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(Cover - Slide 1)

I’M PLEASED TO BE THE LUNCHEON SPEAKER FOLLOWING THE
TOUGH MORNING SESSIONS ON SUBPRIME AND PREDATORY LENDING.
THE ISSUE IS SO HUGE THAT MANY ARE CALLING IT ASUBPRIME MELT
DOWN, WHICH HAS THE WHOLE NATION RISING UP TO ADDRESS THE
FALL-OUT THAT WE EXPECT.

AS WE FACE SUCH A DISTURBING PROBLEM, IT IS EASY TO FORGET
THAT WE HAVE FACED AND MET HUGE CHALLENGES IN THE PAST.
HOPEFULLY A LOOK AT THE PAST AND LESSONS LEARNED WILL HELP
US MEET THE CHALLENGES OF THE FUTURE.

MY INSIGHT COMES FROM THE PRIVILEGE OF HEADING NHSA SINCE
ITS INCEPTION AND OUR ROLE AS A LABORATORY TO EXPLORE WAYS
TO EXPAND THE BOUNDARIES OF CONVENTIONAL LENDING.

THAT ROLE IS MADE POSSIBLE WITH CONGRESSIONAL SUPPORT
THROUGH NEIGHBORWORKS® AMERICA. LET ME TAKE THIS
OPPORTUNITY TO PUBLICLY THANK THE BOARD MEMBERS AND STAFF
OF NEIGHBORWORKS® AMERICA FOR OUR PARTNERSHIP WITH THEM
AND TO THANK NHSA’S TRUSTEES, DIRECTORS AND STAFF FOR THEIR
DEDICATED SERVICE TO OUR MISSION.

(CAB - Slide 2)

LET ME START BY SAYING THAT IF YOU DON’'T REMEMBER ANYTHING
ELSE THAT | SAID TODAY, PLEASE REMEMBER THE WORD “CAB” AS AN



ACRONYM FOR COLLABORATION, AFFORDABILITY, AND BORROWER
SUPPORT. HOPEFULLY THE IMPORTANCE OF THESE FACTORS IN
ADVANCING COMMUNITY DEVELOPMENT FINANCING, AS WELL AS
SOLVING PROBLEMS WITH EXOTIC MORTGAGES, WILL BECOME
CLEAR IN MY REMARKS.

COLLABORATION HAS BEEN AND CONTINUES TO BE ESSENTIAL IN
SOLUTIONS FOR COMMUNITY DEVELOPMENT FINANCING. IT
CERTAINLY WAS FOR THE FIRST MAJOR COMMUNITY DEVELOPMENT
FINANCING CHALLENGE UNDERTAKEN COLLECTIVELY ACROSS ALL
SECTORS OF SOCIETY - THE CHALLENGE OF ELIMINATING REDLINING
AS A PRACTICE THAT STARVED WHOLE COMMUNITIES OF CREDIT
OPPORTUNITY AND CONTRIBUTED TO NEIGHBORHOOD DECLINE.

(Redlining - Slide 3)

FOR SO MANY OF OUR YOUNG AUDIENCE, LET ME EXPLAIN THAT
REDLINING WAS A PRACTICE OF LENDERS DRAWING RED LINES
AROUND LOWER INCOME NEIGHBORHOODS ON MAPS TO GUIDE LOAN
OFFICERS TO DENY LOANS IN THE REDLINED AREAS. AS SHOCKING AS
THAT WOULD BE TODAY, IT WAS COMMON PRACTICE IN THE 1960’S
AND 1970°S.

| BECAME INTRODUCED TO THE ISSUE AS A RESULT OF FIGHTING
REDLINING IN MY OWN COMMUNITY, SPECIFICALLY IN THE SAN
PABLO NEIGHBORHOOD OF SOUTH BERKELEY, CALIFORNIA. OUR
STRUGGLES LED US TO THE THEN FEDERAL HOME LOAN BANK BOARD
TO EXPRESS CONCERN AND SEEK HELP.

