a means of delivering assistance
to mortgagors does not depend on the use of any particular set of eligibility
criteria. Although narrow eligibility criteria were employed in the PIP
demonstration (closely paralleling the criteria established in the Emergency
Homeowners' Relief Act of 1975~-inability to meet mortgage payments by reason
of involuntary unemployment or underemployment), the PIP program can
effectively utilize the intake criteria and acceptance/rejection review method
of the current Assignment program,

Implementation of the PIP program as a national program (to be known as
the Temporary Mortgage Assistance Payments (TMAP) Program) can now be
accomplished as a result of the amendment of the National Housing Act
(effective October 8, 1980) to permit use of the HUD insurance funds for loans
or advances for the benefit of the mortgagor and to protect the insurance
funds. Chapters 6.0 and 7.0 of this Report summarize the implementation--and
special areas of congideration in connection with such implementation--of a
national TMAP program.

&
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2.0 HISTORICAL CONTEXT

2.1 NATIONAL HOUSING POLICY

HUD has a legal obligation to follow the national housing policies set
forth in applicable Federal legislation, including, in particular, 42 U.S.C.
§1441 and 12 U.S.C. §170lt (Section 2 of the Housing and Urban Development Act
of 1968). References: Commonwealth of Pennsylvania v. Lynn, 501 F.24 818
(D.C.Cir. 1974); Brown v. Lynn, 385 F.Supp. 986 (N.D.Ill. 1974). In general,
such obligation is to formulate and carry out a program reasonably calculated
to provide a decent home and a suitable living environment for every American
family.

Such obligation is 1limited by the authority granted to HUD under
applicable Federal legislation. (As a practical matter, the performance of
such obligation is also limited by the appropriations provided to HUD for such
purposes.) Such obligation is tempered by HUD's obligation to protect its
interest in insured mortgages, that is, to protect the Government from loss.
See United States v. Neustadt, 281 F.2d4 596, 600 (4th Cir. 1960). It is
further tempered by the policy, affirmed in the Housing and Urban Development
Act of 1968, that HUD should make the fullest practicable utilization of
private enterprise (Section 2 of the 1968 Act, 12 U.S.C. §1701lt).

To the extent reasonably consistent with the aforementioned policies and
otherwise reasonable and appropriate, HUD does have a more particular
obligation to effect such alternative forbearance, recasting, or other
policies and procedures of similar effect as may be within its authority--if
its policies and procedures are resulting in avoidable, unwarranted defaults
and foreclosures or, in any event, if reasonable and appropriate alternative
policies and procedures are available which might, in the future, avert
unnecessary defaults and foreclosures.

Over the past three years, stimulated at least in part both by litigation
(e.g., Brown v. Lynn) and Congressional action (Emergency Homeowners' Relief
Act), HUD has made extensive efforts to improve the quality and extent of
mortgage servicing and in particular has addressed the problem of providing
relief to “deserving mortgagors”™ who face the loss of their homes due to
circumstances beyond their control.

2.2 MORTGAGE SERVICING PRACTICES

Initially in ©BM Mortgagee Letter 75-10 and subsequently in the
promulgation of new regulations (24 C.F.R. Part 203, Subpart C) and handbooks
(4191.1 Rev.) for servicing, BUD moved from the posture of relying upon the
“acceptable practices™ of "prudent 1lending institutions®™ to establishing
specific requirements for responsible mortgage servicing (area office or
toll-free telephone, 1limitation on late charges, acceptance of partial
payments, and contact with mortgagor) before ccmmencement of foreclosure



actions. (For a more detailed analysis of these practices, see the final
report submitted to HUD on April 26, 1976, by Dennis Eisen & Associates under
contract No. H-2270, entitled "Cost/Benefit Analysis of Alternative Mortgage
Servicing Procedures (Initial Effort)".)

Nonetheless, these improved servicing requirements did not directly
respond to the problem of providing relief to mortgagors in default due to
economic stress or other reasons beyond their control.

2.3 EMERGENCY HOMEOWNERS' RELIEF ACT (EHRA)

In enacting this legislation in 1975 (89 Stat. 249; 12 U.S. Code 2701),
Congress reflected its concern that the severe recession and attendant
acceleration in unemployment and underemployment, would Jjeopardize the
capacity of many homeowners to continue their mortgage payments, "leading to
the possibility of widespread mortgage foreclosures and distress sale of
homes"™ (Sec. 102(a) (2)).

EHRA* provided standby authority to the Secretary of BUD to implement a
program of emergency loans and advances (made by the mortgagee and insured by
the Secretary) and emergency repayable mortgage relief payments (made by the
Secretary out of a relief fund established for this purpose) to homeowners
(mortgagors) where:

1. The mortgagee had indicated its intention to foreclose

2. Poreclosure was probable

3. The mortgagor had incurred a substantial reduction in income as a
result of involuntary unemployment or underemployment due to adverse
economic conditions and was financially unable to make full mortgage
payments

4. There was a reasonable prospect that the mortgagor would be able to
make the adjustments necessary for a full resumption of mortgage

payments

5. The property was the mortgagor's principal residence

* As originally enacted, EHRA provided that no relief was to
be granted under EHRA after June 30, 1976. This was later
amended to extend the expiration date of the Act to
September 30, 1977.

t



Assistance under the Act was to be available for all mortgagors, whether
or not insured under a Government insurance program (such as HUD or VA) or
privately insured.

Basic limits on the assistance were:

1, A maximum monthly payment of $250
2. A maximum period of 12 months (extendable for another 12 months)

3. A maximum period for deferral of commencement of repayment until one
year after the last disbursement of loan/advance or relief payment
(or the such longer period as the Secretary deemed appropriate)

4. Provision for such security for repayment (including a lien on the
mortgaged property) as the Secretary deemed appropriate

On August 29, 1975, HUD announced that it had constructed a nationwide
composite index of delinquencies of 60 days or more for mortgage loans on
one-to~four-family dwellings and that 1.1 percent of such loans were then
delinquent. It also announced (and included in the Regqulations promulgated
under EHRA) that if such composite rate of delinquencies should reach 1.2
percent, HUD, after consultation with other Federal agencies that regulate
institutions making home mortgage loans, would make a finding and
determination.as to whether EHRA should be implemented at that time; in the
meantime, however, HUD would not implement EHRA (HUD Release No.75-344,
August 29, 1975; Reg. §2700.10). Since the composite rate of delinquency
never reached l.2 percent, EHRA was never implemented.

2.4 PIP DEMONSTRATION PROGRAM

Concurrently with the Congressional consideration of emergency relief for
homeowners, the Office of Policy Development and Research recognizing the
significantly increasing rate of mortgage defaults in soft job markets and the
potentially devastating impact on individual homeowners, local real estate
markets, and the HUD insurance funds, solicited responses to Request for
Proposal No. H-2270 (issued April 1, 1975), which was designed to:

1. Secure a cost/benefit analysis of alternative mortgage servicing and
forbearance procedures currently employed by mortgagees and mortgage
servicers

2. Develop a demonstration design for an alternative approach for
assisting mortgagors who,. by reason of unemployment or
underemployment, would otherwise face the loss of their homes through
foreclosure or forced sale under existing mortgage servicing

. practices and procedures



In the course of the investigation into then~current mortgage servicing
and forbearance procedures, the contractor's basic findings were as follows:

1. Forbearance policies were not designed to accommodate the mortgagor
who (a) did not have an excellent past payment record, (b) could not
make substantial partial payments during an extended period of
unemployment, and/or (¢) had less than an excellent prospect of
achieving full reinstatement within a one-year period following
default.

2. Neither the then-current c¢hanges in servicing regquirements (HEM
Mortgagee Letter 75-10) nor more supervision of mortgagees by HUD
would significantly diminish the number of mortgagors who,
principally because of unemployment or underemployment (whether or
not during a period of significant national, regional or area-wide
unemployment) would likely face foreclosure or forced sale.

3. Among a number of alternatives to foreclosure considered in the
investigation (including assignment, assignment and reassignment,
refinancing, recasting, insured secondary financing, and partial
insurance payments, as well as both voluntary and special
forbearance), the PIP program was recommended for the following
reasons:

a. Potential for a continuing (rather than a temporary or
emerdgency) program

b. Less costly to HUD in dollars and personnel requirements

cC. Prospects for favorable acceptance by the mortgage banking
community because continuity of cash flow was assured

d. Adaptability to the Emergency Homeowners' Relief Act

e. Retention of mortgage in private sector

Significantly, in Committee for Full Emplovment v. Hills, 70 FRD 678
(U.s.n.C., E.D.Pa., 1976), 1in which plaintiffs unsuccessfully sought a
mandatory injunction ordering the Secretary to implement the Emergency
Homeowners' Relief Act on a regional basis, evidence submitted by the
plaintiff included reference to a statement by Representative Thomas Ashley,
cosponsor of the Act, in his letter of September 19, 1975, to then Secretary
Hills questioning what "would preclude the Department from initiating . . .
[the Act] . . . on an ad hoc basis where jobless rates are today demonstrably
far in excess of the national average?"

The PIP program was subsequently approved for demonstration under contract
H-2504.



2.5 HEOME MORTGAGE ASSIGNMENT PROGRAM

At the same time that the PIP Demonstration Program was being developed at
the request of the Office of Policy Development and Research, but completely
independently of such development, the current assignment program was
developed and instituted, principally as a result of a public interest lawsuit
in Chicago that sought to hold then Secretary Hills in contempt (Ferrell w.
Hills, Case No. 73 C 334, U.S.D.C., N.D.Ill., July 29, 1976). (This case was
later redesignated Ferrell v. Harris and Ferrell v. Landrieu to reflect the
names of each subsequent Secretary of HUD, but it is referred to in this
Report as the Ferrell case.) In his Order Approving Settlement and Dismissal,
Judge Will approved, as fair and reasonable, the Stipulation, filed July 2,
1976, incorporated in the Order by reference and dismissed the action without
prejudice.

As a direct result of the settlement, the Secretary issued BM Mortgagee
Letter 76~9 and Notice HM 76~43, each dated May 17, 1976, incorporating "the
Department's revised policy regarding acceptance of assignments of insured
mortgage in default . . . ."

Assignment itself was not a new procedure. It has been authorized under
Section 230 of the National Housing Act since 1959 (Section 1ll4(a), Housing
Act of 1959 Public Law 86-372). Although the law provided no specific test or
qualification for assignment (other than stating "the Secretary, in his
discretion and for the purpose of avoiding foreclosure of the mortgage . . .
may acquire the loan and security therefore"), the Regulations in effect since
1964 has provided that the "Commissioner may approve . . . assignment . . . if
he finds that the default was due to circumstances beyond the mortgagor's
control™ (24 C.¥.R. §203.35Q).

