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EXECUTIVE SUMMARY

The National Foreclosure Mitigation Counseling (NFMC) program is a special federal
appropriation, administered by NeighborWorks® (NW) America, that is designed to support a
rapid expansion of foreclosure intervention counseling in response to the nationwide
foreclosure crisis. As this is a federal appropriation, NW America must inform Congress and
other entities of the NFMC program'’s progress. The Urban Institute (Ul) was selected by NW
America to undertake a two-year evaluation of the NFMC program.

This report presents the results of preliminary analyses that attempt to measure the
effects of the NFMC program on counseled homeowners. We conducted a multivariate
statistical analysis on a sample of close to 61,000 loans to answer the following questions about
the NFMC program’s performance through December 2008.

e Did the NFMC program help homeowners avoid foreclosure?
e Did the NFMC program help homeowners cure an existing foreclosure?

o Did the NFMC program help homeowners receive loan modifications that resulted
in lower monthly payments than they would have otherwise received without
counseling?

This preliminary evaluation of program effects indicates that the initial answer to these
three questions is “Yes,” although the magnitude of the effects varies depending on the
particular outcome. As detailed further in this report:

e The NFMC program somewhat reduced the likelihood that counseled homeowners
would end up in foreclosure. We estimated that the NFMC program helped
approximately 880 clients avoid going into foreclosure through December 2008. That
is, the number of homeowners who were moderately delinquent (2 or 3 months) and
experienced a foreclosure would have been 4,975 compared to the 4,095 actual
foreclosures estimated. By helping to avoid these foreclosures, the NFMC program
created potential cost-savings of $33 million between January and December 2008.

e The NFMC program was even more effective at helping homeowners cure an
existing foreclosure. Many NFMC clients entered counseling already in foreclosure
(22 percent), or entered foreclosure after starting counseling (11 percent). During the
first year of the program, counseled homeowners were about 1.6 times as likely to

Vii
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get out of foreclosure, and avoid a foreclosure completion, than they would have
been had they not received NFMC counseling.

¢ Loan modifications received by NFMC clients resulted in significantly lower mortgage
payments than would have been received without the help of the program. Lower
monthly payments may help reduce the likelihood of a subsequent recurrence of
borrower mortgage problems. On average, we estimated that NFMC clients who
received loan modifications reduced their monthly payments by $454 more than they
would have without NFMC counseling.

Overall, our analysis of the NFMC program suggests that the program is having its
intended effect of helping homeowners facing loss of their homes through foreclosure. In
subsequent analyses, to be presented in the evaluation final report, we will estimate the
program’s impact on clients who received counseling services in 2009 and also observe loan
performance over a longer period of time, which will allow for a better measurement of the
overall impact of the NFMC program.

viii
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INTRODUCTION

The National Foreclosure Mitigation Counseling (NFMC) program is a special federal
appropriation, administered by NeighborWorks® (NW) America, that is designed to support a
rapid expansion of foreclosure intervention counseling in response to the nationwide foreclosure
crisis. The NFMC program seeks to help homeowners facing foreclosure by providing them with
much needed foreclosure prevention and loss mitigation counseling. NW America distributes
funds to competitively selected Grantee organizations, who in turn provide the counseling
services, either directly or through Subgrantee organizations.

As this is a federal appropriation, NW America must inform Congress and other entities
of the NFMC program’s progress. The Urban Institute (Ul) was selected by NW America to
undertake a two-year evaluation of Round 1 of the NFMC program.

This report presents the results of preliminary analyses that attempt to measure the
effects of the NFMC program on counseled homeowners. In previous analyses undertaken as
part of this evaluation, we reported, along with descriptive information on the characteristics of
homeowners and their mortgages, data on particular loan outcomes for persons served by the
NFMC program. These previously reported outcomes included (1) the share of NFMC clients
who received a loan modification and, for clients who received a loan modification, the type of
modification and (2) the last observed status for clients’ loans. These data indicated that about
11 percent of NFMC clients served through May 2009 received a loan modification, and that 27
percent of all NFMC clients had, as their loan status of May 2009, either entered or completed
the foreclosure process.

While these descriptive statistics provide useful information about what happens to
counseled homeowners, they do not answer the question that is of real interest from an
evaluation perspective: What would have happened to NFMC clients had they not used the
services offered by the program’s Grantees? If the NFMC program did not exist, presumably
some NFMC clients would have not taken any action to avoid foreclosure. Others might have (1)
attempted to self-cure their delinquency, (2) contacted their mortgage servicer to negotiate a
loan modification on their own, or (3) used the services of other counseling agencies not funded
by the NFMC program. Some persons would have been successful in avoiding foreclosure,
while others would not.

Furthermore, even with NFMC-provided counseling, it is not reasonable to expect that all
foreclosures could be avoided. For instance, some homeowners are in homes that they simply
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cannot afford. While counselors may be able to help some of these clients negotiate better
outcomes than foreclosure, some foreclosures are likely inevitable in such cases.