LONG STORY SHORT, IN 1969 AND 1970 THE HONORABLE PRESTON
MARTIN AS CHAIRMAN OF THE FEDERAL HOME LOAN BANK BOARD,



WHO LATER BECAME VICE CHAIRMAN OF THE FEDERAL RESERVE,
SET UP A CENTER TO OFFER LOWER INCOME LENDING SOLUTIONS TO
THRIFT INDUSTRY EXECUTIVES. THE CENTER WAS HEADED BY
WILIAM A. WHITESIDE. IN 1971 DURING OUR PURSUIT OF THE CENTER
TO HELP US, | WAS ASKED BY MR. WHITESIDE TO JOIN HIS STAFF TO
HELP THEM. | DID.

THE NEIGHBORWORKS® SYSTEM GREW OUT OF THAT WORK,
INCLUDING NHSA, WITH EARLY GUIDANCE TO NHSA FROM FREDDIE
MAC AND WITH A START-UP GRANT BY THE DEPARTMENT OF HOUSING
AND URBAN DEVELOPMENT (HUD). THE GRANT WAS APPROVED BY
MICHAEL MOSKOW, PRESIDENT OF THE CHICAGO FEDERAL RESERVE
BANK, WHEN HE WAS HEAD OF POLICY DEVELOPMENT AND
RESEARCH AT HUD.

WHAT ALSO GREW OUT OF THAT EARLY WORK WAS MY
APPOINTMENT TO THE BOARD OF DIRECTORS OF THE FEDERAL HOME
LOAN BANK OF SAN FRANCISCO. IN RESPONSE TO MY APPEAL TO THE
BOARD IN 1976, A COMMITTEE WAS FORMED THAT WROTE THE FIRST
ANTI-REDLINING POLICIES THAT WERE ADOPTED NATIONALLY FOR
THE THRIFT INDUSTRY AS REGULATIONS.

PRIOR TO THE THEN NEW ANTI-REDLINING REGULATIONS,
REGULATORY POLICY HAD ACTUALLY CONTRIBUTED TO REDLINING.
THE POLICY MADE SUCH ITEMS AS AGE OF THE PROPERTY AND ITS
LOCATION NEXT TO ABLIGHTED PROPERTY AS REASONS NOT TO
LEND.

THE POLICY SOUGHT TO PROTECT THE DEPOSITS OF A THRIFTY
PUBLIC THAT BELIEVED IN SAVINGS. THAT WAS A WELL INTENDED



OBJECTIVE WITH UNFAIR AND UNINTENDED CONSEQUENCES FOR
DESERVING BORROWERS AND OLDER NEIGHBORHOODS.

THE POINT OF THIS HISTORY IS THAT, INADVERTENTLY, WHAT THE
REGULATORS DID HURT. THE POINT ALSO IS TO SAY THAT WHAT THE
REGULATORS DID STARTED US ON A PATH OF SOLUTIONS AND
LESSONS LEARNED.

THIS WAS DONE THROUGH A COLLABORATIVE PROCESS WITH
COMMUNITY ADVOCATES, MEMBERS OF THE FEDERAL HOME LOAN
BANKS, AND THE REGULATORS, BECAUSE CHANGING THE
REGULATIONS WAS NOT ENOUGH TO MAKE FAIR LENDING HAPPEN.
EACH LENDER HAD TO LEARN HOW TO DO RESPONSIVE LENDING
THAT ALSO WAS PRUDENT LENDING. THAT LEARNING CURVE
BENEFITED FROM WHAT | CONSIDER A PULL-PUSH PERIOD.

(Collaboration - Slide 4)

THE PULL CAME FROM COLLABORATIONS AND PARTNERSHIPS WITH
THE NONPROFIT SECTOR. THE PUSH CAME FROM THE ANTI-
REDLINING MOVEMENT AND CRA.

WE ARE ALL AWARE THAT THE CASE FOR FAIR LENDING WAS PUT
FORTH AGGRESSIVELY THROUGH THE ANTI-REDLINING MOVEMENT
LED BY GALE CINCOTTA AND THE NATIONAL TRAINING AND
INFORMATION CENTER IN CHICAGO. AS ARESULT OF THAT
MOVEMENT, THE COMMUNITY REINVESTMENT ACT WAS PASSED IN
1977.

CRA SLOWLY TOOK ROOT THROUGH REGULATORY OVERSIGHT AND
BY THE MID 1980s STIMULATED HUNDREDS OF LOCAL PARTNERSHIPS
WITH NONPROFITS AND LOCAL GOVERNMENTS. THE PARTNERSHIPS



STARTED A GENEROUS FLOW OF CAPITAL INTO COMMUNITIES
THROUGHOUT AMERICA.