The settlement embodied in the Stipulation expressly incorporated BM
Mortgagee Letter 76-9 and Notice HM 76-43 by reference and attachment, and
provided that "HUD will take appropriate measures, within its regulatory
authority, to require HUD-approved mortgagees to process, request and execute
assignments to avoid foreclosure ... and HUD will process and act upon
requests for assignment, and thereafter service said mortgages substantially
in accordance with [76-9 and 76-43]" (as amended by the Stipulation to
provide, as one test for mortgage payments during reinstatement, the unpaid
principal balance plus arrearages recast over the mortgage term, extended for
up to 10 years if the mortgage were at least 10 years old).

Subsequent to the Ferrell settlement, HUD adopted the basic assignment
procedure in its Regulations (24 C.F.R. §203.650 et seg). The original
Assignment procedures, as set forth in HM 76-43, BM 76-91, and HM 76-99, were
modified in January, 1979 and are reflected in HUD Handbook 4191.2,
Administration of the Home Mortgage Assignment Program. The principal changes
incorporated in the Handbook were as follows:



1. Field offices were given the authority to waive both the requirement
that the mortgaged property be the principal residence of the
mortgagor and the requirement that the mortgagor not own other
property subject to an FHA-insured or Secretary-held mortgage.

2. When evaluating a mortgagor's ability to pay the mortgage in full or
when structuring payment plans on mortgages accepted for assignment,
the field office was given authority to extend the mortgage term by
up to 10 years, regardless of the age of the mortgage, whereas
previous instructions restricted such extensions to mortgages that
were at least 10 years old.

3. Field offices were required to file monthly reports summarizing the
assignment cases during the preceding month.

4. Field offices were regquired to take positive action to involve
HUD-approved housing counseling agencies in the Assignment program.

Bowever, there have been and continue to be allegations and threats of
renewed litigation on the part of the litigants (generally operating under the
title "Single Family Task Force") who declare that HUD has failed to take
action demonstrating that the assignment program is being administered in
accordance with the Ferrell settlement. As a result of such allegations, an
amendment to the settlement was entered into on August 2, 1379 (and approved
by the Court on November 18, 1979). The amended settlement included the
following requirements:

1. BUD agreed to reconsider all assignment requests made by homeowners
between May 17, 1976 and January 31, 1979 and rejected by HUD. If
BUD found that the requests had been improperly denied, BUD was to
restore the homeowner's home or to substitute a comparable home from
HUD's inventory.* This requirement was implemented in Mortgagee
Letter 79-27 issued October 1, 1979. ’

2. HUD agreed to comply with the provisions of its Handbook 4191.2
entitled "Administration of the Home Mortgage Assignment Program,”
which had been issued January 1, 1979.

3. The Assignment program, as outlined in Handbook 4191.2, is to remain
in effect and under the Court's supervision for five years, until
August 2, 1984.

* Cases processed by the San Francisco and St. Louis HUD area
offices were exempted since these offices were found to
have been properly administering the proposal.



After August 2, 1984, HUD agreed to operate either "the present
assignment program or an equivalent substitute to permit mortgagors
in default on their mortgages to avoid foreclosure and to retain
their homes during periods of temporary financial distress."

HUD agreed to review and, if appropriate, restructure payment plans
of assigned mortgages to insure that they are reasonable. At the
homeowner's request, HUD will also review existing payment plans on
any mortgage which was returned to a lender for further servicing
before January 31, 1879.

In addition, as a result of the amended settlement, and with respect to
the ongoing assignment program, HUD has proposed amendments to its Regulations
that would eliminate the necessity for mortgagees to determine whether or not
a mortgagor meets the criteria for HUD's accepting an assignment of the
mortgage. Under the proposed Regulations, mortgagees would, in every case,
provide HUD with an opportunity to determine whether or not to
assignment of the mortgage prior to initiating any acting required by law to

foreclose the mortgage.

accept
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3.0 DEMONSTRATION PROGRAM DESIGN

3.1 ORIGINAL DESIGN

3.1.1 1Intrcduction

The PIP Demonstration Program was as experimental pregram designed to test
the proposition that interim monthly mortgage payments made by HUD to
mortgagees on behalf of certain homeowners would permit those bhomeowners
continued occupancy in their homes, thus reducing the number of foreclosures
or assignments and .the consequent drain on HUD personnel and the mortgage
insurance funds. In addition, the resulting retention of the mortgage
servicing in the private sector would further reduce the drain on HUD
personnel. A brief summary of the mechanics of the field demonstration is set
forth in the remaining paragraphs of this introduction.

After a 3-month pericd of forbearance by the mortgagees, HUD made monthly
mortgage payments for eligible mortgagors for a pericd of up to 12 months
(HUD's payment being sufficient to fully pay the monthly payment when combined
with the partial payments to be made by the mortgagor). To be eligible,
families must have sustained a substantial reduction in gross family income
due to occupationally related causes or illness, and must have had a
reasonable prospect of attaining substantial restoration of regular income
levels during the period of assistance payments. The funds advanced by HUD
were secured by a second mortgage on the property and were repayable with
interest within the remaining term of the insured first mortgage. Servicing
of the insured first mortgage, both during and after the period of assistance
payments, remained with the private mortgage servicer. The HUD-held second
mortgage was serviced by the same mortgage servicer, thus allowing the
mortgagor to make single payments ccvering both the first and second mortgages.

The PIP program was tested in Philadelphia, Atlanta, and (to some extent)
Los Angeles. Because it was an experimental program, the criteria used to
select mortgagors for participation and the system used for making the
selection were designed to best serve the data-collection and -analysis
processes.

The PIP program selected deserving mortgagors on very narrow criteria and
provided them with assistance in order to test the delivery system and
determine the effectiveness of a program of temporary mortgage payments as a
tool to assist in avoiding foreclosure. The narrow selection criteria were
used to ensure a proper statistical background for both experimental and
control groups participating in the demonstration and to minimize the
influence of any extraneous variables that might tend to distort the results
of the experiment and thus lead to inaccurate cost-benefit analysis.

The purpose of this chapter is to document the major methodological steps
of the PIP Demonstration Program including population universe, city
selection, sampling design, and eligibility criteria.



3.1.2 Population Universe

As of March 31, 1976, just prior to the commencement of the PIP
demonstration in May 1976, HUD's Office of Loan Management estimated that
103,000 single-~family, BUD-insured homes were in default throughout the
country. Of this total, 61,000 were insured under Section 203(b) of the
National Housing Act and an additional 20,000 were insured under Section
221(d) (2) of the Act. At the time these two unsubsidized home ownership
programs accounted for approximately 80 percent of all HUD-insured mortgage
defaults and therefore were selected as the two sections of the National
Housing Act that would constitute the most global population of mortgagors to
be considered for program participation.

A study by the Federal National Mortgage Association of 6075 foreclosures
in HUD-insured single-family programs conducted during the second quarter of
1975 revealed that, of all specific reasons for default, income curtailment
due to unemployment or underemployment accounted for 10.3 percent of mortgage
failures. As shown in figure 3.0-1, income curtailment due to unemployment
amounted to 1l.6 percent among Section 203(b) homeowners and 9.0 percent among
Section 221(d) (2) homeowners, representing at that time the fastest growing
component of all mortgage failures, from 6.1 and 5.0 percent, respectively,
just one year earlier.

Approximately 50 percent of all mortgage failures were labeled as being
due to "excess obligations," a catch-all phrase embracing such matters as
inability to manage money and unanticipated expenses. Because of the
inexactitude of this particular category, it was initially decided to 1limit
the population universe of HUD-insured mortgagors to those families who bad
sustained significant reduction in gross family income due to unemployment or
underemployment. Shortly after ccmmencement of the intake phase of the
demonstration, the universe was expanded slightly to include those families
who had suffered income curtailment due to illness.

In summary, the population universe considered for the PIP demonstration
consisted of single-family homeowners with mortgages insured under Section
203(b) or 221(d) (2), in default, who had experienced a substantial reduction
in gross family income due to unemployment or underemployment or illness and
who had a reasonable prospect of restoration to regular income levels.

The population for the PIP demonstration was to be limited to mortgagors

in a restricted number of metropolitan areas. The next step in the
methodology was city selection.
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Primary Reason for Defaults: Based upon the 6,275
Foreclosure, Deedas in Lieu, and Asaignments from the
PNMA, 2nd Quarter, 1574

NOMEBER OP CASES

Cases of
Files of

Bntire Portfolio Section 203 Section 221 Section 238
Reason No. L No. 3 —No. 3 No. L]
Death 82 1.31 15 1.17 11 .94 29 1l.14
Iliness
(mtgr.) 117 1.86 36 2.22 20 1.71 46 l.81
Illness
(family) 82 1.31 26 1.61 14 1.28 33 1l.30
Marital 337 5.38 101 6.24 62 5.31 119 4.68
Abandonment 861 13.72 159 9.82 49 4.20 607 23.86
Inccme Cur- :
tailment 351 5.60 99 6.11 58 4.97 147 s5.78
Bxcess
Obligations 3,050 48.60 816 50.40 637 54.54 1,156 45.44
Transfer 19 , 0.29 3 0.19 2 0.17 10 0.39
Property
Condition 51 0.82 7 0.43 7 J.60 23 0.90
Inability to
Sall 126 2.01 ‘41 2.53 18 1.54 47 1.85
Military 3 0.04 1 0.06 1 0.09 1 0.04
Other 1,196 19.06 311 19.21 289 24.74 326 1l2.81
Totals 6,275 100.00 1,619 100.00 1,168 100.00 2,544 100.00
Primary Reason for Default: Based upon the 6,075 Cases of
Foreclosure, Deeds in Lieu, and Assignments from the files of
FNMA, 2nd Quarter, 1975.
NUMBER OF CASES
Entire Portfolio Section 203 Section 221 Section 235
Reason No. 3 No. % No. 3 No. 3
Death 64 1.05 16 l.21 6 0.50 26 1.52
Illness
{mtgr.} 90 1.48 27 2,05 13 1.08 18 1.08
Illness
(family) 58 .94 15 1.14 8 '0.66 16 (.94
Marital 350 5.76 90 6.83 59 4.81 77 4.50
Abandonment 552 9.09 96 7.28 49 4.06 240 14.03
Income Cur-
tailment 623 10.26 153 11.61 109 8.96 182 10.64
Excess
Obligations 3,197 52.63 711 53.95 686 56.72 874  51.08
Transfer 23 0.38 4 0.30 2 0.17 11 0.64
Property .
Condition 41 0.67 13 0.99 13 1.08 14 0.82
Inability to
Sell 131 2.16 21 1.59 18 1.41 — 47  2.75°
Military 12 0.20 -0~ -0~ 1 0.08 4 0.23
Other 934" 15,38 172 13.05 242 20.07 202 11.81
Totals 6,075 100.00 1,318 100.00 1,206 100,00 1,711 100.00

Pigure 3.0-l.--Primary Reasons for Default:
FNMA Experience, 1974-1975

3.1.3 City Selection

As a result of a previous study (HUD contract H-2270),
that selection of the participating cities should be based on the following

criteria:

12
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1. FEach site would be restricted to the central city within a standard
metropolitan statistical area (SMSA) of at least 500,000 population.

