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■ WIZ PCi Corp. has launched its
newest compliance tool. 4

■ BANG The MBA reports that foreclo-
sures hit a record level, but the news
isn’t all bad. 6

INSIDE 

A number of experts have been
warning that historically-low inter-
est rates and high levels of debt
could get home equity borrowers
into trouble should the country’s
economic situation worsen. 

Consequently, home equity
lenders should take heed of the fact
that defaults on Federal Housing
Administration-insured loans
jumped 40 basis points in the first
quarter to 5% as the economic
recession and adverse selection
continues to take its toll on the
FHA’s single-family portfolio.

The latest data from the Depart-
ment of Housing and Urban Devel-
opment also shows that the FHA is
experiencing an increase in fore-
closures and its single-family port-
folio is shrinking.

FHA single-family loans in
default hit 5.06% at the end of the

first quarter, up from 4.64% in the
fourth quarter. The last time it hit
5% was probably back in the
1980s, some experts said.

HUD defines defaults as loans
that are at least 90 days past due or
in foreclosure.

In comparison, delinquency
data provided by the Mortgage
Bankers Association show the
default rate (using HUD’s defini-
tion) is 1.30% for conventional
loans and 10.55% for subprime
loans.

HUD has been forecasting that
the FHA default rate would be
5.1% at the end of fiscal year 2003,
which is Sept. 30.

This forecast also shows that
the increase in defaults is occurring
mostly in the FHA’s fixed-rate
mortgages, not its adjustable-rate
mortgages. 

HUD is projecting that the
default rate on its FRMs will jump
50 basis points during FY 2003 to
4.99% by Sept. 30.

Lenders generally agree that
the credit quality of the FHA’s
portfolio has been deteriorating as
its best customers refinance into
conventional loans. 

Meanwhile, more creditworthy
first-time homebuyers who used to
get FHA loans are opting for less
expensive conventional products
that Fannie Mae and Freddie Mac
purchase.

The National Association of
Home Builders recently told the
Senate Banking Committee that
the FHA has been experiencing
higher default rates in recent years
as Fannie Mae and Freddie Mac
have been pushed to increase their
purchases of affordable housing
loans.

“Excessive (affordable) hous-
ing goals for Fannie Mae and Fred-
die Mac would exacerbate this
trend and could have damaging
effects on the FHA fund,” NAHB
first vice president James Rayburn
warned the senators.

HUD is due to re-adjust the

Defaults Up on FHA, Is HE Next?

Short 
Cuts

COMFORT ZONE
Standard & Poor’s, New York, has
revised the “form of comfort” it will
request for the securitization of pre-
payment penalties. For transactions
closing on or after July 1, the rating
agency will request new representa-
tions and warranties from lenders.

FEELING BETTER
Abby Joseph Cohen, managing
director of investment research for
Goldman Sachs, New York, believes
that the U.S. economy is on the
mend. “The bear market is indeed
over,” she recently proclaimed.

As predatory lending laws spring
up around the country, one clause
that is being commonly used refers
to having a housing
counselor look over
each high-cost loan
before the borrower
can close on the
deal. But some
home equity
lenders have been
working closely
with housing coun-
selors for years.

Dick Gravino, is
past president of the
National Home
Equity Lenders
Association and
president of PCFS
M o r t g a g e
Resources, the
mortgage division of Provident
Bank, Cincinnati. He’s also the
chairman of NHEMA’s BorrowS-
mart initiative.

“BorrowSmart is targeted at
neighborhood counselors, to give
them a tool that they can use to

help with not only home equity
borrowing, but everything involved
with learning what is a mortgage?

What is a subprime
mortgage? How
does the mortgage
work? It’s an online
tool for these coun-
selors to use when
they are meeting
with their con-
stituency,” Mr.
Gravino told Home-
EquityWire.

But he was care-
ful to point out that
the NHEMA effort
wasn’t aimed at
credit counselors,
those companies
that charge borrow-
ers and earn a profit

by supposedly helping them clean
up their credit. Rather, the tool was
specifically designed for a different
type of organization, he said.

“Understand that I’m not talk-
ing about credit counseling here.

Counselors Are A Good Bet

Dick Gravino

Although some investors have
been questioning the quality of
underwriting in securitized sub-
prime home equity originations,
researchers at Credit Suisse First
Boston have indicated that, taken
as a whole, they feel the collater-
al’s quality has improved.

Fair, Isaac & Co. credit scores
examined by the company in a
recent subprime home equity
asset-backed securities tracker
report showed a continued
improvement.

This offset increases in loan-to-
value ratios and decreases in the
percentage of full documentation
loans, CSFB said in the report pro-
duced by fixed-income researchers
Rod Dubitsky, Neil McPherson,
Christopher Fenske and Jeff
Zhang.

Among fixed-rate vintages of
subprime, home equity ABS
tracked by Credit Suisse First
Boston, the percentage of loans
taken out by borrowers with
FICO scores above 650 increased
to 44% in the first quarter of 2003
compared to 36% during the

Lenders Target
Better Credit
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(Dollars in Billions)

Outstanding Residential 
Loans (1): $6,566

Net Worth of Homes 
in the U.S. (2): $7,615

Total Value of 
U.S. Housing Stock: $14,181

Notes: (1) Outstanding residential
loans includes both first and second
liens and represents all mortgages
serviced by U.S. lenders at year-end
2002. (2) This number represents the
‘untapped’ equity in 1-4-family resi-
dences.   
Source: Harvard/HEW/2004 eMID.
Questions? Email:
Paul.Muolo@ThomsonMedia.com

RESIDENTIAL 
HOME EQUITY

HOW MUCH IS THERE?
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Countrywide Home Loans Inc.,
Calabasas, Calif., has enhanced its
website (www.countrywide.com),
offering customers the option to
apply for a home equity line of
credit online and free of charge,
also increasing mortgage origina-
tion efficiency.