NONPROFIT ORGANIZATIONS WORKED WITH LENDERS INDIVIDUALLY
AND THROUGH NATIONAL NETWORKS. THE NATIONAL NETWORKS
INCLUDED NEIGHBORWORKS®, LISC, ENTERPRISE, HOUSING
ASSISTANCE COUNCIL, ACORN, NATIONAL COUNCIL OF LA RAZA,
HABITAT FOR HUMANITY, AND OTHERS.

THEY WERE ESSENTIAL TO THIS NEW FLOW OF CAPITAL INTO
UNDERSERVED COMMUNITIES.

AS ONE EXAMPLE, IN 1986 NHSA WAS ASKED TO DEVELOP AN
INITIATIVE TO JUMP START MULTIFAMILY LENDING IN LOW AND
MODERATE INCOME MARKETS IN THE STATE OF NEW JERSEY. WE
DEVELOPED A SOLID PARTNERSHIP OF THE STATE, LENDERS,
NONPROFITS AND NHSA INVESTORS. THE INITIATIVE ACHIEVED OVER
200 MILLION DOLLARS IN MULTIFAMILY LENDING UNDER OVERSIGHT
OF NHSA BOARD COMMITTEES AND UNDER MANAGEMENT OF ERNEST
BASKETTE, A SENIOR VICE PRESIDENT AT NHSA AND FORMER
EXECUTIVE DIRECTOR OF THE NEWARK NHS.

THIS PROGRAM PUT PEOPLE INTO QUALITY HOUSING PREVIOUSLY
CONSIDERED OUT OF REACH.

COLLABORATION MADE THE LENDING POSSIBLE. PUBLIC AND
PRIVATE SECTOR STRATEGIES MADE THE AFFORDABILITY POSSIBLE.

EACH PARTICIPATING LENDER EMBRACED THE LOAN POLICIES AND
PROCEDURES THAT ERNEST AND HIS TEAM DEVELOPED AND



BROUGHT THEM INTO THEIR OWN LENDING PROGRAMS. THAT TEAM
INCLUDED OUR OWN LUNCHEON HOST, DEDE MYERS.

(OF THE HUNDREDS OF EXAMPLES | COULD HAVE CHOSEN, | THOUGHT
IT WOULD BE FUN TO USE THIS ONE BECAUSE OF DEDE.)

AFTER ABOUT THREE YEARS, NHSA WAS ABLE TO EXIT NEW JERSEY,
AND THE LENDING ACTIVITY CONTINUED.

THE SUCCESS OF THE NEW JERSEY INITIATIVE WAS SIMILAR TO
OTHERS THAT CRA SPAWNED.

AS HAPPY AS WE WERE AS A COMMUNITY DEVELOPMENT FIELD WITH
THE ANTI-REDLINING SUCCESSES, A WHOLE NEW SET OF CHALLENGES
EMERGED IN THE 1970’S AND EARLY 1980’S.

LEGISLATIVE CHANGE REMOVED THE STATIC RATE FOR SAVINGS
ACCOUNTS WITH THE RESULT THAT MOST OF THE THRIFT INDUSTRY
MOVED TO NEW BUSINESS MODELS. IN GENERAL, THRIFTS NO
LONGER FOUND IT FEASIBLE TO HOLD LOANS IN PORTFOLIO BECAUSE
OF INTEREST RATE RISK.

FINALLY, IT BECAME CLEAR THAT MANY LENDERS WHO WERE DOING
A GOOD JOB OF LENDING NEEDED HELP TO MOVE THEIR RESPONSIVE
LOANS OUT OF PORTFOLIO INTO THE CAPITAL MARKETS. THEY
NEEDED:

(Affordability/Borrower Support - Slide 5)

1. ARESPONSIVE MORTGAGE INSURANCE INDUSTRY,
2. RESPONSIVE SECONDARY MARKETS, AND



3. RESPONSIVE RATING AGENCIES.

IN MEETING THIS SERIES OF CHALLENGES, THE IMPORTANCE OF
COLLABORATION, AFFORDABILITY AND BORROWER SUPPORT
SYSTEMS KEPT EMERGING AS THE CONTROLLING FACTORS IN
SUCCESS THEN AND CONTINUE SO TODAY.