2. The city should have a local HUD area office.

3. The city should contain a minimum of 1,000 Section 221(d) (2)-insured
homes in default.

4. The 30 largest servicers should control at least 40 percent of the
unsubsidized HUD-insured mortgage market, and substantially all of
the servicers should be willing to cooperate with and participate in
the program demonstration,

5. The city should be experiencing a current level of unemployment equal
to or higher than the national average.

6. The city must be served by one or more HUD-approved active
delinquency and default counseling agencies willing to participate in
the program, with full capability of counseling Section 203(b) and
221(d) (2) homeowners in mortgage distress.

7. In the event of foreclosure, the governing laws and customary
practices should permit reasonably prompt foreclosure action.

A list of candidate sites was drawn up and is presented in figure 3.0-2.
The 17 cities in the list are rank-ordered by the number of Section 203(b)
homes in default as of September 30, 1975. Although each of the cities in the
list contained a minimum of 1000 Section 203(b) homes in default as of that
date, the cities of Phoenix, Atlanta, Los Angeles, Seattle, Philadelphia, and
Newark were selected as the most likely candidates for the demonstration.
Field visits determined that the three best cities in which to conduct the PIP
demonstration, taking into account the nature of the mortgage servicing
industry peculiar to those cities, were Atlanta, Philadelphia, and Los
Angeles. While it might have been desirable to include more than three cities
in the demonstration, each additional city would have greatly increased the
cost of administering the demonstration.

For reasons described under DESIGN MODIFICATIONS Section 3.2 of this

report, Los Angeles was dropped without replacement in August 1977,
approximately 4 months into the intake phase of the demonstration.

13



No. of No. of

9/75 City HUD Acea HUD

203(b) 221(d) (2) 9/75 Uneaploy- Apprcved Approved

In in Total Unemploy- ment Rate " D&D D&D

pefault Default 203(b) ment Rate Statewide Agencies Agencies

9/30/75 9/30/75  +221(d) (2) SMSA (%) (%) 5/15/7% 5/15/75
New York, N.Y. 6,773 451 7,224 11.7 10.2 1 1
Chicago, Ill 3,141 493 3,934 9.3 8.7 3 7
Indianapolis, ind. 3,024 253 3,277 6.8 7.5 2 7
Phoenix, Ariz. 2,281 355 2,636 10.9 10.1 2 4
Detroit, Mich. 2,236 3,325 5,561 12,9 12.1 S 14
Atlanta, Ga. 2,214 562 2,776 9.3 9.0 3 13
San Juan, P.R. 2,140 24 2,164 13.8 18.9 1 1
San Francisco, Ca. 2,035 544 2,579 9.7 9.3 0 10
Los Angeles, Ca. 1,815 1,815 3,649 10.0 9.3 8 n
Seattle, Wa. 1,689 730 2,419 9.3 9.0 1 3
Cleveland, Ohio 1,640 309 1,949 7.5 7.9 2 7
Philadelphia, Pa. 1,451 1,959 3,410 10.2 8.5 2 S
Dallas, Tex. 1,425 293 1,718 5.6 6.1 2 2
Minneapolis, Minn. 1,220 66 1,286 6.1 4.8 4 6
Buffalo, N.Y. 1,219 71 1,290 12.7 10.2 1 10
Tampa, Fla. 1,102 205 1,307 12.7 12.6 2 5
Newark, N.J. 1,093 299 © 1,398 10.8 10.1 3 16

Notes: (1) All unemployment rates are not seasonally adjusted.

(2) The number of city D&D agencies is included in area
totals. (There may be D&D agencies in area totals which
are alsc in the associated SMSA.)

Pigure 3.0=-2.— Default and Unemployment Rates: 9/30/75

3.1.4 Sampling Design

3.1.4.1 Experimental and Control Groups

within each of the three selected cities, mortgagors in default who were
eligible for participation in the PIP demonstration were to be assigned to
various experimental and control groups. While it would have been desirable
to select matched pairs and arbitrarily assign individuals to each group or
randomly assign half to the experimental groups and half to the control
groups, administrative requirements, legal considerations, and public policy
all recommended against such an approach. The offering of special benefits to
some individuals while simultaneously denying them to others appeared to risk
possible legal 1liability and invite adverse public reception. Rather, once
the funds for PIP payments were available in a particular city, it appeared
necessary to assign those funds to each eligible mortgagor in default until
the available funds were exhausted, then utilize those mortgagors immediately
thereafter as a control group.

The experimental groups were to be offered PIP payments to prevent
foreclosure, forced sale, or assignment of their mortgage. The control groups
were brought into the demonstration and tracked, but without being offered PIP
payments. :

14



In its initial conception, the PIP demonstration was to have two separate
experimental groups and two separate control groups within each city. The
first experimental group was to be offered both PIP payments and default and
delinguency (D&D) counseling, on a regular monthly basis, both during the
period of assistance payments and for a period of time subsequent to the
restoration of income. The second such experimental group was to be offered
PIP payments alone, without any D&D counseling. Similarly, the first of the
two control groups was to have been given no PIP payments, but have the same
D&D counseling services as the first of the two experimental groups. The

second of the two control groups was to be offered neither PIP payments nor
D&D counseling.

The Field Research Plan for the PIP demonstration (previously filed with
HUD by the contractor) called for a total of 40 mortgagors in each of the four

treatment groups in each city. The design layout as originally conceived is
presented in figure 3.0-3.

Treatment Group

Group No. 1 2 3 4
PIP Yes Yes No No
Counseling Yes No Yes No
Group Type Experimental Experimental Control Control
City No. of Participants
Philadelphia 40 40 40 40
Atlanta 40 40 40 40
Los Angeles 40 40 40 40
Total 120 120 120 120

Total Experimental Group 240
Total Control Group 244
Total 480

Figure 3.0-3.-—Experimental and Control Group

Divisions: Original Design

As will be discussed in Section 3.2, DESIGN MODIFICATIONS, treatment of

groups 2 and 3 had to be dropped from the demonstration for a variety of
technical reasons.

3.1.4.2 Frequency Matching
In order to best control the extraneous factors that could jeopardize the

objectivity of the results, it was decided to match the various treatment
groups in each of the participating cities on the basis of seven variables:
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(1) section of the National Housing Act under which the mortgage is insured,
{2) race or ethnic minority of the principal mortgagor, (3) age bracket of the
principal mortgagor, (4) sex of the principal mortgagor, (5) age bracket of
the mortgage itself, (6) income bracket of the mortgagor, and (7) location.
By matching all individuals in this manner, any differences in results that
appeared between groups could rightly be attributed as not due to the above
variables. "

Within each city, however, there were to be no more than 40 individuals
per group, so applying the matching process on an individual-by-individual
basis would have been too cumbersome a process. It was considered preferable
to allocate the appropriate number of individuals to each treatment group,
filling each such group before starting the next, maintaining identical
distributions by mortgage type, race, age and sex of the head of household,
mortgage age, and mortgagor income among all groups within a given city.

‘Thus, the distribution of each variable was the same among each group, even

though individuals were not paired on all variables. This method is known as
matching by frequency distribution. The groups were comparable for the
selected criteria, even though given individuals might have had no exact
counterpart. While the design did not fully satisfy the independence
assumption, it appears to have been the most efficient procedure for this
particular research endeavor.

As it turned out, the frequency matching between treatment groups was
accomplished very readily, and the resulting distributions and results are
presented in Section 5.2.2, Demographic Profile of Participants.

3.1.4.3 Statistical Analysis

Because the sample selection was stratified among cities, the overall
experiment can be regarded as a two-way, cross-classification, systemized
block design. The primary factor was that of treatment group (either
experimental or control), and the secondary factor was that of location
(Philadelphia, Atlanta). The mortgagors assigned to the primary treatment
groups were not selected on a randcm basis. Their assignment was, however,
controlled by the systematic placement procedure described in detail in the
Field Research Plan. It is important to note that there was absolutely no
self-selection allowed into the demonstration on the part of any mortgagor.

The statistical technique originally intended for analysis of the ultimate
results of the demonstration was two-way analysis of variance over the
corresponding 3 x 4 cells of the initial design, each such cell containing the
40 or so independent observations proposed. Because of the reduction in the
number of treatment groups from four to two and the number of cities from
three to two, an alternative statistical technique was used. This consisted
of algebraically combining the outcomes across cities and utilizing a simple
test for differences in proportions between experimental and control groups.

16



That is, let:

14
[}

proportion of successes in the experimental group,

(9]
[}

proportion of successes in the control group,

N = sample size (both groups having the same size and in
fact being matched samples), and

p = Pe - P, the difference in proportions between

the experimental and control groups.

The standard deviation of the observed differences between the two
treatment groups is given by:

s.d. = [B (1-B)+B (1-B)
N

Because of the nature of the demonstration, we assume that on an a priori
basis, P is going to be positive, so that the underlying statistical criteria
that are to be invoked should be based on a one-tailed test. With this
assumption, we find that:

1. If ZX P/s.d. 22'1.645, we can be 95 percent certain that the
difference in success rates between the experimental and control
groups cannot be due to chance.

2. 1If Zx P/s.d. 22:1.28, we can be 90 percent certain that the
difference in success rates between the experimental and control
groups cannot be due to chance.

3. If AP/s.d. 21.04, we can be 85 percent certain that the
difference in success rates between the experimental and control
groups cannot be due to chance. This is the lowest confidence level
we shall deem acceptable for statistical inferences.

The principal dependent variable will be the proportion of mortgagors
current in their mortgage payments as of the cut-off date of the
demonstration. Because of the presence of other governmental programs that
mortgagors in the control group may have applied for and received, the
operational definition of "currency®™ is a complex one. As discussed in detail
in the Field Research Plan, -:the solution to this problem resides in the
construction of an index that will give an ordinal measure of each mortgagor's
outcome at the time the demonstration is concluded, as follows:
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fully current or normal sale

1 month late

2 months late

= 3 months late

more than 4 months late

assignment proceedings instituted

assignment to HUD ’
foreclosure proceedings instituted
= foreclosure or distress sale

@~ bW O
[}

Thus, at the conclusion of the observation pericd, each participant in the
demonstration is assigned a numerical factor between 0 and 8 in accordance
with the above scale. The numbers so assigned are summed for all mortgagors
in the experimental group and for all those in the control group. The
one-tailed difference in means test is then applied to determine whether a
significant difference in outcome was experienced by the members of the
experimental and the control group.

3.1.5 Eligibility Criteria

Commencing with the start-up of the intake phase of the demonstration and
for each month thereafter, a master list of defaulting mortgagors was compiled
from among the files of the participating mortgage servicers of all
single-family unsubsidized HUD-insured mortgagors who had missed their second
consecutive mortgage payment. . ' ’

The only defaulting mortgagors that the servicers were requested to screen
out from among this set were those who (l) were owners of other that strictly
single~family (one-unit) residences, (2) were Known to have second liens on
their property, and (3) lived elsewhere than in the mortgaged property.