Therefore, the supposition of this evaluation is that the NFMC program has a positive
effect if it results in better outcomes for clients than would have been achieved without the
availability of services provided by NFMC Grantees. The NFMC program’s major objective is to
help homeowners avoid foreclosure. To evaluate the effectiveness of the program, we
conducted analyses to determine the following:

¢ Did the NFMC program help homeowners avoid foreclosure?
e Did the NFMC program help homeowners cure an existing foreclosure?

e Did the NFMC program help homeowners receive loan modifications that resulted
in lower monthly payments than they would have otherwise received without
counseling?

To answer these questions, we used a series of multivariate models to determine the
impact of counseling in each of the cases listed above. The models were estimated on a
representative sample of the approximately 300,000 homeowners who received NFMC
counseling during the first twelve months of the program (January through December 2008) and
a comparison sample of non-NFMC counseled homeowners. Our data included detailed
characteristics of the mortgage loans and borrowers, which were used to control for differences
between the two samples, as well as information on the performance of mortgage loans
(foreclosure and delinquency status) through December 2008. The size of the NFMC analysis
sample is approximately 61,000 loans.

This preliminary evaluation of program effects indicates that the initial answer to each of
these questions is “Yes,” although the magnitude of the effects varies depending on the
particular outcome. As detailed further in this report:

e The NFMC program somewhat reduced the likelihood that counseled homeowners
would end up in foreclosure. We estimated that the NFMC program helped 880
clients avoid going into foreclosure through December 2008. That is, the number of
homeowners who were moderately delinquent (2 or 3 months) and experienced a
foreclosure would have been 4,975 compared to the 4,095 actual foreclosures
estimated. By helping to prevent these foreclosures, the program created potential
cost-savings of $33 million in foreclosure avoidance between January and December
2008.

e The NFMC program was much more effective at helping homeowners cure an
existing foreclosure. Many NFMC clients entered counseling already in foreclosure
(22 percent), or entered foreclosure after starting counseling (11 percent). During the
first year of the program, counseled homeowners were about 1.6 times as likely to
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get out of foreclosure, and avoid a foreclosure completion, than they would have
been had they not received NFMC counseling.

e Loan modifications received by NFMC Grantee clients resulted in significantly lower
mortgage payments than would have been received without the help of the program.
Lower monthly payments may help reduce the likelihood of a subsequent recurrence
of borrower mortgage problems. On average, we estimated that NFMC clients who
received loan modifications reduced their monthly payments by $454 more than they
would have without NFMC counseling.

In the following sections of this report we discuss the results from models that estimate
the NFMC program’s effects on the three program objectives listed above: preventing
foreclosures, curing foreclosures, and payment reductions from loan modifications. This is
followed by an explanation of the methodology used, including the data and how the control
group was created; a discussion of the methodological challenges inherent in a statistical study
of this nature, how we compensated for these challenges and the possible implications for our
results. The report concludes with a brief overview of the preliminary policy conclusions that
might be drawn from our findings.

We emphasize again that these results are preliminary, based on an initial analysis of
data for only the first program year. The final analysis, to be presented in June 2010, will include
estimates of program effects for all homeowners counseled in Round 1 of the NFMC program
and will track outcomes over a longer period of time.
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DATA USED IN THE ANALYSIS

Three main data sources were used in the outcomes modeling analysis that is described
in this report. These sources include administrative data collected by NW America from NFMC
program Grantees on counseled homeowners, as well as two national data sources on
mortgage loans and borrowers in the U.S. In this section, we describe these three data sources
and explain how they were used to create a sample of NFMC counseled homeowners and a
comparison sample of non-counseled homeowners for our multivariate analysis. We also
describe the three outcome variables (time to foreclosure, foreclosure cure, and monthly
payment reduction from loan modification) and the other control variables used in our models,
including an explanation of how they were constructed using the available data.

NFMC Program Production Data

NFMC program Grantees are required to provide client-level data (referred to as
production data), along with quarterly reports on aggregate activity toward overall goals
established under the grant award. The production data are submitted by Grantees on an
ongoing basis through an electronic submission system. Production data consist of a record for
each “counseling unit” provided by the Grantee or Subgrantee to an individual homeowner.
Since an individual homeowner may receive both Level 1 and Level 2 counseling, these
sessions are counted and referred to as “units” of produced counseling.*

The production data provide the list of homeowners who have received NFMC program
counseling in some form and, therefore, constitute the treatment group for our analysis of
program impacts. The data consist of information on the counseled homeowner, including
identifying data (name, address), demographic characteristics, and household income;
information on the client’'s mortgage loan, including the current servicer, loan terms, and current
default status; and information on the type and amount of foreclosure mitigation counseling
received.