WE LEARNED THAT COLLABORATION KNEW ALMOST NO BOUNDARIES
WHEN IT CAME TO HOW MANY PEOPLE COULD HELP FROM ALL
WALKS OF LIFE.

WE LEARNED THAT AEFORDABILITY HAD TO MEAN RESPONSIBLE
UNDERWRITING SO THAT THE BORROWER COULD, INDEED, MEET THE
LONG-TERM OBLIGATIONS OF THEIR MORTGAGES.

WE LEARNED THAT BORROWER SUPPORT INVOLVED BOTH PRE-
PURCHASE AND POST-PURCHASE COUNSELING, AS WELL AS ASOLID
COMMITMENT TO FOREBEAR AND NOT FORECLOSE WHEN
TEMPORARY LIFE EVENTS INTERRUPTED THE ABILITY OF THE
BORROWER TO REPAY THE LOAN.

IN WORKING WITH TROUBLED BORROWERS AN OBVIOUS FACT WAS
THAT HELPING A FAMILY KEEP THEIR HOME BETTER POSITIONED
THE FAMILY TO RIDE OUT THE TEMPORARY WAVES OF CHALLENGING
LIFE EVENTS.

TO ADDRESS THESE ISSUES, NHSA INITIATED A SERIES OF PILOTS THAT
USED THE PRINCIPLES OF COLLABORATION, AFFORDABILITY, AND
BORROWER SUPPORT SYSTEMS.




THE FIRST PILOT IN 1993 ADDRESSED MORTGAGE INSURANCE ISSUES.
WITH LEADERSHIP FROM WORLD SAVINGS, WE PILOTED A CO-
INSURANCE PROGRAM WITH PMI MORTGAGE INSURANCE COMPANY,
WHEREBY IT AGREED TO ACCEPT OUR UNDERWRITING CRITERIA AND
ISSUE MORTGAGE INSURANCE ON LOANS IT OTHERWISE WOULD NOT
HAVE APPROVED.

THE AGREEMENT CALLED FOR NHSA PUTTING UP A LAYER OF
INSURANCE PROTECTION THAT WOULD BE TAPPED IF THE LOSSES ON
OUR PMI PORTFOLIO WENT BEYOND THE LOSSES ON PMI’'S STANDARD
BOOK OF BUSINESS. OUR UNIQUE AGREEMENT ALSO MADE THE COST
OF THE MORTGAGE INSURANCE MORE AFFORDABLE BECAUSE OF OUR
CO-INSURANCE LAYER.

ALSO UNIQUE TO NHSA WAS THE EXISTENCE OF BOTH PRE-PURCHASE
AND POST-PURCHASE BORROWER SUPPORT SYSTEMS VIA THE
NEIGHBORWORKS® NETWORK OF LOCAL COMMUNITY DEVELOPMENT
ORGANIZATIONS.

BY THIS POINT IN TIME, WE HAD DEMONSTRATED TO THE MORTGAGE
INSURANCE INDUSTRY THAT THEIR COLLABORATION IN CREATING

AFFORDABLE OPPORTUNITIES FOR INFORMED BORROWERS WAS NOT
ONLY GOOD SOCIAL POLICY - IT WAS GOOD ECONOMIC POLICY, TOO.

TODAY WE HAVE SIMILAR PROGRAMS WITH BOTH MGIC AND UGI.

THE NEXT PILOT TACKLED THE SECONDARY MARKET SPACE. WE
STARTED TO DELIVER LOANS TO FANNIE MAE AND FREDDIE MAC IN
THE LATE 1990°’S AND TRIED FOR YEARS TO MAKE MORE THAN 10% OF
OUR LOANS ACCEPTABLE TO THE GSE’S, FINALLY GETTING TO ABOUT
30% IN 2003.



WE CONSTANTLY REPORTED THE REASONS OUR LOANS WERE NOT
CLEARING THEIR UNDERWRITING STANDARDS. EARLY IN 2003 WE
REPORTED TO FANNIE MAE AT A TOP GUN MEETING THE EXCEPTIONS
TO POLICY THAT WE WERE APPROVING OUTSIDE THEIR AUTOMATED
UNDERWRITING ENGINE FOR BORROWERS WE CONSIDERED TO BE
CREDIT WORTHY.