The Mortgagor Application Form (included in Appendix A of this Report),
after being completed in a face-to-face interview with the contractor's
representative, supplied the necessary information against which the basic
mortgagor eligibility criteria were applied. Because of the time lapse from
receipt of the mortgagor's names to the scheduling of the interview, those
mortgagors who had not cured their delinquency or made partial payments were
by then in default by at least 31 days (i.e., missing three full mortgage
payments) .

The full list of eligibility criteria, as originally developed, and the
reasons for including each criterion, were as follows:

3.1.5.1 Mortgage and Property

l. Mortgagor in default 31 days (three missed payments)--It was thought
that this was an appropriate time to commence assistance based upon
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discussions with lenders and servicers and the fact that they used
this same guideline for determining when to consider commencement of
_foreclosure.

Insured under section 203(b) or section 221(d)(2) (and not under

section 223(e))--As indicated above, at the time the demonstration
program was being designed, mortgages insured under these two
sections of the National Housing Act accounted for approximately 80
percent of all HUD-insured mortgage defaults. Because of the
additional risk factors involved, the limited number of mortgages
insured under Section 223(e) (relating to properties in older
declining urban areas) were eliminated from the demonstration.

Single family dwelling~-For greater uniformity in mortgage amount and
housing expenses, the demonstration was limited to structures
containing only one living unit.

Principal residence of mortgagor--Since the purpose of the program
was to help mortgagors who might otherwise lose their homes, this
criterion was though to be consistent with that purpose.

No second mortgages or other encumbrances--This criterion was used to
ensure that HUD would hold a second mortgage on the property if it
was decided to market the mortgages resulting from the program.

Fee owner of property-~This criterion was used to simplify the
mechanics of the program since, for example, the inclusion of
mortgagors who held their property under a contract for deed would
require the consent of the seller.

Property located in one of the SMSAs in which the demonstration is

being conducted--This criterion was necessary to ensure that the
mortgagor would have access to the HUD office and the D&D counseling
agency.

No bankruptcy or other insolvency action--This criterion was intended
to eliminate those mortgagors who would have very little chance of
being assisted by this program.

3.1.5.2 Circumstances

1.

Substantial curtailment of gross family income such that mortgagor is

unable to pay the monthly installments (PITI) on the first mortgage

with 30 percent of the gross family income--This test was developed
as a measure of when assistance was needed, and the 30 percent figure
was based on the 25 percent general rule of thumb in this area
increased slightly to permit assistance in slightly less serious
cases.
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2. Curtailment is occupationally related--This criterion helped make the
demographics more uniform between the experimental and control groups.

3.1.5.3 Assets

Net liquid assets must be no more than $5,000--If the mortgagor had a
large amount of available liquid assets, he {or she) should be able to
use his (or her) own liquid assets to pay the mortgage payment; the
$5,000 figure was selected more or less arbitrarily as a measure of need.

3.1.5.4 Risks

l. Mortgagor must have been continuously employed for at least 1 vyear
prior to the income curtailment--The program was intended to assist
mortgagors who, with their regular employment, could normally make
their mortgage payments but who were currently unable to do so
because of temporary unemployment or underemployment. (Requiring
1l year of continuous employment helped ensure that the mortgagor was
employable and presumably was only temporarily unemployed or
underemployed.)

2. During the 24-month period preceding the payment of the first PIP
payment, there must have been at least one period of 12 consecutive
months during which all payments (except one) due on the first
mortgage were paid no later than 1 month after their due date--This
was intended as a test to ensure that chronic delinquents were not
being assisted by the program, which was designed to assist a
temporary need to be remedied after a given pericd of time.

3. Upon recasting of the PIP mortgage (assuming that the maximum amount
of PIP payvments were made), the aggregate mortgage payments (PITI)
due under the first mortgage and the PIP mortgage will not exceed
approximately 30 percent of the gross family income that existed
prior to the income curtailment—This was intended to make sure that
after the PIP advances and recasting of the PIP mortgage and first
mortgage, the amount of the mortgage payments due would not be so
great as to likely cause another failure after the re-employment of
the mortgagor.

4. Upon recasting, the aggregate mortgage payments (as described above)
plus the remaining recurring obligations of the mortgagor will not
exceed the gross family income of the mortgagor expected after
restoration of income (assumed to- be 75 percent of the level of
income before curtailment)--This was intended as another test to
ensure that, after recasting, based upon the income expected after
re—employment, the mortgagor would be able to make mortgage payments
and pay other recurring obligations.
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As will be described in Section 3.2, certain modifications to the
eligibility criteria were made subsequent to the start-up of the intake phase
of the demonstration.

3.2 DESIGN MODIFICATIONS

3.2.1 Causes of Modification

It is wvirtually impossible to anticipate every contingency that might
occur in the conduct of social science experiments such as the PIP
Demonstration Program.

At the time the preliminary research for the PIP demonstration was being
conducted under its predecessor contract (H-2270) during the spring of 1975,
unemployment in the country was approximately 9 percent; and according to the
detailed records kept by FNMA, the default rate due to unemployment was twice
its usual level. Indeed, it was because of these circumstances that the
research for the PIP program was initiated. The c¢ities of Atlanta,
Philadelphia and Los Angeles were seen to be among the hardest hit areas of
the country: in May 1975 unemployment in these three cities was 8.8, 8.6 and
9.7 percent, respectively. It was for this reason, among others, that these
three cities were subsequently selected as the demonstration sites. However,
by the time the intake phase of the demonstration commenced in the spring of
1977, the nation's unemployment situation had undergone a rapid improvement,
dropping to 6.9 percent by April of that year. Unemployment in Atlanta,
Philadelphia, and Los Angeles fell to 5.9, 7.7, and 7.4 percent, respectively.

It must also be borne in mind that unemployment rates as quoted above
refer to the general labor force. Among male heads of household, 25-54 years
of age, the national unemployment rate fell from 5.1 to 3.9 percent, a
relative decrease of 24 percent, in the two-year period from May 1975 to April
1977. Among all workers covered by unemployment insurance, the national
unemployment rate fell from 6.3 to 3.4 percent during the same two-year
interval, a relative decrease of 46 percent, Although no unemployment
statistics are kept on homeowners, it is felt that the above two measures,
when used together, were an indicator of what was happening with respect to
unemployment among the nation's homeowners.

The net result of this improving economic climate was to cause the
qualification rate of mortgagors to drop so low that there was no way of
adhering to the original planned intake rate. Three months into the intake
phase of the demonstration, by the end of June 1978, 1l participants had been
enrolled in Atlanta, 20 in Philadelphia, and only 6 in Los Angeles. As a
result, it became necessary to modify certain aspects of the original Frield
Research Plan, The full set of modifications incorporated into the
demonstration are documented in the 27-page revision to the Field Research
Plan, dated August 1977 (previously filed with HUD). The remainder of this
chapter presents some of the salient features of the modifications that
directly affected the methodology involved.
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3.2.2 Criteria Refinement

The following aspects of the mortgagor criteria were expanded and refined
to increaase the intake rate of mortgagors enrolling in the experiment:

3.2.2.1 Illness

The criterion for involuntary unemployment or underemployment was expanded
to include those mortgagors, or members of the mortgagor's immediate
household, who were unable to work fulltime in their occupations due to
medical reasons that would, in the opinion of their attending physicians, be
alleviated by the date of the last PIP payment.

3.2.2.2 Financially Unable

The criterion requiring that the mortgagor be financially unable to pay
the full monthly installments on the insured first mortgage with 30 percent of
the gross family income was expanded to being financially "unable to pay the
monthly installments and the remainder of [the mortgagor's] housing expenses
{including, but not limited to, utilities, maintenance and repair costs) with
30% of ([the] mortgagor's income."

3.2.2.3 Recast Payments

The criterion requiring that the monthly installments due on the first
mortgage and the PIP mortgage after recast be no more than 30 percent of the
mortgagor's income before curtailment was changed to 35 percent of such income.

3.2.2.4 Delinquency Status

The criterion requiring that the mortgagor be no more than 3 months
delinquent at the time of enrollment in the PIP program was expanded to allow
the enrollment of those mortgagors not in process of foreclosure who were no
more than 6 months delinquent and who were not being considered by HUD for
assignment. The first PIP payment was increased, if necessary, so that the
mortgagor would be 3 months delinquent after that payment.

3.2.3 Pocused Comparative Analysis

The original Field Research Plan called for a total of 480 mortgagors to
be enrolled in the demonstration: 40 in each of the three cities receiving
PIP payments and counseling, 40 receiving PIP payments alone, 40 receiving
counseling alone, and a final group of 40 receiving neither PIP payments nor
counseling. Because the length of time to achieve such enrollment would have
become inordinately 1long considering the economic climate in 1977, the
following steps were taken so as to preserve the integrity of the principal
experimental and control groups and to ensure that the time of intake did not
become a seriously uncontrolled variable:
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l.

The intake of mortgagors in Los Angeles was stopped as of July 1877.

Mortgagor enrollment continued in group 1 (receiving PIP payments and
counseling) of the experiment in Atlanta and Philadelphia through
September 1977.

Mortgagors qualifying for the demonstration in these two cities after
September 1977 were immediately placed in group 4 (receiving neither
PIP payments nor counseling).

No nmortgagors, anywhere, were offered PIP payments alone or
counseling alone.

From a research perspective, the consequences of these actions were as

follows:

1.

The six mortgagors in Los Angeles who were receiving PIP payments and
counseling were not paired with control group counterparts and
therefore did not contribute to the statistical analysis portion of
the experiment. However, this group served to (l) form a basis for
measuring the probable costs of administering the PIP program in
California, (2) identify certain of the potential problems inherent
in the 1legal and administrative documents and procedures in that
state, (3) test the mortgage modification methodology (i.e.,
recasting) in that state, and (4) familiarize the local office and
several of the largest servicers in that area with how the PIP
program would operate in California,

Based on the number of mortgagors enrolled in the demonstration and

placed within group 1 by September 30, 1977, the actual sample size
schematic was as shown in figure 3.0-4.

Treatment Group

Group No. 1 4
PIP Yes No
Counseling Yes No
Philadelphia 29 29
Atlanta 17 17
Total 46 46

Figure 3.0-4.--Experimental and Control Group
Divisions: Final Results
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Although the number of participating mortgagors appears to have been low
relative to the original sample design, it was entirely possible for
statistically significant differences to occur, depending on the magnitude of
the observed differences between the performance of the experimental and
control groups. Indeed, with sufficient difference between the scores of the
experimental and control groups, statistically significant differences within
individual cities could have been forthcoming, even with the low number of
participants.

