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LOAN GUARANTY PROGRAM

THURSDAY, MAY 20, 2010

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON VETERANS’ AFFAIRS,
SUBCOMMITTEE ON EcoNomICc OPPORTUNITY,
Washington, DC.

The Subcommittee met, pursuant to notice, at 1:08 p.m., in Room
334, Cannon House Office Building, Hon. Stephanie Herseth
Sandlin [Chairwoman of the Subcommittee] presiding.

Present: Representatives Herseth Sandlin, Adler, and Boozman.

OPENING STATEMENT OF CHAIRWOMAN HERSETH SANDLIN

Ms. HERSETH SANDLIN. Good afternoon, ladies and gentlemen.
The Committee on Veterans’ Affairs, Subcommittee on Economic
Opportunity, hearing on the status of the U.S. Department of Vet-
ergns Affairs’ (VA’s) Home Loan Guaranty Program will come to
order.

In the 110th Congress, this Subcommittee held a series of hear-
ings focused on the VA’s Home Loan Program, including the spe-
cially adapted housing programs. Since then, we have been able to
work in a bipartisan manner to increase the maximum loan guar-
anty amount, expand expiring adjustable rate mortgage programs,
provide foreclosure prevention remedies for servicemembers and
veterans, enhance specially adapted housing benefits, and require
the VA to update the guidance it provides to veterans on the design
and construction of specially adapted housing. In keeping with our
commitment to meet the current needs of veterans, today’s hearing
seeks to review housing benefits that were first provided when
President Franklin Delano Roosevelt signed the Servicemember’s
Readjustment Act of 1944. For over 65 years, VA’s Home Loan Pro-
gram has been an important benefit that has allowed thousands of
veterans the opportunity to own a home.

While the overall VA-backed Home Loan Program has proven to
be successful, today we have the opportunity to address several
issues of concern. Some of these concerns, such as increasing the
maximum loan guaranty or expanding the adjustable rate mort-
gage (ARM) program, were addressed in the 110th Congress and
we hope to determine today if additional changes are warranted.
Also, we will hear about veterans who were attracted by non-VA
backed home loans who have joined the thousands of Americans
struggling to make housing payments during difficult economic
times. Fortunately, a growing number of veterans continue to take
full advantage of the flexible program to refinance into a VA loan,

o))



2

allowing them to access the unique protections available through
the VA to help ensure they remain homeowners.

I look forward to hearing from all of our panelists as we continue
to improve the VA’s home loan benefits. I now recognize the distin-
guished Ranking Member Mr. Boozman for this opening remarks.

[The prepared statement of Chairwoman Herseth Sandlin ap-
pears on p. 31.]

OPENING STATEMENT OF HON. JOHN BOOZMAN

Mr. BoozMAN. Thank you very much, Madam Chair. It appears
that in general the Loan Guaranty Program is working quite well
and I congratulate VA for its management of the program. And we
look forward to talking more about that today.

One of the problems that we would like to address also today is
a broader issue. And we have had a little bit of a problem that it
appears that perhaps senior VA is somewhat muzzling VA staff.
And what I mean by that is that at a recent staff meeting Veterans
Benefits Administration (VBA) staff were told they are not allowed
to speak to Congressional staff without working through the Office
of Congressional and Legislative Affairs (OCLA). Rightly or wrong-
ly, VA staff informed our staffs that they could not speak directly
to them, and to submit to even routine questions through OCLA.
That policy is being interpreted as applying even to the most rou-
tine questions, like how many people have signed up for the GI
Bill.

This new policy, which I can only describe as shortsighted, and
I really think harmful to veterans, prevents our staffs from con-
ducting even routine, day-to-day business with not only VA but
also with our constituents. Previously, administrations on both
sides of the aisle have tried this to some extent. It is not a Demo-
crat thing, it is not a Republican thing. And it always fails because
Congress and VA both need two-way communications, continuing a
longstanding cooperative way of doing business. Even at some
times when it is less than comfortable for the VA.

If we can have that level of communication, then certainly that
fosters mutual trust that is in the long run good for veterans pro-
grams. In my opinion, questions from staffs that ask things like de-
tails on administrative procedure, or participation, or average
times, etcetera, are a legitimate oversight function and VA employ-
ees should not be ordered not to respond directly to such requests.
On the other hand, my staff has asked VA both directly and
through OCLA for VA’s positions on a risk retention provision in
the Senate financial services. That is a request that requires the
Department to make a statement of policy and OCLA should be in-
volved. By the way, we have not gotten a reply on that matter, and
I hope that we can also find out VA’s position today. Because we
have been informed that such a provision may negatively impact
VA guaranteed loans in terms of higher fees or interest rates.

Finally, I ask unanimous consent to enter comments provided by
Mr. Adam Sachs on the risk retention provision in S. 3217 and the
Merkley Amendment to that bill in the record.

Ms. HERSETH SANDLIN. So entered.
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Mr. BoozmaN. Thank you. Mr. Sachs is a former member of the
VA Committee Democratic staff and is now in private practice, and
raises several issues with the provision and amendment.

Madam Chair it is imperative, I feel like, that our staffs be able
to speak directly to VA employees who run these very important
programs, and I look forward to a reversal of the policy. And with
that, I yield back.

[The prepared statement of Congressman Boozman, and Mr.
Sachs’ comments, appear on p. 31.]

Ms. HERSETH SANDLIN. Thank you, Mr. Boozman. You raise im-
portant considerations that, as always, we will work together, and
with the VA, to continue to express our concerns and regardless of
administration to seek a consistent policy that is most responsive
to the needs of the Subcommittee, and the full Committee, and the
constituents we represent.

I would like to welcome our panel who is testifying before the
Subcommittee today. All three of the witnesses on our first panel
are testifying before our Subcommittee for the first time. I thank
all of you for being here. I would like to remind each of you that
your complete written statements have been made part of our hear-
ing record. If you could limit your opening statements to 5 minutes
to provide us ample opportunity to pose questions, and recognizing
that we have two additional panels, that way we again have suffi-
cient time for followup once everyone has an opportunity to offer
their verbal testimony.

Joining us in our first panel today we have Mr. James Barber.
He is the Chairman and Chief Executive Officer (CEO) of Acacia
Federal Savings Bank in Falls Church, Virginia, and he is rep-
resenting the American Bankers Association (ABA); Mr. James
Danis, President of the Residential Mortgage Corporation in Fay-
etteville, North Carolina, representing the Mortgage Bankers Asso-
ciation (MBA); and Mr. Maurice Veissi, Broker and Owner of Veissi
and Associates, Inc. in Miami, Florida, representing the National
Association of REALTORSY as their First Vice President.

Gentlemen, thank you for making travel arrangements to be with
us here today. Welcome to the Subcommittee, and Mr. Barber we
will start with you. You are recognized for 5 minutes.

STATEMENTS OF JAMES B. BARBER, CHAIRMAN AND CHIEF
EXECUTIVE OFFICER, ACACIA FEDERAL SAVINGS BANK,
FALLS CHURCH, VA, ON BEHALF OF AMERICAN BANKERS
ASSOCIATION; JAMES H. DANIS II, CMB, AMP, PRESIDENT,
RESIDENTIAL MORTGAGE CORPORATION, FAYETTEVILLE,
NC, ON BEHALF OF MORTGAGE BANKERS ASSOCIATION;
AND MOE VEISSI, BROKER/OWNER, VEISSI & ASSOCIATES
INC., MIAMI, FL, AND FIRST VICE PRESIDENT, NATIONAL AS-
SOCIATION OF REALTORS®

STATEMENT OF JAMES B. BARBER

Mr. BARBER. Thank you. Chairwoman Herseth Sandlin, Ranking
Member Boozman, and Members of the Subcommittee, my name is
James Barber, and I am Chairman and CEO of Acacia Federal
Savings Bank. I am pleased to be here today on behalf of the Amer-
ican Bankers Association.
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The subject of this hearing is an important one for the millions
of veterans who have taken advantage of the opportunity for home
ownership through the Veterans Administration Loan Guaranty
Program. This program is unique in the mortgage lending industry,
in that it allows a veteran to obtain a mortgage with no down pay-
ment, and no requirement to obtain private mortgage insurance, or
PMI. Maintaining the strength of this program will ensure that
millions more of our servicemembers can access this valuable re-
source. There are simply no comparable conventional or Federal
Housing Administration (FHA) insured options that can offer this
kind of support and opportunity.

While zero down payment loan programs have come under in-
creased and deserved scrutiny, evidence shows that the VA pro-
gram is working well. There are three reasons for its strength.
First and most importantly, the program has maintained strict un-
derwriting standards. Second, the VA is supportive of the program
and has improved it to support both lenders and borrowers. Fi-
nally, the men and women who access this program have a strong
commitment to meeting their financial obligations despite economic
difficulties that they may encounter.

In order to keep this program strong, Congress should avoid put-
ting global requirements on lending that would severely hamper
the good work of the program. Recent legislative proposals have
contemplated requiring some down payment for any mortgage. This
would be a mistake that would take away one of the main benefits
of the program for our veterans, the ability to access homeowner-
ship. Because without this program the down payment may be dif-
ficult or impossible to maintain.

The VA has made an effort to improve and upgrade the program
over the years. Notably in recent years, VA has modified its guide-
lines for high cost areas, a move that has had lasting implications.
Despite these improvements there is still more that can be done.

We believe there should be more consistency between regional of-
fices that handle applications and underwriting. And although the
VA has worked on making information available, the Web sites can
still be improved to make information easier to find and to improve
their reliability.

The banking industry appreciates the work that has been done
over the years to make the VA Loan Guaranty Program a useful
one for military personnel. We hope that the program will continue
to offer unique opportunities to our servicemen and servicewomen.
We plan to work together with Congress and the VA to make im-
provements so that the program can serve its customers better.

Thank you for the opportunity to present ABA’s views. I would
be happy to answer any questions you may have.

[The prepared statement of Mr. Barber appears on p. 33.]

Ms. HERSETH SANDLIN. Thank you very much, Mr. Barber. Mr.
Danis, you are recognized.

STATEMENT OF JAMES H. DANIS II, CMB, AMP

Mr. DaNis. Chairwoman Herseth Sandlin, Ranking Member
Boozman, and Members of the Subcommittee. Thank you for the
opportunity to testify on behalf of the Mortgage Bankers Associa-
tion.
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My name is Jim Danis, and I am the President of Residential
Mortgage Corp is Fayetteville, North Carolina, a certified mortgage
banker, and MBA member. I have been in the mortgage business
for 17 years and have worked with the VA Home Loan Guaranty
Program my entire career. I know full well how important it is to
the men and women of our military. Today, approximately 70 per-
cent of the loans my company closes are VA loans. As credit mar-
kets have tightened, and loan underwriting has become more strict,
finding affordable, low down payment mortgages has become in-
creasingly difficult. That is where the VA comes in, providing 100-
percent loan to value loans to our veterans who have dedicated
their lives to serving our country.

The VA program has been a tremendous success and the num-
bers pretty much speak to themselves. The homeownership rate
among veterans is an astounding 82 percent, compared to 67 per-
cent for the general population. And VA loans have performed bet-
ter than any other segment of the market. Despite most of these
borrowers not having skin in the game, VA loans have out-
performed their counterparts through the recent housing crisis. Ac-
cording to MBA data, the seriously delinquent rate for the first
quarter of 2010 was 5.29 percent, well below even the 7 percent de-
linquency rate for prime loans.

The VA portfolio has been able to weather today’s turbulent mar-
ket largely due to its conservative underwriting standards. VA
mortgages have always been fully documented and fully under-
written loans on owned or occupied properties.

Madam Chairwoman, although the VA Guaranty Loan Program
has had an excellent track record of providing benefits to veterans
and active-duty military personnel, MBA would like to recommend
a few ways to keep it strong. First and foremost, Congress should
avoid mandating costly new risk retention requirements that could
cripple the program and harm our economic recovery. Both the
House and the Senate Financial Reform Bills contain provisions
that would require mortgagees and securitizers to retain a 5 per-
cent interest in any mortgage they originate, sell, or securitize.
This would directly hurt the VA program and it will also harm
small independent lenders like my company, which serve military
communities. Congress should specifically exempt VA loans as well
as any other loans or securities ensured or guaranteed by the gov-
ernment, such as FHA, Rural Housing, Fannie Mae, and Freddie
Mac. Failure to exclude the VA and other safe and properly under-
written loans will negatively affect the housing recovery and vet-
erans’ opportunities to secure affordable home mortgages.

To further help with the housing recovery, Congress should ex-
tend VA’s higher loan limits. The Veterans’ Benefits Improvement
Act of 2008 provided a temporary increase in the maximum guar-
anty for loans closed through the end of 2011. It also allows bor-
rowers to refinance 100 percent of the value of their home. Prior
to this, refinances were generally limited to 90 percent. MBA sup-
ports these changes, and we thank this Subcommittee for ensuring
that veterans who reside in high cost areas can enjoy their much
deserved housing benefits. We would ask that Congress consider
extending these limits until the housing crisis has subsided.
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MBA would further recommend that the VA Loan Program be re-
viewed and updated so that it is better aligned with prudent indus-
try standards. VA management should have the flexibility to make
programmatic changes to keep that program competitive, current,
and relevant in a rapidly changing market. And while my company
does not service mortgage loans, I know that MBA members who
do often report that VA’s processes can be made simpler or more
cost effective.

My full written statement goes into greater detail on these im-
portant, highly technical issues. We believe these changes would
encourage more lenders to participate in the VA program and
would directly benefit military families.

Madam Chairwoman, I would like to close on a personal note.
My commitment to the VA program goes beyond merely profes-
sional. The homes my parents purchased to raise me and my sib-
lings were bought with VA loans. And in keeping with our family
tradition, after my discharge from the Army in 1989, I financed my
very first home with a VA loan. For so many reasons I am a strong
advocate of this program. It is invaluable to the brave men and
women who have sacrificed so much for this country, and the en-
hancements discussed in my testimony would make it even more
attractive and beneficial to veterans and their families. Thank you.

[The prepared statement of Mr. Danis appears on p. 36.]

Ms. HERSETH SANDLIN. I appreciate your recommendations, Mr.
Danis, and I also apologize for not pronouncing your name correctly
in your introduction.

Mr. DANIS. No, that is fine.

Ms. HERSETH SANDLIN. We have a series of votes. But I think
that, Mr. Veissi, we will go ahead and take your testimony, and
then we will take a short break. When we return we will pose
questions to the three of you on this panel. So Mr. Veissi, you are
recognized for 5 minutes.

STATEMENT OF MOE VEISSI

Mr. VEIssi. Madam Chairwoman, Ranking Member Boozman,
and the Members of the Subcommittee, my name is Moe Veissi. I
have been a realtor for over 40 years and am a broker/owner of
Veissi and Associates in Miami, Florida. I also serve as First Vice
President of the National Association of Realtors, and previously to
that the President of the Florida Association of REALTORSH.

Today I speak on behalf of 1.1 million realtors working in all as-
pects of the real estate transaction. On a personal note, I also
speak as the father of a soldier. My son is on active duty with the
Army in Iraq and when he, along with all America’s sons and
daughters, returns home, I will be most proud that the VA is there
to make good on the promises our Nation made when they joined
the military.

The VA Home Loan Guaranty Program created under the GI Bill
encourages the private lenders to offer favorable home loans to
qualified veterans. Today, the VA has guaranteed nearly 19 million
loans to American veterans with a total loan value of just over $1
trillion. Because of programs such as the VA Home Loan Guaranty
Program, the homeownership for veterans is significantly higher
than the national average, as high in many cases as 80 percent.
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The program is most effective when it provides veterans who are
unable to qualify for conventional loans with favorable loan terms.
VA’s strong yet flexible underwriting allows veterans the ability to
purchase a home of their own without depleting their savings.
More than 90 percent of the veterans utilize the zero down pay-
ment provided by VA, and their track record is absolutely fantastic.
The default rate and delinquency rate for VA loans is far better
than subprime, better than FHA, and yes, even better than prime
loans.

Despite all the talk of skin in the game, this program shows that
solid underwriting is the key to substantial homeownership. VA re-
quires participating lenders to ensure that the loan payments are
appropriate for the veteran’s present and anticipated income and
expenses. The VA also requires the use of manual underwriting for
those veterans who might be on the margin. It is important to note
that VA has never guaranteed subprime loans, never. However, as
a result of the work of this Subcommittee, and the passage of the
Veterans’ Benefits Improvement Act of 2008, veterans have been
able to refinance their distressed non-VA loans into a safe, afford-
able VA loan.

The VA Loan Guaranty Program is more important than ever
today. As a result, the National Association of REALTORSE has
stepped up its efforts to educate our members about this valuable
program and last fall the National Association of REALTORSU
partnered with the Veterans Affairs Department to produce
“Unlocking the Future: A VA Toolkit for Realtors and Home-
owners.” Madam Chair, with your permission we would like to sub-
mit a copy of this toolkit into the record.

Ms. HERSETH SANDLIN. Yes, we will so enter that into the record.

[The toolkit, entitled “Unlocking the Future, a VA Toolkit for Re-
altors and Homeowners,” is being retained in the Committee files.
The toolkit may also be accessed on the National Association of RE-
ALTORSE, Web site at http://www.realtor.org/wps/wem/connect/
b5d42804043162b8adcff205f470b6e/VA ToolKit Booklet.pdf?MO
D=AJPERES&CACHEID=b5d4{2804043162b8adcff205f470b6e.]

Mr. VEissi. Thank you. This comprehensive information DVD
and brochure, complete with videos and frequently asked questions,
provides realtors with the information they need to successfully
guide a veteran through the home loan process. [The DVD can be
1a{ccesfged at http://www.realtor.org/government__affairs/va_ tool

it faq.]

As we have discussed, the Subcommittee has been instrumental
in making a number of changes to the VA Home Loan Guaranty,
making this program even more useful for veterans and we think
there are a few other changes that could help our Nation’s military
families. Approximately 60 percent of the veterans live in urban
areas, where the median prices of homes are often above the na-
tional average. The current loan limits, which provide loans up to
125 percent of local area median price, expire in 2011. We urge the
Subcommittee to take action to make these limits permanent. Vet-
erans in high cost areas should not be penalized for geographic dif-
ferences in this housing market.

Furthermore, since military families tend to move often, an ad-
justable rate or hybrid ARM can be a very reasonable mortgage
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choice. The curtain law extended authority for the adjustable rate
and hybrid ARMs through 2012. We encourage Congress to author-
ize these products permanently.

While we fully support VA’s efforts to limit fees paid by veterans,
our members report that veterans using the VA Home Loan Pro-
gram have found themselves at a disadvantage when purchasing a
home because sellers refused to pay pest inspections or other fees
customarily paid by the buyers. In States like my home State like
Florida, where a large number of veterans live, a high percentage
of the sales are foreclosure or short sales. Since there is no seller
to pay the fees, veterans are completely shut out of this market,
and it often includes the most affordable homes. NAR believes that
VA should provide borrowers with flexibility to negotiate these fees
as a normal part of the home purchase transaction.

I thank the Subcommittee for this opportunity to share the views
of the National Association of REALTORSY regarding veterans’
housing. We strongly support housing opportunities for our Na-
tion’s veterans and active-duty military professionals, and we hope
the Subcommittee will support our recommendations for enhancing
and improving the VA Home Loan Guaranty so that it may be a
real benefit to those who have bravely served our country.

[The prepared statement of Mr. Veissi appears on p. 42.]

Ms. HERSETH SANDLIN. Thank you very much for your testimony,
Mr. Veissi. Thank you all. We are going to take a short recess. We
have four votes. So we hope to return within about a half an hour.
It might be a little bit longer than that, but that is our hope.
Thank you.

[Recess.]

Ms. HERSETH SANDLIN. I thank our witnesses for their patience
as we recess for votes. I would like to start my questions for you,
Mr. Danis, and the other two witnesses in this panel can provide
feedback on this question as well if you would like. In your written
testimony you state that the VA Loan Program should be aligned
with prudent industry standards. I was wondering if you could give
us some examples, or elaborate on the standards that you believe
that the VA should consider?

Mr. DaANIS. Yes, ma’am. The main difference that I see is with
closing cost issues. At VA, there are certain closing costs that VA
will not allow the veteran to pay for in the closing process. And
this is in an effort to protect the veteran, although what it does at
times, depending on the situation, it can actually put the veteran
at a disadvantage as far as when they are negotiating the sales
contract. There are certain closing costs, like I said, that VA does
not allow the veteran to pay for and the seller may not be able to,
or may not be willing to pay for those closing costs. So, and I have
seen this happen quite a bit, contracts or negotiations can fall
through and the veteran can actually lose the property that they
may be purchasing, or putting a bid on.

As far as other industry standards, I think VA needs the flexi-
bility to be able to make programmatic changes as they come
about, depending on what the market is doing. As of now, they do
not have that authority or the actual flexibility to do so. And those
are the main issues that I see.



9

Ms. HERSETH SANDLIN. Also, some of the changes you propose
would make the VA loan more similar to the FHA loan. Can you
speak to how the typical VA borrower may be considered versus
your typical FHA borrower?

Mr. DaNis. I think those changes mainly have to do on the serv-
icing side.

Ms. HERSETH SANDLIN. Okay.

Mr. DANIS. The reason being is FHA has on the servicing side,
if there is a foreclosure for example, FHA has the ability to do a
partial claim or a partial refunding. Whereas VA does not have
that ability, FHA does. So those are the main differences that I see
on the servicing side there. On the originations side, there really
are not that many differences. Now, the various loan programs, as
you know, FHA has an up front mortgage insurance and a monthly
built into the payment, where VA is just the funding fee.

Ms. HERSETH SANDLIN. Okay. Mr. Veissi and Mr. Barber, do you
have any comments on either of those questions?

Mr. VEIssi. The only additional comment I might have is when
a vet goes into a marketplace, especially one like today, that is re-
plete with short sales and foreclosures, that vet is at an enormous
disadvantage predicated upon the fact that they cannot compete
with those fees up front that were just mentioned. But more impor-
tantly, because there is no one to address that fee structure to.
Those sellers are represented by asset managers or agents that
represent usually a lender, who is like a second or third party
down. So they are really in a hole when they deal with that kind
of situation, and are unable to make those kinds of decisions.

Ms. HERSETH SANDLIN. Well, I think you just answered, in part
answered the question I was going to pose to you in terms of how
difficult it is for a veteran to find a lender that participates in the
VA Loan Guaranty Program?

Mr. VEIssI. It is, in some areas of the country, especially where
the location is, is a stronger military, has a stronger military pres-
ence than others, it is probably not quite as difficult. Nonetheless,
given the standards of VA and the foreclosure rate of VA, you
would think that there would be a, just a tremendous opportunity
for lenders to jump into that arena. But it is not quite always that
way. Part of the reason is basically the same thing, there is not a
secondary marketplace for that VA loan. So that restricts as well
the opportunities for them to be as much of an advantage in the
lending process as a nonveteran.

Ms. HERSETH SANDLIN. Okay. And then finally, Mr. Barber, you
state that the certificate of eligibility is confusing for both the lend-
er and the veteran. In your opinion, should VA update the certifi-
cate to state what is acceptable for each veteran? Or how can we
deal with a situation that may be more confusing than necessary
for both parties?

Mr. BARBER. It is my understanding from talking with staff that
the certificate sometimes is different in different places and dif-
ferent eligibilities. So it has to do with creating a consistent model
nationally.

Ms. HERSETH SANDLIN. More uniform, okay. Thank you. Mr.
Boozman.
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Mr. BoozMAN. Thank you, Madam Chair. Really, to all of the
panel, the Senate Financial Services Bill contains a retention of
risk provision. Additionally, Senator Merkley has offered an
amendment that appears to affect processing of refinanced loans.
Do you all have a position on either of those provisions? And do you
believe they will negatively affect VA-backed loans and VA lenders?
And if so, in what ways? And I think some of you alluded to that
in your testimony.

Mr. DANiS. Yes, sir. I do. The Merkley Amendment, the way it
will affect VA loans, and I believe negatively it will, it has to with
the VA interest rate reduction loans. This loan is a rate and term
refinance, where it allows the veteran to either refinance the rate,
or the term or a combination. It is not a fully documented or a fully
underwritten loan as a purchase would be. The veteran is not pro-
viding income or credit documents. And the loan was designed, ba-
sically, so that a veteran could refinance their mortgage, very
quickly take advantage of the market conditions, and not have to,
not have to provide all of that documentation.

Now VA with an interest reduction loan is not suffering an addi-
tional risk. You are refinancing the VA to a VA mortgage. So they
are not suffering any additional risk on that loan. So the Merkley
Amendment in that respect would make the VA interest reduction
loan a full qualifying mortgage, whereas that was not the intended
purpose in the beginning of it.

Mr. BoozMAN. This is a program that seems to be working pretty
well. From your testimony, and then from listening to veterans, so
many veterans that have been part of the program through the
years. This seems to be something that does well. And then also
when you look at the statistics of this program versus the others,
again, it does indicate, too, that it is working well and doing what
we want it to do.

If we made it such that instead of it being a full loan so that you
can get 100 percent, if it were reduced to 95 percent, or 90 percent,
or whatever, how would that affect the individual’s eligibility as far
as to be able to participate in the program? One of the things that
we have is high ownership by veterans compared to the general
population, low foreclosures, and things like that. How would that
adjustment, how would that impact veterans as far as their ability
to acquire the loans in the first place?

