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	DEPARTMENT OF VETERANS AFFAIRS

Regulation Policy and Management (02REG)

Office of the General Counsel

Washington, D.C.  20420


                                                                    

In Reply Refer to: 02REG

Date:  December 23, 2010

From:
Chief Impact Analyst (02REG)

Subj:
Economic Impact Analysis for RIN 2900-AN78, Loan Guaranty Revised Loan Modification Procedures
To:
Director, Regulations Management (02REG)


I have reviewed this rulemaking package and determined the following.

1.  This rulemaking will not have an annual effect on the economy of $100 million or more, as set forth in Executive Order 12866.  

2.  This rulemaking will not have a significant economic impact on a substantial number of small entities under the Regulatory Flexibility Act, 5 U.S.C. 601-612.   

3.  This rulemaking will not result in the expenditure of $100 million or more by State, local, and tribal governments, in the aggregate, or by the private sector, under the Unfunded Mandates Reform Act of 1995, 2 U.S.C. 1532. 

4.  Attached please find the relevant cost impact documents. 

(Attachment 1):  Agency’s Impact Analysis, dated December 16, 2010
(Attachment 2):  CFO Concurrence memo, dated December 16, 2010

Approved by:
Michael P. Shores (02REG)
Chief, Impact Analyst

Regulation Policy & Management

Office of the General Counsel

Copy Furnished to:

Mark Seastrom (041E)

Chief, Benefits Division

Office of the Budget

(Attachment 1)

Impact Analysis for RIN 2900-AN78/Workplan 2008-058 
Title of Regulation:  Loan Guaranty Revised Loan Modification Procedures 
Purpose:  To determine the economic impact of this rulemaking. 
Background: The Department of Veterans Affairs (VA) Loan Guaranty Service is amending its regulations related to modification of guaranteed housing loans in default.  Specifically, changes are made to requirements related to maximum interest rates on modified loans, and to items that may be capitalized in a modified loan amount.     
Currently, 38 CFR 36.4815(c) establishes the maximum interest rate on a loan modified by a lender as the previous month’s GNMA (Government National Mortgage Association) rate, plus 0.5 percent.  Since the majority of VA-guaranteed loans are placed in GNMA pools, by allowing the maximum rate on a modified loan to equal that of a newly originated loan, we believed that the mortgage industry would be able to easily modify loans to help veterans avoid foreclosures and place those modified loans in new GNMA pools.  However, it appears that this requirement is not as effective as VA had hoped in helping veterans avoid foreclosure through loan modifications.  VA-guaranteed loans that are held by State housing authorities often specifically prohibit changes in the interest rate when modifying loans.  In addition, other investors who purchase VA-guaranteed loans, relying upon the fixed-rate feature of most VA loans, are unwilling to allow modifications at different rates.  As a result, the existing regulations make it difficult for veterans to obtain loan modifications at different rates.

In light of these impediments, VA is amending 38 CFR 36.4815 to state that the interest rate on a modified VA-guaranteed loan may not exceed the higher of the existing rate, or 50 basis points above the most recent Freddie Mac Weekly Primary Mortgage Market Survey Rate for 30-year fixed-rate conforming mortgages (U.S. Average), rounded to the nearest one-eighth of one percent (0.125%), as of the date the Modification Agreement is executed.  This will enable veterans to receive the benefits of capitalization or extension on a modified loan even when the interest rate does not change due to State housing agency authority or other investor prohibitions.