OUR MANUAL APPROVALS INCLUDED SUCH ITEMS AS:

1. HIGH LTV 95% LOANS FOR UNDER 620 FICO SCORE BORROWERS,

2. UNDER 620 FICO SCORE BORROWERS COMBINED WITH DEBT TO
INCOME RATIOS HIGHER THAN 41%

3. HIGH LTV 98% LOANS FOR MID RANGE FICO SCORE BORROWERS
SLIGHTLY ABOVE 620.

FINALLY, MOST OF OUR MANUAL CRITERIA BECAME AVAILABLE IN
FANNIE MAE’S MY COMMUNITY MORTGAGE EA 1 AND EA 2 APPROVAL
WINDOWS.

WE NOW HAVE OPEN ENDED CONTRACTS THAT ALLOW AS MUCH AS
60% OF OUR FIRST MORTGAGE ACTIVITY TO BE APPROVED BY THE
GSE’S ON AN AUTOMATED BASIS.

OF COURSE THE RESULT FOR NHSA IS A DECREASE IN ORIGINATION
TIME AND AN INCREASE IN THE NUMBER OF LOANS THAT CAN BE
APPROVED.

MORE IMPORTANT, THOSE SAME OPPORTUNITIES ARE NOW
AVAILABLE TO OTHERS WHO CAN QUALIFY TO USE THOSE GSE
PRODUCTS.
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IN OUR THIRD PILOT WE TACKLED THE RATING AGENCY ISSUE. IN
1999 IT WAS TYPICAL FOR STANDARD & POOR’S TO REQUIRE DOUBLE
DIGIT RESERVES FOR POOLS OF LOANS THAT FIT WHAT THEY CALLED
THE GOVERNMENT SPACE.

WITH TOP FLIGHT LEGAL WORK LED BY OUR CORPORATE COUNSEL,
GIBSON, DUNN AND CRUTCHER, EXCEPTIONAL TRUSTEE WORK BY
UNION BANK, INSPIRED LEADERSHIP BY JESSE TALENS, ONE OF OUR
SENIOR VICE PRESIDENTS, AND AMAZING COOPERATION FROM THE
LEGAL STAFFS OF OUR INVESTORS, NHSA RECEIVED A DOUBLE A
RATING FROM STANDARD & POOR’S ON A 75 MILLION DOLLAR
PRIVATE PLACEMENT WITH LOW SINGLE DIGIT RESERVES.

LET ME REPEAT — A DOUBLE A RATING ON LOANS THAT HAD BEEN AN
ENIGMA WRAPPED IN A MYSTERY TO TRADITIONAL INVESTORS.

THE RATING HAS HELD UP, AS HAVE ALL OUR INVESTMENTS, WITH NO
DEFAULTS OVER OUR 25-YEAR HISTORY OF ISSUING MORTGAGE
BACKED SECURITIES - NOT BECAUSE THIS WORK IS EASY BUT RATHER
BECAUSE C A B-COLLABORATION, AFFORDABILITY AND BORROWER
SUPPORT - WORKS.

| BELIEVE THE STANDARD & POORS STAFF ASSIGNED TO OUR
APPLICATION WERE AS EXCITED AS WE WERE WITH THE RATING, BUT
THEY HAVE BEEN EVEN MORE EXCITED ABOUT THE PERFORMANCE
OF THE SECURITIES.

WE HAD STUDIED S & P’S NEEDS AND MET THEM THROUGH
COLLABORATION WITH OUR INVESTORS AND NONPROFIT PARTNERS.

11



OUR INVESTORS WERE GENEROUS IN HELPING US MEET
AFFORDABILITY TARGETS FOR THE BORROWERS WITH BELOW
MARKET INVESTOR RATES, AND OUR NONPROFIT CUSTOMERS
CONTINUED TO BE THE FIRST LINE OF DEFENSE FOR THEIR
BORROWERS WHEN LIFE EVENTS CREATED THE NEED FOR HELP.

