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MORTGAGE & SECURITIZATION MONTHLY INBRIEF* 
JULY 29, 2014  

 
INDUSTRY HEADLINES 

 

 JPMorgan Seen Facing Bigger Fight with Mortgage Investors: July 24, 2014 
JPMorgan Chase & Co. (JPM) may need to pay more than the $4.5 billion it offered to settle investor claims over 
faulty mortgages packaged into securities before the U.S. housing crash, a report prepared for bond trustees shows. 
Trustees should reject the accord struck last November with a group of bondholders for 16 of the 330 deals 
included, and it’s a “close call” for three others, according to the report posted online this week by Daniel Fischel, 
president of Compass Lexecon, which is among firms hired by the securities administrators to help evaluate the 
offer. JPMorgan negotiated the proposed settlement with 21 institutional investors including BlackRock Inc. (BLK) 
and Pacific Investment Management Co. in a bid to move past legal troubles tied in part to the housing crisis. The 
accord was announced the week before the largest U.S. bank agreed to a record $13 billion settlement with 
government agencies over faulty mortgage securities. Read more. 
 

 S&P Said to Cut 16 U.S. CMBS Roles in Group Reorganization: July 18, 2014 
“Standard & Poor’s Ratings Services is realigning its U.S. CMBS team to increase its resources around the country 
and better leverage its staff on the ground in major markets like Boston, Chicago, Dallas, Denver and San 
Francisco,” Catherine Mathis, a spokeswoman for S&P’s parent McGraw Hill Financial Inc., said in an e-mailed 
statement. “As part of this process, we will reduce the number of analysts that are based in New York.” Read more. 
 

 JPMorgan in Rules Dispute Cedes Share to Nonbanks: July 18, 2014 
Wells Fargo & Co. and JPMorgan Chase & Co., the behemoths of the U.S. mortgage market, are surrendering more 
business to nonbank lenders. The nation’s two largest originators made 21 percent of home loans in the second 
quarter, the smallest combined share in more than a decade, down from 30 percent a year ago, according to 
regulatory filings. They’re ceding ground to companies like Quicken Loans Inc., which grabbed the No. 3 spot 
from Bank of America Corp. in the first quarter, and LoanDepot.com LLC, whose share surged more than three-
fold in the following period. Big banks are exercising caution to avoid losses if their home loans sour and 
government-controlled Fannie Mae or Freddie Mac force them to repurchase the mortgages. Read more. 
 

 Fannie Mae Is Facing Higher Costs in Sale of Risk-Sharing Debt: July 17, 2014 
Bond investors are seeking to be paid more to potentially bear some of the losses on mortgages guaranteed by 
Fannie Mae in the biggest sale of a type of risk-sharing debt it began offering in 2013. The government-backed 
mortgage giant may pay a floating rate of 3 percentage points more than a borrowing benchmark on $945 million of 
unrated notes in the $2.1 billion offering, the high end of an earlier range, according to a person with knowledge of 
the sale. The Washington-based company sold $644.5 million of similar securities in a May deal at a spread of 2.6 
percentage points. The higher payments being sought and a slump in existing securities may show investor demand 
becoming sated. Fannie Mae and competitor Freddie Mac are transferring more of their risk to the private market 
through bond sales and insurance policies that represent a model for the future of the $9.4 trillion U.S. home-
finance system envisioned under bipartisan legislation introduced this year. Read more. 
 

 BofA Holding the Line in DOJ Negotiations Said to Have Been a Step Backwards: July 16, 2014 
Bank of America Corp. hasn't budged from an offer to pay about $13 billion to settle federal and state probes of 
mortgage-backed bond sales, increasing the likelihood that prosecutors will sue the bank, according to two people 
with knowledge of the matter. The offer, similar to one the government rejected in June, was made in a meeting July 
15 with Justice Department Associate Attorney General Tony West, said the people, who asked not to be named 

                                                 
*This is not an all-inclusive list of congressional, agency and market participant actions related to these issues. It is a 

snap-shot of what we believe is of most interest to institutional investors. Some links are to subscriber-only sites. 

http://www.bloomberg.com/news/2014-07-24/jpmorgan-seen-facing-bigger-fight-with-mortgage-investors.html
head-of-s-p-commercial-mortgage-backed-securities-ratings-group-reassigned-1405709369
http://www.businessweek.com/news/2014-07-18/jpmorgan-in-rules-dispute-cedes-loan-share-to-nonbanks
http://www.bloomberg.com/news/2014-07-17/fannie-mae-faces-higher-costs-in-risk-sharing-debt-sale.html
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because the deliberations aren't public. The government viewed it as a step backward in the negotiations, the people 
said. Read more. 