! The NFMC program recognizes three distinct levels of counseling services. In Level 1 counseling, the
NFMC Grantee or Subgrantee conducts a client intake process and develops a budget and a written action plan for
the client. After Level 1 counseling is completed, it is up to the client to follow through with any activities on the action
plan. In Level 2 counseling, the Grantee or Subgrantee verifies the client's budget and takes additional steps to
obtain solutions outlined by the action plan. Level 3 counseling is when Level 1 and Level 2 counseling are completed
in succession by the same Grantee or Subgrantee.
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Grantees also can report outcomes for each counseling unit, although outcome reporting
is not required for all counseling units in the production data. As discussed in a previous report
on the NFMC program, 28 percent of Level 1 counseling units in the first three months of the
program did not have a further reported outcome (Mayer et al. 2008: 46). Even for Level 2 and 3
counseling units, the Grantee-reported outcome might be “initiated forbearance agreement” (12
percent of first quarter counseling units) or “counseled and referred to another agency” (11
percent), which still leaves open the question as to whether the forbearance agreement was
sufficient to avoid foreclosure.

Given these limitations on Grantee-reported outcomes, to model the impacts of the
NFMC program on key outcomes of interest we needed to match the homeowners from the
production data with external data on mortgage performance. In addition, to model the “what if”
case of households who did not receive counseling, we needed an additional sample of loans
for non-NFMC program participants, including their outcomes regarding foreclosure. We used
data from LPS Applied Analytics, Inc. and from the Home Mortgage Disclosure Act, therefore, to
supplement the production data.

LPS Applied Analytics Loan Performance Data

LPS Applied Analytics, Inc., (LPS) is a commercial company that compiles home
mortgage performance data from large loan-servicing organizations. These data were originally
compiled by McDash Analytics, Inc., but that company was acquired by LPS in 2008. As of
December 2008, the LPS database covered nearly 60 percent of the active residential
mortgages in the United States. LPS compiles loan-level data from mortgage servicers,
including nine of the ten largest servicers in the U.S., and tracks several aspects of loan
performance for active mortgage loans. NW America has negotiated an agreement to purchase
LPS’s loan level database, which has approximately 30 million mortgage loan records, for use in
this study.

The LPS data include numerous characteristics of each mortgage loan, including the
borrower’s FICO score at loan origination, the original loan amount, the current interest rate of
the loan, the loan type (fixed rate, adjustable rate, option ARM), and the ZIP code of the
mortgaged property. The data also track various loan performance indicators, including when a
borrower defaulted on a loan and whether the loan has gone into foreclosure. The LPS loan
performance data are updated monthly, which permits tracking of delinquency and foreclosure
status on a month-to-month basis.

Home Mortgage Disclosure Act Data

The Home Mortgage Disclosure Act (HMDA), enacted in 1975, requires most lending
institutions to report detailed data on mortgage application outcomes and approved loans to the
Federal Financial Institutions Examination Council. HMDA data are routinely used to determine
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if housing credit needs are being met in particular neighborhoods and to identify discriminatory
lending patterns. HMDA data are released publicly on an annual basis and the public data
include the fields such as the race, sex, and income of the borrower; the loan amount and type;
and the census tract of the mortgaged property. For this analysis, we had access to national
loan-level HMDA data from 2002 through 2007.

We used the HMDA data to link additional borrower characteristics with the LPS data.
Furthermore, since census tract is reported on the HMDA data, by combining LPS and HMDA
records we were able to link additional census tract information for both counseled and non-
counseled loans. These census tract characteristics allowed us to control for neighborhood
effects in our models.

NFMC Analysis Sample

Data for this analysis was drawn from 300,685 NFMC “counseling unit” records reported
to NW America, as of February 9, 2009, for clients who received counseling services between
January and December 2008. A counseling unit refers to a client who received one or more
counseling sessions at a given level of service from the same Grantee. It is possible, however,
for a person to receive counseling at different levels from the same Grantee or to receive
counseling from different Grantees. These would be reported in the NFMC program production
data as separate counseling units. We were able to filter out multiple instances of counseling
provided to the same homeowner, however, through our match with the LPS database.?

The NFMC counseling unit records were matched to the LPS database by the loan
servicer name and the servicer’s loan identification number. While these two pieces of
information are included in the data reported by NFMC Grantees, they are not included in the
data provided by LPS for the NFMC evaluation. LPS does, however, maintain this information in
its internal database. Therefore, LPS was able to match the loan servicer and loan identification
number reported by the NFMC Grantees to the corresponding fields in their database and
provide the internal loan identification number for those loans. This information was used to
append the LPS loan information to the NFMC counseling records.

The match between the NFMC and LPS databases was not 100 percent successful.
First, the LPS database covers about 60 percent of U.S. mortgages, so some NFMC-counseled
loans may simply not be in the database. In addition, some loans in the LPS database do not
contain real servicer loan identification numbers, but rather an internal number generated by the
servicer solely for LPS reporting purposes. These loans could not, therefore, be matched.® In

2 About 10 percent of the matched LPS loans corresponded to two different NFMC-reported counseling
units; less than 0.3 percent to three or four counseling units.