WE WERE ABLE TO PROVE THE VALUE OF THESE FACTORS AND THEN
LEVERAGE THEM INTO LOW SINGLE DIGIT RESERVES.

OUR INVESTORS WERE THRILLED WITH THE GOOD NEWS OF THE
DOUBLE A RATING. LARGELY BASED ON THE TRUST WE HAD
DEVELOPED WITH THEM, THE ENTIRE 75 MILLION DOLLAR
MORTGAGE BACKED SECURITY HAD BEEN FULLY SUBSCRIBED BY
MEMBERS OF NHSA’S BOARD OF TRUSTEES BEFORE WE HAD THE
RATING.

STATE FARM, ALLSTATE, USAA, AND NATIONWIDE INSURANCE
COMPANIES HAD STEPPED UP. THE NATIONAL PRESS CLUB
ANNOUNCEMENT WAS A DAY WE CELEBRATED WITH
REPRESENTATIVES FROM ACROSS THE COMMUNITY DEVELOPMENT
FIELD. THE FOLLOWING YEAR THE NATIONAL HOUSING CONFERENCE
HONORED OUR WORK BY NAMING ME 2000 HOUSING PERSON OF THE
YEAR.

THAT WAS A HIGH POINT FOR THE COMMUNITY DEVELOPMENT FIELD
AND OUR COLLABORATORS.

BY 1999,

WE HAD BEATEN REDLINING.

12



OUR SOLUTIONS IN THE MORTGAGE INSURANCE INDUSTRY HAD
BECOME A STANDARD PRODUCT.

WE HAD HELPED TO WIDEN THE DOORS OF CREDIT OPPORTUNITY IN
THE SECONDARY MARKETS.

AND WE HAD PROVEN THE CREDIT WORTHINESS OF THE TYPE OF
BORROWERS TYPICALLY SERVED BY NONPROFITS BY RECEIVING A
DOUBLE A RATING FROM STANDARD & POOR’S.

(Median Household Income - Slide 6)

IT IS IMPORTANT TO UNDERSTAND THAT ALL OF THIS
COLLABORATIVE WORK SUCCEEDED FOR A BORROWER GROUP THAT
CONSISTENTLY WAS AT ABOUT TWO-THIRDS OF NATIONAL MEDIAN
INCOME OR WITH INCOMES THAT RANGED FROM 20,000 DOLLARS PER
YEAR IN 1983 TO 30,000 DOLLARS PER YEAR IN 2006.

(C AB Works - Slide 7)

COLLABORATION, AFFORDABILITY AND GOOD BORROWER SUPPORT
SYSTEMS HAD PROVEN TO BE THE CONTROLLING PRINCIPLES FOR
SUCCESS IN ALL THESE VICTORIES.

FURTHER, THIS WORK SUCCEEDED ON A PORTFOLIO FINANCING
LEVEL WHERE THERE WERE LIMITS ON OUR ACCESS TO CAPITAL TO
FINANCE OUR LOANS - PENDING A READINESS OF THE CAPITAL
MARKETS TO EMBRACE US.
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WHILE THE BORROWERS BENEFITED ECONOMICALLY - OUR
BORROWER SUPPORT SYSTEM WAS DOING A GOOD JOB OF KEEPING
UNCONVENTIONAL BORROWERS IN THEIR HOMES.

INDIVIDUAL DELINQUENCIES RAN SLIGHTLY HIGHER THAN
CONVENTIONAL LOANS FOR OUR BORROWERS, BUT FORECLOSURES
RAN BELOW CONVENTIONAL LOANS.

A FACTOR IN THIS SUCCESS IS NHSA’S LOSS MITIGATION PRACTICES,
WITH THE HELP OF LOCAL NONPROFITS.

WE STICK WITH THE BORROWERS THROUGH LIFE EVENTS AND
RESTRUCTURE THE LOANS FOR AS LONG AS THERE IS A GOOD FAITH
EFFORT TO RESOLVE THE ISSUE. OUR INVESTORS SUPPORT THE
PROCEDURES WE USE FOR THESE LOSS MITIGATION PRACTICES.

PATIENT MONEY IS REQUIRED TO CARRY OUT THESE PRACTICES AND
IS AN APPROACH THAT HAS RELEVANCE TO THE ENTIRE MORTGAGE
INDUSTRY, AS | WILL DISCUSS LATER.