Mr. BARBER. I will just start by saying it would negatively im-
pact them, and some percentage of veterans would not be able to
make that initial step on the housing ladder.

Mr. BOOZMAN. A significant percentage?

Mr. BARBER. Some significant percentage, I would suspect.

Mr. DANIS. And

Mr. BoozMAN. Go ahead.

Mr. DaNis. Excuse me. I would say at least 90 percent of the
loans that I originate are 100 percent loan to value mortgages. If
the veteran were to, were required to put a down payment, I be-
lieve that they would not be able to qualify for those mortgages. A
significant portion of them would not. So that would make housing,
housing financing a lot more difficult for them.

Mr. BoozMAN. Would you agree with that also, sir?
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Mr. VEIssI. I would, and additionally that is an entitlement that
those veterans believed they were going to have initially when they
came back from their tours of duty and service. The success of this
program is absolutely unparalleled. The numbers that you heard
are unparalleled even in the prime mortgage market. The prime is
probably about three-quarters of a point higher in foreclosure than
the VA loan process. Even in the ARM factors, knowing that most
vets are moved from place to place in a 1- to 3-year period, when
most of us live in our homes for 11 or 12 years, they need those
kind of advantages to be able to take an opportunity of home own-
ership in America today. It is just a different kind of a, a different
kind of a buy-sell relationship.

Mr. DANIS. You know——

Mr. BoozMAN. Go ahead, sir.

Mr. DANis. I also believe because the VA’s underwriting stand-
ards, as conservative and as strict as they have been, and I have
been underwriting VA loans since 1993, 1996, excuse me, since
1996. And over that history, I have not seen changes, large
changes, or major changes, to the underwriting standards. And I
believe because of their underwriting standards that a down pay-
ment would not be required. As you can see in the past history and
the performances of those loans, which the majority are 100 per-
cent mortgages, a down payment is not going to make a major
change one way or the other. It would just decrease the availability
of the mortgage for the veteran.

Mr. BoozMAN. Good, well I very much agree with you. And I just
really wanted to get that, you all are our experts in that field. I
really wanted to get that for the record that you felt very strongly.
And I can say that in the sense that you do feel very strongly, it
appears, that that would have a real negative impact to the ability
of our veterans to use the program. Thank you, Madam Chair.

Ms. HERSETH SANDLIN. Thank you, Mr. Boozman. Mr. Adler.

Mr. ADLER. Thank you, Madam Chair, and thank you for holding
this hearing. This actually gives me comfort. This is almost a hear-
ing in search of a problem, because this is a program that is really
working well. So I am reassured by your questions, and the good
responses by this panel, Mr. Boozman’s questions and the good re-
sponses by this panel, that things are going okay here. We have a
very low delinquency rate, and it is partly for the reasons of that
last colloquy, really good underwriting, that seems to have worked
well. And as the realtors make the point, there is an understanding
that there is going to be no down payment and that has not been
detrimental as it certainly was with the no doc loans in a different
context that have, you know, helped drag our economy down. This
is a program that is really serving us well.

I am going to direct one of my questions to Mr. Barber, and
maybe the other panelists, with respect to one tweak in the under-
writing process regarding 180 days, sort of old documents versus
30 days. In testimony you suggested one possible change in under-
writing might be to have documents be required to be a little more
current than 180 days. Do you want to comment on that at all?

Mr. BARBER. Yes, again it is a consistency issue I am hearing re-
garding some documents required on new construction, and cre-
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ating consistency in the program compared to other non-VA pro-
grams.

Mr. ADLER. From a mortgage bank’s perspective, or from a real-
tor’s perspective, do you think that would cause any serious disrup-
tion in what is generally a good program, but probably one place
where it is sort of irrationally out of line with conventional under-
writing process?

Mr. DANIS. As far as the 180-day time limit, like Mr. Barber
said, that applies to new construction. When you get into existing
homes, those underwriting time frames are less. I believe it is 120
days. You know personally, and this is just our philosophy, my per-
sonal philosophy, our document time frames are a lot less, just to
make sure that we have the most available current information on
those veterans.

Mr. VEIssI. I concur.

Mr. ADLER. Thank you. To followup Mr. Boozman’s questions re-
garding risk retention, I know the House had some amendment in
its bill. I think Mr. Minnick and Mr. Miller. The Senate has an
amendment, and I know Mr. Merkley is talking about something
on the Senate side. Are there any other things you would suggest
as a compromise position that would ameliorate the anticipated
negative consequences of the skin in the game, 5 percent risk re-
tention? Maintain some of that notion, but not go quite as far as
you fear?

Mr. VEIssI. You know, one of the things that we probably do not
recognize has nothing to do with the lend/borrower side. It has to
do with the military itself. Not only do they have a good counseling
program for a vet that is going into the housing market, but there
is another kind of a risk fail safe. It could be a renter, it could be
a purchaser, anytime that that vet is having a problem with their
loan, or their rental for that matter, that information goes right
back to their commanding officer (CO). There is a difference in that
kind of a loan than a loan to you and I. It does not go back to my
dad or my mom, it goes back to his or her CO. And that is an enor-
mous lever when those folks come back and say, “Hey we told you
ahead of time, this is what you have to try and accomplish.” So I
just think it is a real solid vehicle right as it stands right now.

Mr. ADLER. Mr. Danis, I know in your written comments you
were opposed to any sort of risk retention in this context, distin-
guishing this from other situations perhaps. Is there a compromise
point that you could see short of maybe farther along than the
Minnick Amendment, farther along than the Landrieu Amend-
ment, that you think would be a compromise point that you could
tolerate?

Mr. DANIS. To be honest with you, no. And as far as risk reten-
tion is concerned, we believe that fully documented, fully under-
written loans should have a zero risk carve out. The reason being,
especially on the VA side, with the risk retention piece it creates
a model where the independent mortgage lender, any independent
mortgage lender, it becomes totally unsustainable. To be blunt, if
the bill passes through the House and the Senate without a carve
out, independent mortgage lenders are done. There are no ifs, ands,
or buts about it, we are done. We would have to shut our doors.
So we would not be able to serve our communities and we would
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not be able to serve the veterans and the markets that we are in.
It sounds blunt, but that is the best and clearest way to put it. If
there is not a carve out for fully qualified loans, whether they are
VA or any other type of mortgage. FHA, Rural Housing, and
Fannie, and Freddie, the independent mortgage bankers are done.

Mr. ADLER. Bankers have a different view? Same view?

Mr. BARBER. Oh, I think the VA, it should be just carved out.
And if it is not, in my mind, it is kind of coming in and shooting
the survivors. Right? The subprime lenders are gone, VA survived
the process and the downturn very well, and it should be carved
out. I mean, we have had a tremendous downturn and the VA Loan
Program, it seems to me, has done very well. No reason to shoot
the survivors.

Mr. ADLER. Gentlemen, thank you. And Madam Chair, I am
going to stop as I started. This is a happy situation, and this Sub-
committee has analyzed a lot of situations where veterans are
struggling in this segment of society or that. This is one of those
happy successes where government has worked to honor those that
have served our country.

Ms. HERSETH SANDLIN. Well, thank you, Mr. Adler. Mr. Boozman
and I feel strongly in light of the fact that the House version of the
Financial Regulatory Reform Bill does provide a carve out for the
VA Loan Program, that we will work with you and other Members
of our Subcommittee to communicate effectively to conferees the
importance of at least getting that carve out, understanding the
broader points that Mr. Danis is making.

One final question for each of you, from your perspective, do you
think the VA, each of you is representing national organizations
where you have a lot of members who have done some very cre-
ative, innovative things as it relates to marketing products that are
good for consumers. In your experience, do you think that there is
anything more that the VA could be doing either for the veterans
or the lenders as it relates to sort educating potential users of the
VA Loan Guaranty Program?

Mr. VEissi. Well, I think one of the things, yes, and I think one
of the things that we did in conjunction with the VA was to
produce this toolkit. It is not, it is not the be all, end all. But it
is an attempt to try and not only educate our folks on how to deal
with a very unique part of the real estate industry and the financ-
ing industry, but also to the veteran as well. When we stop doing
that, we stop doing some of the things that we promised that vet-
eran when they entered the service in the entitlement program. So
I think it behooves us to continue to make sure that they under-
stand and know the opportunities that exist for them, yes.

Ms. HERSETH SANDLIN. All right. Thank you, and I thank you for
identifying the fact that this could be a partnership with other
stakeholders and the VA to advance more helpful information
about the program to the veterans themselves. Any other final com-
ments from the panel? Well, I thank you all, again, for your testi-
mony, for being with us at this hearing today, the recommenda-
tions that you have provided, your thoughtful responses to our
questions. We are going to continue to work with you and your or-
ganizations to explore some of the proposals that you have sub-
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mitt}eld to the Subcommittee for consideration. Thank you very
much.

Mr. VEissi. Thank you.

Mr. DaNis. Thank you.

Ms. HERSETH SANDLIN. Joining us on our second panel is Mr. Jo-
seph Sharpe, Director of the National Economic Commission for the
American Legion; Major General David Bockel, Executive Director
for the Reserve Officers Association (ROA) of the United States.
General Bockel is also representing the Reserve Enlisted Associa-
tion (REA) today. Also joining us is Mr. Timothy Embree, Legisla-
tive Associate for the Iraq and Afghanistan Veterans of America
(IAVA). Gentlemen, welcome to the Subcommittee. We will start
with Mr. Sharpe, and go ahead and begin your testimony. You are
recognized for 5 minutes.

STATEMENTS OF JOSEPH C. SHARPE, JR., DIRECTOR, NA-
TIONAL ECONOMIC COMMISSION, AMERICAN LEGION;
MAJOR GENERAL DAVID R. BOCKEL, USA (RET.), EXECUTIVE
DIRECTOR, RESERVE OFFICERS ASSOCIATION OF THE
UNITED STATES, AND ALSO ON BEHALF OF RESERVE EN-
LISTED ASSOCIATION; AND TIM S. EMBREE, LEGISLATIVE
ASSOCIATE, IRAQ AND AFGHANISTAN VETERANS OF AMER-
ICA

STATEMENT OF JOSEPH C. SHARPE, JR.

Mr. SHARPE. Good afternoon, Chair, and Ranking Member
Boozman, and Members of the Subcommittee. Thank you for the
opportunity to present the American Legion’s view on the status of
VA’s Loan Guaranty Program. In the last 5 fiscal years, VA has as-
sisted more than 947,000 veterans in obtaining home loan financ-
ing totaling almost $180 billion. In fiscal year 2009, VA guaranteed
over 325,000 loans, with the average loan being over $200,000.

The American Legion has been very pleased to watch the per-
formance of VA loans during the unprecedented downturn in the
mortgage marketplace over the last 2%2 years. Historically, the
Mortgage Bankers Association has tracked the performance of
prime, subprime, Federal Housing Administration, and VA loans
using its national delinquency survey. The most recent available
survey is the for the fourth quarter of 2009 and it shows that seri-
ous delinquency rates for those loan types is as follows: prime, 7
percent; subprime, over 30 percent; FHA, about 9 percent; and VA
at 5 percent. The data clearly shows that VA loans are performing
better than all other mortgage loan types in the marketplace. This
favorable performance during a difficult economic period can likely
be attributed to several factors. One, VA has continued to maintain
its prudently crafted credit underwriting standards while other
players in the mortgage industry compromised their standards to
generate more business. Two, VA selects the appraiser that will be
used for the VA loan from its list of approved appraisers, and does
not allow lenders to make the selected as is typical in the rest of
the mortgage industry. Three, VA has always maintained a com-
prehensive and aggressively administered program of assisting vet-
erans who encounter trouble making their loan payments. And
four, the fact that veterans and servicemembers are generally more
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responsible borrowers as a result of the maturity and discipline
they developed while serving their country.

However, in 1982 Public Law 97-253 was enacted and imposed
a half percent funding fee on all veterans using the loan program,
with the exception of those veterans in receipt of a compensation
for a service-connected disability. This was considered to be a tem-
porary measure to help reduce the national debt. Unfortunately,
this fee has been a fixture of the Home Loan Program, and even
more unfortunately it has been raised numerous times by Congress
since 1982. The American Legion strongly urges Congress to con-
sider either eliminating this fee or significantly reducing it. Vet-
erans should not have to make such a significant financial sacrifice
in order to use a benefit that they have earned as a result of their
service to America.

In addition, the American Legion supports that all spouses of de-
ceased veterans gain eligibility for the VA Home Loan Program.
The current eligibility for a home loan for spouses is an unmarried
spouse of a veteran who died while in service or from a service-con-
nected disability, or are from a spouse of a serviceperson missing
in action, or a prisoner of war. It is unfair for a veteran spouse only
to become eligible for a home loan if the veterans dies of a service-
connected disability.

Finally, as the mortgage crisis continues to unfold, the VA needs
to do more to promote their excellent home loan program and to
encourage veterans facing housing problems to contact the VA Fi-
nancial Counseling Center.

In conclusion, thank you for the opportunity to submit the Amer-
ican Legion’s views on the status of the Home Loan Program.

[The prepared statement of Mr. Sharpe appears on p. 46.]

Ms. HERSETH SANDLIN. Thank you, Mr. Sharpe. General Bockel,
you are recognized.

STATEMENT OF MAJOR GENERAL DAVID R. BOCKEL, USA
(RET.)

General BOCKEL. Madam Chairwoman, Ranking Member
Boozman, Members of the Subcommittee, I am Major General
David Bockel. I am the Executive Director of the Reserve Officers
Association and I would like to thank you for the opportunity to
testify today.

One advantage of either a Guard or a Reserve veteran is that
they have dual careers. They bring into the military their civilian
skills. What the Reserve Officers Association and the Reserve En-
listed Association, which represents 66,000 members, can bring to
this hearing is the perspective of individuals who have been in the
real estate industry or perhaps in mortgage loans as well as the
point of view of a veteran.

Despite the fact that the demand for Veterans Affairs Home
Loan Guaranty Program has diminished over the last few years, it
is not because it is a bad product but because there are more home
loan choices for veterans in the marketplace. The key to any eco-
nomic environment is the fact that this product provides veterans
a back up plan should their options fall through. Some veterans are
so content with the program they have never sought home financ-
ing from any other conventional loan source. ROA and REA would
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like to see changes in the funding fees to encourage subsequent use
of this VA benefit.

As some 57 million Americans are eligible for the program, if
anything it demonstrates that it is underutilized likely because
most of these veterans are unaware of this program and their
qualifications. Veterans Affairs is dependent upon the real estate
and mortgage industry to get the word out. Coming myself from
the advertising industry, I am personally certain that there are
means other than having veterans go to the VA Web site to get
that word out.

The Reserve Officers Association feels it is important to author-
ize this program beyond 2012 and we are appreciative that this
Committee is holding a hearing early in the legislative cycle to take
a look at the program. Of concern to the associations is that the
National Guard and Reserve members not yet mobilized have to
pay a VA funding fee that is 25 basis points higher than those
serving members or veterans who earned this benefit on active
duty. It is important to remember that for nearly 10 years the
Guard and Reserve have performed the same missions and accept-
ed the same risk as the active-duty force, often providing up to 40
percent of those who are deployed, and augmenting the active force
so that the active members can return to their home purchased
under the VA Home Loan Guaranty Program. While a quarter of
a percent seems like a small amount, this fee is added to the loan
amount and continues adding to its expense. On a $417,000 by a
Reserve component member, the VA funding fee adds over $10,000
to the loan amount, which is nearly 12 percent higher than what
the active duty member pays. Now, some would say that this is a
small amount of money compared to the total amount of the loan.
Yet this can affect the dollar level of the mortgage qualifications
that continues to send out the message that the National Guard
and Reserve members are second class warriors.

As a number of selected Reservists are also full time Active
Guard and Reserve, or AGR, personnel, I would like to finish my
testimony by talking about how the VA Home Loan Program needs
to be more flexible for those members serving on active duty in
that capacity. Losing access to the guaranty is a problem for active
Guard and Reserve members who purchase a home using the VA
Loan Program, but upon transfer to a new station are unable to
sell the first house. They lose their eligibility for a new VA loan
until the first property is sold. Should they decide to rent it in
order to keep their home for a later tour or retirement, there can
be challenges from the VA about renting the property if the trans-
fer occurs too soon after the initial purchase.

Lastly, VA will only allow spouses to occupy a newly purchased
house if a servicemember is deployed. ROA and REA hope this
might be expanded to include parents or siblings, as some overseas
members would like to own homes during their deployment but
they are precluded if they are not married.

Again, I thank the Subcommittee for this opportunity to testify
and stand by for your questions.

[The prepared statement of General Bockel appears on p. 48.]
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Ms. HERSETH SANDLIN. Thank you very much, General Bockel.
Mr. Embree, welcome back to the Subcommittee. You are recog-
nized.

STATEMENT OF TIM S. EMBREE

Mr. EMBREE. Thank you, ma’am. Madam Chairwoman, Ranking
Member, and Members of the Subcommittee, on behalf of Iraq and
Afghanistan Veterans of America’s 180,000 members and sup-
porters, I would like to thank you for inviting IAVA to testify
today. My name is Tim Embree. I am from St. Louis, Missouri, and
I served two tours in Iraq with the United States Marine Corps Re-
serve. Veterans housing and homeownership is a critical issue fac-
ing Iraq and Afghanistan veterans and IAVA welcomes the oppor-
tunity to discuss the VA Loan Guaranty Program with you today.

Due to the current housing crisis, we are beginning to see some
of the shortfalls of the VA Loan Guaranty Program. This popular
benefit is well administered, and since 1944 the VA has made 18
million homes affordable for troops and veterans by acting as a
guarantor of the mortgage loans. Tragically, during the peak of the
housing bubble the number of new VA loans declined as the mar-
keting of subprime mortgages seemed to have drawn troops and
veterans away from the VA Home Loan Program. In early 2008,
foreclosure rates in military towns were increasing at four times
the national average. The net effect of the widespread, targeted ad-
vertising of subprime loans, and the deterrence of limits and fees
of the VA loans is that veterans who might have qualified for VA-
backed mortgages are now struggling with a subprime mortgage at
high risk of foreclosure. This is especially unfortunate given that
VA-backed home loans protect the veteran borrower from many of
the risks associated with the mortgage offered to subprime bor-
rowers.

As the mortgage crisis has expanded, one positive is that the
popularity of the VA Home Loans Program has increased. The re-
newed interest in VA loans is good news. Veterans are better
served by VA loans and we have earned our benefit. But there is
much more to be done to help servicemembers and veterans to get
the full benefit of the VA Loan Program.

Congress has already taken some action to improve the resources
to troops and veterans facing mortgage problems. The Housing and
Economic Recovery Act of 2008 raised the loan ceiling for VA home
loans in some areas and gave servicemembers 9 months of protec-
tion from foreclosure after returning from a deployment. In addi-
tion, VA authority to refinance loans has been expanded. But there
remains serious concerns about the structural limitations of the VA
refinancing program and a lack of outreach to veterans regarding
VA financial counseling.

The VA Home Loan Guaranty helps thousands of our Nation’s
veterans realize the dream of homeownership each year, but we
must keep this program secure and ensure that it continues to
meet the future needs of servicemembers, veterans, and their fami-
lies. Veterans have earned their GI Bill benefits and are using this
benefit to increase their value to the civilian workforce. Currently
the money they receive from the VA benefits is not taken into con-
sideration when they apply for a VA home loan. Without the ben-
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efit income on their application, veterans can look like an inferior

loan candidate. Student veterans should not have to choose be-

Eween taking advantage of the new GI Bill Benefit and buying a
ome.

Purchasing your first home is not like buying a television. There
are many steps and hidden costs that can catch the potential home-
buyer unaware. If we have learned anything from the recent hous-
ing crisis, it is the importance of the well informed homebuyer. The
VA Loan Guaranty Program is one of the best deals out there, but
it is still a complicated process. The VA should implement local
home purchasing workshops to prepare veterans for the com-
plicated process of purchasing a home as well as to promote the
benefits of the VA Loan Guaranty Program. These workshops
should be held at local Vet Centers. These are welcoming facilities
where veterans and their families can learn about the many dif-
ferent programs available to them as well as meet fellow veterans
facing similar situations.

Due to the current financial crisis, interest rates across the board
have remained low. The limited number of VA-approved lenders
makes it nearly impossible for a veteran to shop around for a bet-
ter interest rate for a VA loan. This noncompetitive environment
puts veterans at a great disadvantage. While interest rates are ar-
tificially low we must encourage more lending institutions to take
part in this program. Many lenders are leery of the process to be-
come an approved VA lender due to ignorance of the program and
ignorance of the ease of the process to become an approved VA
lender. The VA must aggressively market this program to more
lenders across the country.

Although 90 percent of current VA-backed home loans were given
without a down payment, the VA program has seen relatively few
foreclosures compared with non-VA lenders nationwide. As lenders
are becoming more risk averse the VA must preach to mortgage
lenders the inviolability of the VA Loan Guaranty Program.

Our veterans have earned the VA Home Loan benefit and thou-
sands of these veterans are ready to purchase their first home. We
must update and streamline this phenomenal benefit to ensure to-
%ay’s and tomorrow’s veterans will be able to purchase their own

ome.

Thank you for your time today and I look forward to answering
any questions you may have.

[The prepared statement of Mr. Embree appears on p. 51.]

Ms. HERSETH SANDLIN. Well, thank you all for your thoughtful
testimony. Let me just pose a question to you that I posed to the
last panel. I think General Bockel you had mentioned you had been
in the advertising business, and Mr. Embree you indicated the for
lack of competitiveness when we do not have enough lenders par-
ticipating. Do you have some ideas you prepared the Subcommittee
today, or could followup on some of what might work effectively for
the VA to more effectively market this program? I think, as Mr.
Adler had mentioned and the conversation I was having with Mr.
Boozman. I mean if it has been underutilized but yet its record is
strong as it relates to what happened here, within the last 2 years,
with the housing bubble and sort of the subprime lending. We did
not have the same kind of problems. Mr. Veissi testified that that
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this program and the borrowers within this program fared better
than even some of the prime borrowing that was going on. Any
ideas that you can share with us today on how we might be able
to market this more effectively, and have more lenders, more vet-
erans participating? Particularly some of our National Guard and
Reservists, if we can level the playing field, General, as you indi-
cated?

General BoCKEL. Well I would like to say if we had an adver-
tising campaign that would probably solve all of our problems. Un-
fortunately, we are dealing with such a small segment of the popu-
lation, probably the best thing that could happen is if Department
of Veterans Affairs and Department of Defense (DoD) were to col-
laborate to get it down through command channels to the serving
soldier at the lowest level what the advantages are of all of the
Veterans Affairs benefits to them, not just the Home Loan Guaran-
ties, but GI Bill, and other things. I think that is, that really is the
best way to do it, through counseling and through the command
channels.

Mr. EMBREE. Yes, ma’am. I think just off the top of my head, the
first two things I would really like to see to help get this program
out there, one is to engage the veterans service organization (VSO)
community actively. If you look at the military coalition itself, of
all the members, every one of our organizations has a very active
Web presence. So something as simple as reaching out to the vet-
erans service organizations, asking them to put some sort of line,
or widget, or button on their Web sites. Because what happens is,
our members are the veterans that need this information. These
are folks that are very active in the community that want to learn
this kind of stuff. So just one, engaging the veterans service organi-
zations. And two, using the Vet Centers. We have seen recently
that Vet Centers are becoming kind of the go to shop for a lot of
different things that the current veterans, or new veterans are
dealing with currently. And it is not just the veterans that are
using it now, we are seeing some of their spouses are actually at-
tending the Vet Centers. So it is a really great opportunity to get
information in front of not just the individual veteran, but their
spouses as well.

Mr. SHARPE. Well we have always been concerned with the lack
of a comprehensive Transition Assistance Program (TAP) for the
Reserves and National Guard, that that is still not happening and
once that takes place I think that will alleviate some of those prob-
lems.

Ms. HERSETH SANDLIN. Thank you, Mr. Sharpe. I was just asking
counsel for existing TAP programs. Do you know how aggressive
the information is being shared? Again, a point, a source point for
people making the transition about all of the VA benefits. Mr.
Boozman and I have long shared the concern about the number of
active duty and National Guard and Reservists who are not going
through TAP. I think that goes to the DoD, VA, the U.S. Depart-
ment of Labor (DOL), collaboration making all agencies involved in
getting accurate information for spouses to participate in those pro-
grams. I also think Mr. Embree you make a very good point in
terms of all the potential partners that VA has out there to share
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information about the program with the VSO community as well as
with the Vet Centers. I thank you for your responses there.

General Bockel, you had mentioned the issue of the funding fees
being 25 basis points higher for National Guard and Reservists. Do
you know if there has been an historic justification for this dif-
ferential in terms of how the fees are calculated?

General BOCKEL. I am not aware of why that number is 25 basis
points higher than a serving member. I will say this, at the rate
that Guard and Reserve people are mobilized eventually it will not
mean that, be that big of a deal. But we do have a significant num-
ber who will have to pay that 25 basis point penalty for being a
drilling Reservist as opposed to an active component.