 
CONGRESSIONAL ACTION  

 
MORTGAGE-BACKED SECURITIES 
 

 Issa Wants DOJ Documents on Strategy In JPM, Citi Settlements on MBS Charges: July 24, 2014 
The House Oversight Committee asked the Justice Department July 24 to hand over documents related to the 
litigation strategy of its cases against JPMorgan and Citigroup regarding allegations of fraud in mortgage-backed 
securities. DOJ settled a civil suit with JPMorgan for $13 billion in November and with Citigroup for $7 billion on 
July 14. Neither bank admitted nor denied wrongdoing. DOJ alleged that both banks made misleading statements 
about the quality of mortgages that backed securities and bonds they sold to investors. Those civil settlements stand 
in contrast to Credit Suisse's $2.6 billion settlement with DOJ in May on income tax charges and BNP Paribas's $8.9 
billion July settlement of charges that it made prohibited foreign transactions. Both of those banks pleaded guilty to 
criminal misconduct. DOJ's “inclination to enter into settlement agreements with respect to mortgage securities 
fraud stands in marked contrast to the Department's litigation strategy in other contexts,” Rep. Darrell Issa (R-
Calif.), the committee chairman, wrote in a July 24 letter to Attorney General Eric Holder. Read more. 
 
ASSET MANAGERS 
 

 ‘Bring It On,’ Barney Frank Tells Dodd-Frank Critics at Hearing: July 23, 2014 
Barney Frank, the House Financial Services Committee’s former chairman, was back in Washington to sit before 
the committee and provide a feisty defense of that year’s regulatory overhaul, the Dodd-Frank Act that bears his 
name. The hearing split along partisan lines in support of and opposition to the wide-ranging law passed in response 
to the 2008 financial crisis. Frank largely defended the law while endorsing some changes. He said the Volcker Rule, 
which limits risky trading by banks, could be limited to larger institutions. Asset managers, he said, shouldn’t be 
designated as systemically important, which would subject them to additional oversight by the Federal Reserve. 
Read more. 
 
GSE REFORM 
 

 House Democrats Unveil Bill to Unwind GSEs; Sen. Corker Praises: July 10, 2014 
Democratic Reps. John Delaney, John Carney and Jim Himes introduced H.R. 5055, the “Partnership to Strengthen 
Homeownership Act.” The legislation seeks to preserve 30-year fixed rate mortgage and use private sector pricing 
to curb risk of future bailouts. A government guarantee would be “explicit,” though taxpayer money protected 
through “adequate private sector capital and accurate pricing of government reinsurance.”  The measure “shifts the 
housing finance market away from Fannie Mae and Freddie Mac, and keeps home ownership attainable for working 
families by strengthening affordable housing programs.” It also allocates resources to “long neglected Housing 
Trust Fund to provide more housing options for low and middle income families.” Read more. 
 
COMINGS & GOINGS 
 

 House Has New Majority Leader and Whip on July 31: July 25, 2014 
Rep. Kevin McCarthy (R-Calif.) will officially become House majority leader, succeeding Rep. Eric Cantor (R-Va.), 
who lost his primary election and is giving up his leadership spot on July 31. Rep. Steve Scalise (R-La.) will rise to 
become majority whip, replacing McCarthy. Read more. 
 

 Senate OKs Donovan to Take Reins At OMB on July 28: July 10, 2014 
Shaun Donovan will be sworn in and start work as the 40th director of the Office of Management and Budget on 
July 28, an OMB official told Bloomberg BNA. Donovan was confirmed by the Senate on July 10 by a vote of 75-
22. He has served as secretary of housing and urban development since 2009. While at HUD, Donovan served as 
chairman of the Hurricane Sandy Rebuilding Task Force. He holds a bachelor's degree and master's degrees in 
public administration and architecture from Harvard University. Read more. 
 