SO, THE MYSTERY HAD BEEN SOLVED. WE DEMONSTRATED THAT, IN
GENERAL, AN EDUCATED BORROWER WITH A FAIRLY PRICED AND
UNDERWRITTEN LOAN WILL PERFORM JUST FINE WHEN BACKED BY A
GOOD BORROWER SUPPORT SYSTEM.

(Accessing the Capital Markets - Slide 8)

THIS COLLABORATION, WITH THESE RESULTS, SET UP OPPORTUNITIES

FOR US TO EXPAND OUR FINANCING OPERATIONS INTO THE CAPITAL
MARKETS.
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STANDARDIZATION, AUTOMATION, AND A MORE TRANSPARENT
PROCESS CREATED BETTER RESULTS FOR BORROWERS TYPICALLY
SERVED BY HIGHER COST LOAN PRODUCTS.

NOW THE LOWER INCOME POPULATIONS SERVED BY OUR NONPROFIT
CONSTITUENTS COULD BE FINANCED IN THE AAA CAPITAL MARKETS,
BECAUSE OUR PROCESSES WERE PRODUCING CONVENTIONAL LOAN
PERFORMANCE.

(Capital Markets Financing — Slide 9)

FURTHER, OUR BORROWER SUPPORT SYSTEM AND CREDIT
ENHANCEMENT STRATEGIES FOR OUR CAPITAL MARKETS ACTIVITY
WERE YIELDING EXTRAORDINARY RESULTS. DELINQUENCIES ON
LOANS SOLD INTO THE CAPITAL MARKETS WERE THEN AND ARE NOW
ALMOST AS LOW AS THE CONVENTIONAL MARKET AND
FORECLOSURES ARE WELL BELOW THE CONVENTIONAL MARKET.

(Looking to the Future - Slide 10)

LOOKING TO THE FUTURE, OUR LESSONS FROM THE PAST ARE
EXCELLENT TOOLS FOR TAKING ON NEW CHALLENGES. THOUGH
MANY CHALLENGES LIE AHEAD, THERE ARE THREE OVER ARCHING
ONES.

THE FIRST NEW AND OVER ARCHING CHALLENGE IS ACTUALLY A
LONG STANDING AND UNSOLVED ONE - NIMBYISM - THE ACRONYM
FOR “NOT IN MY BACK YARD” ISM.

THIS IS THE PROBLEM OF CITIZENS REJECTING THE DEVELOPMENT
OF ALMOST ANY AFFORDABLE HOUSING IN THEIR COMMUNITIES.
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ONE FACTOR NEEDED IN FUTURE SOLUTIONS IS EVIDENT: WE NEED
TO LEARN TO GIVE AN INVISIBLE HAND UP TO BRIDGE
AFFORDABILITY GAPS RATHER THAN HAVE THE BENEFICIARIES
SUFFER FROM BEING LOOKED UPON AS RECEIVING A HANDOUT.

WE NEED TO FIND A WAY TO ASSURE THAT THE PREVAILING POINTS
OF VIEW THAT IMPACT COMMUNITY DEVELOPMENT GROW OUT OF A
SHARED AND ENLIGHTENED VISION.

ON THE POINT OF ADVANCING ENLIGHTENED VISIONS, NHSA HELPED
TO LAUNCH AN ORGANIZATION CALLED THE SOCIAL COMPACT.

SOCIAL COMPACT DOES TARGETED NEIGHBORHOOD PROFILES THAT
DRILL DOWN INTO THE HIDDEN ECONOMIC STRENGTH OF
UNDERSERVED AREAS.

THE RESULT IS HARD DATA AND A SHARED VISION OF MARKET
POTENTIAL AS WELL AS POTENTIAL COMMUNITY BENEFITS THAT ARE
GOING UNTAPPED.

ONE OF THESE DRILLDOWNS WAS ENOUGH TO CONVINCE A MAJOR
DEVELOPER TO INVEST IN A SHOPPING CENTER IN HOUSTON, TEXAS,
CREATING 750,000 SQUARE FEET OF RETAIL SPACE AND 2,000 JOBS.