To illustrate what is meant we £first note that, according to data
published by the MBA (Mortgage Delinquency Reports, lst quarter 1977), the
percentage of foreclosures occuring among HUD-insured unsubsidized mortgages
delinquent by three or more payments was about 35 percent. With this value as
the control group failure rate, we can utilize the basic one-tailed testing
criteria to produce the following table (figure 3.0-5) of sample sizes
required to establish statistically significant differences for a control
group failure rate of 35 percent.*

Experimental Confidence Level for

Failure Rate Various Sample Sizes
958 208 85%
30% 474 287 189
25% 112 68 43
20% 47 28 : i8
15% : 24 1s 9
10% 14 8 5

Figure 3.0-5.—Control Group Failure Rate: 35%

-

What the above matrix of sample sizes reveals is that if the 46 mortgagors
in the control group were, in fact, to experience a failure rate of 35 percent
and the corresponding 46 mortgagors in the experimental groups a failure rate
of 20 percent, then, according to the middle row in the table, we would be
just about 95 percent confident that a statistically significant difference
existed between the two treatment groups. If these same two hypothetical
failure rates had been observed in Philadelphia, with its sample size of 29,
then-—again according to the middle row--we would be just about 90 percent
confident that a statistically significant difference existed independently in
that city. Similarly, if the same failure rates had been observed in Atlanta,
with its sample size of 17, we would be just about 85 percent confident that a
statistically significant difference existed independently in that city.

* The table in figure 3.0-5 differs from the corresponding
one in the Field Research Plan in that the former is
predicated on a one-~tail test of significant difference,
the latter (as is customary in sample design) on a two-tail
test.
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We point out in passing that it is entirely possible (and even probable)
for statistically significant differences to be established on an overall
basis, with similar results being independently established at only a limited
number of constituent sites and sometimes at none at all.
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4,0 DEMONSTRATION PROGRAM~-IMPLEMENTATION

4.1 FIELD IMPLEMENTATION

4.1.1 HUD Area Offices

Meetings were held with HUD area office personnel in each of the three
cities selected for the demonstration., The purpose of the visits was to set
up working arrangements for the contractor's representatives and, since the
program was HUD-sponsored, to get the local offices involved to the extent
practicable. ' :

HUD area offices were requested to provide the contractor's
representatives with desk and file space, telephones, and access to an area in
which personal interviews could be conducted in private.

Each BHUD area office was regquested to provide an individual who would
interface with the program and be responsible for signing the necessary
letters of introduction, acceptance, and rejection to the mortgagors who might
possibly participate in the demonstration program, as well as certain of the
legal documents that had to be signed on behalf of HUD. The identification of
an alternate individual was also requested. These individuals would also
assist the contractor's representatives, to the extent possible upon reguest
of the representatives, in resolving problems that might delay the program.

In Atlanta, the contractor and its team met with William Hartman, Area
Director; Ernest Metzler, Deputy Director; PFrancis Reardon, Director, Housing
Management Division; Clyde Barron, Housing Counselor; Sally McCormick, Loan
Assistant; and Anthony Thomas, E.0. Specialist. The Area Director and his
staff were very interested in the demonstration but were concerned about the
amount of time their office could spend on the program. After further
discussion, the area office agreed to provide the necessary assistance.

In Philadelphia, the contractor team met with Paul Caine, Area Director:
Frank Poshywak and Lynn Holzman, staff members; and Rachael Anuthuat, Regional
Representative and Economist. The Philadelphia office was very cooperative
and agreed to provide the necessary assistance. Mr. Caine stated that they
had a very good industry relationship and held monthly meetings with the
mortgage banking industry.

In Los Angeles, the team met with Roland Camfield, Area Director, and
staff members Paul Kaup, Helen Kressman, and Eve Duff. The Los Angeles office
also had good cooperation with the mortgage banking industry. The office was
very enthusiastic about participating and saw no problem in providing the
necessary assistance,



puring these visits, the consultant team also researched the files in the

area offices to determine the reasons for default among mortgagors. The
results of the sample searches indicated that the experimental cells could be
filled using income curtailment as the basic criterion.

4.1.2 Mortgage Servicers

In each of the demonstration cities contact was made with the leading
mortgage servicing companies on the basis of 203(b) and 221(d) (2) delinguency
volume. A presentation describing the background of the program, the program
objectives, and the cooperation needed from them to make the program
successful was delivered. A letter of intent to participate in the program as
described in the presentation was solicited.

Figures 4.0-1, 4.0-2, and 4.0-3 set forth the principal mortgage servicers
in Los Angeles, Atlanta, and Philadelphia, arranged in declining order based
on Section 203(b) and 221(4)(2) 90-day delinquencies, and indicate by
asterisks the 23 servicers visited by the consultant team,

In general, the larger mortgage servicers were cooperative and willing to
participate. The smaller servicers, aithough they considered the program
worthwhile, were more cautious about cooperation because they saw a lot of
paperwork and extra time required for the one or two mortgagors they were
likely to have in the program.

One of the concerns expressed by the servicers was the fact that the
mortgagors selected for participation might owe several late charges in
addition to the three monthly payments, and they were unwilling to forbear
with respect to those late charges' as well as the mortgage payments.
Therefore, the program design was altered to provide that the £first PIP
payment would include all late charges due.

The servicers in Los Angeles also pointed out the problem with mortgages
in GNMA pools where the servicer was required to pay (pass through) the
payments even if not paid. They indicated that such mortgages probably would
not be included in the demonstration because the servicers would not want to
pay these payments with their own funds while waiting for repayment over the
remaining term of the first mortgage, after recast. (This problem would be
eliminated in a national TMAP program because, as explained in section 6.0 of
this report, there would be no forbearance by the investor.)
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MORTGAGE SERVICERS IN LOS ANGELES RANK-ORDERED BY
UNSUBSIDIZED, HUD~-INSURED 90-DAY DELINQUENCIES, MAY 31, 1976

Rank Name iggl Cumulative
1 Advance Mortgage Corporation 187 187
2 *Colonial Mtg. Service 179 366
3 *The Kissell Company 178 544
4 *Bowest Mortgage Corporation 126 670
5 California FS&L 118 788
6 *Lomas & Nettleton 91 879
7 *Security Pacific 91 970
8 *The Colwell Company 79 1,049
9 Guild Mortgage Company 70 l,ilB

10 Downey S&L 67 1,186
11 Investors Mortgage Service 60 1,246
12 Western Pacific Fin Corp 56 1,302
13 Bank of Finance 51 1,353
14 California Mortgage Services 48 1,401
15 First ridelity Mortgage 48 1,448
16 Mechanics National Mortgage 40 1,489
17 Home S&L 39 1,528
18 Community Funding Corporation 36 1,564'
19 Coast FS&L 35 1,599
20 Bank of America NT&SA 33 1,632
21 Home Federal S&L 33 1,665
22 Lowell sSmith Inc. 33 1,698
23 Western Mortgage Company 32 1,730
Total (118) 2,375

All figures represent section 203(b) + 221(d) 2 mortgagors 90 days or
more delinquent; that is, one day short of missing at least their
"fourth consecutive payment.

Figure 4.0-l.--Mortgage Services in Los Angeles
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MORTGAGE SERVICERS IN ATLANTA RANK-ORDERED BY
UNSUBSIDIZED, HUD-INSURED 90-DAY DELINQUENCIES, MAY 31, 1976

203
Rank Name +221 Cumulative

1 *Advance Mortgage Corporation 64 ‘ 64
2 *Bowest Mortgage Corporation 49 113
3 *Thorpe and Brooks 36 149
4 *The Kissell Company 33 182
S *Fickling and Walker 32 214
6 *Allstate Enterprises 31 245
7 Guild Mortgage Company ; 27 272
8 Pennamco, Inc. 27 299
9 Collateral Investment Company 25 324
10 *Colonial Mortgage Service Company 25 349
11 National Home Accept. Corp. 25 374
12 Southeastern Mortgage 22 396
13 The Colwell Company .21 417
14 *Pine State 20 437
15 Mortgage Association, Inc. 18 455
16 Embry Mortgage Corporation 17 472
17 Baker Mortgage Company 15 487
18 *Mortgage Securities, Inc. 15 502
19 Thomas and Hill 14 516
20 Phyps Harrington 13 529
21 J. I. Kislak Mortgage 140 539
Total (84) 764

All figures represent section 203(b) + 221(d)2 mortgagors 90 days or
more delinquent; that is, one day short of missing at least their
fourth consecutive payment.

Figure 4,0-2,--Mortgage Services in Atlanta
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MORTGAGE SERVICERS IN PHILADELPHIA RANK-ORDERED BY
UNSUBSIDIZED, HUD-INSURED 90-DAY DELINQUENCIES, MAY 31, 1976

203
Rank Name +221 Cumulative

1 *pPidelity Bank Mortgage Company 516 . 516
2 *Lomas and Nettleton | 289 805
3 *Bogley, Inc. 283 1,088
4 *Industrial Valley Company 252 1,340
5 *Colonial Mortgage Service 119 1,459
6 Boulevard Mortgage Company 86 1,545
7 Del Valley Mortgage 79 1,624
8 Pennamco . 68 1,692
9 *pPirst Pa. Bank 64 1,756
10 *Rirk Mortgage Company 40 1,796
11 *Western Savings Fund ' 37 1,833
12 Banker's Bonding Mortgage 34 1,867
13 Metro Federal S&L 34 1,901
14 Advance Mortgage Corporation 29 1,930
15 First Mortgage Service Company 29 1,959
16 Beneficial Mutual Savings | 23 : 1,982
17 Philadelphia Savings Fund 22 2,004
18 Mid-City Federal Savings & Loan 19 2,023
19 The Lincoln Savings Bank 19 2,042
20 A. Lincoln Pederal Savings & Leoan 17 2,059
21 E. Girard savings & Loan 17 . 2,076
22 First Federal Savings & Loan 17 2,093
23 National Home Accept. Corp. 17 2,110
Total (82) 2,346

All figures represent section 203(b) + 221(d)2 mortgagors 90 days or
more delinquent; that is, one day short of missing at least their
fourth consecutive payment.

Figure 4,0-3.--Mortgage Services in Philadelphia
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The servicers who ended up participating in the demonstration in each city
were as follows:

ATLANTA

Colonial Mortgage Service Company
Citizens & Southern Financial Corporation
The Kissell Company

Fickling & Walker, Inc.

Allstate Enterprises Mortgage Corp.

LOS ANGELES

Colonial Mortgage Service Company
The RKissell Company

PHILADELPHIA

Colonial Mortgage Service Company
Lomas & Nettleton Company
Industrial Valley Bank

VNB (Virginia National Bank) Mortgage Corp.
Fidelity Bond & Mortgage Company

4.1.3 Counseling Agencies

The consultant team met with counseling agencies in each city to acquaint
them with the demonstration and solicit proposals for subcontracts to provide
the counseling required. The consultant team was looking for economic
counselors who were familiar with the Section 203(b) and 221(d) {(2) homeowners,
knowledgeable regarding Government programs, and familiar with the area and
the social and economic problems of the people.

Each of the agencies visited received a review of the program and was
given a request for proposal to participate in the demonstration by providing
counseling to certain defaulting mortgagors. The request for proposal
outlined the requirements and qualifications of the agencies as well as the
cost data requirement. Since the counseling agencies were to be paid based on
an hourly rate, the cost data was used to estimate the cost for the total
counseling effort.