Ms. HERSETH SANDLIN. All right. Well, we will pursue that fur-
ther. I think in light of a lot of what has been happening in the
last decade we need to always look for other opportunities, as we
have done with other benefits, including educational benefits and
others, to again address some of these inequities that have sort of
gone either unnoticed or unaddressed for a period of time.

Mr. Sharpe, have you heard of veterans having any problems
with unscrupulous refinancing firms?

Mr. SHARPE. Well, we have received a number of complaints from
Reservists, active duty and veterans, who are currently in fore-
closure. And they have asked for assistance. And what we have
done is to refer them to the VA, because it is our understanding
not only does VA intervene for those servicemembers that have
loans with them but they will also act on behalf of those that do
not. And again, a lot of that, from what we have been told, is based
on the fact that many of them have caught up in these subprime
loans and the ads are supposedly very slick, and have been able to
get a lot of veterans in trouble.

Ms. HERSETH SANDLIN. In addition to when you hear of a concern
from one of your members, or others, that are brought to your at-
tention, of veterans that are experiencing potential foreclosure, and
need refinancing. This is a question to all of you, do you think the
VA is doing enough on its own proactively to identify and help vet-
erans at risk of becoming delinquent to be able to refinance their
home loans?

Mr. SHARPE. I have been surprised how active the VA has been.
I knew that they intervened for those that had VA loans, but I was
not aware that they also assisted veterans who were having prob-
lems that did not have a home loan with them. And they have been
very responsive. And I have not heard any follow-up complaints
from veterans that have used them.

Ms. HERSETH SANDLIN. Okay. General Bockel.

General BOCKEL. The only thing I would say is that if I were a
lender who had to choose between a veteran as a first time buyer,
maybe not even a first time buyer, based on the delinquency num-
bers, I would go with that veteran before I would go to somebody
who might fall into a subprime category.

Ms. HERSETH SANDLIN. Okay. Thank you. Mr. Embree.

Mr. EMBREE. From hearing from our membership, we have had
kind of anecdotal evidence of folks that are struggling through
these programs. But my understanding is our membership does di-
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vert these folks over to the VA for the VA counseling because it is
a very robust program.

Ms. HERSETH SANDLIN. Very good. Final question, Mr. Embree,
should veterans and servicemembers negotiate their own fees with
the sellers instead of the VA requiring certain fees to be paid? This
relates to some of the points that were made by members of the
first panel.

Mr. EMBREE. I would actually like to look into that a little fur-
ther for you, and if I can submit an answer to you at a later time?

[Mr. Embree provided the response in the Post-Hearing Ques-
tions and Responses for the Record, which appear on p. 64.]

Ms. HERSETH SANDLIN. Certainly. Thank you. Mr. Boozman.

Mr. BoozMmAN. Thank you, Madam Chair. Mr. Embree, what is
the source of your statement regarding the foreclosure rates in
military towns? In your opinion, what is the primary reason for the
high foreclosure rates?

Mr. EMBREE. Well sir, actually——

Mr. BoozMAN. Do you remember where you got it from?

Mr. EMBREE. Actually, yes sir. I actually got that from our report
that we wrote recently, in 2009, on veterans coming home. We han-
dled homelessness as well as homeownership. There is a lot of dif-
ferent anecdotal evidence of why those foreclosure rates were so
high at the peak. Some of it has been explained to be from the, not
predatory lending, but because the subprime mortgage programs
were targeted towards military families very often in a lot of these
small town environments.

Mr. BoozMAN. Mr. Sharpe, your suggestion about a limited au-
thority to test market new loan guaranties is interesting. What
types of products or services are you thinking about?

Mr. SHARPE. It was an overall recommendation from some of our
membership that really admire the Home Loan Program. They do
not want to see the VA tamper with it in any way, and they are
more concerned with trying to keep the program as it is. And if
there were any new changes that could be made they would like
to really keep it limited in nature and have it really vented and
have Congressional oversight.

Mr. BoozMAN. Okay, very good. Thank you, Madam Chair.

Ms. HERSETH SANDLIN. Thank you, Mr. Boozman. Again I want
to thank our witnesses on the second panel. We appreciate the
service you provide to the members of your organizations, your con-
tinued service to our Nation’s veterans, again, the insight you have
been able to provide us as it relates to the dynamics of the housing
market and their impact on your members, and your legislative
proposals. So again, as with the first panel, we will look forward
to working with you as we move forward and looking at acting on
some of the proposals made at the Subcommittee hearing today
and enhancing the current housing benefits that have worked well
for our Nation’s veterans. So thank you very much for joining us
today.

I would now like to invite the third panel to the witness table.
And as our witnesses come up we are just going to take a short
one or 2-minute recess.

[Recess.]
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Ms. HERSETH SANDLIN. Okay, I appreciate the indulgence of a lit-
tle time between panels. Joining us on our third panel is Mr.
Thomas Pamperin, Associate Deputy Under Secretary for Policy
and Program Management, Veterans Benefits Administration, U.S.
Department of Veterans Affairs. He is accompanied by Mr. Mike
Frueh, Assistant Director for Loan Management, Loan Guaranty
Service, Veterans Benefits Administration, U.S. Department of Vet-
erans Affairs. So Mr. Pamperin, welcome to the Subcommittee.
Thank you for being here. You are now recognized.

STATEMENT OF THOMAS J. PAMPERIN, ASSOCIATE DEPUTY
UNDER SECRETARY FOR POLICY AND PROGRAM MANAGE-
MENT, VETERANS BENEFITS ADMINISTRATION, U.S. DE-
PARTMENT OF VETERANS AFFAIRS; ACCOMPANIED BY MIKE
FRUEH, ASSISTANT DIRECTOR, LOAN MANAGEMENT, LOAN
GUARANTY SERVICE, VETERANS BENEFITS ADMINISTRA-
TION, U.S. DEPARTMENT OF VETERANS AFFAIRS

Mr. PAMPERIN. Thank you, Madam Chairman. Madam Chair-
man, Ranking Member Boozman, and Members of the Sub-
committee, I appreciate the opportunity to appear here before you
today to discuss the VA’s Home Loan Guaranty Program.

The VA Home Loan Guaranty Program provides an important
benefit to our veterans and eligible servicepersons. Since the crisis
in the subprime mortgage markets became evident in the summer
of 2008, the VA Home Loan Guaranty Program has been a model
of stability, helping veterans and servicemembers continue to real-
ize the dream of homeownership. Since the start of the subprime
crisis the number of home loans issued by the VA Guaranty has
actually increased dramatically. This increase has been attributed
to three factors. First, other forms of mortgage financing are pres-
ently more difficult to obtain. Second, interest rates are at historic
lows. And third, changes to the VA Home Loan Program enacted
in 2008 increased the maximum guaranty amount available to indi-
viduals purchasing homes in high cost areas.

In 2009, VA guaranteed 335,000 loans, an 82 percent increase
over 2008. While VA has seen an increase in both purchase and re-
finance loans since 2008, it has been primarily the increase in refi-
nance loans that have driven the loan volume during this period.
From 2008 to 2009, refinance loan volume increased 288 percent.

The continued stability of the VA Home Loan Guaranty Program
can be attributed to several factors. First, VA’s adherence to sound
credit and underwriting principles prohibited the program from en-
gaging in risky or subprime lending practices. Second, our strong
lender oversight ensured that VA’s mortgage industry partners
complied with these policies. Additionally, VA’s panel of fee ap-
praisers, who are assigned on a rotational basis and monitored by
VA, ensures that home values are reasonable in light of market
conditions. VA also attributes the strength of the program to the
strong sense of commitment that veterans and servicemembers
demonstrate with regard to their financial obligations. And finally,
VA has a robust default servicing program to oversee loan servicing
efforts by private mortgage servicers, and when appropriate di-
rectly assist veterans and servicepersons in avoiding foreclosure.
The servicing programs ensure that every effort is made to keep
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veterans and servicemembers in their homes while limiting adverse
impacts when home retention is not possible.

Although foreclosures of VA loans have increased as a result of
the poor economy, VA and its private partners have worked hard
to ensure foreclosure as truly a last resort. Since early in the finan-
cial crisis, VA’s seriously delinquency and foreclosure rate have re-
mained the lowest of all mortgage types in the industry. According
to the most recent data from the Mortgage Bankers Association
National Delinquency Survey, the percent of outstanding VA loans
that are considered seriously delinquent was 5.29 percent. The per-
cent of outstanding VA loans that were in the foreclosure process
was 2.63 percent. These figures compare favorably to the rates for
everll prime loans, which are 7.8 percent and 3.41 percent, respec-
tively.

MBA data also illustrates that despite greater difficulties that
many borrowers are experiencing in making mortgage payments,
VA borrowers are more likely to reach a positive outcome. Although
our total default rate, those loans 30 days or more delinquent ex-
cluding those in the process of foreclosure, has actually been slight-
ly higher than the rate for prime loans, VA leads the field with the
lowest number of seriously delinquent loans and foreclosures. This
is due to VA’s robust servicing, which has been very successful in
helping veterans and servicemembers emerge from the default de-
spite the state of the economy and turbulent market.

Although VA’s loan volume has increased and our overall default
and foreclosure situations compare favorably to others in the mar-
ketplace since the onset of the financial crisis, veterans and
servicemembers have been impacted by the overall shortage of
credit in the marketplace. Potential homebuyers have broadly faced
stricter requirements for obtaining loans as more mortgage inves-
tors hedge against losses by establishing minimum credit scores for
borrowers and by requirement of larger down payments. VA does
not have the authority to prohibit lenders from imposing this extra
layer of requirements. But additional lender requirements may
make it more difficult for veterans and servicepersons to obtain
homes.

The VA Home Loan Program provides a valuable benefit to vet-
erans and servicemembers who want to obtain, retain, or adapt a
home. We look forward to working with the Congress and our pri-
vate sector partners to continue and improve our program.

Madam Chairman, this concludes my testimony and I appreciate
the opportunity to be here today and look forward to your ques-
tions.

[The prepared statement of Mr. Pamperin appears on p. 65.]

Ms. HERSETH SANDLIN. Thank you, Mr. Pamperin. Well, let me
first commend you, Mr. Frueh, and others of your team. Given the
testimony of the prior panels, I think it is quite clear the good work
that is being done to assist veterans with a program that is work-
ing quite effectively in meeting the needs in this downturn and all
of the various economic pressures that are being placed on our vet-
erans today and other families. I sensed from the witnesses in the
second panel that they are feeling that the members that they are
sending your way that are in trouble, underwater, need refi-
nancing, that they are getting the attention and looking at their
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options through all of you and your office. I just want to focus my
questions on a few of the other proposals, or some of the concerns
that we are hearing about, again, just to make this work as effec-
tively as possible. That is a concern that we have heard, that infor-
mation about the program is difficult to find. That each region’s
Web portal is different, and the Web site suffers from frequent out-
ages. I am interested to know if you have heard of these issues. Is
the VA considering any steps to address some of these concerns?
Any thoughts you have on the suggestions made by the prior panel
with regard to reaching out to the VSO community, working to
make sure information is readily available through the Vet Cen-
ters, you know, other information points where veterans can get
more information on the program as well as encouraging more
lenders to participate?

Mr. PAMPERIN. Ma’am, I will defer to Mike on the portal issue.
But I will tell you that VA stood up a Benefits Assistance Service
at the beginning of this month in VBA whose primary focus is on
not only general outreach but focused outreach on specific demo-
graphics, on specific topics. And that they are also the people who
are directly charged with oversight and ensuring that we are re-
sponsive with regard to our phone centers, and with regard to
Twitter, and Facebook, and other social media. Mike, do you——

Mr. FRUEH. In regards to the Web site, I understand that there
have been some outages in the last few months, and certainly over
time before that there has been periods where the main VA or VBA
Loan Guaranty portal has been down, where lenders communicate
with VA, and different people come in to see it. We certainly take
it seriously. We have it hosted at a VA site that is not under our
control, under the VA auspices. So, but they are putting resources
on it to address the up time, to make sure it is up when people
need it to be up.

One thing that we did do several years ago to ensure consistency
across all of the regional loan centers, and the offices in stations
like Honolulu that administer the Loan Guaranty benefit, is to try
to focus on principles that every single station can apply to vet-
erans consistency. So any veteran no matter where they live will
have the same opportunity to retain their home no matter who
they talk to at VA. Because I know in the past there were several
hundred people in my organization in servicing that work in these
different loan centers. We wanted to make sure that they gave a
consistent response to the servicers who had the relationship with
the veterans, and maintain consistency with the veterans who call
them directly. So we did generate a single toll free number for any
veteran, whether they have a VA home loan or a non-VA home
loan to call, so they can reach the nearest person in a VA regional
loan center who is trained to talk to anyone no matter whether
they are handling the case or another VA technician in another
station is handling the case. They can access all of the information
through the technology we have to hopefully provide the same solu-
tion to them.

So we are taking consistency very seriously. We do interact with
VSOs on a national level. Our Acting Director, Grace Cooper, and
I met with VSOs in central office last week to talk about what we
do. We certainly enlist their help in spreading the word to all the
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different aspects, the Reservists, and the people who go to only
their American Legion representative. And I know that happens at
the stations as well.

Ms. HERSETH SANDLIN. Okay. So tell me a little bit more about
the Benefits Assistance Service that was stood up this month. I
mean, is that intended then through outreach to pursue even more
aggressively some of the ideas that have been shared here today?
Again, either sharing information to get more lenders to partici-
pate, to engage, further engage the VSO community on a more ac-
tive basis? If outreach is sort of the key objective for standing up
this service.

Mr. PAMPERIN. A core function of the Benefits Assistance Service
is service organizations, and veterans, and the military. In terms
of commercial partners, I believe that it would be more appropriate
for the technical experts in Loan Guaranty to deal with those peo-
ple.

Ms. HERSETH SANDLIN. Let us talk about the approval of the con-
dominium loan. We are hearing some of the written testimony sug-
gests that the approval for a loan for condominiums is more dif-
ficult. Have you heard of that concern? Is there any effort to review
the process to see if we can find some consistency, or streamline,
or address that concern?

Mr. FRUEH. I have not heard, other than the testimony today, of
an issue with approval of condominium loans. For a veteran who
is using their Home Loan Guaranty benefit to purchase a condo,
it only has to belong in a condo that has general approval through
FHA and VA. And we are fairly much in lock step with them, and
there is not a lot of unapproved developments. Unless there is
something structurally unsafe with the development in which
many lenders would be on a disapprove list to lend for that par-
ticular development. So if we could get particulars we could take
that for the record.

Ms. HERSETH SANDLIN. Just two final questions. Has the VA con-
sidered changes to the VA qualification from net income to gross
income?

Mr. FRUEH. No, we have not made considerations to that aspect
of that underwriting.

Ms. HERSETH SANDLIN. How about eliminating original signa-
tures on certain loan documentation, with the exception of the legal
closing documents, to speed up the process?

Mr. FRUEH. We are generally in agreement with the industry in
adopting practices as they become standard in the industry, to the
extent that it is legally permissible.

Ms. HERSETH SANDLIN. So you are open to some of the rec-
ommendations of the testimony in the first panel as it relates to
making sure that you are on pace with adopting industry stand-
ards?

Mr. FRUEH. I think I would say we are open to recommendations
that improve our processes and certainly make the experience bet-
ter for the veteran.

Mr. PAMPERIN. But at the same time, exercising our fiduciary re-
sponsibility both to the veteran and to the taxpayer that we guar-
antee sound loans that have a high probability of being repaid.
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Ms. HERSETH SANDLIN. Certainly. But if we are moving to a proc-
ess whereby because of all of the documents that are required
given regulations over time in this process, sometimes that can
slow things up. And so if we are looking at legal and other liability
issues, but as long as there are signatures on the closing docu-
ments, in addition to what you just described Mr. Pamperin, I
mean, you are open, you do not foresee that you would ever sort
of put up any barrier to particular recommendations that are in-
dustry standards given the ongoing discussions that are going on?
Or che ongoing developments within the mortgage lending indus-
try?

Mr. FRUEH. Let me give you an example. One aspect of our busi-
ness is handling REO properties. An REO property is from a
servicer who eventually forecloses on a loan and VA takes posses-
sion of the property. We used to send volumes of paper across the
country to various custodians who control documents. We pull re-
corded notes from county recorders and send it somewhere else,
and VA counsel will look at that, and send it to third counsel. And
you have a lot of money and a lot of documents. And we have
moved that to an entirely electronic process. As long as it is legally
permissible as a valid and executed document, I think that we are
open to adopting it as a practice. Because it will save the taxpayer
money while not adding additional risk to the veteran.

Ms. HERSETH SANDLIN. Okay. Mr. Boozman.

Mr. BoozMAN. Thank you, Madam Chair. The House version of
the Financial Service Reform Bill exempts VA guaranteed home
loans from provisions that require loan originators or sellers of
mortgage-based securities to assume risk retention. The Senate
version exempts certain organizations but not VA. Based solely on
the risk retention provisions, which one do you all prefer? In other
words, are you for the risk retention language or not? Or——

Mr. PAMPERIN. I think that the President and the administration
believe that certain financial reforms are essential. We can work
with either one. To the extent that VA is not exempted, in our view
the serviceperson or veteran would not be disadvantaged in that
they would be having the same standard as every other borrower.
But we would ask to be able to clarify that more in response.

Mr. BoozMAN. I guess I would say these are earned benefits. It
does not really have anything to do with every other borrower.

Mr. PAMPERIN. Yes, sir, understood.

Mr. BoozMAN. So

Mr. PAMPERIN. We will provide additional information.

Mr. BoozMAN. We have heard concern that this would adversely
affect the veteran and the lenders. So again, so your position right
now is that you do not know? Or——

Mr. PAMPERIN. Yes, sir. What we would like to do is we would
like to provide additional comment.

Mr. BoozMAN. Okay. The Merkley Amendment—when do you
think you could provide that to us? We really would like for you
to go on the record. I think that is important.

Mr. PAMPERIN. Absolutely. Would, by the end of the month? Or
does it have to be faster than that?

Mr. BoozMAN. No, I mean, you know, that is, you all need to get
it done as quickly as you can. I mean, that is
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Mr. PAMPERIN. Okay, sir.

Mr. BoozMaN. That is up to you guys. But I do think it is impor-
tant that you give us some direction——

Mr. PAMPERIN. Okay.

Mr. BOOZMAN [continuing]. As to what you are thinking in that
regard. I have some real concerns because there seems to be con-
cern in the lending community and the veteran community that
this could adversely affect. And then again, that gives us, well like
I say, I have real concerns.

The Merkley Amendment to the Senate Financial Services ap-
pears to require VA to revise its underwriting procedures for inter-
est rate reduction loans. Those loans currently do not require a
complete credit review. What is your position on the Merkley
Amendment?

Mr. PAMPERIN. Sir, a refinance to a lower monthly payment
seems to me to be even less risk than the risk that we had before.
If we had adequate justification to make the initial loan we do not
see what is to be gained by requiring a complete underwriting of
an even lower monthly payment.

[The VA subsequently provided the following information:]

The Dodd-Frank Wall Street Reform and Consumer Protection Act, Pub-
lic Law 111-203, was enacted on July 21, 2010. VA did not issue a formal
position on any version of the legislation while the Congress was consid-
ering such proposals. However, VA did provide technical assistance with
staff of the relevant Committees, with the goal to ensure that there were

no unintended consequences from the law that could lessen the benefit to
Veterans of VA’s Loan Guaranty Program. VA accomplished that goal.

Mr. BoozmaN. Okay, good. Thank you very much. In regard to
the other two, you said that you understood that we needed reform
based on what was going on. But certainly, the VA program has
nothing to do with the situation that went on.

Mr. PAMPERIN. Absolutely, sir. I completely understand the point
of view, and America’s veterans and servicepersons have requited
themselves well in this financial crisis.

Mr. BoozMAN. There was other testimony about the zero down
versus having them put some down. Do you all, have you all
thought about that? I mean, is that something that you could give
us some direction on? Again, this is something that there appears
to be real concern in the sense that with that then our other panel
seemed to indicate that that would preclude a lot of veterans from
participating.

Mr. PAMPERIN. Well over 90 percent of our loans are zero down.
And I would just have two observations. One is, what exactly is the
problem that people are trying to solve? It has worked well with
zero down. And as I understand it, some studies that have been
done show that veterans who get zero down loans have less than
$5,000 in liquid cash. And if you were to require them to put that
down when in fact they are not going to lose their house, then what
fallback do they have if their furnace goes out, or they need a hot
water heater, or things like that? It seems to me it is more prudent
to allow the borrower to have some ready cash for those kinds of
things that inevitably come up when you buy a house.

Mr. BoozMAN. No, I think you make a very good point. Well,
thank you. And again, do not misunderstand. As we have talked
about earlier, this is a program I think that is a very good pro-
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gram. And it is being managed very well. And it is something that
VA can be very proud of, and has had a very significant positive
impact on so many veterans for so many years. So we do appreciate
your hard work, and thank you Madam Chair.

Ms. HERSETH SANDLIN. Yes, and I appreciate, you know, the very
thoughtful response to the last question from the Ranking Member,
Mr. Pamperin. I just have a couple of other followups. You know,
I think what we are trying to do here is recognize the strengths
of this program, protect the program from some of the pressures
coming to bear based on some of what was happening outside of
the parameters of this program, but also make it work as effec-
tively as we know it can for more veterans with maintaining, you
know, the conservative underwriting standards. Sort of, again, re-
taining the strengths of the program but looking at some modifica-
tions just that could make it work for more veterans and not put
it in any way the risk, the program, the way we saw in some other
contexts outside of the VA. So let me just, a couple of quick
followups, when I had asked about whether or not the VA had con-
sidered any changes to VA qualification from net income to gross
income, and Mr. Frueh said no you had not, does that mean you
have not considered that question at all? Or you have but you are
not going to make the change because of certain ramifications that
you have evaluated?

Mr. FRUEH. I am not aware that we have discussed that change
at all. Because, again, net versus gross, you are still going to com-
pare the outlay that comes out of it. So if you do, like, the Treas-
ury’s affordable modification program, you are taking gross income
to get a percentage of affordable payment. If you get someone’s net
income you take it by a factor to get their gross income. I think
that the change has never been discussed.

Ms. HERSETH SANDLIN. Okay. I understand the VA has not up-
dated its residual income table since 1997 because the VA Home
Loan Guaranty Program requires that the veteran meet residual
income. Is there any plan to update this?

Mr. FRUEH. That gets continuous discussion within VA, updating
the tables. And one of the thoughts around it are if we update the
tables it is likely that we are going to require more income because
of inflation in the last 13 years for someone to qualify for a loan.
You know, our results have been very, very good. And we always
point to the ability to get a lot of veterans in who can afford the
payments based on our qualifications. And our foreclosure results
show that we pick good people. We have criteria that allows them
to be successful in their mortgage. If we were to update it one of
our concerns is it may become more restrictive. It may become larg-
er, and you have to have more income left over at the end of every
month, and that may preclude some people from coming.

Ms. HERSETH SANDLIN. Okay. I appreciate that response. If it re-
mains a topic of continuous discussion, we may want to revisit with
you and have our Committee staff followup in a little bit more de-
tail, you know, as it relates to your evaluation about the potential
restrictions that that might bring to bear.

[The VA subsequently provided the following information:]

VA uses a debt-to-income ratio and a balance available for family support
(aka “residual income”) approach to evaluate borrowers. Residual income is
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defined as the amount remaining after deducting debts, obligations and
monthly shelter expenses from the borrower’s gross monthly income. This
amount then reflects the amount remaining to cover family living expenses
such as food, transportation, health care, clothing, and other living ex-
penses. The numbers shown in the VA Lender’s Handbook and VA regula-
tions are derived from data on consumer expenditures supplied in the Bu-
reau of Labor Statistics (BLS) Consumer Expenditures Survey (CES). VA’s
residual income figures are organized according to loan size, family size and
mirror the CES designations for ‘region’ of the country.

VA continually evaluates its residual income tables in light of events in
the financial markets and overall economy, and the impacts they continue
to have on borrower financial health, consumer spending, and on consumer
debt. At this time, however, VA does not intend to increase residual income
requirements. Current residual income levels allow qualified veterans to ob-
tain VA-guaranteed home loans. These VA loans continue to out-perform
even prime loan products in terms of delinquency and foreclosure rates.

Then a final question for either of you. Based on General
Bockel’s testimony, are either of you aware of any historical jus-
tification for requiring a 25 basis points higher for calculation of
fees for National Guard and Reservists?

Mr. PAMPERIN. I will defer to Mike as to any historical justifica-
tion. I would merely point out that his statement was correct. The
law has it scheduled to revert to a much lower level next year, but
I suspect that that will not be, that will be changed. While I also
have active duty, I am in fact a retired Reservist, I find it trouble-
some that Reservists would have to pay more.

Mr. FRUEH. And although there may be a historical reason for
it, I am not aware of why they are different.

Ms. HERSETH SANDLIN. Well again, and again counsel and I were
discussing it. You know, because of the combat tempo, a lot of our
National Guard and Reservists now can, without that additional
basis points, access the program. We also know that we have a
number of folks who either have not yet been or will not be acti-
vated. I think it would be important to evaluate a change that ap-
pears to me to be one that we could reasonably make.

Mr. PAMPERIN. We can go back and look at when that was intro-
duced and what the basis of that was.

