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Mr. Chairman, and members of the Assembly Banking and Finance Committee, good afternoon.  My name is Preston DuFauchard and I am the Commissioner for the California Department of Corporations.  With me here today are Colleen Monahan, the Department’s Legislative Director, and Louisa Broudy, who heads the Financial Services Division.  At today’s hearing I have been asked to testify about what progress we have made in the mortgage crisis.  In doing so, I would like to describe the initiatives and responses we have undertaken to the varied dimensions of the mortgage crisis since we last reported at the November 2007 Assembly Banking Hearing. The bottom line is that we are making progress in addressing the mortgage crisis.

At the November 2007 hearing I discussed briefly the Department’s effort to hold mortgage loan servicers accountable by tracking the number of loan modifications and other loss mitigation efforts.  Since that hearing, at the behest of the Governor, we negotiated an agreement with mortgage servicers to provide interest rate relief modifications.  The Governor announced the agreement with loan servicers in this regard on November 20, 2007.   This was the first agreement of its kind in the nation.  Subsequently, the U.S. Treasury Department announced a similar agreement with various banks.  

To give you some idea of how that agreement is working, one of the original participants, Countrywide, which is now owned by Bank of America, testified at a recent U.S. Congressional hearing that “Interest rate relief modifications – where the servicer freezes or reduces the borrower’s interest rate – were extremely rare until late last year.  Today, that is not the case.  Interest rate modifications accounted for 71% or all the modifications Countrywide completed in the second quarter 2008.  Importantly, the vast majority of these rate relief modifications have duration of at least 5 years.”

By continuing to track loan modification data, the Department has been able to hold servicers accountable for modifications.   And we have seen substantial progress.  This year alone, modifications are up by almost 10,000, or about 33% in the second quarter compared with the first.  We can combine modifications with forbearance plans to track home retention efforts on the part of loan servicers.  With the combination, we see an increase in second quarter numbers over first quarter by 33% as well.  Modifications outpace forbearance plans by a two to one margin on a month over month basis.  The trend is moving up and to the right, so we are making progress on this front.  

In addition, last month I held a meeting between housing counselors and mortgage servicers to discuss best practices in obtaining modifications, and as a vehicle to have a dialogue between the two groups who may not have a forum to discuss what works best outside of the advocacy venue.  We have committed to meet quarterly to determine whether there are impediments to completing more modifications that are viable.  In short, I am personally engaged in the effort to see what we can do to maximize assistance to homeowners.

There are other efforts we have undertaken along these lines.  Shortly after the Governor announced the agreement with the mortgage loan servicers, he also announced a $1.2 million public awareness campaign.  Many servicers, and housing counselors, have stated that a substantial number of foreclosures are completed without the borrower ever contacting the lender.  Lenders have agreed to outreach efforts, and the State, through this public awareness campaign, is also encouraging borrowers to make contact with their lenders if they find they cannot meet their mortgage obligations. 

The State, through CalHFA, has also applied for and received $8 million in grant monies from the federal government for assistance to housing counselors.  That money is being administered through a partnership between CalHFA and the Rural Community Assistance Corporation, and used to educate and train additional housing counselors to help borrowers.  

The Governor also has signed SB 1137, which provides additional relief to homeowners facing foreclosure, and provides an extended time for relocation to renters whose lease is foreclosed.  

There are some foreclosures that are inevitable, however.  And with the increased number of foreclosures in the State, there is also an increase in the number of REO, or bank owned, properties.  We have undertaken steps to assist in the absorption of some of these REO properties.  This is a program I was involved in assisting the Director of CalHFA to design, which was rolled out a few weeks ago in Stockton.  That program is called the Community Stabilization Home Loan Program.  As part of that program, certain mortgage loan servicers have agreed to make their REO properties available to first-time homebuyers at a discount.  CalHFA provides the financing assistance, and we can make a modest increase in homeownership in the State.  I understand that other states are looking to this program as a model for implementation in their states.  This is a small program, but it is a start.   And it provides what is so badly needed in today’s mortgage market, a flow of liquidity.   

What is needed now, and has been needed for sometime, is to improve the liquidity in the real estate marketplace.  Mortgage lending and refinancing opportunities have been available only through agency loans.  That has made it difficult for many Californians to participate given the conforming loan limits.  The administration has supported an increase in the agency loan limits.  The recent passage of legislation in the U.S. Congress has increased loan limits of agency loans up to $650,000 for certain high-cost areas, which should help in many California communities.  The President signed this legislation, the Housing and Economic Recovery Act of 2008 just last week.   

At same time, the three Departments have passed regulations adopting the Guidance on Non-Traditional Mortgages, as an effort to prevent the types of underwriting practices that led to the current situation.   We have made adjustments to our examination guidelines to look for the types of underwriting missteps that got us into the current situation, so that when the markets open up again we do not find ourselves in the same seats, asking the same questions, is the crisis better or worse. 

Thank you for your time, and I would be happy to answer any questions the Committee may have.
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