 Senate Confirms Castro as HUD Secretary: July 9, 2014 
The Senate voted 71-26 to confirm San Antonio Mayor Julian Castro to serve as the secretary of housing and urban 
development. Castro, nominated by President Barack Obama, replaces Shaun Donovan in the HUD post. Obama 
tapped Donovan to serve as director of the Office of Management and Budget. The Senate Banking Committee 
approved Castro's nomination in June. “The Department has many important tasks at hand, as the housing market 
continues to recover and Congress continues its efforts to reform the housing finance system, and I look forward to 
working with Secretary Castro,” Committee Chairman Tim Johnson (D-S.D.) said in a statement today. Read more. 

http://www.businessweek.com/news/2014-07-16/bofa-said-to-reiterate-13-billion-offer-in-u-dot-s-dot-talks
http://blogs.wsj.com/moneybeat/2014/07/24/issa-to-justice-department-show-me-your-bank-settlement-files/
http://www.bostonglobe.com/news/politics/2014/07/23/barney-frank-returns-testify-congress-scene-old-friendships-and-few-old-grudges/YSfEnPJzyOLFIFV0Fy0mjN/story.html
https://www.govtrack.us/congress/bills/113/hr5055
http://abcnews.go.com/blogs/politics/2014/06/kevin-mccarthy-9-things-to-know-about-the-new-house-majority-leader/
senate-confirms-housing-chief-to-run-budget-office
http://www.washingtonpost.com/blogs/federal-eye/wp/2014/07/09/senate-confirms-julian-castro-to-head-hud/
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AGENCY ACTION  
 

1. AGENCY ANNOUNCEMENTS 
 
MORTGAGE-BACKED SECURITIES 
 

 Goldman Sachs Said in Private Settlement Talks with FHFA Over Mortgages Suit: July 26, 2014 
Goldman Sachs Group Inc. is said to be in private settlement talks to settle a U.S. regulator’s claim the investment 
bank sold faulty mortgage-backed securities to Fannie Mae and Freddie Mac and will probably pay $800 million to 
$1.25 billion. Source asked not to be identified. The high end of the range would be on par with the agreement 
Morgan Stanley reached this year after being sued over a similar amount of mortgage bonds as New York-based 
Goldman Sachs. The final amount may change as an agreement is reached. Read more 
. 

 Morgan Stanley to Pay $275 Million to End SEC Mortgage Case: July 24, 2014 
Morgan Stanley agreed to pay $275 million to resolve a U.S. regulator’s claim the company misled investors in the 
sale of more than $2.5 billion of bonds backed by home loans. The firm, based in New York, misrepresented the 
delinquency status of subprime loans backing the securities, which were sold in 2007, the SEC said. Read more. 
 
MORTGAGE SERVICING PRACTICES 
 

 Dimon's Threat to Quit FHA Mortgages Seen as Pressure Tactic with Regulators: July 21, 2014 
Jamie Dimon, who has criticized regulators in the past, is drawing new battle lines with Washington over mortgages 
insured by the FHA. The JPMorgan Chase & Co. chief executive officer, whose bank recently paid more than $600 
million in federal fines for originating $200 million in flawed FHA loans, wants clearer rules spelling out when the 
government will demand these triple penalties. Without that, Dimon suggested on an earnings call July 15, he might 
stop originating FHA mortgages altogether. “The real question to me is, should we be in the FHA business at all?” 
Dimon said. “And we're still struggling with that.” Read more. 
 
GSE REFORM 
 

 Fannie Mae, Freddie Mac Propose Liquidity Rules for Mortgage Insurers: July 10, 2014 
The government wants to be assured that the mortgage insurers could fulfill their role even in the most difficult 
crisis. Proposed new standards for GSE’s mortgage insurers are the equivalent to an 18-to-1 risk-to-asset limit, and 
the primary insurers believe it's tighter than necessary. Private mortgage insurers looking to do business with Fannie 
Mae and Freddie Mac would have to hold minimum amounts of liquid assets under standards proposed by the 
companies and their regulator. To back loans packaged into securities by the U.S.-owned mortgage-finance giants, 
insurers would have to hold liquid assets worth at least 5.6 percent of their risk exposure, and possibly more 
depending on the quality of the loans they cover, according to the proposal released July 10 by the companies and 
the Federal Housing Finance Agency. Read more. 
 
