
servicers and government agencies are
discussing the idea of a standardized
“one mod” approach as a possible go-
forward strategy. 
As of this writing, nothing has been

agreed to by the Consumer Financial
Protection Bureau (CFPB) or the agencies,
but the idea of potentially simplifying
and standardizing modification policies
across the industry may be one that
eventually gains some traction.
In the meantime, modifications that

occurred under the HAMP rules will re-
quire the industry’s attention for years
to come. 
To help distressed homeowners stay

in their homes, mortgage loans were
modified under HAMP with the option
of reducing the debt-to-income (DTI)
ratio to as low as 31 percent. This was
accomplished by lowering the contracted
interest rate in increments of 1/8th of a
percent until a 2 percent floor was
reached, if needed. Lenders were also
able to extend loan terms as far out as
480 months. And if that wasn’t enough
to help homeowners avoid foreclosure,
lenders also began offering principal
forbearance. 
Borrowers with HAMP modifications

were also incentivized to make the deal
work. As long as they made their pay-
ments on modified loans on time, they
could receive a $1,000 reduction in the
principal balance of their loans in each
of the first five years. Then, through the

Making Home Affordable (MHA) program
(MHA Supplemental Directive 14-05), an
additional $5,000 principal-reduction in-
centive was added for borrowers who
continue to make their payments on
time through the sixth year of their
modification.
Of course, the terms of modified loans

were not meant to last forever, and last
year the first of the modified loans be-
came eligible for a 1 percent interest
rate “step-up,” which will continue in 1
percent increments each year until the
original Freddie Mac rate that was in ef-
fect at the time of the modification is
reached. 
In addition, because of concerns that

the interest-rate step-ups might cause
sticker shock and possible redefaults,
lenders are now required to offer to “re-
cast” modified loans based upon the
lower principal balance that follows the
application of incentives. Incentives
could equate to as much as a $10,000
reduction in principal for borrowers who

make on-time mortgage payments on a
modified loan for a full six years.

The mechanics of managing HAMP loan
mods
Managing the mechanics associated
with modifications that are coming of
age—at least in terms of incentives and
options—offers its own unique chal-
lenges. For example: 
n Servicers are required to send two
notices to borrowers—the first of which
is required when a borrower hits his or
her fifth year in a modified loan. This
first communication simply describes
the HAMP incentives for making pay-
ments on time, including the six-year,
$5,000 incentive. It is non-specific to a
particular loan, and doesn’t go into
great detail.
n The second communication to bor-
rowers is specific to his or her modified
loan. It goes into significant detail, and
includes a recasting offer—along with
how recasting a loan would impact the
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With the Home Affordable Modification Program (HAMP) sunsetting at the end

of this year and HAMP loan applications due no later than Dec. 31, mortgage 
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monthly payment and the amount of
interest a borrower pays—as well as in-
formation about the amount of interest
that would be paid without recasting
the loan.
While the volume of loans entering

the sixth year of a modification is still
fairly low, it will begin to ramp up more
significantly in the first quarter of 2017.
This means borrower communications
that explain the incentives—and include
a recast offer, along with the detail as-
sociated with that—will accelerate be-
ginning in the fourth quarter of this
year, because notifications are required
60 to 90 days ahead of the modification
anniversary date.
There are a number of unique chal-

lenges associated with providing this
level of specific detail for each loan en-
tering its sixth year of a modification.
One of the primary challenges is that a
recast offer cannot actually be created
until the six-year incentive has been paid
by the government-sponsored enterprises
(GSEs). Lenders cannot offer to adjust or
proceed to adjust a borrower’s payment
based upon a recast loan calculation un-
less the loan balance has been reduced
by the payment of the incentive. 
This means that the timing of the

GSE payment of the six-year incentive
and getting it applied to a borrower’s
principal balance, calculating the inter-
est-rate and payment details associated
with recasting the loan based upon the
reduced principal balance, and getting
that information effectively communi-
cated to the borrower on the required
schedule will require careful attention—
and certainly enablement from precisely
designed, tested and proven rules-based
technology.

The goal still remains
Even though new HAMP loans will not
be produced beyond those that were al-
ready in progress at the end of last
year—and thankfully, foreclosure starts
have now dropped below pre-crisis lev-
els—managing existing HAMP loans will
continue on for years to come. The job
of shepherding these loans to a suc-
cessful conclusion remains the central
goal, and keeping people in their homes
is well worth the effort.
While HAMP itself may officially be

behind us in terms of new modifications,
the circumstances that make modifica-
tions necessary for some borrowers un-

fortunately will not. 
That being the case, some sort of

modification structure will need to
be in place for those borrowers and
for the industry. What form that takes
is likely to be influenced in one di-
rection or another by the outcome of
the coming U.S. presidential contest
this November. 
Certainly, lenders must balance the

needs of their borrowers with both legal
and financial requirements. And while
it is possible that progress toward a more
standardized approach to modifications—
such as the “one mod” idea that is being
discussed in lender and government

agency circles—may come to pass, it is
hoped that the widespread need that
was experienced in the first decade of
this century will not be repeated.
According to Black Knight Financial

Services’ Data and Analytics division,
the inventory of loans that remain in
active foreclosure remains approximately
twice the number it was before the mort-
gage meltdown. Clearly, there is still
some way to go to work through the
ramifications of the crisis. 
However, the size of that inventory

has been consistently shrinking for many
years and the annual rate of reduction
is picking up speed, climbing from 21
percent in November 2015 to 28 percent
in May of this year. And again, as men-
tioned earlier, foreclosure starts are back
below pre-crisis levels. The work that fi-
nancial institutions have done and con-
tinue to do to help homeowners complete
their HAMP modified loans is certainly
a part of this success.
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