% The lack of real loan identification numbers for particular servicers is a possible source of selection bias in
our sampling methods. This is discussed further in the Potential Modeling Issues section (p. 21).
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addition, errors in reporting or recording data in either the LPS or NFMC databases would result
in match failures. While all of these issues likely affected the ability to match loans between the
NFMC and LPS databases, it is not possible to determine accurately how much each factor
contributed to lowering the overall match success rate.

The matching process resulted in 72,251 unique LPS loans matched to NFMC
counseling units, a match rate of 24 percent.* Although not randomly selected, a comparison of
the NFMC-LPS matched loans with the NFMC population revealed that, based on key
observable characteristics such as borrower age, borrower income, type of mortgage, amount of
monthly payment, loan delinquency status, and level of counseling provided, the matched loans
constitute a representative sample of all the NFMC clients counseled in the first twelve months
of the program (Mayer et al. 2009: appendix D).

As noted earlier, HMDA data were also used in the analysis to add consistent race,
ethnicity, and census tract characteristics to the loan records. Since these variables were seen
as potentially key predictors of the foreclosure outcomes that we were studying, we felt that it
was important to include them in our models. Since our HMDA data only included loans
originated between 2002 and 2007, we were limited to matching HMDA characteristics to NFMC
counseled loans of this vintage. Fortunately, the vast majority of NFMC-counseled mortgages
(95 percent) were originated between 2002 and 2007.

The methodology for matching the loan records to the HMDA data is described in
Appendix A. Because there were no unique identifiers that could be used to match data directly
between the two sources, we matched on several loan characteristics, including ZIP code,
origination year, and original loan amount. Because our analysis required an exact match, we
excluded any loans where the matching was ambiguous; that is, where there was more than
one HMDA loan that met the match criteria for a given NFMC/LPS loan. Despite these stringent
matching requirements, a much higher match rate was achieved than with the LPS match. Out
of the original 72,251 LPS-matched loans, 60,892 were successfully matched to HMDA records
and were therefore available for use in the multivariate analysis as the NFMC analysis sample.

Non-NFMC Analysis Sample

As noted in the introduction, the performance of the NFMC program should be assessed
relative to what would have happened had counseling services provided by NFMC not been
available. To make this comparison, we selected a group of non-counseled homeowners

“Ina very small number of cases (15) the same NFMC counseling unit matched against multiple LPS loan
records. These counseling units were deleted from the analysis. In a larger share (15,446 counseling units), the same
LPS loan was matched to multiple counseling unit records. In these cases, the counseling unit with the highest level
of counseling service provided was retained. In cases where two or more units had the same highest level of
counseling, the record with the latest counseling intake date was kept.
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against which performance of loans for NFMC-counseled homeowners can be compared. The
method we used to draw the comparison sample attempted to match selected characteristics of
loans in the NFMC sample. In addition, we used multivariate analysis to control for any
differences between the two sets of loans that might affect the outcomes of interest.

The “gold standard” for evaluation analysis is an experimental design with random
assignment of treatment. In this study design, homeowners seeking counseling services would
be randomly assigned to two groups — one that would receive counseling services and one that
would not. The two groups would then be followed and any differences in outcomes between
the two could reasonably be attributed to the effect of the counseling.

The virtue of the experimental design is that, if done properly, the two groups should be
indistinguishable from each other in both observable and unobservable characteristics, except
for the fact that one group received counseling. The NFMC program was not set up as an
experimental design, however, so differences between the counseled homeowners and the
comparison group of non-counseled homeowners must be controlled for using statistical
methods. In this analysis, therefore, we used three different multivariate modeling techniques
(proportional hazard models, logistic regression, and ordinary least squares regression), which
allowed us to control for differences in characteristics between the counseled and non-
counseled loans.

For the purposes of modeling program effects, we selected a group of mortgage loans
that did not receive NFMC counseling to serve as a “comparison sample” in our model
estimations. One possible method for selecting the comparison sample would have been to
choose randomly a portion of loans among those LPS database records that were not matched
to NFMC loans. We chose not to use this approach because NFMC clients have characteristics
that are very different from the overall population of residential mortgages. For one, NFMC
clients are much more likely to be delinquent on their loans than homeowners in general. Close
to 75 percent of NFMC clients were delinquent on their mortgage when they enter into
foreclosure prevention counseling, compared to an overall delinquency rate of 9.73 percent for
all mortgages as of December 31, 2008 (LPS 2009). As a consequence, a randomly chosen
sample of all U.S. mortgages that did not receive NFMC counseling would almost certainly yield
a group of loans that was quite different from the NFMC-counseled population in a number of
important respects.