In Atlanta the team met with Consumer Credit Counseling Service of Greater
Atlanta; the Atlanta Urban League, Inc.; and Economic Opportunity Atlanta,
Inc. The Consumer Credit Counseling agency was very enthusiastic about the
program, It advertised by television, radio, newspaper, and billboards, and
it possessed the facilities and economic counselors required for the
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demonstration. The Atlanta Urban League was involved in many city-sponsored
housing programs, had a multiracial staff with good relationships with the
general public, and qualified to participate in the demonstration. The
Economic Opportunity agency had the greatest number of offices in the Atlanta
area. However, the agency had one distinct drawback. It lacked economic
counselors, and this factor weighed heavily against its participation.

In Philadelphia the consultant team visited with the Urban League Housing
Information Center and the Philadelphia Housing Development Corporation. Both
agencies were very active in pre- and post-purchase counseling and both had
large facilities and referrals at their disposal, multiracial clients, and
experienced multiracial economic counselors. These two-agencies were ideally
suited to participate in the demonstration program.

In Los Andeles, the consultant team met with the Community Services
Organization, the Department of Community Development, County of Los Angeles,
Community Housing Services, and Consumer Credit Counselors of Los Angeles.
Protestant Community Services of Southern California, Inc. was contacted at a
later date by telephone at the request of the HUD area counselor, Richard
Mackey. The Community Services Organization dealt strictly with the
Spanish-speaking community, and the counselors were essentially people who had
been in the same position as their clients. The Department of Community
Development appeared to be a well-run agency with multiracial economic
counselors; however, the agency was funded by the county and had to cut
through red tape to take on independent work. The Community Housing Services
agency had only one economic counselor and restricted its services to the
Pasadena community. The Consumer Credit Counselors agency was similar to the
Consumer Credit agency in Atlanta. The agency advertised through the media,
had economic counselors with good credentials, and had the facilities and
referral agencies to draw upon. The Protestant Community Services agency also
had the multiracial economic counselors required. This agency had the
facilities and referrals necessary and was highly recommended by the HUD area
office.

All the counseling agencies visited by the consultant team were
HUD-approved agencies with the exception of Consumer Credit Counselors of Los
Angeles. This agency subsequently applied for HUD approval at the request of
the HUD area office.

Based on these meetings and the content of their proposals, the contractor
selected the following agencies for participation in the program:
ATLANTA
The Atlanta Urban League, Inc.

Consumer Credit Counseling Service
of Greater Atlanta

32



PHILADELPHIA

Philadelphia Housing Development Corporation

LOS ANGELES

People Coordinated Services of
Southern California, Inc.
(formerly Protestant Community
Services of Southern California, Inc.)
Consumer Credit Counselors of Los Angeles

4.1.4 7Training and Working Arrangements

4.1.4.1 Mortgage Servicers

Primary mortgage servicers in the cities selected for demonstration of the
program received a descriptive memorandum explaining the pregram, the nature
and extent of the addressees' expected participation, and what was hoped to be
accomplished. Following final city selection and selection of the primary
mortgage servicers, the contractor provided more detailed memoranda, program
guidelines, and legal documents to such servicers. The contractor then
contacted an officer of each of the selected mortgage servicers in person and
answered any questions concerning the conduct of the program. The contractor
then invited both the primary mortgage servicers and other substantial
mortgage servicers in each demonstration city to send a representative to a
seminar conducted in that city to receive detailed instructions concerning the
requirements of the program and the responsibilities of the servicers in
connection with their participation in the program and to receive all
necessary instructional materials. (A copy of the presentation made at these
seminars is included in Appendix B.) Other mortgage servicers received such
memoranda and instructions (in written form) at the time of their prospective
participation in the program. There was no formal contract with the servicers
for their participation in the program.

4.1.4.2 Mortgagees

Mortgagees were also furnished with descriptive memoranda explaining the
PIP demonstration program, the ultimate program that might result from the
demonstration, and how the demonstration program functioned. These were
provided to the mortgagees through the mortgage servicers.

4.1l.4.3 Delinguency and Default Counseling Agencies
It was necessary to provide the counseling agencies with detailed
instructions concerning the PIP program in general and their roles and

responsibilities in the program in particular. This was accomplished during a
seminar conducted by the contractor, at which the necessary instructional
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materials were distributed to participants., (The instructions £for the
counseling agencies are included in Appendix C, and a copy of the presentation
at these seminars is included in Appendix B.)

4.1.4.4 HUD Area Qffice staff

Each HUD area office was asked to send representatives to the seminar
conducted for the counseling agencies and mortgage servicers in their city.
The information made available at the seminar covered the instructional

requirements of the involved HUD area office personnel,.

4.1.5 Mortgagor Selection

In each city, the «contractor's representative arranged with the
participating mortgage servicers to review the files of potential participants
in the servicers' offices. Prior to each visit, the servicer was requested to
pull the files on all section 203(b) and 221(d) (2) mortgagors who had missed
their second payment as a result of income curtailment or for other
indeterminable reasons. The contractor's representative then wvisited the
servicer's office and reviewed the files against the participation criteria.
If a particular mortgagor appeared to qualify, the contractor's representative
gathered relevant data on the mortgagor from the file by completing the
Mortgage Servicer Data Form (included in Appendix 3).

The contractor's representative then prepared a letter of introduction (on
Form LT-1l, a copy of. which is included in Appendix D with all of the other
form letters, which are referred to herein as Form LT-__) addressed to the
potential participant and delivered it to the HUD employee who was to
interface with the Contractor's representative.* The contractor's
representative was responsible to confirm that the 1letter was signed and
mailed no later than two days after its presentation to the HUD employee. The
letter introduced the program and the contractor's representative and
requested that the mortgagor call the contractor's representative to make an
appointment to visit him at the HUD office to determine if the mortgagor
qualified for the program.**

* For the purposes of the demonstration program, the
contractor and its representative served in place of HUD
and its employees and carried out actions and made payments
(such as the PIP payments) in behalf of HUD.

** After the commencement of the demonstration, when the
contractor's representatives were having difficulties
getting mortgagors to make this appointment, Form LT-1 was
modified to begin with a statement that HUD- had been
informed that the mortgagor was in default. This letter,
as modified, proved to be a good collection tool, as many
mortgagors immediately brought their mortgages current upon
receipt of the letter.
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The contractor's representative contacted the potential mortgagor
participant approximately 3 days {but no 1longer than 3 days) after the
introductory letter was mailed to set up an interview. The representative
first attempted contact with the mortgagor by telephone; if this was not
possible, the representative contacted the mortgagor at his (or her) home, or
sent letters to the mortgagor asking him (or her) to contact the
representative at his office within 2 days after receiving the letter. The
representative allowed no more than 8 calendar days for the mortgagor to
respond. This response time was such that the mortgagor could be enrolled and
participating in the program before he (or she) became 4 months behind in his
{or her) payments.

The contractor's representative arranged, when possible, for the interview
to take place in the HUD office. If the mortgagor could not come to that
office, the representative arranged for the interview at the mortgagor's home.

When the mortgagor arrived for the interview, the contractor's
representative presented a brief explanation of that portion of the
demonstration for which the mortgagor was being interviewed. In addition, the
representative explained to the mortgagor that certain information would be
required to determine if he {or she) qualified for the demonstration program.

The contractor's representative used the Mortgagor Application Form
(included in Appendix A) to gather the necessary information. Before
beginning to ask the questions on the application, the contractor's
representative read the Privacy Act statement to the mortgagor and explained
the intent of that act to make sure the mortgagor fully understocd the meaning
and purpose of the statement. The mortgagor then signed one copy of the
statement to evidence receipt.*

After completion of the interview, the mortgagor was told that he {or she)
would hear from HUD within a few days regarding further participation in the
demonstration program. The contractor's representative would then review the
information collected and apply the eligibility criteria (by following the
procedures set forth in the Instructions Handbook, pages 1-4; the Handbcok is
included in Appendix E) to determine whether the mortgagor qualified for
participation.

* When originally designed, the Mortgagor Application Form
also contained a procedure for giving the mortgagor a
written notice required by the Egqual Credit Opportunity
Act. However, when that Act was amended effective
March 23, 1977, this notice was no longer required.
Instead a notice had to be given to rejected mortgagors;
this was done as explained below.
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If the mortgagor did not qualify for the program, the contractor's
representative sent a rejection letter (Form LT-2) to the . mortgagor
accompanied by a Statement of Credit Denial (Form LD-0*) giving the notices
required by the federal Equal Credit Opportunity Act and Fair Credit Reporting
Act. (Instructions for completing this statement are on pages 5-7 of the
Instruction Handbook.)

If the mortgagor qualified for participation in the program, he was sent
another letter (Form LT-3) together with a blank copy of the Protective
Insurance Payments Agreement (Form LD-l) and Program Guidelines (Form LD-2) .
(The Protective 1Insurance Payments (PIP) Agreement was the basic contract
among the mortgagor, servicer, mortgagee and HUD. Its' provisions are
explained in detail in section 4.2. This letter informed the mortgagor of his
provisional qualification for assistance and requested that he call the
contractor's representative to make an appointment at the HUD area office to
complete the details for his inclusion in the program. If the mortgagor was
unemployed for medical reasons, he (or she) was also sent a letter (Form
LT-3A) for signature by his (or her) doctor to certify information concerning
the illness. The mortgagor was told (in Form LT-3) that this visit required
the presence of all mortgagors (if more than -one) and the spouse of the
mortgagor.

The PIP Agreement was to set forth the amount of the partial payment to be
made by the mortgagor. Therefore, before completion of the PIP Agreement, the
Contractor's representative had to determine the amount of the partial payment
to be made by the mortgagor and insert it in the Agreement. The partial
payment was to be the lesser of (l) the total sum of the escrow (impounds)
obligations required to be paid monthly under the HUD-insured first mortgage
or (2) 30 percent of the mortgagor's gross family income. Under special
circumstances, the partial payment could be set at an amount below the lesser
of these two amounts.

When the mortgagor came to the HUD office, the mortgagor(s) and spouse(s)
were asked to sign the PIP Agreement, a note (Form LD-3) evidencing the
mortgagor's obligation to repay to HUD the PIP advances, and a mortgage (Form
LD-4) granting HUD a mortgage on the mortgagor's home to secure repayment of
the note. (For convenience in this report, the note and mortgage are referred
to as the "PIP Note® and "PIP Mortgage® and the loan evidenced and secured
thereby as the "PIP Loan",)** The mortgagor was told that after the mortgagee

* This is one of the 1legal documents used in the PIP
demonstration. Copies of these documents are included in
Appendix F and are referred to in this Report as LD-_ .

** This complicated procedure and the multiple visits of the
mortgagor would be greatly simplified in a national PIP
program (to be known as TMAP) because there would be no PIP
Agreement and no modification of the HUD-insured first
mortgage., (See section 6.0 of this report for a discussion
of the simplified procedure that could be followed in a
national TMAP program.)
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and servicer had agreed to the PIP Agreement, the mortgagor would be contacted
to finalize his participation in the program.