In addition, the new tool pro-
vides the option to receive auto-
mated property evaluations that can
save time and traditional appraisal
costs, makes available a home
equity calculator, and the “Loan
Advisor” — an educational tool
that responds to commonly asked
questions including customer cred-
it line limits, savings, rates, various
options, loan comparisons and

costs. If they so chose, customers
can also speak over the phone to a
home finance expert using an 800
number, or schedule a consultation
online.

Countrywide said it is part of
the company’s commitment to
optimize and streamline the online
experience of customers through
highly customized products
secured by integrating and updat-
ing existing systems as new Inter-
net technology evolves.

“The home equity Web section
is not just about getting a great rate
or starting the loan process online,”
said senior vice president of the
retail division of the Internet chan-
nel at Countrywide, Bruce Cor-

nelius. “It’s about the customer
receiving a fast and professional
response to their loan request and
the site responding to them by
showing specific choices for the
individual based on their situation
and stated goals.”

The website’s home equity sec-
tion features the option to cus-
tomize a home equity credit line
application fulfilling specific finan-
cial needs such as home improve-
ment or debt consolidation. Exist-
ing customers have the
convenience of faster processing as
several parts of the credit applica-
tion are pre-filled using property
and customer information already
available in the lender’s database. It

allows approved funds to be dis-
bursed in about 25 days.

Personalized disclosure docu-
ments, booklets and other tradition-
al paperwork are generated auto-
matically online in a secured way
that allows privacy and a fast sub-
mission of the loan application.
The application itself is formatted
based on yes or no answers to
required borrower information
questions. An upfront approval cer-
tificate is provided to all clients. It
also is generated online informing
the applicant about the loan
amount, interest rate applied, esti-
mated monthly payments and other
terms and disclosures. In some
cases, if the customer needs assis-
tance in finding the right fitted
product, the approval is provided
off-line, while a company represen-
tative handles the specific needs of
the applicant.

Another enhancement to the
home equity line of credit website
is what the company calls “the con-
sultative” section of the upfront
approval certificate. This feature
allows the site to display, in most

cases, alternative loan options with
a different interest rate, as well as
other loan and payment combina-
tions, this after the website has
automatically responded to the ini-
tial loan amount the customer
requested.

Countrywide said the above
enhancements were made possible
thanks to an e-commerce platform
that facilitated the re-integration of
some of its most efficient tools,
such as its business rules engines
and the automated credit and prop-
erty evaluation models and capabil-
ities.

— AMILDA DYMI
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Countrywide Launches An Enhanced Website

Since going public in March, Accredited Home
Lenders, San Diego, has seen its shares nearly triple
in value.

And Ray McKewon, executive vice president
and co-founder of the home equity lender, says he
believes the company can continue its growth tra-
jectory.

Founded in 1990 with $30,000 in equity and
three employees, Accredited didn’t always have an
easy time obtaining credit or capital for its opera-
tions. At a recent investment conference here, Mr.
McKewon said that in its early days of operation, he
had to use his credit card to fund loan advances. It
was a strategy that left little room for error if he
failed to sell loans quickly, he said.

Now, the company has $1.6 billion of warehouse
financing available to fund its operations.

“We plan to take that north of $2 billion shortly,”
Mr. McKewon said.

Today, the firm’s financial backing is much
more solid. In 2002, Accredited reached $57.5 mil-
lion in retained earnings. Accredited also has 1,500
employees. And the company works with numerous
loan purchasers and funding sources.

Mr. McKewon said Accredited, which managed
to survive and grow during the turmoil that rattled
the home equity lending industry in 1998, manages
its risk well.

“One of the ways we hedge risk is to take each
of our business operations and diversify it,” he said.
That means multiple funding sources and strategies,
as well as multiple loan sale outlets.

The bulk of the company’s loan production con-
sists of cash-out refinancing and debt consolidation
loans, which account for 54% of Accredited’s loan
production. Thirty-eight percent of its loans are for
home purchases and 8% are rate and term refinanc-
ings. He said the capital that has been raised by
Accredited’s initial public offering “puts more gas
in our tank” for future growth. It also allows

Accredited to fund its growing portfolio of loans
that have been retained, which the company servic-
es itself.

He also said the company benefits from strong
credit risk management that compares favorably to
industry averages.

At the end of the first quarter, 2.5% of Accredit-
ed’s loans were delinquent. Mr. McKewon told
MSN that the company’s low delinquency rate
reflects both its higher-than-average credit scores
and its strong collections platform.

“At this point in time we have an extraordinarily
low delinquency rate for the business we are in,” he
said.

The company’s borrowers have an average
FICO score of 630, a strong mark by the standards
of the nonconforming lending industry, he said.

The company does not require borrowers who
are approved for a loan-to-value ratio above 80% to
have mortgage insurance, nor does Accredited buy
insurance itself on the loans. Mr. McKewon said
this reflects the company’s confidence in its risk
management strategy.

“If we pay someone a premium to protect us
from ourselves, I’m not sure what statement that
makes about us,” he said.

On average, the company’s portfolio consists of
loans with a 7.5% to 7.6% note rate, or about 200
basis points above what conforming loan borrowers
are getting.

“We think our money is very fairly priced for the
risk that we take,” he said.

Some media reports have touted Accredited as
this year’s hottest IPO in the stock market, and Mr.
McKewon said he hopes things stay that way.

In late June, Accredited’s stock was trading at
about $24 per share. That’s about three times what
the company’s share were selling for when the firm
went public last February.

— TED CORNWELL

‘Hottest IPO’ Hopes to Stay That Way