Ms. HERSETH SANDLIN. I would appreciate the additional infor-
mation. Well, we thank you both—Mr. Boozman, any final ques-
tions? For your testimony. We appreciate your work with VBA,
your dedication to our Nation’s veterans. We value your expertise
on today’s topic.

[The VA subsequently provided the following information:]

Public Law 102-547 established home loan requirements for members of
the Reserves and National Guard. VA researched our historical documents,
as well as Congressional committee notes related to the passage of the law,
and did not find any information on the rationale behind the disparate
funding fee rates.

Since the funding fee rates are codified in the law, VA can only provide
a theory as to why Congress included a higher rate for Reservists and Na-
tional Guard members. In 1992, when the law was passed, there may have
been some resistance to provide equal rates because Reservists and Na-
tional Guard members were typically required to participate in only one
weekend drill a month and serve two weeks of active duty each year, unlike
active duty servicemembers who serve daily. This difference in service has
been negated by the wars in Iraq and Afghanistan and it should be noted
that Reservists and National Guard members who are mobilized to active
duty under Title 10, USC, and who serve at least 90 days, are generally
eligible for the lower funding fee (2.15 percent versus 2.4 percent for first
time users).
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Ms. HERSETH SANDLIN. Before I conclude, I would like to make
a few comments in recognition of Memorial Day, coming up May
31st. While this extended break is a welcome opportunity to re-
unite with loved ones, we must never forget the meaning of Memo-
rial Day, which is to honor our fallen men and women who have
made the ultimate sacrifice for our country. This includes the 22
fallen heroes from my State of South Dakota, who served honorably
in Iraq and Afghanistan over the past decade since the operations
began, and over 5,400 servicemembers from across the country. So
please rest assured that Members of the Subcommittee stand
united in honoring the memory of our fallen servicemembers and
committed to ensuring that veterans and their families are pro-
vided adequate opportunities to live the American dream, including
owning their own home after their military service.

Thank you again. The hearing stands adjourned.

[Whereupon, at 3:46 p.m., the Subcommittee was adjourned.]



APPENDIX

Prepared Statement of Hon. Stephanie Herseth Sandlin, Chairwoman,
Subcommittee on Economic Opportunity

In the 110th Congress, this Subcommittee held a series of hearings focused on the
VA’s home loan program, including the specially adapted housing programs. Since
then, we have been able to work in a bipartisan manner to: increase the maximum
home loan guaranty amount, expand expiring adjustable rate mortgage programs,
provide foreclosure prevention remedies for servicemembers and veterans, enhance
specially adapted housing benefits, and require the VA to update the guidance it
provides to veterans on the design and construction of specially adapted housing.

In keeping with our commitment to meet the current needs of veterans, today’s
hearing seeks to review housing benefits that were first provided when President
Franklin Delano Roosevelt signed the Servicemember’s Readjustment Act of 1944.
For over 65 years, VA’s home loan program has been an important benefit that has
allowed thousands of veterans the opportunity to own a home.

While the overall VA-backed home loan program has proven to be successful,
today we have the opportunity to address several issues of concern. Some of these
concerns, such as increasing the maximum loan guarantee or expanding the adjust-
able rate mortgage program, were addressed in the 110th Congress and we hope to
determine today if additional changes are warranted.

Also, we will hear about veterans who were attracted by non-VA backed home
loans who have joined the thousands of Americans struggling to make housing pay-
ments during difficult economic times. Fortunately, a growing number of veterans
continue to take full advantage of the flexible program to refinance into a VA loan,
allowing them to access the unique protections available through the VA to help en-
sure they remain home owners. I look forward to hearing from all our panelists as
we continue to improve the VA’s home loan benefits.

———

Prepared Statement of Hon. John Boozman, Ranking Republican Member,
Subcommittee on Economic Opportunity

Good afternoon.

Madam Chair, it appears that in general, the loan guaranty program is working
well and I congratulate VA for its management of the program. But today I would
like to address a broader issue that I will illustrate with an issue related to the loan
guaranty program.

That issue is senior VA management’s attempt to muzzle VA staff. At a recent
staff meeting, VBA staff were told they are not allowed to speak to Congressional
staff without working through the Office of Congressional and Legislative Affairs.
Rightly or wrongly, VA staff informed our staffs that they could not speak directly
to them and to submit even routine questions through OCLA. That policy is being
interpreted as applying even to the most routine questions like how many people
have signed up for the GI Bill.

This new policy, which I can only describe as short-sighted and harmful to vet-
erans, prevents our staffs from conducting even routine day-to-day business with
not only VA, but also with our constituents. Previous administrations on both sides
of the aisle have tried this to some extent and it always fails because Congress and
VA both need open two-way communications. Continuing that long-standing cooper-
ative way of doing business, even when it is less than comfortable for VA, fosters
a level of mutual trust that in the long run, is good for veterans’ programs.

In my opinion, questions from staff that ask things like details on administrative
procedure or participation or average times, etc. are a legitimate oversight function
and VA employees should not be ordered not to respond directly to such requests.
On the other hand for example, my staff has asked VA both directly and through

(31)
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OCLA for VA’s position on a “risk retention” provision in the Senate financial serv-
ices. That is a request that requires the Department to make a statement of policy
and OCLA should be involved. By the way, we have not gotten a reply on that mat-
ter and I hope VA explains its position today because we have been informed that
such a provision may negatively impact VA-guaranteed loans in terms of higher fees
or interest rates.

Finally, I ask unanimous consent to enter comments provided by Mr. Adam Sachs
on the risk retention provision in S 3217 and the Merkley amendment to that bill
in the record. Mr. Sachs is a former member of the VA Committee Democratic staff
and is now in private practice and raises several issues with the provision and
amendment.

Madame Chair, it is imperative that our staffs be able to speak directly to VA
employees who run these very important programs and I look forward to a reversal
of the policy. I yield back.

Adam P. Sachs
Partner, Husch Blackwell Sanders
Kansas City, MO 64112

Here is a response to your request for assistance with respect to aspects of the
amendment to the Senate Bill offered by Mr. Merkley and others (that were for-
warded to us last Friday afternoon). First, it describes the amendment’s “ability to
repay” language and its apparent impact, as drafted, on VA guaranteed IRRRL (and
more generally on other VA guaranteed loans similarly “priced”). Second, it provides
draft amendment language expressly to exempt VA IRRRL (and other VA guaran-
teed loans) from this amendment.

The Merkley amendment, in Section 1075 (Minimum Standards for Residential
Mortgage Loans), in Section (b)(1) thereof, generally imposes upon creditors origi-
nating residential mortgage loans a requirement that they determine, “based on
verified and documented information,” that the consumer has the “reasonable ability
to repay the loan.” Section b(3) specifies the detailed underwriting requirements the
creditor must follow in making this determination.

Section (b)(5) creates a helpful “Presumption of Ability to Repay” for certain un-
derwritten loans, but then Section (b)(6) (Exceptions to Presumption) takes away
that helpful Presumption if, among other things, the total points and fees related
to the underwritten loan (calculated as described under TILA) exceeds “3 percent
of the total loan amount.” (More details about the effect the Merkley amendment
points and fees “test” are provided, below.) Section b(7) then permits the Board fur-
ther to revise the Presumption, and the Exceptions to Presumption, and establishes
certain additional statutory exemptions from this ability to repayment determina-
tion requirement for certain types of loans.

So, the Merkley amendment, at its core, requires the creditor to underwrite the
ability of the consumer to repay the loan. Presumptions as to that ability to repay
may “come or go” depending upon certain factors described in the amendment and
to be described to by the Board, but the underwriting requirement is a “constant.”

Contrast that with the VA guaranteed Interest Rate Reduction Refinancing Loan
(VA IRRRL), to which the Merkley amendment ability to repay language would be
fully applicable as it is currently drafted.

VA IRRRL are made for the purpose of refinancing an existing Department of
Veterans Affairs) (VA) loan, at a lower interest rate and always to the benefit of
the veteran. A VA IRRRL does not permit cash out to the veteran; it is the refi-
nanced loan, itself, that must and does provide the benefit, in the manner described
in the statute authorizing the IRRRL program (38 U.S.C. 3710(a)(8)) and the regula-
tions and other requirements of the VA (38 CFR 36.4807; VA Lender’s Handbook,
Chapter 6, Section 4-a).

The most important aspect of a VA IRRRL, however, for purposes of the “ability
to repay” language of the Merkley amendment, is that, in a VA IRRRL, under VA
requirements, generally “no underwriting is required.” See VA Lender’s Handbook.
That is generally because the VA IRRRL may only be made if the veteran will ben-
efit from it.

Accordingly, the premise of the Merkley amendment ability to repay determina-
tion requirement—that an underwritten loan may or may not enjoy a Presumption
as to the ability to repay it—has no applicability to a VA IRRRL that is not and
need not be underwritten in the first place. Thus, an entitlement provided by Con-
gress through the Veteran’s Committee will be eliminated through the Merkley
amendment.
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For that reason, it is appropriate that the exceptions in the Merkley amendment
that already exists for certain types of loans (bridge loans and reverse mortgages)
be expanded to include VA IRRRL as well, as follows:

Insert in Section 1075(b)(7) (Exemption) a new subsection (D) that reads:

(D) VA GUARANTEED INTEREST RATE REDUCTION LOANS.—This
subsection does not apply to an interest rate reduction refinancing
loan guaranteed by Department of Veterans Affairs.

With respect to the points and fees test of the Merkley amendment, that provision
does not “fix” this anomaly. Even if a loan had under 3 percent total points and
fees (and thus could enjoy the benefits of the Presumption), such a loan still would
have to be underwritten under the Merkley amendment.

Moreover, VA IRRRL would not, as currently offered, meet the 3 percent total
points and fees test, and nor may certain other VA guaranteed loans. That is be-
cause veterans obtaining VA guaranteed loans generally may be charged VA-ap-
proved reasonable and customary itemized fees and charges, plus a VA-approved 1
percent origination fee, plus reasonable discount points, plus a 0.5 percent VA fund-
ing (mortgage guaranty) fee. As a result, for a VA guaranteed loan, 1.5 percent (the
sum of the VA-permitted 1 percent origination fee and the 0.5 percent VA funding
fee) of the 3 percent total points and fees test of the Merkley amendment are “used
up” or “consumed” before VA-permitted itemized fees and discount points are even
considered.

And, with respect to VA IRRRL, in particular, as the VA expressly permits up
to 2 percent in discount points to be financed or included in the VA IRRRL loan
amount, the total of such VA-permitted points and fees (again even before any VA-
permitted itemized fees are even considered) will almost always be above the
Merkley amendment 3 percent total points and fees test, since that total would
equal 3.5 percent (1 percent origination fee + 0.5 percent VA funding + 2 percent
permitted financeable discount points).

In short, then, the Merkley amendment ability to repay language should have no
applicability to VA IRRRL, which VA guaranteed loans already must be for the ben-
efit of the veteran as required by the VA and which are not and need not be under-
written. Language to make VA IRRRL exempt from the ability to repay determina-
tion language of the Merkley amendment is provided above. Indeed, if the Merkley
amendment, as drafted, if not changed to so exempt VA IRRRL, it would not appear
that VA IRRRL would or could be offered at all.

In addition, any VA guaranteed loan with at least 1.5 percent in VA-permitted
discount points also would meet the 3 percent total points and fees test of the
Merkley amendment (given the 1.5 percent in origination fees and 0.5 percent in
funding fees associated with such loans), even before considering VA-permitted
itemized fees. Accordingly, an overall exemption in Section 1075(b)(7), for all mort-
gage loans guaranteed by the Secretary of Veterans Affairs (and not just for VA
IRRRL), from the ability to repay determination language of the Merkley amend-
ment, also would appear to be appropriate.

——

Prepared Statement of James B. Barber, Chairman and Chief
Executive Officer, Acacia Federal Savings Bank, Falls Church, VA,
on behalf of American Bankers Association

Chairwoman Sandlin, Ranking Member Boozman, and Members of the Sub-
committee, my name is James Barber. I am Chairman and CEO of Acacia Federal
Savings Bank, Falls Church, VA. Acacia Federal is a federally chartered savings
bank with approximately $1.3 billion in assets. I am pleased to be here today on
behalf of the American Bankers Association (ABA). The American Bankers Associa-
tion represents banks of all sizes and charters and is the voice for the Nation’s $13
trillion banking industry and its two million employees.

The subject of today’s hearing is an important one for the millions of veterans who
have taken advantage of this opportunity for homeownership. The Veterans Admin-
istration (VA) Loan Guaranty Program is unique in the mortgage lending industry,
in that it allows a veteran to obtain a mortgage with no downpayment and no re-
quirement to obtain private mortgage insurance (PMI). Maintaining the strength of
this program will ensure that millions more of our servicemembers can access this
valuable program.

There are two points we would like to make today:
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¢ The VA Loan Guaranty Program is a valuable program that should be contin-
ued.
¢ Updates to the program may help in some situations.

I. The VA Loan Guaranty Program is Valuable and Should be Continued

There is no better demonstration of the value of a program than its use, and the
VA loan guaranty program is being used. One ABA member reported an increase
in applications through the VA program at the same time applications in other
areas were going down. This should not be surprising, given that it is the only pro-
gram on the market today that can offer 100 percent financing. There are simply
no comparable conventional or FHA insured options that can offer this kind of sup-
port and opportunity.

While zero downpayment loan programs have come under increased and deserved
scrutiny, anecdotal evidence shows that the VA program is working well, in large
part because of particular features and circumstances that make it unique. One
ABA member reported that, while increased unemployment has caused an increase
in delinquency rates in its loan portfolio generally, the delinquency and foreclosure
rates for its VA guaranty loans have remained lower than private market loans.
Where there have been issues, the VA is uniquely prepared to address them. The
VA monitors the delinquent loan servicing process through the VA loan electronic
reporting interface. Although the VA only directly handles delinquent loan cases
that are exceptions and require special analysis, it will perform oversight of the
process to help veterans avoid foreclosure on delinquent loans and reduce losses to
the government.

One might be tempted to wonder how such a program could possibly work in the
current economic environment. The answer is threefold:

1. The Veterans Administration (VA)—and the banks that work with them—have
clung to strict underwriting standards.

2. The VA is supportive of the program and has worked to constantly improve in
support of its lenders and its borrowers.

3. The men and women who access this program have a strong commitment to
meeting their financial obligations, despite economic difficulties they may en-
counter.

The VA Loan Guaranty Program has underwriting standards that have not varied
over the years. The required documentation has never been streamlined nor have
there been any stated income or stated assets options. Currently, non-VA backed
product guidelines have changed and become more stringent than in times past.
Ironically, they are now more in line with VA-backed products. Though a few minor
changes could be made, which I will mention a little later, the current reliance on
strict underwriting has certainly contributed to the success of the VA Loan Guar-
anty Program.

Even with the stringent underwriting requirements, from the perspective of banks
in today’s market, a VA loan is the easiest form of mortgage to originate, process
and close. In a time when many government programs are still working to stream-
line and simplify, the ease of use of the VA loan guaranty is high praise. The VA
is constantly working to support the Loan Guaranty Program and the lenders who
participate. Just last year, a number of regional lenders participated in a conference
with the VA to discuss ways the program could be enhanced. These efforts on the
part of the VA are what make the program very usable.

Acacia Federal is fortunate to work with many servicemen and women in addition
to veterans, because of our location near Washington, DC. We have placed these
customers in many loan products, including mortgages backed by the VA guaranty.
We find that the people associated with the armed forces have a strong commitment
when they enter into a contract. Although these borrowers are not immune to the
economic difficulties our country is facing, they are more likely to contact the bank
to let us know they may be having difficulty making payments. This enables us to
work with them to find solutions for their particular situation.

II. Improvements Can be Made That Will Reach More Veterans More Effi-
ciently

Although the program is working well, there are some improvements that will
help it to work better for lenders and for borrowers. Before I address these improve-
ments, I want to encourage Congress to avoid putting global requirements on lend-
ing that would severely hamper the good work of this program. Recent legislative
proposals have contemplated requiring some downpayment for any mortgage. This
would be a mistake that would take away one of the main benefits of this program
for our veterans—the ability to access homeownership even though the downpay-
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ment may be difficult to obtain. The risks in this program are mitigated by the
strict underwriting, the good management by the VA, and the quality of the bor-
rowers themselves. To require some downpayment for all customers is to cut off this
avenue to home ownership for an otherwise qualified segment of our society that
deserves an extra chance.

The VA has made an effort to improve and upgrade the program over the years.
Notably, in recent years VA has modified its guides for high cost areas, a move that
has had lasting implications. Our bank is located in such a region, and many quali-
fied borrowers have been able to purchase homes because of this change. Despite
these improvements, there is still more that can be done. A few ideas follow.

Nationwide Consistency. The VA Loan Guaranty Program is organized by re-
gions. Unfortunately, all regional offices do not have the same requirements,
which make it difficult and more time-consuming to underwrite, especially for
national lenders. One good example is the appraisal process. Certain regional
offices require specific verbiage regarding septic systems. If we do not conform
to the regional office requirement, a deficiency letter will be issued on that ap-
praisal. One way to improve this situation would be to allow nationwide origina-
tors to have a single point of contact, a sort of account representative. That
would ensure that an individual lender received consistent advice on the details
of the program.

Communication Issues. The VA has made a commitment to have information
available to lenders. For example, the 1-800 customer service line actually
works. Representatives that are knowledgeable and helpful are always avail-
able, and they will go out of their way to offer options and solutions. The VA
also makes good information available via the Internet, although it is often dif-
ficult to find. Each region has its own Web portal, and these differ from one
another. In addition, the Web sites suffer from frequent outages. Perhaps the
Web sites could be centralized and the system upgraded. Also, the addition of
a nationwide database that would allow both regional offices and the national
office to be aware of information even down to the level of a single application.
Automation. The VA has made improvements in the automation of many proc-
esses in the past few years. We encourage the VA to continue this work. One
area that might benefit from automation is the assignment of a Builder ID.
Many builders either are unaware of or find it difficult to obtain. When this
happens, the process is so time-consuming that often customers are unable to
obtain the home through that builder. Perhaps more important for banks is to
automate the process for signatures. The elimination of original signatures on
certain documentation—with the exception of legal closing documents—would
significantly speed up the process.

Underwriting. As 1 mentioned previously, the underwriting of VA loans has
been consistent, and VA loans have experienced fewer delinquencies. However,
there are some updates that could be made. One example is that the expiration
date of documents on new construction VA properties is still at 180 days, while
most lenders have a 30-day expiration period. These time frames should be
standardized and reconciled. Another, perhaps more serious issue is that there
is no formal process for managing Loan to Value (LTV) in areas where the mar-
ket is declining. This is particularly dangerous for active-duty personnel who
will experience permanent change of station (PCS) within 2-3 years.

Interest Rate Reduction Refinancing Loan. A change has been made to Interest
Rate Reduction Refinancing Loan (IRRRL) guidelines that now exclude veterans
from qualifying for a refinance under this program if they have had a single
late payment in the last 12 months. This is a change from previous require-
ments that the veteran only had to be current at the time of the refinance. This
impacts many veterans that may have suffered during the recent recession but
managed to get current on their payments. These veterans now cannot benefit
by lowering their interest or payments under this program. Another related
issue is the VA process of “no-bid” or buy-down actions. Because of a lender’s
risk in the “no-bid” and buy-down process, this can result in some lenders ac-
cepting IRRR (Interest Rate Reduction Refinance) applications only from their
own portfolio. This can limit availability for a veteran to obtain IRRR financing.
Certificates of Eligibility. Borrowers are required to obtain a certificate of eligi-
bility to show whether and to what extent they are eligible for a VA Loan Guar-
anty. The entitlement requirements on Certificates of Eligibility are confusing
for both veterans and lenders in certain situations. It would be beneficial for
the VA to have an intuitive online calculator to determine what would be ac-
ceptable according to each veteran’s profile and the county that the property
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they are purchasing is located. This would eliminate concerns and confusion for
both the veteran and the lender and speed up the process for veterans.

¢ Condominium Loans. The approval process for a condominium complex is a
long, manual and time-consuming process for the veteran, the lender and the
VA. Perhaps this could be automated through the VA’s Web site to speed up
the process of approval and focus on key areas of concern. Alternatively, the
process could make use of a questionnaire similar to the one that Fannie Mae
requires.

II1. Conclusion

The banking industry appreciates the work that has been done over the years to
make the VA Loan Guaranty Program a useful one for military personnel. We hope
that the program will continue to offer unique opportunities to our servicemen and
women. We hope to work together with Congress and the VA to make improvements
so that the program can serve its customers better.

———

Prepared Statement of James H. Danis II, CMB, AMP, President,
Residential Mortgage Corporation, Fayetteville, NC,
on behalf of the Mortgage Bankers Association

Chairwoman Herseth Sandlin, Ranking Member Boozman, and Members of the
Subcommittee, thank you for the opportunity to testify on behalf of the Mortgage
Bankers Association (MBA)1! on the status of the U.S. Department of Veterans Af-
fairs (VA) loan guaranty program. I am James H. Danis II, and President of Resi-
dential Mortgage in Fayetteville, North Carolina, a Certified Mortgage Banker, and
MBA member.

I have been in the mortgage business for 17 years and have worked with the VA
Home Loan Guaranty Program since 1993. Approximately 70 percent of the loans
my company closes are VA loans. In North Carolina, loans guaranteed by VA are
an important part of our market and their use is increasing. During fiscal year (FY)
2008, 13,152 VA loans were originated in our state and in fiscal year 2009, 20,548
loans were closed. On a personal note, I am a beneficiary of the VA Home Loan
Guaranty Program. The homes my parents purchased to raise me and my siblings
were bought with VA loans. In keeping with our family tradition, my first home was
financed with a VA loan. For many reasons, I am a strong advocate of this guaranty
program.

Congress established the VA Home Loan Guaranty Program, under which an eli-
gible veteran could obtain a low-interest, 100 percent loan-to-value (LTV) mortgage
loan to buy a house, in 1944. The program was one of the major innovations and
an important part of the original Servicemen’s Readjustment Act of 1944, commonly
known as the “GI Bill.” Since its inception, the objective of the program has been
to assist eligible veterans and active duty servicemembers in becoming homeowners.
The VA program is designed to benefit men and women because of their service to
the United States, and is not intended to fulfill general economic or social objectives.

MBA has always been a staunch supporter of the VA Loan Guaranty Program
and we believe it remains an important and viable program for veterans and active
duty military personnel. As credit markets have tightened and loan underwriting
has become stricter, finding zero-down payment mortgages has become increasingly
difficult. Providing 100 percent LTV loans is a tremendous benefit to our veterans
who have dedicated their lives to serving our country, and is crucial in military com-
munities.

Through FY 2009, VA has guaranteed more than 18.7 million mortgages, totaling
over $1 trillion, to purchase or construct a home, or refinance an existing home loan.
Constituting 4.2 percent of all originations in 2008 (the most recent data available),
VA lending is still a relatively small percentage of the overall housing market, al-

1The Mortgage Bankers Association (MBA) is the national association representing the real
estate finance industry, an industry that employs more than 280,000 people in virtually every
community in the country. Headquartered in Washington, D.C., the association works to ensure
the continued strength of the Nation’s residential and commercial real estate markets; to expand
homeownership and extend access to affordable housing to all Americans. MBA promotes fair
and ethical lending practices and fosters professional excellence among real estate finance em-
ployees through a wide range of educational programs and a variety of publications. Its member-
ship of over 2,400 companies includes all elements of real estate finance: mortgage companies,
mortgage brokers, commercial banks, thrifts, Wall Street conduits, life insurance companies and
others in the mortgage lending field. For additional information, visit MBA’s Web site:
www.mortgagebankers.org.
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though the number of eligible borrowers who take advantage of the benefit is stead-
ily increasing. In FY 2008, VA loans totaled 179,648, but in 2009, that number near-
ly doubled to 325,673 home loans. The borrowers who use the VA program for their
homeownership financing are as varied as the U.S. population. According to VA’s
Annual Benefits Report FY 2009, African Americans comprised 13.5 percent of VA
loans, Hispanics comprised 8.2 percent, and Asians comprised 1.9 percent. The
homeownership rate among veterans is astounding; according to Census data pub-
lished in 2009, the veteran homeownership rate was 82 percent, compared to 67 per-
cent for the general population.

VA guaranteed loans are made by private lenders to eligible veterans for the pur-
chase of owner-occupied homes. These loans are comprised of both fixed- and adjust-
able-rate mortgages and can be used for purchase or refinance. If the loan is ap-
proved, and the veteran is eligible, VA will guaranty a portion of the loan to the
lender. The basic guaranty is $36,000, although for loans that exceed $144,000, a
guaranty of 25 percent of the particular county loan limit is possible. The VA loan
limits are 125 percent of the area median price for a single family residence. This
guaranty protects the lender against losses up to the amount guaranteed and allows
a veteran to obtain favorable financing terms.

1. VA Loan Performance

Despite most of these borrowers not having “skin in the game,” VA loans have
outperformed their counterparts throughout the recent housing crisis (see chart
below, based on MBA data). Although serious delinquencies have risen from 2.88
percent in the first quarter of 2008 to 5.42 percent in the fourth quarter of 2009,
the VA portfolio has been able to weather the turbulent market, largely due to its
historically conservative underwriting standards. VA mortgages have always been
fully documented and fully underwritten loans on owner-occupied properties.