While many of these variations between the NFMC loans and a random sample of non-
NFMC loans could have been controlled for in the subsequent modeling, the large differences in
the distributions of the control variables would reduce the efficiency of the model estimates, as
well as possibly increase the impact of selection bias. We discuss the issue of selection bias in
the Potential Modeling Issues section later in this report (p. 21). The issue of efficiency of the
model estimates can be described as follows: Suppose that almost all of the NFMC loans were
adjustable rate mortgages and almost all of the non-NFMC loans were fixed rate. It would be
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very difficult (if not impossible) to separate statistically the effect of the NFMC program on
foreclosures from the effect of the mortgage type on foreclosures since there would be very few
loans of the same type that were in different treatment groups. The problem, therefore, is not
that we would get the wrong answer regarding NFMC impacts, but rather that we would get no
answer at all. By having NFMC and non-NFMC samples that are relatively similar on observable
borrower and loan characteristics, our models will be more likely to separate program effects
from other statistical “noise.”

Therefore, instead of a random sample, we chose a comparison sample by
implementing a “propensity scoring model” to match the characteristics of the NFMC and non-
NFMC samples as closely as possible on several important dimensions. A propensity scoring
model is a technique for drawing matched data samples based on a set of common
characteristics.® For each loan in the NFMC sample, the propensity scoring model found the
closest match among the non-NFMC loans in the database. The propensity scoring model
matched NFMC and non-NFMC samples using the following characteristics as of January 2008,
the start of the NFMC program observation period:

e Year of loan origination.

e Current interest rate.

o Whether the loan was fixed or adjustable rate.
¢ Months delinquent.

o Whether the loan was in foreclosure.

o Whether the loan was in the portfolio of Fannie Mae or Freddie Mac; was
held in a private portfolio; was a private securitized loan; or was owned by
another entity.

e State where the mortgaged property was located.

The propensity scoring model was run against the 60,892 NFMC analysis sample and
149,263 LPS loans originated between 2002 and 2007 that were not matched to NFMC records
but that were matched to HMDA (using the methods described in Appendix A). The 149,263
LPS loans were presumed not to have received NFMC counseling. Nonetheless, we must
acknowledge that some of these homeowners may have received foreclosure counseling from
some other program. It is also possible that some may have received counseling from the
NFMC program itself but could not be matched to the LPS database because they were not in
the LPS universe of loans, because they were in the portfolio of a servicer that did not report
loan identification numbers to LPS, or because of data errors in the matching variables.

® We used a version of the propensity scoring match algorithm implemented as a SAS macro by Parsons
(no date) to select our comparison sample.

10
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As shown in tables 1 and 2, the NFMC sample and the non-NFMC sample selected by
the propensity scoring model match very well on many of the selected characteristics. The
largest discrepancies are in the shares of adjustable rate loans and private securitized loans
and in the current interest rate, which are all higher in the NFMC sample. We controlled for
differences in these characteristics in the multivariate analysis. The foreclosure and delinquency
statuses of the two sets of loans as of January 2008 were quite similar, however, which
indicates that the two samples match well on the extent to which borrowers were in difficulty
prior to the start of the NFMC program.

We emphasize, however, that the success of our modeling does not depend on the
NFMC and non-NFMC samples matching exactly. To the extent that we are controlling for
characteristics that affect our foreclosure outcomes, differences between the two samples
should not bias our modeling results. There are, nonetheless, some possible sources of bias in
our data that we address in the Potential Modeling Issues section of this report (p. 21).

11
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Table 1: Comparison of NFMC and Non-NFMC Analysis Samples by

Loan Characteristics as of January 2008

NFMC Sample Non-NFMC Sample
Number of loans 60,892 60,892
Percent by loan origination year
2002 2.7 2.7
2003 6.0 5.8
2004 9.0 8.9
2005 221 22.3
2006 37.1 375
2007 231 22.9
Average interest rate (%) 7.4 6.7
Percent of adjustable rate loans 47.6 28.1
Percent by investor
Fannie Mae/Freddie Mac 29.6 24.9
Private securitized 48.9 32.0
Private portfolio 10.9 14.3
Other 10.6 28.8
Percent by delinquency status
Current 62.7 62.5
1 month 13.3 13.3
2 months 7.0 6.9
3 months 4.1 4.2
4+ months 12.8 13.1
Percent in foreclosure 5.3 5.7

Source: Authors’ calculations from NFMC program data and LPS loan performance data for Jan. 2008.
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Table 2: Comparison of NFMC and Non-NFMC Analysis Samples by State