RMBS 
 

 HSBC to Pay $10 Million To Settle U.S. Fraud Suit: July 1, 2014 
HSBC Holdings Plc agreed to pay $10 million to settle U.S. allegations that it overcharged Fannie Mae and the 
Department of Housing and Urban Development's Federal Housing Administration on foreclosure fees. HSBC, 
Europe's largest bank, provided residential mortgage loan services such as collecting mortgage payments and 
pursuing foreclosures. The London-based bank failed to maintain a quality control program to review its services 
and also to ensure all costs submitted to Fannie Mae for reimbursement were reasonable, the U.S. said. The failure 
cost FHA and Fannie Mae millions of dollars, the government said. HSBC also agreed to comply with all the rules 
applicable to services of mortgage loans insured by FHA and loans held or securitized by Fannie Mae and Freddie 
Mac, according to the accord. The private whistle-blower lawsuit, which the U.S. joined, remains sealed and the 
government continues its investigation, according to the statement. Read more. 
 
PRIVATE-LABEL SECURITIES 

 
 Treasury Announces Initiative to Lure Private Capital to Home Mortgage Market: June 26, 2014 

A diverse group including troubled borrowers, low-income renters, mortgage-bond issuers and investors in those 
bonds will get a boost from new Treasury efforts to keep capital flowing in the mortgage market. Marking the fifth 
anniversary of programs designed to aid borrowers in the wake of the credit crisis, Treasury Secretary Jacob J. Lew 
is pushing forward with efforts to continue the recovery. The department will start an initiative to revive the market 

http://www.reuters.com/article/2014/07/26/us-goldman-fhfa-idUSKBN0FV0PY20140726
http://online.wsj.com/articles/morgan-stanley-to-pay-275-million-in-subprime-rmbs-settlement-1406216177
http://www.bloomberg.com/news/2014-07-21/dimon-s-threat-to-quit-fha-seen-as-pressure-move-on-rules.html
http://www.bloomberg.com/news/2014-07-10/fannie-freddie-propose-liquidity-standards-for-mortgage-i.html
http://www.reuters.com/article/2014/07/01/us-hsbc-settlement-foreclosures-idUSKBN0F64GQ20140701
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for mortgage securities without government backing, begin offering financing for loans for affordable apartment 
buildings and extend aid programs for troubled borrowers for an additional year, Lew said. Together the moves are 
aimed at problem spots that remain in the real estate market as credit remains tight, housing becomes less 
affordable, and home prices remain depressed in many areas. Read more. 
 
 

2. AGENCY RULEMAKING 
 
GSE REFORM 
 

 FHFA Requests Public Input on Fannie & Freddie Private Mortgage Insurer Eligibility Requirements 
o Published: July 22, 2014 
o Comments Due: September 8, 2014 
o The Federal Housing Finance Agency (FHFA), acting in its capacity as Conservator, is requesting 

public input on the draft eligibility requirements that the Federal National Mortgage Association 
(Fannie Mae) and the Federal Home Loan Mortgage Corporation (Freddie Mac) would use to 
approve private mortgage insurers that provide mortgage insurance on loans owned or guaranteed by 
Fannie Mae and Freddie Mac.  

o Read more. 
 
PRIVATE-LABEL SECURITIES 
 

 Treasury Seeks Input on Development of Responsible Private Label Securities (PLS) Market (79 FR 
36872) 
o Published: June 30, 2014 
o Comments Due: August 8, 2014 
o Consistent with the Administration’s commitment to openness and transparency and the President’s 

Open Government Initiative, the Department of the Treasury is seeking public input on the private 
sector development of a well-functioning, responsible private label securities (PLS) market. 

o Read more. 
 
MORTGAGE-BACKED SECURITIES 
 

 FHFA Seeks Input on Fannie Mae and Freddie Mac Guarantee Fees 
o Published:  June 5, 2014                  12/30/14 
o Comments Due: August 4, 2014        8/1/15 
o The FHFA today is requesting input on the guarantee fees (g-fees) that Fannie Mae and Freddie Mac 

charge lenders.  
o In January 2014, FHFA Director Mel Watt suspended the implementation of g-fee changes 

announced by the FHFA in December 2013, pending further review.  
o FHFA’s Request for Input includes questions related to g-fee policy and implementation regarding 

the optimum level of g-fees required to protect taxpayers and implications for mortgage credit 
availability.  

o Input must be received within 60 days or no later than August 4, 2014 and should be submitted to the 
Federal Housing Finance Agency, Office of Policy Analysis and Research, 400 7th Street, SW, Ninth 
Floor, Washington, DC 20024 or via FHFA.gov. 

o Fannie Mae and Freddie Mac charge g-fees to cover costs associated with providing a credit guarantee 
to ensure the timely payment of principal and interest to investors in mortgage-backed securities if the 
borrower fails to pay.  

o Read more. 