Assumptions:  By enabling VA-guaranteed loan servicers the opportunity to modify certain previously excluded loans, VA expects to see a minor increase in the number of Veteran borrowers receiving loan modifications and retaining their homes.  These additional loan modifications would also help reduce the number of alternatives to foreclosure (i.e. compromise sales or deeds in lieu of foreclosure) and to a lesser extent, foreclosures.
Methodology:  VA expects an additional 100 Veteran borrowers will receive loan modifications each year because of this regulation change.  These 100 additional Veteran borrowers would have previously been likely to agree to an alternative to foreclosure, since they exhibit a greater willingness to follow through on their loan commitments.  The average claim amount paid in 2010 was approximately $30 thousand (from Oct 2009 – Feb 2010).  The yearly claim amount savings (100 Veteran borrowers x $30 thousand in avoided claims) were deducted from the President’s budget projected default claim payments in order to determine the impact on the loan subsidy rates.  These subsidy rates include the new loans anticipated by this proposed regulatory change.  There is no displayed impact on the 2011 Budget subsidy rates due to rounding and a small dollar impact across all loan cohorts going back to 1992.  The subsidy rate change in 2012 is due to a minor rounding error (i.e., 2012 base subsidy rate = 0.375 rounded to 0.38 and 2012 impact rate = 0.373).  Further, the cost estimates on the anticipated loan modifications were based on application of Circular A-11, Section 185.7. 
Estimated Impact: This regulatory change results in a one-year modification of subsidy cost savings of $4.2 million in FY2011 and a 10-year cost savings of $5.3 million (FY2012 – FY2020).  Since additional Veteran borrowers would receive loan modifications (as opposed to alternatives to foreclosure and foreclosures) as result of this regulation change, their modified loans would remain in good standing and not result in a net loss to lenders or VA.  

Submitted by:

Name: Alberto Planas

Title: Management Analyst

Office: Loan Guaranty Service

December 16, 2010

(Attachment 2)

Department of


  Memorandum
Veterans Affairs

Date:  December 16, 2010

From: Chief Financial Officer (24)

Subj:  Loan Guaranty Revised Loan Modification Procedures (RIN 2900-AN78/Work Plan 2008-058)

To: 
 Director, Loan Guaranty Service (26)

1. The Office of Resource Management (ORM) has reviewed the impact analysis associated with Loan Guaranty Revised Loan Modification Procedures (Work Plan 2008-058).  The Department of Veterans Affairs (VA) expects an additional 100 Veteran borrowers per year will receive loan modifications by lenders under this proposed procedural change.  VA assumes (1) inverse linear relationship between the proposed loan modifications and the President’s budget projected default claim payments and (2) fully successful proposed loan modifications. 

The procedures are expected to reduce default claim payments from the loan guarantee program.  This may result in estimated subsidy savings of about $5.3 million.  The table below shows workload assumptions for the procedures and related loan subsidy results.  The procedures are scored against the FY2011 President’s Budget assumptions.    

	Fiscal Year
	# of Add'L Loan Mods
	Avg Claim Amt($)
	$ of Avoided Claims
	Modification of Subsidy ($)
	Original Subsidy ($)
	Cost ($)

	2010
	50
	30,023
	1,501,150
	 
	 
	 

	2011
	                    100 
	                 30,774 
	3,077,358
	-4,234,249
	0
	-4,234,249

	2012
	100
	31,543
	3,154,291
	 
	-1,102,495
	-1,102,495

	2013
	100
	32,331
	3,233,149
	 
	0
	0

	2014
	100
	33,140
	3,313,977
	 
	0
	0

	2015
	100
	33,968
	3,396,827
	 
	0
	0

	5-Year Total
	500
	 
	16,175,602
	-4,234,249
	-1,102,495
	-5,336,744

	2016
	100
	34,817
	3,481,748
	 
	0
	0

	2017
	100
	35,688
	3,568,791
	 
	0
	0

	2018
	100
	36,580
	3,658,011
	 
	0
	0

	2019
	100
	37,495
	3,749,461
	 
	0
	0

	2020
	100
	38,432
	3,843,198
	 
	0
	0

	10-Year Total
	1,000
	 
	34,476,811
	-4,234,249
	-1,102,495
	-5,336,744

	10-Year + 2010
	1,050
	 
	35,977,961
	-4,234,249
	-1,102,495
	-5,336,744

	FY 2010 average claim amount is from Oct. 2009 - Feb. 2010 with annual growth rate of 2.5%
	
	

	Original Subsidy change is due to subsidy rate rounding
	
	
	


2. Questions regarding this cost analysis may be directed to Wesley Romans, ORM (245).
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