The contractor's representative then submitted the PIP Agreement to the
individual designated to sign on behalf of HuUD, with the Agreement being
accompanied by a letter (Form LD-1A) assuring the HUD employee that the form
of PIP Agreement had been approved by the GTR and completed in conformance
with the program requirements and procedures. Next, the PIP Agreement was
submitted to the servicer (using Form letter LT-4) for signature by the
servicer and the mortgagee. The Truth-in-Lending Disclosure Statement (Form
LD-6) to be given to the mortgagor in connection with the HUD-insured first
mortgage (for the reasons explained in section 4.2 of this report) was also
submitted to the servicer for review and completion of any missing information.

If either the servicer or the mortgagee refused to sign the PIP Agreement,
the mortgagor was notified (using Form 1letter LT-2) and sent the required
legal rejection notice (Form LD-0).

If the mortgagor qualified for participation in the program but could not
participate because the mortgagor, the mortgagee, or the servicer refused to
sign the PIP Agreement, the mortgagor's file was retained for use in the
control group.

After the PIP Agreement was signed by all four parties, the mortgagor was
again requested by letter (Form LT-5) to meet with the contractor's
representative to begin participation in the program. This meeting did not
require the presence of the mortgagor's spouse, since the legal documents had
already been signed. At this meeting, the following matters were accomplished:

l. The mortgagor received a fully executed copy of the PIP Agreement and
signed a statement to acknowledge receipt. The mortgagor was also
given photocopies of the signed PIP Note and PIP Mortgage.

2. The mortgagor was given the Truth-in-Lending Disclosure Statement
relating to the PIP Loan (Form LD-5), the Truth-in-Lending Disclosure
Statement relating to the HUD-insured first mortgage (Form LD-6), and
the Truth-in-Lending Rescission Notice (Form LD-7) relating to the
PIP Loan. The mortgagor was asked to sign each of these documents to
acknowledge receipt. (The reasons for the use of these documents and
an explanation of their contents is described in section 4.2 of this
report.) :

3. The mortgagor was also given one Protective Insurance Payments
Mortgagor's Certificate (FPorm ID-8) (the Certificate) to be used to
make the partial payment to the servicer. Each month, the mortgagor
was to sign a Certificate and forward it to the servicer with his
partial payment. The Certificate enabled the servicer to identify
the proper loan transaction to which the payment applied. The
Certificate also served as a certification by the mortgagor that he
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(or she) still met the eligibility criteria to participate in the
program. Finally, the Certificate was used to give the contractor
information about the mortgagor's total current monthly income thus
enabling the contractor's representative to determine whether there
should be a change in the partial payment and also to determine
whether the mortgagor’s income had been restored. If the mortgagor'’s
income had been restored, the contractor's representative would set
in motion the procedure which would result in the modification of the
PIP Mortgage and HUD-insured first mortgage. The contractor's
representative assisted the mortgagor in completing this first
Certificate and instructed him (or her) as to its use. If it turned
out that, based wupon the completion of this first monthly
Certificate, the mortgagor was no longer eligible to participate in
the PIP Demonstration Program, the contractor's representative
retained the Certificate and the mortgagor was then notified by
letter of the termination of his participation in the program
(accompanied by the Statement of Credit Denial described above).

4, The contractor's representative also gave the mortgagor a letter
(Form LT-6) explaining the mortgagor's responsibility to see a
counselor.

5. Under the PIP Mortgage, the mortgagor was required to have the hazard
insurance policy on his home endorsed to show HUD as an additional
insured party. Therefore, at the time of this visit, the mortgagor
was requested to contact his insurance agent and make sure that HUD
was named as an additional insured and that evidence of that was
forwarded to the contractor's representative.

After this visit of the mortgagor was completed, the contractor's
representative sent a letter to the servicer (Form LT-7), forwarding the
original executed PIP Mortgage and PIP Note and requesting that the PIP
Mortgage be recorded and the original documents returned to the contractor's
representative. This letter was also accompanied by one Master Certificate
form for the mortgagor, which the servicer could use to obtain one partial
payment from the Contractor if the mortgagor failed to make a partial payment.

4.1.6 Referral to Counselihg Agency

At this time, the contractor's representative contacted the appropriate
counseling agency by letter (Form LT-8) informing the agency of the name and
address of the mortgagor and indicating that counseling for such mortgagor was
to begin.

The counseling agencies had previously been given a supply of Certificates
so that at the time of the monthly counseling visit the counselor could assist
the mortgagor in completing the Certificate and could also remind the
mortgagor to forward the Certificate to the servicer with the partial payment.
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The contractor's representative maintained periodic contact with the
counseling agencies in order to assess the conduct of the agencies. The
representative reported his observations in monthly reports to the program
manager.

The contractor's representative also received a copy of the counseling
agencies' monthly reports containing a summary of the mortgagors counselled.
The summary was cross—-checked against the vouchers received from the servicers
and any deviations were investigated immediately with the counseling agencies.

4.1.7 Vouchering System

As soon as a mortgagor had been enrolled in the program in the manner
described above, the contractor's representative determined the amount of the
first PIP payment to be made to the servicer on behalf of the mortgagor. The
amount of that payment was determined as:

1. The total monthly payment due under the HUD-insured first mortgage
(including escrows or impounds, and the MIP payment), plus

2. The amount of late charges due to the servicer, plus

3. The additional amount (if any) necessary to cause the mortgagor to be
exactly 3 months delinquent after the first PIP payment (if, for
example, the mortgagor was 6 months delinquent immediately prior to
the first PIP payment, this last portion of the first PIP payment was
equal to three monthly installments under the HUD-insured first
mortgage to bring the delinquency from 6 months to 3 months), minus

4., The partial payment to be made by the mortgagor.

As originally designed, it was intended that the PIP payment would be sent
to the servicer on receipt by the contractor of the completed and signed
Certificate from the servicer. However, because it became apparent that this
procedure would result in the servicer receiving a late payment, the program
was modified to provide for the PIP payment to be mailed by the contractor as
soon as the contractor was notified that the counseling session had taken
place so that the PIP payment would be received by the servicer on the first
day of the month. The servicer was still expected to forward the Certificate,
and no additional PIP payments would be forthcoming until the Certificate
relating to the last PIP payment was received.

If the mortgagor did not make a partial payment by the 15th day of a
month, the servicer was to send the contractor the Master Certificate supplied
to it. At that time the contractor would make the partial payment to the
servicer (in addition to the PIP payment already made) sc that the servicer
would receive the entire monthly payment due. The contractor's representative
would then determine why the mortgagor failed to make the partial payment, and
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if the contractor's representative was not satisfied that the missing partial
payment would at the very latest accompany next month's partial payment, the
mortgagor would be terminated from the PIP program using the procedure
described in section 4,1.8 below.

If at any time during the continuation of the PIP payments, either the
mortgagor or the counseling agency recommended that the partial payment be
modified, the contractor's representative considered the request and took
appropriate action.

The contractor's representative maintained a log of all mortgagors®
partial payments and Certificates. The log was cross-checked monthly against
the Certificates received from the mortgage servicers. The log also showed
any changes in partial payments and the reasons for such changes. The log was
kept up-to-date, and copies were made available to the program manager upon
request.

4.1.8 Monitoring During PIP Payments

The contractor's representative had to monitor the mortgagor during the
continuation of the PIP payments to determine when the PIP payments were to
terminate, i.e., when one of the following cccurred:

1. The mortgagor failed to make the partial ﬁonthly payment required to
be made and follow-up by the Contractor's representative did not
satisfy him that the next partial payment would be made.

2. The information shown in the monthly Certificate indicated that the
mortgagor no longer qualified for participation in the program for
one or more of the following reasons:

a. The mortgaged property was no longer owned in fee 51mple by
the mortgagor.

b. It was determined that the mortgaged property was subject
to a second mortgage or other encumbrance prior to the PIP
Mortgage,

Ce. The mortgagor's inability to pay the monthly payment on the
BUD-insured first mortgage no longer resulted from the
involuntary unemployment, underemployment or illness of the
mortgagor or a member of the mortgagor's immediate
household.

d. The liquid assets of the mortgagor had lncreased so that
they were in excess of the $5000.

e. A Dbankruptcy or other insolvency proceeding has been
instituted.
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f. The mortgagor vacated or abandoned the mortgaged property.

g. The maximum amount of PIP payments to be made by the
contractor pursuant to the PIP Agreement had been made.

3. The information in the monthly Certificate indicated that the gross

- family income of the mortgagor had increased to an amount equal to or
greater than 75 percent of such income immediately preceding the
curtailment of income so that the PIP Mortgage and HUD-insured first
mortgage were to be recast (modified).

If the PIP payments were to be terminated for any reason other than the
restoration of the mortgagor's income, a Statement of Credit Termination (Form
LD-8A) was completed by the contractor's representative to comply with the
federal Equal Credit Opportunity Act and Fair Credit Reporting Act. This
statement was then forwarded to the mortgagor with a letter (Form LT-12)
notifying the mortgagor that his or her participation in the program was being
terminated. At the same time, letters (Forms LT-13 and LT-14, respectively)
were sent to the servicer and counseling agency informing them of the
mortgagor's termination.

4.1.9 Recasting

If the contractor's representative determined that the PIP payments were
to terminate because of the restoration of the mortgagor's family income (in
the amount described above), the process of recasting or modifying the PIP
Mortgage and the HUD-insured first mortgage was begun.

The first step in this process was for the contractor's representative to
complete the Mortgage Modification Data Form (included in Appendix A) to
obtain the information needed to accomplish the computer recast of both
mortgages. (Instructions to the contractor's representative to complete this
form were included in the Instruction Bandbook, pages 31 through 34.)

The completed Mortgage Modification Data Form was then submitted to the
servicer with a forwarding letter (Form LT-15) for review. Once the form was
approved by the servicer (and signed to evidence that approval), it was then
forwarded to the office where the new amortization tables for the recast PIP
Mortgage and HUD-insured first mortgage were to be prepared. The amortization
tables for both mortgages were prepared using the RECAST computer program
prepared by the contractor (a copy of which is included in Appendix G).

Even though the decision had been made to recast, the next PIP payment was
still made to give the mortgagor an additional period of time to get back on
his feet after the restoration of income. The final PIP payment could be
larger than the previous PIP payments if the lender had advanced funds due to
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an escrow deficiency and the servicer required the advance to be repaid in a
lump sum rather than by increasing future escrow payments.*
[

After the amortization tables for both recast loans were received by the
contractor's representative, a letter was sent to the mortgagor (Form LT-16)
asking him (or her) to come to the BUD office to sign the documents necessary
to modify both loans. This letter requested the presence of all mortgagors
(if more than one) and spouse(s) since the legal documents had to be signed by
each of these individuals.

At the time of this wvisit, the mortgagor signed the Modification of
Mortgage (Form LD-9) recasting or modifying the HUD-insured first mortgage,
and the Modification of PIP Mortgage (Form LD-10) recasting or modifying the
PIP Mortgage.