NFMC Sample Non-NFMC Sample
Number of loans 60,892 60,892
Percent by state

Alabama 0.7 0.7
Alaska 0.1 0.1
Arizona 3.1 3.2
Arkansas 0.3 0.3
California 18.5 18.6
Colorado 2.9 2.7
Connecticut 1.3 1.1
Delaware 0.5 0.4
District of Columbia 0.4 0.4
Florida 7.5 7.9
Georgia 4.2 4.3
Hawaii 0.1 0.1
Idaho 0.1 0.1
Illinois 5.0 5.0
Indiana 1.1 1.1
lowa 0.8 0.8
Kansas 0.4 0.4
Kentucky 1.0 1.0
Louisiana 0.4 0.5
Maine 0.2 0.2
Maryland 5.1 5.0
Massachusetts 2.4 2.3
Michigan 4.7 5.0
Minnesota 1.7 1.6
Mississippi 0.6 0.7
Missouri 2.3 2.3
Montana 0.1 0.1
Nebraska 0.2 0.2
Nevada 25 2.6
New Hampshire 0.3 0.3
New Jersey 2.1 2.2
New Mexico 0.3 0.3
New York 2.8 2.8
North Carolina 25 25
North Dakota 0.0 0.1
Ohio 5.4 5.1
Oklahoma 0.5 0.6
Oregon 0.6 0.5
Pennsylvania 4.0 3.8
Rhode Island 0.8 0.8
South Carolina 1.1 1.1
South Dakota 0.2 0.2
Tennessee 2.0 2.0
Texas 3.6 3.6
Utah 0.3 0.3
Vermont 0.0 0.0
Virginia 25 2.6
Washington 11 11
West Virginia 0.2 0.2
Wisconsin 1.3 1.3
Wyoming 0.0 0.0
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Outcome Variables

Our preliminary analysis of the effects of the NFMC program focused on three key
outcomes of interest:

e Did the NFMC program help homeowners avoid foreclosure?
e Did the NFMC program help homeowners cure an existing foreclosure?

e Did the NFMC program help homeowners receive loan modifications that resulted
in lower monthly payments than they would have otherwise received without
counseling?

To measure these effects, we used the data sources described above to construct
outcome variables corresponding to each of the above questions for both the NFMC and non-
NFMC loan samples.

Foreclosure avoidance

Foreclosure is a common outcome in modeling loan performance (Coulton, et al. 2008;
Elmer and Seelig 1998; Gardner and Mills 1989; Newberger 2006; Quercia, McCarthy, and
Stegman 1995; Quercia, Stegman, and Davis 2005). Foreclosure can be a drawn out process,
often lasting several months or more, by which a lender seeks to sell a mortgaged property to
recover an unpaid debt obligation. The foreclosure process usually is initiated by the loan
servicer when the homeowner is three months behind, or more, on monthly mortgage
payments, but individual servicers and lenders have different procedures for deciding when to
start a foreclosure process in particular circumstances. In addition, states and localities have
differing laws and regulations covering the foreclosure process, which affect the initiation,
duration, and completion of a foreclosure.

Our first foreclosure outcome of interest is foreclosure avoidance; that is, successfully
avoiding the start of the foreclosure process by the loan servicer. Homeowners who were
current on their mortgage payments, or delinquent but not sufficiently so to have received a
foreclosure notice, were the eligible population for foreclosure avoidance in this analysis. Using
the loan performance data from LPS for all homeowners in the analysis samples who were not
in foreclosure as of January 2008, we tracked whether a foreclosure start was recorded
between January and December 2008. Homeowners who did not have a foreclosure start were
deemed to have avoided foreclosure during the twelve month observation period.

If a foreclosure start was reported, we measured the number of days from the start of the
observation period (January 1, 2008) to the date when the foreclosure was initiated. For the
foreclosure avoidance analysis, we modeled the “time to foreclosure” (in days) as the outcome
of interest. The NFMC program would be deemed to have a positive effect on this outcome if
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counseled homeowners experienced a longer average time to foreclosure than non-counseled
homeowners.

Foreclosure cure

A second key outcome of interest is whether, once a foreclosure process has started,

NFMC counseling was effective in helping homeowners avoid losing their home to a foreclosure
sale. We refer to this outcome as a “foreclosure cure.” In ideal circumstances, the homeowner
would be able to remain in the home by becoming current on their loan, possibly through a loan
modification or refinancing. We also counted as a foreclosure cure, however, cases where the
homeowner lost the home through a property sale, including a short sale, because this outcome
is considered, in general, more advantageous to the client than a foreclosure sale, which would
have a severely negative impact on the borrower’s credit score.

The population of loans eligible for a foreclosure cure in this analysis were all those that
were in the foreclosure process sometime between January and December 2008, including
those whose foreclosure may have started prior to January 2008. For NFMC clients, this
included both loans that entered foreclosure prior to the homeowner seeking counseling and
those that entered foreclosure after starting counseling. In each month from the foreclosure
start, we track the LPS data to see if the loan exited foreclosure without ending up in foreclosure
sale or as a real estate owned (REO) property. As noted above, cases where the loan is paid in
full through a refinancing or property sale are also counted as a foreclosure cure. (The LPS data
do not permit allow one to distinguish between full price sales, short sales, and mortgage
refinancings.) To account for variation in the length of current foreclosure spells, we also
measured the number of months that the loan had been in foreclosure and included this as an
explanatory variable in our models of foreclosure cure.