 
 Final Rule: Regulatory Capital Rules: Regulatory Capital, Enhanced Supplementary Leverage Ratio 

Standards for Certain Bank Holding Companies and Their Subsidiary Insured Depository Institutions (79 
FR 24528) 
o Published: May 1, 2014  
o Effective Date: January 1, 2018 
o The OCC, the Fed, and the FDIC are adopting a final rule that strengthens the agencies 

supplementary leverage ratio standards for large, interconnected U.S. banking organizations. 
o The final rule applies to any U.S. top-tier bank holding company with more than $700 billion in total 

consolidated assets or more than $10 trillion in assets under custody and any insured depository 
institution subsidiary of these BHCs. 

http://www.gpo.gov/fdsys/granule/FR-2014-07-22/2014-17139
http://www.gpo.gov/fdsys/granule/FR-2014-06-30/2014-15355
http://www.fhfa.gov/PolicyProgramsResearch/Policy/Pages/Guarantee-Fees.aspx
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o One commenter warned that in the mortgage banking industry, this could constrain warehouse lines 
of credit needed to finance the production of new mortgages and mortgage-backed securities.  

o Read more. 
 
 

3. COMMENT PERIODS ENDED, LETTERS 
 
ASSET-BACKED SECURITIES 
 

 The OCC, Board, FDIC, Commission, FHFA, and HUD (the agencies) was seeking comments on a joint 
proposed rule to revise the proposed rule the agencies published in the Federal Register on April 29, 2011, 
and to implement the credit risk retention requirements of section 15G of the Securities Exchange Act of 
1934 (15. U.S.C. 78o-11), as added by section 941 of the Dodd-Frank Wall Street Reform and Consumer 
Protection Act (Dodd-Frank Act). Section 15G generally requires the securitizer of asset-backed securities 
to retain not less than 5 percent of the credit risk of the assets collateralizing the asset-backed securities. 
Section 15G includes a variety of exemptions from these requirements, including an exemption for asset-
backed securities that are collateralized exclusively by residential mortgages that qualify as “qualified 
residential mortgages,” as such term is defined by the agencies by rule. (78 FR 57927). Read more. 

 
BlackRock, Inc. (Kevin G. Chavers, Managing Director) 
Re: Credit Risk Retention; Proposed Rules; Tender Option Bonds 
Except as expressly set forth below, our comments on the Proposed Rules remain unchanged. 
o Municipal Bond “Repackaging” Securitizations and the Volcker Rule: After we submitted the Prior 

Letter, final regulations were adopted implementing Section 619 of the Dodd-Frank Wall Street 
Reform and Consumer Protection Act, commonly known as the “Volcker Rule.” As currently 
structured, tender option bond (“TOB”) programs2 typically rely on Section 3(c)(7) of the Investment 
Company Act and would therefore likely be considered “covered funds” under the Volcker Rule, 
unless an exemption is available. Because the Volcker Rule restricts banking entities’ relationships 
with covered funds, if TOB trusts are covered funds that don’t qualify for an exemption, then 
banking entities could be precluded from performing some of the services they typically provide 
under TOB programs. 

o The Third-Party TOB Solution: In response to the Volcker Rule, market participants have developed 
an alternative TOB structure commonly known as the “Third-Party TOB Solution” for TOB 
programs where the residual holder is not a banking entity. Under the Third-Party Solution, the 
residual holder (typically a mutual fund) would act as the sponsor, and therefore the securitizer, of the 
TOB trust (as these terms are defined in the Proposed Rules), as well as the organizer and offeror of 
the TOB trust under the Volcker Rule.  

http://www.gpo.gov/fdsys/granule/FR-2014-05-01/2014-09367
http://www.gpo.gov/fdsys/granule/FR-2013-09-20/2013-21677