S Gnarter 3005 Fith Quarier 2005
VA 5.42 0.81
FHA 9.42 1.28
Subprime 30.56 3.66
Prime 7.01 0.86
U.S. Total 9.67 1.20

Although VA does not require private mortgage insurance, there is a funding fee
that most borrowers finance into the loan. The fee ranges from 2.15 to 3.3 percent
of the loan amount on purchases and 0.5 to 3.3 percent of the loan amount on refi-
nances. The fee depends on the borrowers’ type of military service (regular versus
Reserves or National Guard) and if the borrower makes a down payment. If a bor-
rower is refinancing to lower the rate, the fee is 0.5 percent. First time users’ fees
are less than subsequent users. If a borrower receives service-connected disability
payments each month, then he or she is exempt from the fee. This fee is a critical
part of the VA loan guaranty program; it helps the program have a negative credit
subsidy and allows it to maintain funding for future generations of military families.

II. Concerns

Although the VA Guaranty Loan Program has had an excellent track record of
providing benefits to veterans and active duty military personnel, MBA would like
to recommend four ways to further improve this important program:

1. Congress should avoid mandating new risk retention requirements, which
could cripple the VA loan program and harm our economic recovery.

2. Vﬁ’sd higher loan limits need to be extended until the housing crisis has sub-
sided.

3. The VA loan program should be reviewed and updated to be better aligned
with prudent, industry standards. VA management should have the flexibility
to make programmatic changes that keep the program competitive, current,
and relevant for future generations.

4. The VA loan program needs servicing enhancements to keep it effective and
relevant in the marketplace today. Servicers encounter programmatic chal-
lenges unique to servicing VA loans. Changes that would simplify processes
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and be cost-effective would encourage more lenders to participate in the VA
program, which would directly benefit military families.

1. Risk Retention

One of the most harmful proposals pending in Congress is the requirement that
mortgagees and securitizers retain a 5 percent (or other percentage) interest in any
mortgage they originate, sell or securitize. Both the House and Senate financial reg-
ulatory reform bills would apply such a risk retention requirement to VA (and FHA)
loans, despite their underlying government guaranty. In the Senate, Senators Mary
Landrieu and Johnny Isakson successfully offered an amendment to S. 3217, the Re-
storing American Financial Stability Act, that would exempt a class of prudently
underwritten (or “qualified”) mortgages from these requirements. The House, mean-
while, passed an amendment offered by Representatives Walter Minnick and Gary
Miller that would give federal regulators greater discretion to reduce or eliminate
such risk retention requirements. While both amendments were significant improve-
ments over the more onerous provisions in the underlying bills, MBA continues to
believe that all loans insured or guaranteed by the government or sold to a govern-
ment-sponsored enterprise (GSE) should be specifically exempt from the bill’s risk
retention mandate.

Congress should retain the Landrieu/Isakson amendment that provides an exemp-
tion for risk retention requirement for prudently underwritten mortgages with low-
risk characteristics. The exemption should be expanded to include government loan
programs, including VA. Such an exemption is critical to ensure the continued avail-
ability and flow of VA’s program to veterans. Failure to exclude the VA and other
safe and properly underwritten loans will negatively affect the housing recovery and
veterans’ opportunities to secure affordable home mortgages.

2. Loan Limits

The VA program does not impose a specific maximum limit on VA loans. Rather,
these “limits” are established as a result of the maximum guaranty the VA will pro-
vide for a VA home loan in a particular location. Generally, a qualified borrower
with full entitlement may borrow up to the loan limit with no downpayment. The
word “limit” denotes the maximum loan amount on a zero-down VA loan.

The Veterans Benefits Improvement Act of 2008 provided, among other things, a
temporary increase in the maximum guaranty for loans closed through December
31, 2011. Without this bill, borrowers living in relatively high-cost areas would have
had to make a large downpayment for higher priced loans. This bill also allows bor-
rowers to refinance 100 percent of the value of their home. Prior to this legislation,
refinances were generally limited to 90 percent of the established value. MBA sup-
ports these changes and we thank this Subcommittee and Congress for supporting
the extension of these loan limits, so that veterans who reside in high-cost areas
can enjoy their much deserved housing benefits. We would ask that Congress con-
sider extending these limits until the housing crisis has subsided.

3. Aiiginment with Industry Origination Standards and Programmatic Flexi-
ility

MBA urges Congress and the VA to consider the following recommendations to
ensure the competitiveness and continued success of the guaranty home loan pro-
gram.

VA’s standard policies are inconsistent with other industry programs in ways that
add complexity and cost to the origination of VA products. These differences deter
some lenders from participating in the program, thus limiting veterans’ access to
mortgage financing. MBA urges Congress and the VA to consider changes that
would allow VA to align its policies and procedures to industry standards, thus
making the program friendlier to both lenders and consumers. MBA and its mem-
bers are willing and eager to work with VA staff to develop recommendations and
implement changes that would increase the attractiveness of the VA program.

Closing Costs

VA should review all of its fees and charges and align them with FHA and con-
ventional products. The closing fee policy, in particular, is complex and inconsistent
with what is customary in today’s mortgage industry. VA needs to simplify its policy
to allow borrowers to pay reasonable and customary fees in order to make VA loans
more competitive in the marketplace. Currently, VA limits the amount veterans can
be charged for closing costs. Anecdotally, a common rejection of VA financing by a
veteran 1s because VA will not allow certain closing costs to be paid by the veteran,
when the seller is not willing to pay these costs. Although the intent is to protect
the veteran, this structure ultimately puts the veteran at a disadvantage in the
homebuying process and may cause these borrowers to lose bids when a seller is
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unwilling to pay the additional fees. Moreover, the fee itemization that VA requires
is not aligned with new RESPA standards. VA should review all of its fee policies
to ensure that they are current and in sync with current regulations and expecta-
tions of the market.

Appraisals

An example where greater alignment would be helpful is how appraisers are as-
signed to VA loans. VA does not allow mortgage companies to assign appraisers to
VA cases. Appraisers are randomly assigned through The Appraisal System (TAS),
which is a VA computer-generated program that randomly assigns appraisers to
loan cases. This method was developed to discourage collusion among appraisers, re-
altor estate brokers, mortgage companies, and/or borrowers, and was quite ahead
of its time. New appraisal standards (specifically dictated by the Home Valuation
Code of Conduct), however, have “raised the bar” for the entire industry and now
mandate procedures that limit undue influence of the appraiser and greatly mini-
mizes the risk that the VA was trying to prevent. Standard industry practices in
place today, for all loan products, control more for the highest risk transactions
(high LTVs); thus, it may be unnecessary for VA to so tightly manage its appraisal
process. The current VA process negatively impacts lender efficiencies and can nega-
tively impact borrowers by increasing their costs. VA should consider reevaluating
its appraisal process.

Programmatic Updating

VA qualifies veterans based on net income and not gross income, as is the case
with FHA and conventional loans. VA requires that the veteran meet residual in-
come guidelines and acceptable ratios; FHA and conventional loan programs do not
impose residual income requirements. Residual income is the amount of net income
remaining—after the deduction of debts, obligations and monthly shelter expenses—
to cover other family living expenses, such as food, health care, clothing and gaso-
line. VA’s residual income guidelines vary according to loan size, family size and ge-
ography. The VA program is the only loan program that requires the calculation of
residual income.

The tables that guide lenders on acceptable residual income amounts have not
been updated since 1997 and are outdated. VA should update its tables to reflect
new economic realities. Some of those figures need to be adjusted up or down de-
pending on family size.

Programmatic Flexibility

The laws and regulations governing the VA program are very prescriptive. Many
changes that make the VA loan program competitive and current must be congres-
sionally approved. For example, it was only with the enactment of the Veterans
Benefits Improvement Act of 2008 that veterans were able to take advantage of the
“extra” entitlement available for loans in excess of $144,000. Prior to that, refinance
loans were limited to a $36,000 guaranty which meant that refinance loans in ex-
cess of $144,000 would not have the 25 percent backing typically required in the
secondary market. That same law also removed the 90 percent limit on refinances,
by authorizing VA to guaranty the loans up to 100 percent of the value. These
changes make it easier for veterans to combine a first and second mortgage and pay
off the loan. When rates came down, a veteran with a loan amount above $144,000
was not able to take advantage of the lower rates and refinance. Until the law was
changed, VA was unable to permit its borrowers from reaping the benefits that the
typical, non-VA borrower could enjoy.

Similarly, VA has temporary authority for adjustable rate and hybrid ARMs
through 2012. MBA encourages Congress to authorize VA adjustable-rate products
permanently. ARMs are especially useful loans for active duty military, since these
families move often. The VA does not allow lenders to charge borrowers a prepay-
ment penalty, and so the risk is low for the veterans if they move or choose to refi-
nance. Programmatic flexibility within its product offerings is crucial for helping VA
maintain its relevancy.

Lastly, VA introduced a very large regulation change in 2008 when it created the
VA Loan Electronic Reporting Interface (VALERI) system. This reporting system
was a significant improvement in VA reporting system and continues to be ex-
tremely valuable to lenders originating VA loans. VA, however, was unable to make
these systems changes in a more timely and flexible manner because so much of
the reporting was codified in regulation. We recommend that VA managers be given
the flexibility to modify their loan programs and reporting guidelines without the
need for new laws or regulation changes. This flexibility is crucial in helping VA
to be relevant and competitive in a fast-changing market.
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4. Servicing VA Loans

MBA appreciates VA’s continued support of veterans through its servicing guid-
ance. VA maintains a close relationship with veteran borrowers and serves as an
effective advocate for them. The following are several features of the VA loan pro-
gram that are positive for both servicers and borrowers.

Streamlined processes: Our members find, as a general rule, VA has more stream-
lined processes for servicing, loss mitigation and property conveyance than other
loan programs. This benefits the program by creating efficiencies within key proc-
esses.

Refunding authority: The VA has the unique authority to purchase a loan from
the lender in an effort to assist a borrower who is severely delinquent. When a pur-
chase occurs, the VA takes over full service of the loan and the remaining mortgage
payments. This option is not often used in part due to the servicer’s preference for
utilizing existing workout options, where appropriate, and retaining servicing rights,
but also because of reluctance on the part of VA to purchase seriously delinquent
loans from servicers. Our recommendation for partial refunding are discussed below.

MBA offers the following servicing recommendations needed to keep the loan pro-
gram effective and relevant in the market place today.

e Modernize the VA Loan Guaranty Program to Provide a Full Guaranty to Ensure
the Availability and Affordability of the VA Loan Program for our Nation’s Vet-
erans

Despite VA’s lower delinquency rate, the VA’s loan guaranty program is the most
expensive program for lenders to administer, especially during periods of declining
real estate prices. This is because a VA loan carries the highest level of credit risk
exposure of any government-related loan program. The VA partial guaranty exposes
servicers who administer the loans to principal losses that can range up to 50 per-
cent or more. Conversely, the FHA program provides insurance for 100 percent of
the outstanding principal amount. Under Fannie Mae and Freddie Mac programs,
the GSEs purchase the loans and retain 100 percent of the principal risk associated
with such ownership.

To illustrate the impact of the VA partial guaranty, when a VA loan goes through
the default process, and the servicer transfers custody of the property to the VA
after foreclosure sale, VA pays the servicer an amount that reflects VA’s current ap-
praised value plus the guaranty amount—which in many cases is significantly less
than the amount of the veteran’s indebtedness. VA requires any remaining indebt-
edness above the claim payment to be written off and for the servicer to waive the
right to seek a deficiency judgment. This write-off results in a principal loss for the
servicer that averages between $25,000 and $40,000 per instance and in many cases
exceeds 50 percent of the loan amount. Our members indicate that 35 to 40 percent
of all recent foreclosures on VA guaranteed loans result in a principal loss.

We believe the risk of principal loss is a major reason why the VA program is
far less vibrant than other government and private programs. Not all lenders are
capable of originating and servicing VA products because it is almost impossible to
guard against credit losses during large cyclical economic downturns. The implica-
tions of VA principal losses discourage lender participation and result in increased
costs and/or reduced availability of affordable home financing to veterans. Changes
to underwriting and program requirements cannot fully compensate for the risk of
default and certainly cannot do so without extremely limiting access of this impor-
tant veteran benefit or destroying the very essence of the program, namely the zero
percent down payment feature that our veterans have earned.

Absent modernization of the VA Loan Guaranty, lenders will be forced to react
to the increased risk of principal losses and the growing cost of the program through
price adjustments. While VA pricing varies, historically VA loans have priced ap-
proximately 25 basis points higher than FHA-insured loans in part to offset the risk
of principal loss. In addition, purchases of Ginnie Mae servicing that include mate-
rial levels of VA loans in the pools price far worse than pools with less VA servicing.
Clearly, such pricing is imprecise and based on historical losses, which fail to recog-
nize the current magnitude of the decline in home values across the country. As
lenders and servicers continue to accumulate losses in this program, we believe pric-
ing will be adversely affected and some originators and servicers will be forced to
limit or discontinue VA loan production and servicing altogether. Realistic pricing
adjustments and further tightening of the credit market for VA products will result
in higher interest rates or costs and reduce the availability and affordability of
home financing options for many veterans.

Now, more than ever, it is critical to modernize the VA Loan Guaranty program
to ensure that the VA loan remains a financially relevant option and a true benefit
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for active duty and veteran families. The loan guaranty should be revised to elimi-
nate the risk of principal loss to lenders so that the VA Loan Guaranty program
will provide the same high-quality government backing as other government-spon-
sored loan programs. Such changes can be made with no disruption of VA’s oper-
ations, systems, or employment base. With these recommended changes to VA’s
Loan Guaranty Program, the VA loan will be transformed from the least attractive
loan product to the most attractive. Lenders will be encouraged to utilize the pro-
gram and veterans will derive a true benefit from the VA loan program and be as-
sured lasting access to affordable, low down payment home financing.

» Increased Guaranty Ensures Improved Loan Modification Sustainability

Increasing the VA guaranty will also facilitate and promote increased modification
options for veterans experiencing financial hardship. VA currently allows servicers
to modify loans to help delinquent borrowers retain their homes. MBA and our
members support such modifications, especially given the entitlement to our vet-
erans. Most, if not all, modifications involve some level of “capitalization” of arrear-
ages,2 which allows the loan to be brought current. Capitalization increases the
principal balance of the loan and, unfortunately, the risk of principal loss to the
servicer. We appreciate VA’s current policy to increase the guaranty to reflect the
increased principal amount. Such capitalizations nonetheless increase the risk of
loss to the servicer by 75 percent of the arrearage (assuming a 25 percent guaranty)
should the borrower re-default. In the current housing climate, these types of losses
make the modification more risky to servicers. Congress should authorize higher
guaranty amounts as recommended to promote and facilitate increased loan modi-
fications for veterans.

e Grant the VA “Partial Refunding” Authority

MBA believes that the VA should expand its loss mitigation options to be con-
sistent with other government programs. Specifically, the VA should be granted au-
thority to make “partial refundings” similar to FHA’s partial claim authority. A par-
tial refunding would allow the VA to use its refunding authority without having to
purchase the entire loan. The process could work similarly to FHA’s partial claim
in that a servicer would advance funds on behalf of a borrower in an amount nec-
essary to reinstate a delinquent loan. The borrower, upon acceptance of the advance,
would execute a promissory note and subordinate mortgage payable to the VA. Iden-
tical to the FHA program, the promissory note could carry no interest and not be
due and payable until the borrower pays off the first mortgage or no longer owns
the property.

A partial claim or refunding option is an attractive loss mitigation option for vet-
erans and ensures robust usage. The borrower’s delinquency is cured without the
servicer having to purchase the loan out of a Ginnie Mae pool, which is often prohib-
itive for servicers that must bear the interest rate risk, have secondary market au-
thority and capacity to redeliver to Ginnie Mae, and have the capital or warehouse
capacity to fund the repurchases.

For the partial refunding to be successful, it is critical that VA’s guaranty not be
reduced by the amount of the refunded amount; otherwise the servicer suffers sig-
nificant financial detriment for helping a veteran who later redefaults. A partial re-
funding option would eliminate a gap in VA’s loss mitigation program and ensure
that veteran borrowers have the same loss mitigation assistance that is available
in other loan programs.

e Enhancements to VA’s Loss Mitigation Programs

Forbearances: The VA should consider eliminating the requirement that borrowers
must be 61 days delinquent in order to qualify for a special forbearance.? The VA
should consider adopting an imminent default standard similar to FHA’s. FHA de-
fines imminent default as a “borrower that is current or less than 30 days past due
on the mortgage obligation and is experiencing a significant reduction in income or
some other hardship that will prevent him or her from making the next required

2 Capitalization of arrearages allows the borrower to add the delinquent amount to the bal-
ance of the loan to bring it immediately current. Under current VA rules, the new principal bal-
ance is reamortized over the remaining term of the loan or the maturity date can be extended
to the earliest of: (1) 360 months from the due date of the first installment required under the
modification or (2) 120 months after the original maturity date. 38 CFR § 36.4815. Capitalization
and reamortization benefits the borrower, who would otherwise have to cure the delinquency
through a lump sum reinstatement or repay the arrearage over a shorter period of time.

338 CFR §36.4801 (2009).
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payment on the mortgage during the month that it is due.”4 The elimination of the
61-day wait time would especially assist veterans who become unemployed, have
wages cut, or have other hardships such as illness or death in the family.

Modification of the Maturity Date: VA regulations currently provide that the ma-
turity date of a modified loan cannot be extended to exceed 360 months from the
due date of the first installment required under the modification or 120 months past
the original maturity date, whichever comes earliest.5 In some cases, therefore, the
term cannot be extended to 30 years to improve affordability. MBA recommends
that the VA remove the 120-month restriction and allow servicers to reset the matu-
rity date to 360 months from the first modified installment. This change is con-
sistent with current FHA policies.®

Capitalization of Foreclosure Fees: VA should allow foreclosure fees incurred by
the borrower to be capitalized as part of a modification? as is permitted by FHA.
Today, such foreclosure fees must be paid by the veteran prior to modification,
which can create an unnecessary hardship for the veteran. FHA currently permits
legal fees and related foreclosure costs related to a canceled foreclosure action to be
capitalized into the loan modification or partial claim.8

Relocation Assistance: The VA should consider developing a “cash for keys” pro-
gram that provides the borrower with funds to cover relocation expenses in connec-
tion with a compromise sale (short sale) or deed in lieu. Such programs provide the
veteran borrower a graceful and organized exit from the home if he or she is unable
to retain it. FHA provides such incentives for pre-foreclosure sales (short sales) and
deeds-in-lieu of foreclosure.?

II1. Conclusion

We thank this Subcommittee for giving MBA the opportunity to voice our appre-
ciation and dedication to the VA Home Loan Guaranty Program. This program is
invaluable to the brave men and women who have sacrificed so much for this coun-
try, and the enhancements suggested here would make it even more attractive and
beneficial to veterans and their families. We look forward to working with you and
the VA to help sustain the VA Home Loan Guaranty Program for many generations
of veterans to come.

—————

Prepared Statement of Moe Veissi, Broker/Owner, Veissi & Associates Inc.,
Miami, FL, and First Vice President, National Association of REALTORSU

Executive Summary

The National Association of REALTORSU strongly believes the Veterans Affairs
home loan guarantee program, created under the GI bill, is a vital homeownership
tool that provides veterans with a centralized, affordable, and accessible method of
purchasing homes as a benefit for their service to our Nation. This program encour-
ages private lenders to offer favorable home loan terms to qualified veterans. As a
result, today the VA has guaranteed nearly 19 million loans to American veterans,
with a total loan volume of just over one trillion dollars.

VA’s strong yet flexible underwriting allows veterans the ability to purchase a
home of their own without depleting their savings. More than 90 percent of veterans
utilize the zero-downpayment option provided by VA. Yet, despite this, VA’s 2009
fourth quarter delinquency rate is low. According to the recent delinquency survey
published by the Mortgage Bankers Association, VA’s delinquency rate was 7.41 per-
cent, and the foreclosure rate was 2.46 percent. In contrast, sub-prime delinquency
rates for the same period were a staggering 25.26 percent, and foreclosure rates
were 15.58 percent. Even prime loans had higher rates than VA at 6.73 percent for
delinquencies and 3.31 for foreclosures.! NAR believes that despite talk about “skin
in the game” being critical to successful homeownership, this program demonstrates

4FHA Mortgagee Letter 2010-04 “Loss Mitigation for Imminent Default” (Jan 22, 2010).

538 CFR §36.4815(d) (2009).

6FHA Mortgagee Letter 2009-35 “Loan Modifications: FHA Loss Mitigation Incentives—Up-
date” (Sept. 23, 2009).

738 CFR §36.4815(f) (2009).

8 FHA Mortgagee Letter 2008-21 “FHA Loss Mitigation Program Updates” (Aug. 14, 2008).

9FHA Mortgagee Letter 2008-43 “Pre-Foreclosure Sale (PFS) Program—Utilizing the PFS
Loss Mitigation Option to Assist Families Facing Foreclosure” (Dec. 24, 2008); FHA Mortgagee
Letter 2000-05 “Loss Mitigation Program—Comprehensive Clarification of Policy and Notice of
Procedural Changes” (Jan. 19, 2000).

1National Delinquency Survey, Mortgage Bankers Association, Q409 (March 2010).
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that strong yet flexible underwriting is the key to a viable low or no downpayment
loan program.
While the VA program has been successful in addressing veterans’ housing needs,
a number of enhancements are needed to better serve today’s veterans. As a result,
%he NAR recommends the following enhancements to the VA Home Loan Guarantee
rogram:

¢ Make the Current Loan Limits Permanent

¢ Sixty (60) percent of veterans live in urban areas, which are generally higher
cost housing markets. We urge Congress to make the current higher VA loan
limits permanent, to ensure that veterans are not penalized for geographic
differences in housing market costs.

¢ Permanently Authorize ARM programs

*« ARMs can be a reasonable choice for military families who move frequently,
and can anticipate promotion and salary increases. We urge Congress to per-
manently authorize these programs.

¢ Provide Veterans With Flexibility in the Purchase Transaction

¢ VA currently limits the fees that can be paid by veterans in a home purchase
transaction. This can place veterans at a disadvantage when sellers refuse—
or are unable—to pay fees customarily paid by buyers. In addition, veterans
are virtually excluded from purchasing distressed properties and investor
owned, when there is no “seller” to pay the required fees. In today’s market-
place, these distressed properties make up a significant proportion of many
areas most affordable housing. We urge VA to provide additional flexibility
that would allow veteran borrowers to pay a portion of fees traditionally paid
by buyers when it would be in their financial interest to do so. Veterans
should not be precluded from buying the most affordable home that best suits
their family’s needs simply because rules intended to protect them in fact pe-
nalize them.

Madam Chairwoman, Ranking Member Boozman, and Members of the Sub-
committee, My name is Moe Veissi. I have been a REALTORE for 40 years, and am
broker/owner of Veissi & Associates Inc., in Miami, Florida. I have been active with-
in the National Association of REALTORE (NAR), holding significant positions at
both the state and national levels. Since 2002, I have been the President of the Flor-
ida Association, an NAR Regional Vice President, and a member of the NAR Board
of Directors. Most recently, I was elected NAR First Vice President for 2010. I am
here representing 1.1 million REALTORS™ working in all aspects of the real estate
transaction.

The NATIONAL ASSOCIATION OF REALTORSE is a strong supporter of hous-
ing opportunities for veterans. We commend the Subcommittee for its attention to
issues impacting American veterans. The homeownership rate for veterans is signifi-
cantly higher than the national average—as high as 80 percent. The Department
of Veterans Affairs (VA) Home Loan Guarantee program deserves much of the cred-
it.

I am also here representing American families who are making the sacrifice for
our freedom. My son is on active duty with the Army in Iraq. And when he comes
home, the VA will be there for him, making good on the promises our Nation made
when he joined the military.

The VA Home Loan Guarantee Program

The VA home loan guarantee program, created under the GI bill, encourages pri-
vate lenders to offer favorable home loan terms to qualified veterans. The VA home
loan guarantee program made its first loan for a home in Washington, DC in 1944.
Today, the VA has guaranteed nearly 19 million loans to American veterans, with
a total loan volume of just over one trillion dollars. We believe this program is a
vital homeownership tool that provides veterans with a centralized, affordable, and
accessible method of purchasing homes as a benefit for their service to our Nation.

The VA home loan guarantee program is designed to provide veterans who are
unable to qualify for a conventional loan with favorable loan terms. In fact, a study
conducted in 2004 found the program did just that. The percentage of VA borrowers
who could not qualify for a conventional loan was 82 percent for first-time home-
buyers, and 78 percent for repeat borrowers. In addition, the typical VA borrower
could also not qualify for an FHA loan. Sixty-one percent (61%) of VA first-time bor-
rowers could not meet either the downpayment and/or maximum debt-to-income ra-
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tios required to obtain an FHA loan.2 The VA program, therefore, offers unique and
important benefits for helping our military families achieve the dream of homeown-
ership—even with no downpayment.