Reduction in monthly payment from loan modifications

Previous analyses of outcome data for the NFMC program have highlighted the
importance of loan modifications in achieving successful outcomes for troubled homeowners.
NFMC-counseled homeowners who received loan modifications were less likely to either have
their loan go into foreclosure or to have a foreclosure completed after the start of counseling,
compared to NFMC clients who did not receive a loan modification (Mayer, Temkin, and Tatian
2009). Other research on loan performance has also highlighted a positive relationship between
better mortgage outcomes (such as foreclosure avoidance and reduced delinquency recidivism)
and significant reductions in monthly loan payments (Office of the Comptroller of the Currency
and Office of Thrift Supervision 2009). Therefore, to the extent that NFMC Grantees were able
to help homeowners obtain more beneficial loan modifications from lenders, one would expect
to see improved client outcomes, making payment reduction a potentially important intermediate
outcome of the NFMC program.
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While the LPS data track several characteristics of the mortgage loan, including current
monthly payment® and interest rate, there is no specific flag in the database to indicate a loan
modification. Based on our analysis of the LPS data, we created a series of criteria to identify
loan modifications based on changes in the monthly loan characteristics.

1. Mortgage modified by lowering interest rate only: For fixed rate mortgages, if the
interest rate was reduced from one month to the next, by any amount, this was
identified as a lower interest rate modification.

If the loan was an adjustable rate mortgage (ARM), we determined whether the
reduction in interest rate between one month and the next exceeded a pre-
determined threshold and, if so, identified this as a lower interest rate modification:’

o For ARMs with one-month reset periods where the next payment due date
was one month after the previous payment due date (that is, where the
borrower either remained current or stayed the same number of months
delinquent as they were previously), the threshold was 100 basis points.

o For ARMs using the COFI index (San Francisco Eleventh District Cost of
Funds?®), the threshold was 200 basis points.

e For all other ARMs, the threshold was 300 basis points.

2. Mortgage modified by increasing loan term only: Remaining term of the loan
increased from one month to the next.

3. Mortgage modified by lowering loan principal only: If the difference between the
previous principal balance and the current principal balance was at least $5,000
greater than the maximum possible change in principal balance within the loan’s
terms, the loan was flagged as a lower loan principal modification. Only loans that
were not paid in full and did not have a foreclosure completed in the month of the
principal drop were flagged as a lowered-principal modification.

6 Monthly payment includes amounts paid by the homeowner to the loan servicer for mortgage principle,
interest, taxes, and insurance.

" The LPS data do not provide enough information to determine, with certainty, when an ARM should reset
and how much the reset payment should be. Therefore, some observed ARM rate reductions may result from the
index declining from its previous reset period and not from a loan modification. Because of this, to identify interest
rate modifications we used a conservatively large threshold, represented by the maximum decline in an index
between January 2008 (when the first NFMC client was reported into the system) and February 2009.

8 The COFI is a common index used to adjust the interest rates of ARMS. It reflects the weighted-average
interest rate paid by 11th Federal Home Loan Bank District (Arizona, California, and Nevada) savings institutions for
savings and checking accounts, advances from the Federal Home Loan Bank, and other sources of funds.
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4. Mortgage modified with a combination of lower interest rate, longer term
and/or lower principal: Any combination of the three modifications above.

If none of the above changes were observed, those loans were flagged as not having
been modified in that month. Because we were only interested in identifying modifications that
would likely lower the probability of a foreclosure, we deliberately set thresholds for loan
modifications that were likely to result in lower monthly payments for homeowners. Indeed,
applying these criteria to the NFMC-counseled loans showed that over 80 percent of the above-
identified modifications resulted in a lower monthly mortgage payment.

Control Variables

Many factors, apart from counseling, potentially have an impact on whether a home
ends up in foreclosure. The more we are able to measure and include such factors in our
analysis, the better our models would be able to isolate and estimate the impact of counseling in
particular. The existing literature on loan performance and the impacts of counseling helps
identify many of the likely factors. Our own early reconnaissance and initial look at NFMC
quarterly report material further filled in and refined the list (Mayer et al. 2008). The data
available to us, of course, limits the variables we can actually employ.

In initial modeling attempts, we used a list of some 85 characteristics, including the state
of residence, as control variables in our models. Based on initial model runs, many of these
characteristics proved to have no statistically significant impact on foreclosure outcomes. This
extensive list of controls also challenged the capacity of our computer hardware and software
and, because combinations of them could be closely correlated with each other, made it difficult
to obtain reliable estimates of the model parameters. For these reasons we filtered down our
variable list to those that proved statistically significant in many, if not all, of the model
alternatives. These variables are listed in table 3. (Summary descriptive statistics for these
variables are provided in appendix B.)