At that time, the contractor's representative forwarded the Modification
of Mortgage (Form LD-9) to the servicer with a letter (Form LT-17) requesting
that the mortgagee's signature be obtained. At the same time, a form of
letter (Form LD-14) from the servicer to the mortgagor (explaining the new
payment obligations after recasting) was sent to the servicer for review and
signature by the servicer and return to the contractor's representative.
(This letter would be given to the mortgagor on his final visit to the
contractor's representative.) At the same time, the servicer was sent a copy
of the amortization tables for each of the modified loans setting forth the
servicing fee breakdown on each payment on each loan.

At the same time, the contractor's representative submitted the
Modification of PIP Mortgage (Form LD-12) to the HUD employee who was to sign
on behalf of BUD, forwarding the document with Form LD-1A as was done with the
PIP Agreement when it was signed on behalf of HUD.

After these documents were signed by the mortgagee and HUD, another letter
(Form LT-18) was sent to the mortgagor requesting that he (or she) return to
the HUD office to complete the procedure of modifying both mortgage loans.
This letter explained that only one of the mortgagors was required for this
visit.

At this last visit of the mortgagor, the following matters were

accomplished:

1. One fully executed copy of the Modification of Mortgage and
Modification of PIP Mortgage were given to the mortgagor.

* puring the demonstraton program, no servicers required such
lump sum catch-up of escrow deficiencies; therefore, the
final PIP payment was the same as the previous PIP payments.

42



2. The mortgagor was also given new Truth-in-Lending Disclosure
Statements (Forms ILD-1ll and LD-12) relating to the modified PIP loan
and HUD-insured first mortgage. The mortgagor was also given another
Truth-in-Lending Rescission Notice relating to the modified
HUD-insured first mortgage. (The reason for each of these documents
is explained in detail in section 4.2 below.)

3. PFinally, the mortgagor was given the letter from the servicer (Form
LD-14) explaining the new monthly payment to be made under the
modified mortgages. The mortgagor was also given copies of the
amortization tables for the two modified mortgages.

After this wvisit was completed, the Modification of Mortgage and
Modification of PIP Mortgage were forwarded to the servicer by a letter (Form
LT-19) requesting that the servicer record these documents and return the
Modification of PIP Mortgage to the contractor's representative. This letter
also alerted the servicer that the modifications had been completed and that
the mortgage payment (to repay both the modified PIP Mortgage and HUD-insured
first mortgage) should be received directly by the servicer from the mortgagor.

In addition, a letter (Form LT-20) was sent to the counseling agency to
instruct them to terminate counseling for the mortgagor.

4.1.10 Post-Recast Monitoring

After the recasting of the mortgages was completed, the contractor's
representative monitored the progress of the mortgagor for a minimum pericd of
1 year by making periodic contact with the servicer.

4.1.11 Repayment of PIP Loans

At the time a mortgagor who had signed a PIP Note desired to pay off, in
advance, all amounts due under the note {(usually because of the sale of his or
her home), the contractor's representative first computed the payment required
from the mortgagor. If the PIP loan had not been recast, this amount was the
aggregate amount of the PIP payments plus interest on that aggregate amount,
at the interest rate specified in the PIP Note, with interest from the date of
the last PIP payment* to the date that the note is to be paid. 1If the PIP
Loan had already been recast, the unpaid principal amount after any particular
payment date shown on the amortization table was the amount necessary to
prepay the loan on such date, and for a prepayment between payment dates of a
recast loan, interest from the last payment date was added to such unpaid
principal amount at the rate of interest specified in the note for the
appropriate number of days.

* Although the PIP Note provides for interest from the date
of each PIP advance, because of the problem of compounding
interest (explained in section 4.2 of this report),
interest was only charged from the date of the last PIP

payment.
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In addition to computing the amount necessary for repayment, it was
also necessary to physically release the PIP Mortgage of record. The
procedures for releasing the PIP Mortgage were different in each state.

l. In Georgia, a statement was typed onto the original. PIP Mortgage
indicating that the debt had been paid in full, the statement was
then signed on behalf of HUD and the original PIP Mortgage, with the
additional signature, was then delivered to the mortgagor (or to the
title company if it was handling the transaction) upon receipt of the
payment computed as indicated above. At the same time, the original
PIP Note was delivered to the mortgagor or title company and marked
"PAID® across its face. The actual release was then accomplished by
displaying these original documents to the same office where the PIP
Mortgage was recorded and the recording office then made the
appropriate entries in its records to release the PIP Mortgage of
record.

2. In California, BHUD executed the Request for Full Reconveyance
appearing at the end of the PIP Mortgage (Form LD-4). Then the
original PIP Mortgage and the original PIP Note were delivered to the
mortgagor or title company and the PIP Mortgage, with the executed
Request for Full Reconveyance, could then be used to release the PIP
Mortgage of Record.

3. In Pennsylvania, upon a repayment, HUD executed a document entitled
Mortgage Satisfaction Piece. Then the original PIP Mortgage, the
original PIP Note, and the executed Mortgage Satisfaction Piece were
delivered to the mortgagor or title company and, upon recording of
the Mortgage Satisfaction Piece, the PIP Mortgage was effectively
released of record.

4.1.12 Maintenance of Records

The contractor's representative maintained secured files on each mortgagor
on whom data was gathered. The files were divided into two groups, the
experimental group and the control group.

The contractor's representative submitted to the program manager monthly
reports containing the following information:

1. A brief narrative on the activities during the month
2. Action items to be resolved and recommended solutions
3. Disposition of problems in the field

4. Observation of the conduct of the counseling agencies

5. Observation of the conduct of the mortgage servicers
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7.

Summary of the PIP payments and partial payments made during the month

Billing for part-time help (if required)

4.2 LEGAL AND ADMINISTRATIVE DOCUMENTS

4.2.1 Preparation of pocuments

In preparing the legal documents necessary to conduct the

demonstration program, the following steps were taken:

1.

The documents were prepared by the lawyers who were members of the
contracting team. The documents were reviewed for compliance with
all applicable laws, including the federal Truth-in-Lending Act (and
Regulation 2), Equal Credit Opportunity Act, Fair Credit Reporting
Act, and Privacy Act of 1974.

The documents were also reviewed for compliance with state and local
laws by local counsel in each of the three demonstration cities.

In order to aid acceptance of the documents by the participating
servicers and lenders, the drafts of the 1legal documents were
submitted for prior review and comments to GNMA and FNMA
representatives and certain other major lenders and servicers, and
their comments and suggestions were reflected in the final documents.

The basic legal documents were also submitted for approval to the
office of the General Counsel of HUD, and the final documents
reflected the comments of that office.

In addition, the data collection documents were submitted to the
Office of Management and Budget (OMB) for approval, as required by
the Federal Reports Act, and for confirmation that the documents
complied with the Privacy Act of 1974.

In addition to making appropriate provisions in the legal documents
to comply with the Privacy Act, pursuant to Section 552a(o) of the
Privacy Act, HUD is required to provide adequate advance notice to
Congress and to OMB of any proposal to establish a ®system of
records.® As a result, the contractor prepared and submitted to its
GTR a Privacy Act System Notice for this purpose. However, the
contractor was informed that HUD had determined that it was not
necessary for it to submit such a notice with respect to the records
kept in connection with the PIP demonstration program.

" 4.2.2 1Initial Decision on Mortgagor Eligibility

PIP

The first step in implementing the program was to find mortgagors who
qualified under the program criteria. This was effected by use of
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Mortgage Servicer Data Form and the Mortgagor Application Form, the use of
these documents having been explained in section 4.1 of this report. Both of
these documents were approved in final form by OMB.

One of the requirements of the Privacy Act of 1974 is that any Federal
agency (including HUD) must inform each individual whom it asks to supply
information (1) the authority that authorized the agency to solicit the
information, (2) whether disclosure by the individual is mandatory or
voluntary, (3) the principal purpose for which the information is intended to
be used, (4) the routine uses that may be made of the information, and (5) the
consequences of not providing the information (5 U.S.C. §552a(e)(3)).
Therefore, at the time of the initial interview with the mortgagor, and before
completing the Application, the mortgagor was given a Privacy Act Statement in
compliance with these requirements of the Privacy Act.

Prior to its amendment effective March 23, 1977, the federal Equal Credit
Opportunity Act (ECOA) required that any credit application contain a
specified notice indicating that discrimination on certain factors was
prohibited by the Act. Therefore, when the Mortgagor Application Form was
initially prepared, it included the required notice. 'As a result of the
amendment of ECOA, a specified notice was only required if a mortgagor was
denied credit; therefore, the applicable ECOA notice was not given to every
mortgagor but only to those denied credit. ECOA requires that this specified
notice be given to each mortgagor to whom credit has been denied and that it
be given within 30 days after the completed credit application was received,
i.e., in the case of the PIP demonstration, within 30 days after the
interview. 1In addition to the specified notice, the notification of denial
must also contain a statement of the specific reasons for the action taken.
Moreover, pursuant to the federal Fair Credit Reporting Act, the disclosure to
the mortgagor must also include a statement as to whether or not information
from outside sources was used in making the decision and, if information from
an outside source was used, the disclosure must also contain certain
information regarding that source. In order to comply with all of these
provisions of ECOA and the Fair Credit Reporting Act, a Statement of Credit
Denial (Form LD-0) was prepared and used in the program.

4.2.3 Preliminary Legal Document Execution

Prior to the commencement of PIP payments, the following legal documents
were used¥*:

* As will be explained in greater detail in section 6.0, if
the PIP Demonstration Program is implemented as a national
TMAP program, and if the program does not provide for
modification  of the first mortgage, it will not be
necessary to use all of these documents but only necessary
to use the PIP Note, PIP Mortgage, Disclosure Statement
(BUD), and the Rescission Notice (HUD).
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Protective Insurance Payments Agreement (Form LD-1l) (PIP Agreement)

Protective Insurance Payments Demonstration Program Guidelines (Form
LD-2) (Guidelines)

Promissory Note (Form LD-3) (PIP Note)
Mortgage/Deed of Trust (Form LD-4) (PIP Mortgage)
Disclosure Statement (HUD) (quﬁ LD=-5)
Disclosure Statement (First Mortgage) (Form LD-3)

Rescission Notice (HUD) (Form LD-6)

The actual use of these legal documents was explained in section 4.l1. The
following discussion will include a summary of some of the important
provisions of the documents and an explanation as to why they were included.

4.2.3.1 PIP Agreement

The PIP Agreement was a four-party agreement among the mortgagor, the
mortgagee (under the HUD-insured first mortgage), the servicer, and HOD. (As
is explained in section 6.0, there will be no need for this agreement in a
national TMAP program.) The representations and agreements of each party
included the following.

4,2.3.1.1 Mortgagor~-The mortgagor represents ahd agrees as follows:

l. The mortgagor represents that he (or she) is the owner of the
property encumbered by the HUD-insured <first mortgage (for
convenience sometimes referred to as the "“first mortgage®) and that
he (or she) does not own other real property subject to a mortgage
insured under the National Housing Act.

2. The mortgagor represents that the default was caused by circumstances
beyond his (or her) control and that he (or she) presently does not
have the financial ability to make £full payment of the monthly
installments due under the first mortgage.

3. The mortgagor agrees to attend a monthly conference with a housing
cou