VA’s strong yet flexible underwriting allows veterans the ability to purchase a
home of their own without depleting their savings. More than 90 percent of veterans
utilize the zero-downpayment option provided by VA. Yet, despite this, VA’s 2009
fourth quarter delinquency rate is low. According to the recent delinquency survey
published by the Mortgage Bankers Association, VA’s delinquency rate was 7.41 per-
cent, and the foreclosure rate was 2.46 percent. In contrast, sub-prime delinquency
rates for the same period were a staggering 25.26 percent, and foreclosure rates
were 15.58 percent. Even prime loans had higher rates than VA at 6.73 percent for
delinquencies and 3.31 for foreclosures.3

How does VA have such a successful program with zero down? VA requires par-
ticipating lenders to ensure that the loan payments are appropriate for the veteran’s
present and anticipated income and expenses. They have solid underwriting using
debt-to-income ratios and credit history. However, VA also requires the use of man-
ual underwriting for those veterans who marginally qualify. Then, lenders must
look at non-traditional factors and give veterans the benefit of the doubt when mak-
ing a decision.

This program shows that accurate and proper underwriting is the key to success-
ful low-downpayment lending programs. Despite all the talk about “skin in the
game”, loans with appropriate underwriting and zero down can successfully balance
risk and provide sustainable homeownership.

In addition, the VA home loan program offers protections for veteran borrowers
when unexpected financial difficulties occur by offering a variety of supplemental
loan servicing programs to help military families avoid foreclosure. VA offers finan-
cial counseling and can serve as a conduit between the veterans and the private
lender holding the loan. VA will try and negotiate repayment terms for borrowers
in financial difficulty. Under some specific conditions, VA may also purchase the
loan and allow the borrower to make payments directly to the VA at a reduced in-
terest rate.

These interventions not only help the veteran retain their home, but save the VA
money by avoiding the payment of a guarantee claim. Since 2000, VA has been able
to help more than 144,000 veterans, active-duty members, and survivors keep their
homes, at a savings to the Government of over $3.1 billion

We want to thank the Subcommittee for their help to veterans who may have
been victim to the subprime loan crisis. The Veterans’ Benefits Improvement Act of
2008 made changes to VA’s home loan refinancing program. VA has never guaran-
teed subprime loans. However, as a result of the work of this Subcommittee, vet-
erans have been able to refinance in a safe, affordable VA loan if their non-VA loan
is in distress. Previously, veterans who wished to refinance their subprime or con-
ventional mortgage were limited to 90 percent of the value. Increasing the loan-to-
value ratio and raising the maximum loan amount allows more qualified veterans
to refinance through VA, allowing for savings on interest costs or even potentially
avoiding foreclosure. We thank the Subcommittee for their work in this area.

VA Home Loan Guarantee Outreach

The combination of mortgage market conditions and the changes provided in the
Veterans’ Benefits Improvement Act of 2008, have made the VA home loan guar-
antee program more important than ever. As a result, NAR has stepped up its ef-
forts to educate our members about this valuable program.

Just last fall the National Association of REALTORSU partnered with the Depart-
ment of Veterans Affairs to produce “Unlocking the Future”, a VA Toolkit for REAL-
TORS" and homeowners. This comprehensive informational DVD and brochure
complete with videos and Frequently Asked Questions, provides REALTORS" with
all the information they need to successfully guide a veterans through the home
loan process. It includes information about veteran eligibility, qualifications, and all
the different VA home loan programs including the 30-year fixed mortgage, Adjust-
able Rate Mortgages (ARMs), refinancing and foreclosure help, and even the Spe-
cially-adapted Housing Program for disabled veterans. This toolkit is available free
for our members on our Web site, and has been used by thousands of REALTORSE
to work with veterans in their communities.

2Evaluation of VA’s Home Loan Guarantee Program, Final Report Economic Systems Inc.;
ORC Macro; The Hay Group; Department of Veterans Affairs, July 2004
3 National Delinquency Survey, Mortgage Bankers Assoc1at10n Q409 (March 2010).
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Changes to the VA Home Loan Guarantee Program

As we have discussed, this Subcommittee was instrumental in making a number
of changes to the VA home loan guarantee, making this program even more useful
for veterans. One of these changes was an increase in the VA loan limits to help
veterans wherever they live be able to purchase a home under this program.

Approximately 60 percent of veterans live in urban areas. States with the largest
veteran population are California, Florida, Texas, Pennsylvania, New York and
Ohio, respectively. These six states account for about 36 percent of the total veteran
population. Of these, California, Florida, Pennsylvania and New York all include
areas where the median prices of homes are well above the national average. The
current loan limits, which provide loans up to 125 percent of local area median
price, expire in 2011. We urge the Subcommittee to take action to make these limits
permanent. Veterans in high costs areas should not be penalized for geographic dif-
ferences in the housing market.

The law also extended authority for adjustable rate and hybrid ARMs through
2012. ARMs are especially useful loan products for active duty military. Since mili-
tary families tend to move often, an ARM or hybrid ARM can be a very reasonable
choice. These soldiers can purchase a home with a low interest ARM, and will likely
get orders to relocate prior to the first rate adjustment. In addition, many military
families can anticipate promotions and salary increases, making payments on the
adjusted interest on an ARM possible. The VA does not allow lenders to charge bor-
rowers a prepayment penalty, and so the risk is low for the veterans if they move
or choose to refinance. We encourage Congress to authorize these products perma-
nently.

VA Fee Requirements

To ensure the veterans do not have to pay excessive fees in the home purchase
transaction, VA rules limit the amount veterans can be charged for closing costs and
even fees like termite and other inspections. While we fully support VA’s efforts to
limit fees paid by veterans, our members report that veterans using the VA Home
Loan Guaranty program have found themselves at a disadvantage when purchasing
a home because of these rules. Some sellers have refused to accept offers from VA
borrowers, due to the inability of VA buyers to pay certain customary buyer-paid
fees. NAR believes that VA borrowers should be allowed to negotiate fees with sell-
ers as a normal part of home purchase transactions.

In some purchase transactions, special certifications and inspections stemming
from VA policy guidance are required by lenders. Today, these certifications and in-
spections involve fees that must be paid by the seller, as VA limits the fees veterans
can pay in a home purchase transaction. If the seller refuses, the veteran is denied
the opportunity to purchase the home of his or her choice. And, in instances where
there are multiple bids, this certainly puts veterans at a disadvantage to the non-
veteran purchaser.

This issue is exacerbated by the current proliferation of distressed properties on
the market. On a national level, foreclosed homes and short sales make up 35 per-
cent of all home sales today, and a number of communities have rates that are sig-
nificantly higher. Veterans are virtually cut out of this market, because there is no
“seller” on the other side to pay the necessary fees. These homes are often the most
affordable option in many housing markets; however, because VA policy restricts the
fees that veterans can pay, the veteran home loan purchaser is clearly disadvan-
taged from utilizing his certificate of eligibility for a VA loan to purchase a home.

We urge VA to provide veterans with the flexibility to negotiate fees, so they
aren’t disadvantaged when trying to buy a home.

Conclusion

I thank the Subcommittee for this opportunity to share the views of NAR regard-
ing veterans housing. The NATIONAL ASSOCIATION OF REALTORS strongly
supports housing opportunities for our Nation’s veterans and active duty military
professionals. It is our hope that the Subcommittee will support our recommenda-
tions for enhancing and improving the VA home loan guarantee program, so it may
be a real benefit to those who have so bravely served our country.

——



46

Prepared Statement of Joseph C. Sharpe, Jr., Director,
National Economic Commission, American Legion

Chair Herseth Sandlin, Ranking Member Boozman and Members of the Sub-
committee.

Thank you for the opportunity to present The American Legion’s views on the Sta-
tus of the Loan Guaranty Program.

VA HOME LOANS

VA’s Home Loan Guaranty Program has been in effect since 1944 and has af-
forded over 18 million veterans the opportunity to purchase a home. The home loan
programs offer veterans a centralized, affordable and accessible method of pur-
chasing homes in return for their service to this Nation. In the last five fiscal years
(2005-2009), VA has assisted more than 947,000 veterans in obtaining home loan
financing totaling almost $180 billion. In FY 2009, VA guaranteed 325,690 loans
with the average loan being at $209,404.

The American Legion has been very pleased to watch the performance of VA loans
during the unprecedented downturn in the mortgage marketplace over the last two
and a half years. Historically, the Mortgage Bankers Association has tracked the
performance of Prime, Subprime, Federal Housing Administration and VA loans
using its National Delinquency Survey. The most recent available survey is for the
4th q%lzillrter of 2009 and it shows the serious delinquency rate for these loan types
is as follows:

¢ Prime 7.01%
e Subprime 30.56%
« FHA 9.42%
« VA 5.42%

This data clearly shows that VA loans are performing better than all other mort-
gage loan types in the marketplace. This favorable performance during a difficult
economic period can likely be attributed to several factors: (1) VA has continued to
maintain its prudently crafted credit underwriting standards, while other players in
the mortgage industry compromised their standards to generate more business; (2)
VA selects the appraiser that will be used for a VA loan from its list of approved
appraisers and does not allow lenders to make the selection as is typical in the rest
of the mortgage industry; (3) VA has always maintained a comprehensive and ag-
gressively administered program of assisting veterans who encounter trouble mak-
ing their loan payments; and, (4) the fact that veterans and servicemembers are
generally more responsible borrowers as a result of the maturity and discipline they
develop while serving their country.

VA has a longstanding program of assisting veterans who encounter financial dif-
ficulty and have trouble making their mortgage payments. This program involves
a partnership with the servicers of VA loans under which VA aggressively monitors
the efforts of these servicers in assisting veterans with repayment plans, loan modi-
fications and the granting of forbearance. VA often intervenes directly with the vet-
eran to assure that he/she has the opportunity to take advantage of one of these
options. When it is not possible to affect one of these options, servicers are required
to consider alternatives to foreclosure, such as a deed in lieu of foreclosure or a
short sale. Also, in 2008, VA finished the development of a leading edge information
technology system known as the VA Loan Electronic Reporting Interface (VALERI)
as well as a comprehensive change to the business processes and regulations in-
volved in the servicing of VA loans. This has given VA an even greater opportunity
to assure that veterans are given every reasonable chance to keep their homes dur-
ing times of financial difficulty.

The VA loan program remains relevant and flexible in today’s marketplace as it
nears its 66th year of providing no down payment loans to veterans. Until the mid-
1990s this program was virtually alone in the mortgage industry in offering a no
down payment product. Gradually, during the 1990s and up until the mortgage cri-
ses that began around 2007-2008, many players in the industry aggressively mar-
keted highly risky products such as payment option ARMS, interest only loans, as
well as many versions of subprime loans. Some even ventured into the no down pay-
ment mortgage arena. The aggressive marketing of these products caused the VA
Home Loan Program to experience a fall-off in loan origination volume as some vet-
erans were lured away from using their VA benefit by the aggressive marketing of
these products. When the “subprime crisis” was well underway in 2008, most lend-
ers ceased offering these highly risky products. Since that time there has been a
significant increase in VA loan volume as, once again, the VA program assumed the
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posture of being virtually the only source of no down payment loans. This resur-
gence is dramatically illustrated by looking at VA’s diminished loan volume in Fis-
cal Year 2007 when it guaranteed only 133,297 loans, but followed in 2008 with
179,648 and 325,673 in 2009. It looks like VA is on track to match last year’s high
volume during Fiscal Year 2010.

VA presently has the statutory authority to offer a wide variety of mortgage prod-
ucts to veterans for the purpose of buying or refinancing a home, to include: fixed
rate mortgages; adjustable rate mortgages or ARMS (both traditional and hybrid
ARMS); growing equity mortgages; graduated payment mortgages; direct loans to
Native American veterans; and, energy efficient mortgages. These products enable
veterans to buy homes (new and existing), condominiums, manufactured homes and
cooperative housing units. The American Legion believes that limiting VA to only
those products for which specific statutory authority has been provided by Congress
has generally been an effective process. While there have been instances over time
when providing VA with authority to guarantee a new product was not accom-
plished in a timely manner, e.g. traditional and hybrid adjustable rate mortgages,
on balance the process has worked well. As a test, Congress might wish to consider
providing limited authority to the Secretary of Veterans Affairs to engage in geo-
graphically and time limited pilot programs as a means of testing a new product.
This authority could include a requirement that VA report to Congress on the re-
sults. Congress could then decide whether to provide statutory authority for an on-
going program.

VA has always believed that veterans should be given every opportunity to use
their earned home loan benefit. Consequently, they employ a multi-faceted approach
to credit underwriting that includes the following: (1) VA uses the residual approach
to underwriting in which all of the veteran’s obligations (consumer credit obliga-
tions, proposed housing expense, tax obligations, etc.) are subtracted from his/her
gross income to determine the net effective income available to support the veteran’s
family. The net effective income is compared with guidelines obtained from the Bu-
reau of Labor Statistics on what is required to support a family of varying sizes in
different parts of the country; (2) debt-to-income ratios; and, (3) credit history ob-
tained from credit reports. VA’s credit underwriting guidelines require lenders to
consider all aspects of a veteran’s financial situation when making the decision to
approve or disapprove a loan application. At the same time, lenders are directed to
not consider the guidelines to be “hard and fast” rules. Consequently, if a veteran
does not meet one aspect of these guidelines, VA encourages lenders to look at the
veteran’s whole financial make-up to determine if there are any positive offsetting
factors that would justify approving the loan.

Furthermore, VA has approved several automated underwriting systems (AUS)
for use in processing veterans’ loan applications. For example, VA allows lenders to
use Fannie Mae’s Desktop Underwriter System and Freddie Mac’s Loan Prospector
System. AUS’s are only approved after companies incorporate VA’s underwriting
standards into the algorithms contained in the software and VA subsequently tests
the systems to assure that the decisions rendered are consistent with VA standards.
These systems have significantly decreased the time frame for obtaining a VA loan
while maintaining the integrity of the underwriting process. The American Legion
believes that use of these automated underwriting systems has resulted is greater
willingness of lenders to participate in the VA Home Loan Program.

Currently, VA loans appear to be readily available in both high and low cost areas
of the country. However, this has not always been the case. Prior to enactment of
Public Law (P.L.) 108-454 in December of 2004, VA loans were sometimes difficult
to obtain in high cost areas of the country because the statutory maximum guaranty
was insufficient to permit all veterans in these areas to purchase the home of their
choice. With the enactment of this law, Congress indexed the guaranty amount to
25 percent of the conventional conforming loan limit. Since this amount automati-
cally adjusts every year based on the increased cost of housing, the maximum VA
guaranty should always be high enough to allow veterans in high cost areas to pur-
chase the home of their choice.

In 1982, P.L. 97-253 was enacted and imposed a %2 percent funding fee (2 per-
cent of the loan amount) on all veterans using the loan program, with the exception
of those veterans in receipt of compensation for a service connected disability. This
was considered to be a temporary measure to help reduce the national debt. Unfor-
tunately, this fee has become a fixture of the home loan program and, even more
unfortunately, it has been raised numerous times by Congress since 1982. Presently,
veterans using the program for the first time pay 2.15 percent of the loan amount
and those using it for a second or subsequent time pay 3.3 percent. Although vet-
erans are permitted to include the fee in the loan amount, it constitutes an added
financial burden. For example, a veteran using the program for the first time ob-
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taining a $200,000 loan will pay $4,300. For a second time user, the fee on this loan
amount would be $6,600. While this is substantial in and of itself, it is even more
significant when you consider the amount of interest the veteran will pay on these
amounts as a 30 year mortgage is amortized. The American Legion strongly urges
Congress to consider either eliminating this fee or significantly reducing it. Veterans
should not have to make such a significant financial sacrifice in order to use a ben-
efit that they have earned as a result of their service to America.

In addition, The American Legion supports that all spouses of deceased veterans
gain eligibility for the VA Home Loan program. The current eligibility for a home
loan for spouses is: an unremarried spouse of a veteran who died while in service
or from a service-connected disability; or, are a spouse of a servicemember missing
in action or a prisoner of war. It is unfair for a veteran’s spouse only to become eligi-
ble for the home loan if the veteran dies of a service-connected disability. Moreover,
veterans are more likely than not to be the primary income provider for the house-
hold and contribute the majority of payments to mortgages for the family. Upon
death of a veteran, the mortgage payments must continue to be paid and the burden
falls on the widow/widower. Many times the spouse elects to relocate to a smaller,
more economical establishment that is within their means. By allowing spouses to
%ain eligibility, many elderly widows/widowers will be able to enter the VA Loan

rogram.

Finally, as the mortgage crisis continues to unfold, the VA needs to do more to
promote their excellent home loan program, and to encourage veterans facing hous-
ing problems to contact a VA financial counseling center.

I would like to thank the Chair, Ranking Member and the rest of the Sub-
committee for giving The American Legion the opportunity to speak on this impor-
tant issue.

———

Prepared Statement of Major General David R. Bockel, USA (Ret.),
Executive Director, Reserve Officers Association of the United States, and
also on behalf of Reserve Enlisted Association

Executive Summary—recommended changes

The Reserve Officers Association and the Reserve Enlisted Association make the
following recommendations:

. lc\)/Iake permanent Reserve Component VA Home Loan Guarantees expiring in
ct. 2012.

¢ Eliminate the .25 percent fee differential between Active Component and Re-
serve Component programs on VA Home Loan.

¢ Reduce the VA funding fee to a lower percentage for subsequent financing and
for down payments higher than 10 percent.

* Lower the higher VA Funding Fee for repeat use by a veteran of VA Home Loan
program.

¢ Allow occupancy by any other immediate family relatives (parents, siblings) as
a substitute for personal occupancy by the veteran.

¢ Make it easier for serving Active and Reserve Component members to rent their
homes, if they are unable to sell the property following a change of permanent
duty station assignment.

¢ Raise the guaranty dollar levels permitting veterans to afford more home in a
potentially rising real estate market; if not nationally, an audit needs to be
done to enable adjustment of county guaranty levels.

Introduction

ROA and REA believe that the VA Home Loan Guaranty Program is more finan-
cially relevant in today’s market place as conventional loan qualifications standards
have tightened since the real estate bubble collapsed over 2 years ago. In 2009,
there were about 1.3 million active home loans that used the VA’s Home Loan Guar-
anty Program. The VA Loan Guaranty Program is one of the few remaining pro-
grams that require zero down payment with more than 90 percent of VA-guaranteed
loans are made without a down payment, VA reports. It allows easier qualification
for the veteran who is a first time buyer, and is assumable by the new buyer at
the time of resale.

Key to any economic environment is the fact that this program provides veterans
a backup plan should other options fall through. As some 57 million American’s are
eligible for the program, if anything, it demonstrates that it is under-utilized, likely
because most of these veterans are unaware of this program. Veterans Affairs is de-
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pendent upon the Real Estate and mortgage industry to help get the word out. Cer-
tainly, there are means, other than having veterans go to the VA’s Web site, to help
put the word out.

The ROA and REA feel it is important to authorize this program beyond 2012,
and we are appreciative that this committee is holding a hearing on this early in
the legislative cycle to take a look at the program.

Advantages

The VA loan guaranty program is one of the few remaining programs that require
zero down payment. Prime conventional loans may require up to a 20 percent down
payment.

For Real Estate agents, having an eligible veteran for the VA Loan Guaranty Pro-
gram provides more versatility to the agent, when it comes to buying a home by
having an option of a conventional loan and a VA loan, which makes negotiations
easier. It also provides leverage to the veterans during a period of dynamic interest
change.

With a VA Loan, the veteran can have the seller pay as much as 6 percent of
the borrower’s closing costs, while most conventional loans will only permit the sell-
er to pay up to 3 percent of the loan.

VA Home Loan Guarantee program has competitive interest rates.

For a first time, younger buyer, the VA loan program makes it easier to purchase
a house. The VA loan program can finance up to 100 percent without requiring
mortgage insurance which positively changes the calculus for loan qualification to
favor the veteran. It is also easier to qualify as the VA doesn’t base approvals solely
on credit like many conventional lenders.

Veterans receiving VA disability benefits are exempt from the VA Funding Fee.

It helps in the selling of houses, as a VA loan is transferable to a non-veteran.
The only risk to doing this is the veteran loses access to the guarantee while the
mortgage remains to be paid.

The veteran has the right to prepay without penalty.

Disadvantages

Reservists pay a Y4 of a percent higher VA Funding Fee than serving members
or veterans from Active Duty. (Guard or Reserve members with a DD-214 con-
firming active service qualify for the active rate.)

VA Funding Fees are higher if a veteran wishes to subsequently reuse the VA
loan program paying a 1.15 percent higher funding fee.

In conventional loans, the higher the down payment the smaller the closing costs
are, yet the VA Funding Fee remains 3.3 percent for a down payment of 10 percent
or more.

For the buyer, the VA Loan program is more stringent when it comes to appraisal
and building inspection requirements, so for the individual selling the house to a
veteran, the requirement to make repairs make the transaction more expensive, and
a VA loan takes longer to close, putting a veteran at a disadvantage in having a
bid initially being accepted. These standards also create duplicate paperwork; VA
documents in addition to conventional documents.

VA Loan program has stricter underwriting guidelines in terms of debt to income
ratios and residual income (qualify by using net income versus gross income), yet
the loan program has a very low delinquency rate, and the lowest foreclosure rate.

Lenders can only charge certain fees to veterans (lender must absorb the unallow-
able costs or in a purchase transaction, the seller can pay).

Mortgage brokers will try to qualify veterans in conventional loans before utilizing
the VA program.

The VA offers Adjustable Rate Mortgages (ARM). While this allows for easier
qualification upfront, as rates rise (1 percent per year up to 5 percent higher) vet-
erans risk an inability to make payment. At a minimum the VA needs to provide
financial counseling for those veterans selecting ARMs.

Losing access to the guaranty is also a problem for active duty members who pur-
chase a home using the VA loan program, because upon transfer to a new station
many are unable to sell the first house. They lose their eligibility for a new VA loan
until the first property is sold.

Condominiums are subject to great deal of regulation/red tape, making it hard to
finance condos through VA Home Loan Program.

VA Loan ceilings are determined by counties within the state with most locations
being limited to %417,000. The down payment is required to close the gap. While
there are exceptions, the veterans still has to qualify for the higher amount, and
in many locations the program hasn’t kept up with the real estate market.
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The law requires that you certify that you intend to occupy the property as your
home when you are applying for the loan. If an active duty member is deployed,
a spouse can occupy, but the law makes no provision for occupancy by any other
relatives as a substitute for personal occupancy by the veteran.

While there are no restrictions on renting out a primary residence after living in
it, the VA can prove to be a little difficult when one lives in the home a very short
time and then tries to rent it out. Many Active (and in some cases Reserve) mem-
bers are transferred after a short duration. With some mortgage companies, one
may have to submit a letter requesting permission to rent out a VA loan house.

Delinquency rates

First Qtr 2009 Third Qtr 2009

Prime Loans 6.41 percent 6.73 percent
Subprime Loans 25.35 percent 25.26 percent
FHA loans 14.42 percent 13.57 percent
VA loans 8.06 percent 7.41 percent

Source: Mortgage Bankers Association.

Foreclosures decreased by nearly half between 2001 and 2008.

VA says its percentage of loans in foreclosure is the lowest of all measured loan
types—lower even than prime loans. When a VA-guaranteed home loan becomes de-
linquent, VA provides supplemental servicing assistance to help cure the default.
Veteran borrowers may be able to request relief pursuant to the Servicemembers
Civil Relief Act (SCRA). Court permission is usually necessary to foreclose a loan
that falls under the provisions of the Act.

VA’s loan specialists can intervene on a veteran’s behalf to help pursue home-re-
tention options such as repayment plans, loan modifications and forbearance. Addi-
tionally, under certain circumstances, VA can refund a loan, which involves pur-
chasing the loan from the mortgage company and modifying the terms to make a
new mortgage plan more affordable.

Suggested Improvements

¢ In the past, some Veterans Service Organizations have recommended a repeal
of the VA Funding Fee. This fee is not out of line with the mortgage market,
which often includes “points” up to 3 percent of the loan amount, if not more.
The VA Funding Fee also eliminates private mortgage insurance (PMI) which
is required on conventional loans with less than 20 percent down. Changes that
ROA and REA recommend include:

¢ Parity between Active and Reserve VA Funding Fees.

¢ Reduction of the VA Funding Fee secured by a down payment greater than
10 percent.

¢ Reduction of the higher VA Funding Fee for subsequent use by a veteran of
the VA Home Loan Guaranty program.

¢ VA counseling should warn about the possible risks of the Adjustable Rate
Mortgage options.

¢ Allow occupancy by any other immediate family relatives (parents, siblings) as
a substitute for personal occupancy by the veteran should members deploy.

¢ As eligibility is limited prior to a mortgage being paid off, make it easier for
serving Active and Reserve Component members to rent their homes, if they are
unable to sell the property.

¢ Raise the guaranty dollar levels permitting veterans to afford more home in a
potentially rising real estate market; if not nationally, an audit needs to be
done to enable adjustment of county guaranty levels.

Conclusion

The VA Home Loan Guaranty program has a very low delinquency rate, and the
lowest foreclosure rate when compared to FHA, prime and subprime conventional
loans. In addition, the program has the assurance that serving Active or Reserve
members who default on any home type of mortgage will put their security clear-
ances at risk, which can terminate careers.

Because of the success of this program, it should be continued beyond 2012, and
many of the fees, underwriting standards and guarantees should be reexamined and
reduced to encourage both serving members and veterans to utilize this program for
both initial and subsequent home purchases.