Most of these explanatory variables are standard borrower and mortgage characteristics
that are often included in models of loan performance. A few deserve some explanation,
however. A series of status at intake variables were used to control for the fact that, while the
NFMC and non-NFMC samples were initially matched based on delinquency status as of
January 2008, the performance of these loans turned out to be quite different in later months.
For example, while the share of NFMC and non-NFMC sample loans that were current on their
mortgage payments as of January 2008 were virtually identical (63 percent each), by June only
51 percent of the NFMC loans that had not yet entered counseling were current, compared to
69 percent of the non-NFMC loans. By December, the share of NFMC loans that were current
had dropped to 29 percent, while the non-NFMC loans had held steady at 65 percent.

This was somewhat unexpected, given that we initially thought that matching on
delinquency status at the beginning of the year would yield two samples of loans with
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reasonably similar performance profiles. To control for these differences, we included variables
in the model that represented whether the loan was one, two, three, or four or more months
delinquent as of the month when the NFMC loan entered counseling. For the non-NFMC loans,
the status variable was based on the month during which that loan’s matched NFMC pair
(selected from the propensity scoring model) entered counseling. °

To control for surrounding community effects on foreclosures, we included two measures
of neighborhood quality, both derived from HMDA data for 2006 and 2007: the home mortgage
approval rate and the median value of new home purchase mortgages. Both of these variables
were identified as key measures of neighborhood quality by Galster, Hayes, and Johnson
(2005).

We also included a control variable for mortgages with a loan-to-value (LTV) ratio at
origination not equal to 80 percent. This variable is included because the LTV may not reflect all
mortgages originated to a property’s owner. In particular, owners may finance a purchase with
both a first lien mortgage and a second lien or piggyback loan. Unfortunately, it is not possible in
the LPS database to match first lien mortgages with corresponding second liens, so secondary
financing cannot be observed directly. As noted in Foote, et al. (2009), however, a large number
of loans in the LPS database have LTV at origination equal to 80 percent, which strongly
suggests that these loans were accompanied by a second mortgage. To control for the impact
of second liens on loan performance outcomes, the “LTV not equal to 80 percent” dummy
variable estimates any decrease in risk for homes purchased without piggyback loans.

We had initially planned to use the income data from HMDA so that household income
could be used as a control in our NFMC vs. non-NFMC models. We had a large number of
observations with missing income data, however, among our HMDA-matched records. Our
initial analysis suggested that the absence of the income variable did not affect our results, so
we omitted this variable rather than delete large numbers of observations from our analysis
sample.

® For the final modeling analysis, we are considering revising our comparison sample selection procedure so
that we match the non-NFMC and NFMC loans based on the loan status during the month that the NFMC loan
entered counseling, rather than at a fixed point in time.
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Table 3: Explanatory Variables Used in Models

Variable Label

Description

Status at intake

Black borrower

Hispanic borrower

Asian/PI borrower

Other race borrower
FICOI/Credit Score — Original
Current Interest Rate

Grade B/C mortgage

ARM loan
Option ARM loan
Agency loan
Jumbo loan
Portfolio
Government

Home mortgage approval rate
(%), 2006-07

Mortgage Originations Median
Amount Home Purchase - In
Thousands

Monthly unemployment rate (%)

for MSA

Change in unemployment. rate

since Jan. 08

Quarterly housing price index

Change in HPI since Q1-08

Year Originated

Number of months delinquent (1, 2, 3, 4 or more). For NFMC
loans, the status is as of the month when client entered
counseling; for non-NFMC loans, the status is as of the month
when the loan’s matched NFMC pair entered counseling.

Equals 1 if client is African-American.*
Equals 1 if client is Hispanic/Latino.*

Equals 1 if client is Asian or Pacific Islander.*
Equals 1 if client is other race.*

Client’'s FICO score at origination.

Current interest rate of client’s loan (%).

Equals 1 if loan is subprime (grade B or C as reported by
mortgage servicer in LPS data).

Equals 1 if loan is an ARM.

Equals 1 if loan is an Option ARM.

Equals 1 if loan is a Fannie Mae or Freddie Mac loan.
Equals 1 if client’'s loan was a jumbo loan at origination.
Equals 1 is loan is held in portfolio by the originator.
Equals 1 is loan is government insured.

Percentage of loan applications that were approved between
2006 and 2007 in census tract in which client’'s home is
located.

Median purchase loan amount for mortgages originated in a
client home’s census tract between 2006 and 2007.

Unemployment rate reported by the Bureau of Labor Statistics
for the MSA or state in which the client’'s home is located.

Ratio of the current month’s unemployment rate to the January
2008 rate, multiplied by 100. (A value of less than 100 means
that unemployment declined during the period.)

The Federal Housing Finance Agency (FHFA) quarterly house
price index for the MSA or state in which the client's home is
located.

Ratio of the current quarter's FHFA house price index to the
first quarter 2008 index value, multiplied by 100. (A value of
less than 100 means that housing prices declined during the
period.)

Dummy variables for loans originated in 2003, 2003, 2004,
2005, 2006 or 2007. (2002 is the reference category.)
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Variable Label Description

Loan-to-value