Both ROA and REA again thank the Committee for this opportunity to testify.
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FAQ

What is the VA Home Loan Guaranty Program?

VA guaranteed loans are made by private lenders, such as banks, savings &
loans, or mortgage companies to eligible veterans for the purchase of a home which
must be for their own personal occupancy. The guaranty means the lender is pro-
tected against loss if you fail to repay the loan. The guaranty replaces the protection
the lender normally receives by requiring a down payment allowing you to obtain
favorable financing terms.

Who qualifies?

More than 57 million Americans currently qualify for a VA Home Loan. Veterans
with DD-214, and serving Active, Guard and Reserve members are eligible. Reserv-
ists w/o active duty time must serve 6 years to qualify. These loans are also avail-
able for the widows or widowers who have not remarried and the spouses of the vet-
erans and active military personnel.

How does one qualify?

It requires a VA Certificate of Eligibility. One needs to complete a VA Form 26—
1880, Request for a Certificate of Eligibility. The process to obtain a VA Certificate
of Eligibility used to take weeks through the VA to have it delivered, delaying the
house buying process, but most lenders have access to the Web LGY system, allow-
ing eligibility to be established in minutes.

What is the VA Funding Fee?

The VA funding fee is required by law and is what the VA charges to guarantee
the loan. This fee is simply added to a base loan amount and is paid over the life
of the loan, replacing more expensive mortgage insurance.

The active duty veteran will have to pay a 2.15 percent funding fee of the loan
amount if it is a first time loan.

Subsequent Use

for Loans From

Type of Veteran Down Payment 1st Time Use 1/1/04 to 9/30/2011
Regular Military None 2.15% 3.3%*
5% or more (up to 10%) 1.50% 1.50%
10% or more 1.25% 1.25%
Reserves/National Guard None 2.4% 3.3%*
5% or more (up to 10%) 1.75% 1.75%

10% or more 1.5% 1.5%

* If the first loan is paid off, the VA loan program can be used again, but the fee increases to 3.3 percent
the next time.

——

Prepared Statement of Tim S. Embree, Legislative Associate,
Iraq and Afghanistan Veterans of America

Madam Chairwoman, Ranking Member, and Members of the Subcommittee, on
behalf of Iraq and Afghanistan Veterans of America’s one hundred and eighty thou-
sand members and supporters, I would like to thank you for inviting IAVA to testify
today. My name is Tim Embree. I am from St. Louis, MO and I served two tours
in Iraq with the United States Marine Corps Reserves.

Veterans housing and home ownership is a critical issue facing many Iraq and
Afghanistan veterans and the “Loan Guaranty Program” is a valuable benefit that
helps many veterans and their families. IAVA welcomes the opportunity to discuss
this program with you.

Due to the current housing crisis, we are beginning to see some of the shortfalls
of the VA Loan Guaranty Program. This popular benefit is well administered, and
since 1944, the VA has made 18 million homes affordable for troops and veterans
by acting as a guarantor of their mortgage loans. But the number of new VA loans
has declined every year between 2004 and 2007, and “in 2006, at the peak of U.S.
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subprime lending, the number of VA loans fell to barely a third of the level 2 years
earlier.”!

In 2007, over 1.3 million American homes were in foreclosure, up almost 80 per-
cent from the year before. For military families, the foreclosure crisis is even more
dire. In early 2008, foreclosure rates in military towns were increasing at four times
the national average. One cause of this is lenders selling subprime mortgages had
targeted military families.

Tragically, the marketing of subprime mortgages seems to have drawn troops and
veterans away from the VA Home Loan Program.

Furthermore, during the height of the housing bubble, technical limitations on VA
home loans made the program less beneficial to many homebuyers in expensive
areas due to soaring housing prices. Until the cap was raised in mid-2008, veterans
could not receive a zero or no down payment loan over the limit of $417,000. The
cap was above the 2008 median home sale price, but it failed veterans looking to
buy homes in the more expensive regions of the country. For instance, in San Fran-
cisco, California, the median home sale price during November 2008 was $648,000.
A veteran looking to buy a home in the city by the bay could not receive a no down
payment loan from the VA and would have to pay a down payment out of pocket.

Many vets were also deterred from applying for a VA loan by the funding fee,
ranging from 0.5 percent for an Interest Rate Reduction Refinancing Loan to 3.3
percent for a general VA home loan.ii

The net effect of the widespread, targeted advertising of subprime loans and the
deterrence of the limits and fees of VA loans is that veterans who may have quali-
fied for VA-backed mortgages are now struggling with a subprime mortgage at high
risk of foreclosure. This is especially unfortunate given that VA-backed home loans
protect the veteran-borrower from many of the risks associated with the mortgages
offered to subprime borrowers.

As the mortgage crisis has expanded, the popularity of the VA home loan program
has increased. After guaranteeing only 130,000 loans in 2007, the VA guaranteed
about 180,000 loans in 2008, totaling $36 million.ii The renewed interest in VA
loans is good news; veterans are better served by VA loans and we have earned the
benefits. But there is much more to be done to help servicemembers and veterans
get the full benefit of the VA loan program. Congress has already taken some action
to improve the resources available to troops and veterans facing mortgage problems.
The Housing and Economic Recovery Act of 2008 raised the loan ceiling for VA
home loans to $729,750 in some areas and gave servicemembers 9 months of protec-
tion from foreclosure after returning from a deployment.'v In addition, VA authority
to refinance a loan has been expanded.” But there remain serious concerns about
the structural limitations of the VA refinancing program and the lack of outreach
to veterans regarding VA financial counseling.

The VA Loan Guaranty Program helps thousands of our Nation’s veterans realize
the dream of home ownership each year, but we must keep this program secure and
ensure that it continues to meet the future needs of servicemembers, veterans and
their families.

TAVA recommends the following steps to ensure that veterans have every oppor-
tunity to continue turning dreams of home ownership into a reality:

e Allow for the consideration of VA benefits (such as the GI Bill) as income for
VA home loan eligibility determination;

* Develop home purchasing workshops at local Vet Centers;

e Aggressively market the VA Loan Guaranty Program to more lending institu-
tions; and

* Reinstate the $8,000 first time homebuyer tax credit for veterans and current
servicemembers.

iHowley, “Foreclosures in Military Towns Surge at Four Times U.S. Rate.” With the collapse
of the subprime mortgage market, and the decline in house values, VA loans are again gaining
popularity. Tom Philpott, “Help for Vets in Mortgage Mess,” Military.com, June 5, 2008.

iTFor more information, visit “VA Home Loans—A Quick Guide for Homebuyers and Real Es-
tate Professionals,” www.homeloans.va.gov/vap26-91-1.htm.

iiiBob Tedeschi, “VA-Backed Loans on the Rise,” New York Times, June 29, 2008. Department
of Veterans Affairs, “Enhanced VA Mortgage Options Now Available for Veterans,” October 24,
2008.

ivDepartment of Veterans Affairs, “VA Raising Home Loan Ceilings in Many Areas.” See also:
Summary of the “Housing and Economic Recovery Act of 2008,” Senate Banking Committee,
banking.senate.gov/public/ files/HousingandEconomicRecoveryActSummary.pdf.

vDepartment of Veterans Affairs, “Enhanced VA Mortgage Options Now Available for Vet-
erans.”
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VA benefits are income that we have earned

Veterans have earned their GI Bill benefits and are using this benefit to increase
their value to the civilian workforce. Many veterans use the old and new GI Bills
to go to school and, unlike many younger non-veteran students, veterans are ready
to put down permanent roots in a community. Veterans want to begin the next
chapter of their lives with a place to call home, but currently the money they receive
from their VA benefits is not taken into consideration when they apply for a VA
home loan. Without the benefit income on their application, veterans can look like
an inferior loan candidate. Student veterans should not have to choose between tak-
ing advantage of their new GI Bill benefit and buying a home.

Buying a home is likely the most complex purchase a person will ever
make

Purchasing your first home is not like buying a television. There are many steps
and hidden costs that can catch the potential homebuyer unaware. If we have
learned anything from the recent housing crisis, it is the importance of being a well-
informed homebuyer. The VA Loan Guaranty Program is one of the best deals out
there, but it is still a complicated process. The VA should implement local home
purchasing workshops to prepare veterans for the complicated process of purchasing
a home as well as to promote the benefits of the VA Loan Guaranty Program. These
workshops should be held at the local Vet Center. These are welcoming facilities
where veterans and their families can learn about the many different programs
available to them, as well as meet fellow veterans in similar situations.

Great program, too few lenders

Due to the current financial crisis, interest rates across the board have remained
low. As of submitting this testimony, the current fixed mortgage rate is 4.625 per-
cent, while the VA 30-year fixed rate is 4.875 percent. The limited number of VA
approved lenders makes it nearly impossible for a veteran to shop around for better
interest rates for a VA loan. This noncompetitive environment puts veterans at a
great disadvantage. If they want the benefits of a VA loan they need to accept a
bloated interest rate. While interest rates are artificially low, we must encourage
more lending institutions to take part in this program. Many lenders are leery of
the process to become an approved VA lender due to ignorance of the program and
ignorance of the ease of the process to become an approved VA lender.

The VA must aggressively market this program to more lenders across the coun-
try. Although 90 percent of current VA-backed home loans were given without a
down payment, the VA has seen relatively few foreclosures, compared with other
lenders nationwide. In the fourth quarter of 2007, the share of VA mortgages in
foreclosure was only slightly higher than the share for prime borrowers; those with
the highest credit scores. Even in the midst of the housing crisis, VA foreclosures
in 2008 were down more than 50 percent from the same months in 2003, according
to the VA. As lenders are becoming more risk adverse, the VA must preach to mort-
gage lenders the inviolability of the VA Loan Guaranty Program.

Veterans are leaders in their communities

Veterans of past wars have been a positive addition to our communities and our
newest veterans are no different. We are the next “Greatest Generation.” We are
leaders and we care deeply about our neighborhoods and our neighbors. As we pass
the 2 million mark of servicemembers having served in Operations Enduring and
Iraqi Freedom, we have more and more veterans looking for new neighborhoods in
which to begin the next chapter of their lives. Our veterans have earned the VA
home loan benefit and thousands of these veterans are ready to purchase their first
home. We must update and streamline this phenomenal benefit to ensure today’s
and tomorrow’s veterans will be able to purchase their own home.

Thank you for your time and attention.
——

Prepared Statement of Thomas J. Pamperin, Associate Deputy Under
Secretary for Policy and Program Management, Veterans Benefits
Administration, U.S. Department of Veterans Affairs

Madam Chairwoman, Ranking Member Boozman, and Members of the Sub-
committee, I appreciate the opportunity to appear before you today to discuss the
Department of Veterans Affairs (VA) Home Loan Guaranty Program. Accompanying
me today is Mike Frueh, Assistant Director for Loan Management in VA’s Loan
Guaranty Service.
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The VA Home Loan Guaranty Program provides an important benefit to our Vet-
erans and eligible Servicemembers. Since the crisis in the subprime mortgage mar-
kets became evident in the summer of 2008, the VA Home Loan Guaranty Program
has been a model of stability, helping Veterans to continue to realize the dream of
homeownership, despite the decreasing number of opportunities in the current mar-
ketplace.

VA offers the country’s largest mortgage program with a zero-downpayment op-
tion. The no-downpayment feature is a cornerstone of the VA home loan guaranty
program and is critical to ensuring that Veterans and Servicemembers can secure
a mortgage. Ninety percent of VA loans in fiscal year (FY) 2009 were no-downpay-
ment mortgages. While most no- or low-downpayment mortgage options have be-
come scarce in the market, federally guaranteed VA loans have become more attrac-
tive to banks and mortgage investors.

VA’s Home Loan Guaranty Program has maintained stability for several reasons.
VA’s adherence to sound credit and underwriting principles prohibited the program
from engaging in risky or subprime lending practices. Our strong lender oversight
ensured that VA’s mortgage-industry partners complied with these policies. Addi-
tionally, VA’s panel of fee appraisers, who are assigned on a rotational basis and
monitored by VA, ensures that home values are reasonable in light of market condi-
tions. VA also attributes the strength of the program to the strong sense of commit-
ment that Veterans and Servicemembers demonstrate with regard to their financial
obligations. Finally, VA has a robust default-servicing program to oversee loan-serv-
icing efforts by private mortgage servicers and, when appropriate, directly assists
Veterans and Servicemembers in avoiding foreclosure. The servicing program en-
sures that every effort is made to keep Veterans and Servicemembers in their
homes, while limiting adverse impacts when home retention is not possible.

Program Activity Since the Financial Market Crisis

The number of home loans issued with a VA guaranty has increased dramatically
since the start of the subprime crisis for three main reasons: Other forms of mort-
gage financing are more difficult to obtain; interest rates are at historic lows; and
changes to the VA home loan program enacted in 2008 increased the maximum
guaranty amount available to individuals purchasing homes in high-cost areas.

Overall, in FY 2009, VA guaranteed 325,671 loans nationwide, valued at over $68
billion. That represents an 82 percent increase over FY 2008, in which VA guaran-
teed 179,649 mortgages valued at over $36 billion. In fiscal year 2010, the program
is on track to match the volume and value of loans guaranteed in FY 2009. VA has
nearly surpassed the FY 2008 loan volume already this fiscal year, guaranteeing
175,446 loans totaling approximately $36 billion through the end of April.

Increases in both purchase loans and refinance loans have driven this growth
since 2008. An increase in refinancing loans primarily caused the increase in VA’s
overall loan volume. In FY 2008, purchase loans made up 79 percent of VA-guaran-
teed loans. As refinancing became more popular, purchase loans decreased to 55
percent of VA-guaranteed loans in FY 2009. Refinancing loans increased from 21
percent of all VA loans in FY 2008 to 45 percent of all VA loans in FY 2009. For
the current fiscal year through May 4, 2010, 40 percent of the program’s loans are
refinancing loans. Historically, interest-rate-reduction refinance loans have con-
stituted roughly 80 percent of the refinance loans, and historically low interest rates
since the start of the financial crisis sparked increased activity for these loans.

Delinquency and Foreclosure Rates

Veterans and Servicemembers, like all other Americans, face serious economic dif-
ficulties. Rising unemployment and under-employment have led to lost wages and
rapid depreciation of home values, making it difficult for homeowners to relocate for
work or sell a home they can no longer afford. VA and its partners in the mortgage
industry employ a number of servicing options to help struggling Veterans and
Servicemembers. These efforts have been very successful in keeping Veterans’ and
Servicemembers’ home loans from going into foreclosure, as demonstrated by indus-
try data.

The Mortgage Bankers’ Association (MBA) conducts a quarterly survey of approxi-
mately 44 million home loans of all types, including VA-guaranteed, Federal Hous-
ing Administration (FHA) insured, conventional market prime rate, and conven-
tional market subprime rate mortgages. VA believes the MBA data show that the
servicing efforts by VA and its private-sector partners have been extremely effective
in preventing foreclosure for Veterans and Servicemembers, despite the state of the
economy and a turbulent market. Table 1 included with this statement summarizes
this information.



Table 1: Delinquency and Foreclosure Information (Source: Mortgage Bankers Association)

Total Delinquencies

Serious Delinquencies

Foreclosure Inventory

Prime | Subprime FHA VA Prime | Subprime FHA VA Prime | Subprime FHA VA

4Q 5.06% 21.88% | 13.73% 7.52% 4Q 3.74% 23.11% 6.98% 4.12% 4Q 1.88% 13.71% 2.43% 1.66%
2008 2008 2008

1Q 6.06% 24.95% | 13.84% 8.21% 1Q 4.70% 24.88% 7.37% 4.42% 1Q 2.49% 14.34% 2.76% 1.93%
2009 2009 2009

2Q 6.41% 25.35% | 14.42% 8.06% 2Q 5.44% 26.52% 7.78% 4.69% 2Q 3.00% 15.05% 2.98% 2.07%
2009 2009 2009

3Q 6.84% 26.42% | 14.36% 8.08% 3Q 6.26% 28.68% 8.67% 5.06% 3Q 3.20% 15.35% 3.32% 2.29%
2009 2009 2009

4Q 6.73% 25.26% | 13.57% 7.41% 4Q 7.01% 30.56% 9.42% 5.42% 4Q 3.31% 15.58% 3.57% 2.46%
2009 2009 2009

GG
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According to the MBA data, in the fourth quarter of FY 2009, the percentage of
outstanding VA loans that were in the foreclosure process was 2.46 percent. This
was the lowest in the industry. In comparison, for the entire population, the fore-
closure inventory was 3.31 percent for prime mortgages and 15.58 percent for the
sub-prime mortgages.

VA’s rate of serious delinquency (those loans 90 or more days delinquent, or in
the process of foreclosure) was also lower than any other type of loan according to
the MBA data. VA’s serious delinquency rate was 5.42 percent in the fourth quarter
of 2009, while serious delinquency rates were 7.01 percent for prime mortgages and
30.56 percent for sub-prime mortgages.

Although our total default rate (those loans 30 or more days delinquent, excluding
those in the process of foreclosure) has actually been slightly higher than the prime
rate, VA leads the field with the lowest numbers of seriously delinquent loans and
foreclosures. This illustrates that despite greater payment difficulties, VA borrowers
are more likely to reach a positive outcome due to VA’s robust servicing policy. VA
is proud that our policies with respect to mortgage servicing, loss mitigation options,
and alternatives to foreclosures have been very successful in helping Veterans and
Servicemembers emerge from default, even though they face the same financial dif-
ficulties as all Americans.

Effects of the Slower Economy

Although VA’s Home Loan Guaranty Program continues to provide an important
benefit to Veterans and Servicemembers, the slower economy has had its effects on
the program. As previously described, the VA-guaranteed loan volume has risen
over the past 2 years because of more stringent credit standards and the con-
strained state of credit in the mortgage market, which make other types of financing
more difficult to obtain. Since the financial crisis began, the VA home loan program
has enabled lenders to finance loans for Veteran borrowers who may not otherwise
have been able to purchase a home due to these market conditions.

Veterans and Servicemembers have had fewer opportunities for homeownership
due to overall market conditions. Potential home-buyers have faced stricter require-
ments for obtaining loans as more mortgage investors hedge against losses by estab-
lishing minimum credit scores for borrowers and requiring larger downpayments.

VA has received anecdotal evidence and reports from industry partners that
stricter requirements are being imposed on their VA loans as well. For example, al-
though VA does not require that borrowers have a minimum credit score to qualify
for a VA-guaranteed home loan, many lenders have instituted such a requirement
as part of their own underwriting policies. Some lenders have also considered re-
quiring a downpayment on VA loans to help protect them from loan losses beyond
the VA guaranty. VA does not have the authority to prohibit lenders from imposing
this extra layer of requirements, but additional lender requirements may make it
more difficult for Veterans to obtain homes.

Like many other Americans, Veterans and Servicemembers who already own
homes have been affected by financial problems. Although VA loans continue to out-
perform all other types of mortgages in avoiding serious delinquency and fore-
closure, trouble in the broader economy has led to a slight rise in these numbers.
Serious delinquencies have risen steadily from 4.12 percent in the fourth quarter
of FY 2008 to 5.42 percent in the fourth quarter of FY 2009. The inventory of loans
in foreclosure has risen as well, from 1.66 percent in the fourth quarter of FY 2008
to 2.46 percent in the fourth quarter of FY 2009.

Private-sector VA home loan partners, including banks and mortgage servicing
companies, are the first source of assistance for a borrower in trouble, and under
VA loan program guidelines, these partners are required to pursue all realistic al-
ternatives to foreclosure. These alternatives include extended payment plans, for-
bearance, loan modifications, short sales, and deeds in lieu of foreclosure. VA insti-
tuted an incentives program to ensure that servicers explore these options before
considering foreclosure. VA also reviews each loan that is referred for foreclosure
and attempts to contact the borrower directly to provide financial counseling and
assistance in developing repayment plans with the private servicers if needed. These
efforts protect the American taxpayer by avoiding claim payments on loans that can
avoid foreclosure. In FY 2009, VA helped nearly 72 percent of those who defaulted
on their VA mortgages, or over 38,000 families, avoid foreclosure.

VA adopted measures to provide greater assistance to struggling homeowners in
the midst of the financial crisis. VA’s Home Affordable Modification Program (VA
HAMP) went into effect in February 2010. VA HAMP is part of the President’s
Home Affordable Modification Program (HAMP) to make home ownership afford-
able, or when that is not possible, to mitigate losses. Under HAMP, the servicer may
offer the borrower a modification of the mortgage terms to make the payments man-
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ageable. If the servicer is not willing to offer the borrower a HAMP modification
that could make the loan affordable, VA will consider whether it is in the Govern-
ment’s best interest to purchase the loan from the bank or mortgage servicer and
offer terms that are more favorable to the homeowner. VA HAMP has seen very lit-
tle activity in the past few months as servicers continue to ramp up their special
review processes to address loans that cannot be helped through traditional loss-
mitigation options.

Although foreclosures of VA loans increased as a result of the poor economy, VA
and its private-industry partners have worked hard to ensure foreclosure is truly
the last resort.

Conclusion

We look forward to working with Congress to improve our service. The VA Home
Loan Guaranty Program provides a valuable benefit to Veterans and Service-
members who want to obtain, retain, or adapt a home. VA plans to continue to pro-
vide world-class service by focusing on prevention of foreclosures. We aim to bolster
our relationships with our private-sector partners that help fulfill our mission
through training and outreach to lenders.

Madam Chairwoman, this concludes my testimony. I appreciate the opportunity
to be here today, and I look forward to answering the Subcommittee’s questions.
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MATERIAL SUBMITTED FOR THE RECORD

Committee on Veterans’ Affairs
Subcommittee on Economic Opportunity
Washington, DC.

May 24, 2010

Mr. James B. Barber

Chairman and Chief Executive Officer

Acacia Federal Savings Bank, Falls Church, VA
American Bankers Association

1120 Connecticut Ave., NW

Washington, DC 20036

Dear Mr. Barber:

I would like to request your response to the enclosed questions for the record I
am submitting in reference to our House Committee on Veterans’ Affairs Sub-
committee on Economic Opportunity hearing on The Status of the Loan Guaranty
Program on May 20, 2010. Please answer the enclosed hearing questions by no later
than Tuesday, July 6, 2010.

In an effort to reduce printing costs, the Committee on Veterans’ Affairs, in co-
operation with the Joint Committee on Printing, is implementing some formatting
changes for material for all Full Committee and Subcommittee hearings. Therefore,
it would be appreciated if you could provide your answers consecutively on letter
size paper, single-spaced. In addition, please restate the question in its entirety be-
fore the answer.

Due to the delay in receiving mail, please provide your response to Ms. Orfa
Torres by fax at (202) 225-2034. If you have any questions, please call (202) 226—
5491.

Sincerely,

Stephanie Herseth Sandlin
Chairwoman

JL/ot

House Committee on Veterans Affairs, Hearing in the Subcommittee
on Economic Opportunity, “The Status of the Loan Guaranty Program”,
May 20, 2010, Responses to Questions for James Barber, Chairman
and CEO, Acacia Federal Savings Bank, On Behalf of
the American Bankers Association

Question 1: What is your view of the Senate Banking Committee seeking to re-
quire a mortgage securitizer “to retain 5 percent of the credit risk for any asset that
is transferred, sold, or conveyed through the issuance of an asset-backed security
by the securitizer?” (Note: House provided a specific exemption for VA loans to the
credit risk requirement.)

Response: Our principle concern with regard to this type of requirement is that
it not hamper the good work of this program. Legislation that would make a global
requirement for down payments would be a mistake that would take away one of
the main benefits for our veterans—the ability to access homeownership even
though the down payment may be difficult to obtain.

Because our military servicemembers are required to relocate every couple of
years, they lose the opportunity to build equity in their property. VA loans are de-
signed to allow servicemembers to own a home even absent significant equity accu-
mulation. The lack of a down payment and a requirement to obtain private mort-
gage insurance is a big benefit. A 5 percent mortgage secuitizer for VA loans would
take away the main benefit of the program and would make it difficult for service-
members to own their home.

Question 2: Can you provide this Subcommittee a list of items that lack nation-
wide consistency and the rationale for needing uniformity?

Response: The appraisal process is one important item. Certain regional offices
require specific verbiage regarding septic systems. If we do not conform to the re-
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gional office requirement, a deficiency letter will be issued on that appraisal. An-
other item is appraisal deficiencies. Regional offices have different viewpoints. For
example, one regional VA loan center sent a deficiency letter because the appraiser
did not attach the sales contract to the appraisal. When asked about the source of
the deficiency, the VA regional office sent a copy of a policy announcement that was
a newsletter to the appraiser but not sent to lenders.

Question 3: Can you elaborate on your point of having a nationwide database
and the benefits of such a database?

Response: The addition of a nationwide database would allow both regional of-
fices and the national office to be aware of information even down to the level of
a single application. This would help to eliminate inconsistencies between regional
offices.

Question 4: What would be the ramifications if VA were to eliminate the original
signatures on certain loan documentation?

Response: It would be a process improvement to eliminate the requirement for
a wet signature on sales contracts and documents that the lender signs. There are
very few risks to eliminating the requirement for a wet signature on these types
of documents.

Question 5: On average how much of a cost does a private mortgage insurance
premium add to a loan?

Response: Private mortgage insurance typically costs between 0.78 percent to
0.98 percent for the monthly MI premium. The fee range is given for high LTV’s
over 90 percent with satisfactory to excellent credit scores.

Question 6: How much time would be saved by the elimination of signatures on
certain loan documents?

Response: Most lenders today use some form of paperless process. When a wet
signature is required, the user has to key the document for print, go to the printer,
sign the document and fax it back to the paperless server, so this process would be
significantly streamlined.

Question 7: You state that in the VA process of “no bid” or buy down actions,
that due to the lender’s risk, a lender may seek to accept applications from their
own portfolio. Can you give us an example of a “no bid” or buy down action, the
risk for the lender and the rational why a lender may focus on their own portfolio?

Response: It becomes a pricing issue. Bankers are more apt to do Interest Rate
Reduction Refinance to retain loans from our own portfolio. Banks don’t want to lose
loans to another institution because of rate.

Question 8: Can you submit to the Subcommittee your ideas on improving the
condominium loan process?

Response: The current approval process to purchase a condominium is manual
and time-consuming for the veteran, the lender and the VA. The main issue about
the VA condo process is the legal review/attorney certification. VA’s legal form is
very long (16 pages). Although lenders have the option to submit without that form,
that requires the VA to do their own review which does slow down the process. Our
recommendation is to streamline the legal review as FNMA did. In addition the VA
Condo/Builder Web site could be updated to include more details such as phases and
to impose expiration dates on the approved condos.

———
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Committee on Veterans’ Affairs
Subcommittee on Economic Opportunity
Washington, DC.

May 24, 2010

Mr. James H. Danis II, CMB, AMP

President, Residential Mortgage Corporation, Fayetteville, NC
Mortgage Bankers Association

1331 L Street, NW

Washington, DC 20005

Dear Mr. Danis:

I would like to request your response to the enclosed questions for the record I
am submitting in reference to our House Committee on Veterans’ Affairs Sub-
committee on Economic Opportunity hearing on The Status of the Loan Guaranty
Program on May 20, 2010. Please answer the enclosed hearing questions by no later
than Tuesday, July 6, 2010.

In an effort to reduce printing costs, the Committee on Veterans’ Affairs, in co-
operation with the Joint Committee on Printing, is implementing some formatting
changes for material for all Full Committee and Subcommittee hearings. Therefore,
it would be appreciated if you could provide your answers consecutively on letter
size paper, single-spaced. In addition, please restate the question in its entirety be-
fore the answer.

Due to the delay in receiving mail, please provide your response to Ms. Orfa
Torres by fax at (202) 225-2034. If you have any questions, please call (202) 226—
5491.

Sincerely,

Stephanie Herseth Sandlin
Chairwoman

JL/ot

Questions for the Record from the House Committee on Veterans’ Affairs
Subcommittee on Economic Opportunity
Hearing on The Status of the Loan Guaranty Program

Question 1: Can you provide examples of the way the VA Loan Guaranty Pro-
gram should be reviewed and updated to be aligned with industry standards?

Response: As stated in MBA’s written testimony, there are several examples of
how the VA program could be updated and aligned with industry standards.

i. Closing costs: VA should review all of its fees and charges and align them
with FHA and conventional products. The closing fee policy, in particular, is
complex and inconsistent with what is customary in today’s mortgage indus-
try. VA needs to simplify its policy to allow borrowers to pay reasonable and
customary fees in order to make VA loans more competitive in the market-

place.

ii. Residual tables: The tables that guide lenders on acceptable residual income
amounts have not been updated since 1997 and are outdated. VA should up-
date its tables to reflect new economic realities. Some of those figures need to
be adjusted up or down depending on family size.

iii. Adjustable rate and hybrid ARMs: ARMs are especially useful loans for active
duty military, since these families move often; however, VA only has tem-
porary authority for adjustable rate and hybrid ARMs through 2012. MBA
encourages Congress to authorize VA adjustable-rate products permanently.

iv. Full guaranty: The VA partial guaranty exposes servicers who administer the
loans to principal losses that can range up to 50 percent or more. The FHA
program provides insurance for 100 percent of the outstanding principal
amount, while under the Fannie Mae and Freddie Mac programs the GSEs
purchase the loans and retain 100 percent of the principal risk associated
with such ownership. We believe the risk of principal loss is a major reason
why the VA program is far less vibrant than other government and private
programs.
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v. Partial refundings: The VA should be granted authority to make “partial
refundings” similar to FHA’s partial claim authority. A partial refunding
would allow the VA to use its refunding authority without having to purchase
the entire loan. For the partial refunding to be successful, it is critical that
VA’s guaranty not be reduced by the amount of the refunded amount; other-
wise the servicer suffers significant financial detriment for helping a veteran
who later redefaults.

vi. Forbearance: The VA should consider eliminating the requirement that bor-
rowers must be 61 days delinquent in order to qualify for a special forbear-
ance.

vii. Modification of the maturity date: VA regulations currently provide that the
maturity date of a modified loan cannot be extended to exceed 360 months
from the due date of the first installment required under the modification or
120 months past the original maturity date, whichever comes earliest. MBA
recommends that the VA remove the 120-month restriction and allow
servicers to reset the maturity date to 360 months from the first modified in-
stallment, which would make its policy consistent with current FHA policies.

viii. Capitalization of foreclosure fees: VA should allow foreclosure fees incurred
by the borrower to be capitalized as part of a modification as is permitted by
FHA. FHA currently permits legal fees and related foreclosure costs related
to a canceled foreclosure action to be capitalized into the loan modification or
partial claim.

Question 2: In your opinion, should there be anything done to help veterans who
are underwater to refinance?

Response: The current VA Interest Rate Reduction Refinancing Loan (IRRL)
does not require an appraisal to refinance. The borrower is allowed to refinance the
payoff of the home and roll in all closing cost and include up to two discount points
to buy the rate down. As long as the borrower is current, being underwater does
not affect the borrowers’ ability to refinance. Veterans are not able to take full ad-
vantage of this program, however, because many investors require appraisals, thus
making it difficult for lenders to originate these loans.

Question 3: Your fourth recommendation is that the VA loan program needs
servicing enhancements. How can the loan process be better simplified?

Response: Our suggestions for making servicing enhancements are outlined
above in our response to question number one.

Question 4: In your testimony you ask that the VA loan be modified to eliminate
risk of principal loss to lenders. How does the VA loan currently compare to other
loans regarding the risk of principal to lenders?

Response: As stated in our testimony, VA provides only a partial guaranty.
Below is a chart showing the amount of the guaranty.

Loan Amount Maximum Potential Guaranty Special Provisions

Up to $45,000 50% of the loan amount. Minimum guaranty of 25%
on IRRRLs.

$45,001 to $56,250 $22,500 Minimum guaranty of 25%
on IRRRLs.

$56,251 to $144,000 40% of the loan amount, with | Minimum guaranty of 25%
a maximum of $36,000 on IRRRLs.

$144,001 to $417,000 25% of the loan amount Minimum guaranty of 25%
on IRRRLs.

Greater than $417,000 The lesser of: 25% of the VA | Minimum guaranty of 25%
county loan limit, or on IRRRLs

* 25% of the loan amount

However, most VA loans originated today carry a guaranty of 25 percent of the
loan balance. This means that if a $150,000 loan goes into default, the guaranty is
$37,500. A foreclosure loss of more than $37,500 is borne by the servicer.
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On the other hand, if an FHA loan with the same balance experiences a loss
greater than $37,500, the servicer does not bear any principal loss. This is because
FHA provides 100 percent insurance for the principal balance.

Likewise, with Fannie Mae and Freddie Mac, the servicer does not absorb any
principal losses. This is due to the GSEs’ loan purchase and securitization structure,
whereby the GSEs or their securitization trusts own the underlying assets and bear
the risk (of loss) of such ownership. The GSE’s however protect themselves against
principal loss by purchasing private mortgage insurance. The servicer, however,
does not bear this principal loss risk.

Question 5: If VA were to review and consider changes to the process on how
appraisers are selected, what changes should the VA consider?

Response: VA should consider reevaluating its appraisal process and allow lend-
ers to manage the appraisal process, similar to how they manage the process for
conventional or FHA loans. Currently, VA does not allow mortgage companies to as-
sign appraisers to VA cases. Appraisers are randomly assigned through The Ap-
praisal System (TAS), which is a VA computer-generated program that randomly as-
signs appraisers to loan cases. This method was developed to discourage collusion
among appraisers, realtor estate brokers, mortgage companies, and/or borrowers,
and was quite ahead of its time. New appraisal standards (specifically dictated by
the Home Valuation Code of Conduct), however, have “raised the bar” for the entire
industry and now mandate procedures that limit undue influence of the appraiser
and greatly minimizes the risk that the VA was trying to prevent. Standard indus-
try practices in place today, for all loan products, control more for the highest risk
transactions (high LTVs); thus, it may be unnecessary for VA to so tightly manage
its appraisal process.

———

Committee on Veterans’ Affairs
Subcommittee on Economic Opportunity
Washington, DC.

May 24, 2010

Mr. Maurice Veissi

Broker/Owner, Veissi & Associates Inc., Miami, FL
First Vice President

National Association of REALTORSE

500 New Jersey Avenue, NW

Washington, DC 20001

Dear Mr. Veissi:

I would like to request your response to the enclosed questions for the record I
am submitting in reference to our House Committee on Veterans’ Affairs Sub-
committee on Economic Opportunity hearing on The Status of the Loan Guaranty
Program on May 20, 2010. Please answer the enclosed hearing questions by no later
than Tuesday, July 6, 2010.

In an effort to reduce printing costs, the Committee on Veterans’ Affairs, in co-
operation with the Joint Committee on Printing, is implementing some formatting
changes for material for all Full Committee and Subcommittee hearings. Therefore,
it would be appreciated if you could provide your answers consecutively on letter
size paper, single-spaced. In addition, please restate the question in its entirety be-
fore the answer.

Due to the delay in receiving mail, please provide your response to Ms. Orfa
Torres by fax at (202) 225-2034. If you have any questions, please call (202) 226—
5491.

Sincerely,

Stephanie Herseth Sandlin
Chairwoman

JL/ot
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Response of the National Association of REALTORS® on
Questions for the Record from the House Committee on Veterans’ Affairs
Subcommittee on Economic Opportunity

Question 1: Do you have any concern that if a veteran buys a property in a “as
is” condition they will have no recourse if it is worse than originally perceived and
be stuck with no home and a big bill?

Response: The National Association of REALTORSE believes in sustainable
homeownership. We are not suggesting that veterans should not elect to have a
home inspection or any other inspections that they so chose. However, we believe
veterans should have the same choices as purchasers using conventional or FHA fi-
nancing. Currently VA mandates a number of inspections and certifications that are
not required in conventional financing or with an FHA loan. VA rules require the
seller to pay for this inspection, and in many cases, the seller will refuse. This
leaves the veteran with no alternative but to walk away from that home.

Similar to FHA, VA Appraisers are trained to look for health and safety issues,
and can require certain repairs to be completed prior to a loan closing. We have no
objection to this, and feel this insures homes meet minimum standards. However,
REALTORSY also encourage all buyers to get a home inspection. We believe vet-
erans should be on a level playing field with other buyers and provided the ability
to choose which inspections they want when buying a home. Similarly, those repairs
that are above and beyond conventional requirements should be negotiated between
the buyer and seller, as is done with all other types of transactions.

Question 2: Should any of the VA loan guaranty program requirements or quali-
fications for veterans be changed?

Response: We believe the program is working well, and do not propose any
changes to qualifications. However, we believe the rules dictating fees should be
changed to provide veterans with flexibility in the home purchase transaction. Vet-
erans using the VA Home Loan Guaranty program have found themselves at a dis-
advantage when purchasing a home. In some purchase transactions, lenders require
special certifications and inspections stemming from VA policy guidance. These cer-
tifications and inspections involve fees that must be paid by the seller, as VA limits
the fees veterans can pay in a home purchase transaction. Some sellers have refused
to accept offers from VA borrowers, due to the inability of VA buyers to pay these
fees. While we fully support VA’s efforts to limit fees paid by veterans, VA bor-
rowers should be allowed to negotiate these fees with the seller as a normal part
of the home purchase transaction. Veterans should not be precluded from buying the
most affordable home that best suits their family’s needs simply because rules in-
tended to protect them, in fact, penalize them.

Question 3: How many veterans have lost homes because they were unable to
negotiate fees with sellers?

Response: We do not have any data on how many veterans have lost homes due
to the rules. We are seeing a rise of home sale listings that include the words “no
VA offers.” Sellers are unable or unwilling to pay the fees required of a VA loan,
and so they may deny offers from these borrowers. As a result, veterans aren’t able
to even consider these homes if they plan to utilize their VA home loan entitlement.

Question 4: Are distressed properties a good bargain, keeping in mind that they
require work and in some cases a lot of work?

Response: Distressed homes can be a good bargain-depending upon the pur-
chaser. Some purchasers have the capabilities and/or finances to complete the nec-
essary repairs on a home. Others may not, so a distressed home may not be the
right choice for them. However, veterans are not being provided the opportunity to
make that decision for themselves.

On a national level, foreclosed homes and short sales make up 35 percent of all
home sales today, and a number of communities have rates that are significantly
higher. Veterans are virtually cut out of this market, because there is no “seller”
on the other side to pay the necessary fees. These homes are often the most afford-
able option in many housing markets; however, because VA policy restricts the fees
that veterans can pay, the veteran home loan purchaser is clearly disadvantaged
from utilizing his certificate of eligibility for a VA loan to purchase a home.

Again, we believe veteran borrowers should be on a level playing field with other
{mme purchasers, and not be denied opportunities that may be best for their fami-
ies.

——
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Committee on Veterans’ Affairs
Subcommittee on Economic Opportunity
Washington, DC.

May 24, 2010

Mr. Tim S. Embree

Legislative Associate

Iraq and Afghanistan Veterans of America
308 Massachusetts Avenue, NE
Washington, DC 2002

Dear Mr. Embree:

I would like to request your response to the enclosed deliverable I am submitting
in reference to our House Committee on Veterans’ Affairs Subcommittee on Eco-
nomic Opportunity hearing on The Status of the Loan Guaranty Program on May
20, 2010. Please answer the enclosed hearing deliverable by no later than Tuesday,
July 6, 2010.

In an effort to reduce printing costs, the Committee on Veterans’ Affairs, in co-
operation with the Joint Committee on Printing, is implementing some formatting
changes for material for all full committee and Subcommittee hearings. Therefore,
it would be appreciated if you could provide your answers consecutively on letter
size paper, single-spaced. In addition, please restate the question in its entirety be-
fore the answer.

Due to the delay in receiving mail, please provide your response to Ms. Orfa
Torres by fax at (202) 225-2034. If you have any questions, please call (202) 226—
5491.

Sincerely,

Stephanie Herseth Sandlin
Chairwoman

JL/ot

Iraq and Afghanistan Veterans of America

TO: House Committee on Veterans’ Affairs Subcommittee on Economic Opportunity
RE: Follow-Up questions from IAVA’s testimony on May 20, 2010
PREPARED BY: Tim Embree, Legislative Associate

Question 1: Should veterans and servicemembers negotiate their own fees with
the sellers instead of the VA requiring certain fees to be paid?

Response: IAVA does not recommend veterans and servicemembers be allowed
to negotiate their own fees with the seller. We believe veterans and servicemembers
should abide by the current VA required fees.

Purchasing your first home is not like buying a television. There are many steps,
complexities, and hidden costs that can catch the potential homebuyer unaware. If
we have learned anything from the recent housing crisis, it is the importance of
being a well-informed homebuyer. IAVA is concerned that potential sellers would
look to prey upon veterans and servicemembers with hidden financing costs if they
are able to negotiate their own fees.

The VA Loan Guaranty Program does offer pre-purchasing counseling to assist
the veteran through the home buying process. This counseling assists the potential
homebuyer by walking them through the process from finding a VA approved lender
to negotiating an interest rate. However, this pre-purchasing counseling is not man-
datory and this potential homebuyer can opt out of this counseling program despite
not having a complete understanding of the home loan process.

The VA Loan Guaranty Program is one of the best deals out there, but it is still
a complicated process and there should be provisions to protect veterans and
servicemembers.
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Committee on Veterans’ Affairs
Subcommittee on Economic Opportunity
Washington, DC.

May 24, 2010

Mr. Thomas J. Pamperin

Associate Deputy Under Secretary for Policy and Program Management
Veterans Benefits Administration

U.S. Department of Veterans Affairs

810 Vermont Avenue, NW

Washington, DC 20420

Dear Mr. Pamperin:

I would like to request your response to the enclosed questions for the record I
am submitting in reference to our House Committee on Veterans’ Affairs Sub-
committee on Economic Opportunity hearing on The Status of the Loan Guaranty
Program on May 20, 2010. Please answer the enclosed hearing questions by no later
than Tuesday, July 6, 2010.

In an effort to reduce printing costs, the Committee on Veterans’ Affairs, in co-
operation with the Joint Committee on Printing, is implementing some formatting
changes for material for all full committee and Subcommittee hearings. Therefore,
it would be appreciated if you could provide your answers consecutively on letter
size paper, single-spaced. In addition, please restate the question in its entirety be-
fore the answer.

Due to the delay in receiving mail, please provide your response to Ms. Orfa
Torres by fax at (202) 225-2034. If you have any questions, please call (202) 226—
5491.

Sincerely,

Stephanie Herseth Sandlin
Chairwoman

JL/ot

Questions for the Record, House Committee on Veterans’ Affairs,
Subcommittee on Economic Opportunity, Chairwoman Stephanie
Herseth Sandlin, Hearing on “The Status of the Loan Guaranty Program”,
May 20, 2010

Question 1: Under the VA’s Home Affordable Modification Program, how does
the VA determine whether it is in the government’s best interest to purchase a
home loan from the bank or mortgage servicer?

Response: VA requires mortgage servicers to exert all reasonable efforts to assist
Veteran borrowers in retaining ownership of their homes. This includes reviewing
all defaulted loans for traditional loss mitigation, such as repayment plans, forbear-
ance, and loan modification. If financial information indicates insufficient income to
support a traditional loss mitigation option, servicers must evaluate the loan for a
possible Home Affordable Modification Program (HAMP)-style modification.

Loans that servicers determine are eligible for HAMP-style modifications, but the
servicer cannot retain, must be referred to VA for refund consideration. VA mimics
the Department of the Treasury guidance of using a net present value model to de-
termine the outcome. When the model results in an equal or smaller claim payable
to acquire the loan and modify it under HAMP, as opposed to the claim payable if
the loan went to foreclosure, VA will refund the loan and implement a HAMP-style
modification.

Question 2: Does the VA need a national central database to better track each
application? [HVAC staff further clarified the question to mean: “each home loan ap-
plication that lenders receive from Veterans.”]

Response: VA does not believe the Department needs a central database to track
each home loan application that lenders receive from Veterans. The Home Mortgage
Disclosure Act (HMDA) requires lenders to annually submit a variety of data on
each home loan application they receive. The Federal Financial Institutions Exam-
ination Council (maintains this information, which is available for public use. Since
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VA-guaranteed loans can be extracted from the HMDA raw data, VA is able to use
it to assess many facets of VA loan applications, namely reasons the lender cited
as basis for denial of the application.

Question 3: Some of the changes being proposed are to make the VA loan more
similar to the FHA loan. Do you think that the VA loan needs to be similar to the
FHA loan?

Response: VA does not believe the VA Home Loan Program needs to be similar
to the FHA program. Although both are Government programs, the mission and tar-
geted beneficiary are different. Furthermore, the continued good performance of the
VA Home Loan Program in the mortgage marketplace does not warrant a change
from currently established standards.

The VA Home Loan Program has historically fulfilled its mission through its dis-
tinct features, which beneficially serve both Veterans and taxpayers alike. For ex-
ample, VA loans use residual income guidelines, in addition to debt-to-income ratio.
These factors have been shown to more accurately represent the true financial abili-
ties of borrowers to handle monthly mortgage obligations. Additionally, VA credit
guidelines, in general, are prudent and require full documentation of income and as-
sets. Finally, properties that secure VA-guaranteed loans are appraised using a ro-
tational assignment of appraisers, rather than the lender-select method. We con-
sider this rotational appraiser assignment, established by statute, to be the gold
standard in ensuring independent and unbiased determinations of property values.

Question 4: Should Veterans be permitted to purchase distressed properties with
the VA home loan? What concerns does the VA have on this issue?

Response: The term “distressed property” can refer to a property that is offered
at a distressed price, and/or one that is in distressed condition. The VA Home Loan
Program does not place restriction on Veteran borrowers seeking to purchase homes
offered at “distressed prices.” While there is no guaranty of price appreciation, prop-
erties that are being sold at a distressed price can potentially be good investments
for Veteran borrowers. VA believes that borrowers should be permitted to purchase
a home of their choosing, so long as it meets its established minimum property re-
quirements (MPRs). VA would not support restricting borrowers’ choice with regard
to “distressed properties.”

For those properties being sold in “distressed condition,” VA requires that the
home be in conformity to basic MPRs in order for the property to qualify as security
for a VA guaranteed loan. MPRs exist to ensure the home is safe, sound and in an
acceptable sanitary condition. Where repairs are required to bring a property into
compliance with MPRs, the seller of a distressed property is often not in a financial
position to be able to pay for such repairs. The issue becomes whether or not the
Veteran purchaser is permitted, or has the ability, to pay for such repairs.

Under the acquisition and rehabilitation provisions of the VA Home Loan Pro-
gram, VA permits Veterans to pay for said repairs as long as they are able to pro-
vide plans and specifications and cost estimates for required repairs prior to loan
closing, and so long as the appraised value of the property supports the proposed
loan amount. In a transaction of this type, the property is appraised bearing in
mind the proposed repairs and the impact those repairs would have on its value.
However, it is often the case that a one-for-one relationship does not exist between
repair dollars spent and dollars realized in the appraised value. For example, in a
scenario where the proposed loan amount of $160,000 included $40,000 allotted for
repairs, the property may only appraise for $140,000, even after factoring in the pro-
posed repairs. This would mean that VA could only guarantee a loan for $140,000,
and if the Veteran borrower desired to purchase the home, he or she would need
to come up with an additional $20,000.

Question 5: Should the VA modify its requirement that borrowers must be 61
days delinquent in order to qualify for special forbearance to allow the VA to detect
homeowners who may need help early in this stage?

Response: VA has a longstanding policy of encouraging servicers to extend for-
bearance to Veteran borrowers in order to help them retain ownership of their
homes. VA has never adopted or promulgated a minimum delinquency requirement
after which servicers could enact loss mitigation, and by changing its reportable de-
fault date from more than 90 days delinquent to 61 days delinquent, we expressed
our perspective that early intervention is far more beneficial than late intervention.

VA does require a loan to be delinquent for 61 days or more in order to pay a
servicer an incentive for successfully curing such a default. This time frame was in-
troduced because many delinquencies are cured within the first 2 months of default
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without the need for establishing a repayment plan, forbearance agreement, or
modification agreement.

Question 6: Why is it that the VA does not have nationwide guidelines which
make the program consistent rather than having varying guidelines for each region?
[HVAC staff provided this further clarification: “It i1s our understanding that each
regional office operates differently. Each region has different requirements that
make it difficult and more time consuming to underwrite. An example is that cer-
tain regional offices require specific verbiage regarding septic systems. If the lender
lacks the specific verbiage, in essence [they] fail to conform then the regional office
will issue a deficiency letter. Hence we are asking why there are differences and
why there is a lack of nationwide guidelines to make the program more consistent.”

Response: VA does have nationwide guidelines for underwriting and for property
requirements. All Regional Loan Centers (RLCs) operate using the same adminis-
trative guidance and the same Lenders’ Handbook. Local variances are the excep-
tions, rather than the rule, and are granted to comply with State and local govern-
mental building or property requirements. From a legal standpoint, these State or
local governmental requirements control real estate transactions.

Question 7: A witness provided testimony that many builders find it difficult to
obtain a Builder ID or are unaware of it. Have you heard any concerns on this
issue?

Response: No, VA has not received any great number of complaints from build-
ers, or identified a pattern of complaints regarding builder IDs. Information regard-
ing Builder IDs is available to the public on our Web site: www.homeloans.va.gov.

Question 8: Does VA lack of a formal process for managing Loan to Value in a
declining market?

Response: In light of the testimony given by the American Bankers Association
(ABA), we believe this question relates to a concern expressed for active-duty
Servicemembers who receive permanent change-of-station orders and must move
quickly to another duty location. These Servicemembers may find it difficult to sell
their homes, especially in a short period of time, when housing values in the area
have declined.

VA has the ability to address declining market values and high loan to value by
paying compromise claims for the difference between the proceeds of a private sale
and the amount owing on a VA-guaranteed loan. VA’s compromise sale process
helps Veteran borrowers by providing an alternative to foreclosure, and also ensures
that the Government receives adequate compensation for the property. In addition,
we note that the American Recovery and Reinvestment Act of 2009 expanded the
Department of Defense’s Homeowner Assistance Program to compensate Service-
members who sell their home at a loss or suffer foreclosure because they were forced
to move after a base closure, reassignment, or combat wound which necessitated
their relocation near a health facility. The program also covers surviving spouses
of those killed in combat.

O
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