IN CHICAGO, A MAJOR RETAILER HAD SHUNNED A NEIGHBORHOOD
BECAUSE ITS MARKET DATA DIDN’T SHOW ADEQUATE BUYING
POWER. THE SOCIAL COMPACT DRILLDOWN SHOWED THREE TIMES
THE ASSUMED MARKET STRENGTH. THIS RETAILER THEN BUILT ONE
STORE AND THREE YEARS LATER BUILT ANOTHER A FEW MILES AWAY
TO HANDLE THE VOLUME.
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HERE IN WASHINGTON, D. C. THE DRILLDOWN IN THE COLUMBIA
HEIGHTS NEIGHBORHOOD WAS THE PIVOTAL PIECE OF INFORMATION
THAT CONVINCED TARGET TO LOCATE A MAJOR DEPARTMENT STORE
IN THE AREA.

IN ALL THREE CASES, HARD DATA OVERCAME BOTH NIMBYISM AND
INVESTOR RELUCTANCE. MAJOR COLLABORATIVE PROCESSES HAVE
BEEN INVOLVED IN ALL THE SOCIAL COMPACT DRILLDOWNS INTO
MORE THAN 100 NEIGHBORHOODS ACROSS AMERICA.

THE SECOND OVER ARCHING CHALLENGE AND A CONTINUING ONE
FOR COMMUNITY DEVELOPMENT FINANCING IS SUSTAINABILITY —
SUSTAINABILITY FOR ALL THE PLAYERS IN THE FINANCING
SOLUTIONS.

AT THE CORE OF THIS ISSUE IS THE FAIRNESS QUESTION - WORKING
OUT WHAT IS SUSTAINABLE AND FAIR FOR ALL THE USERS AND
PROVIDERS OF MORTGAGE RELATED PRODUCTS AND SERVICES.

I WANT TO START WITH SUSTAINABILITY FOR THE BORROWERS WHO
DO NOT QUALIFY FOR CONVENTIONAL LOANS AND WOULD
NORMALLY END UP IN HIGH COST LOANS.

THEY NORMALLY WOULD BE CONSIDERED BY THE CONVENTIONAL
MARKET TO BE SUBPRIME BORROWERS.

THAT IS THE PROFILE OF NHSA’S CLIENT GROUP. WE HAVE
PURCHASED AND SERVICED NEARLY A BILLION DOLLARS IN LOANS TO
THIS GROUP UNDER A POLICY THAT HAS EXISTED SINCE OUR
INCEPTION - NAMELY, THE LOANS WE PURCHASE MUST HAVE BEEN
MADE AT THE ABILITY OF THE BORROWER TO REPAY.
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THE SECOND PART OF SUSTAINABILITY IS RESPONSIVE SOURCES OF
INVESTOR FUNDS. IF WE START WITH THE PREMISE THAT THE
BORROWERS WILL PERFORM BETTER THAN CONVENTIONAL WISDOM
MIGHT SUGGEST, IT SHOULD BE POSSIBLE TO LOWER THE COST OF
FUNDS. THE LOWER COST OF FUNDS WOULD CONTRIBUTE TO THE
SUCCESS OF THE BORROWER AND, THEREFORE, SUCCESS OF THE
INVESTMENT TO CREATE A WIN-WIN FOR BOTH.

OUR EXPERIENCE IN GAINING REDUCED INVESTOR PRICING, BASED ON
OUR LOSS MITIGATION PRACTICES, HAS RESULTED IN SUBSTANTIAL
BORROWER SAVINGS ON OUR LOAN PRODUCTS VERSUS HIGH COST
SUBPRIME LOANS.

WHEN WE RAN A LOAN-BY-LOAN ANALYSIS SEVERAL YEARS AGO,
BORROWER SAVINGS OFF MARKET PRICING ON THE LOAN
CONTRACTS FOR OUR SINGLE FAMILY PORTFOLIO WERE IN EXCESS
OF 300 MILLION DOLLARS ON ABOUT 520 MILLION DOLLARS IN LOANS.
THIRD PARTY REVIEW OF OUR NUMBERS FOUND THEM TO BE
CONSERVATIVE.

WE BELIEVE THIS HISTORY REPRESENTS FAIR PLAY AND CREATES A
REASONABLE EXPECTATION OF SUSTAINABILITY FOR THE INVESTORS
AND LENDERS PARTICIPATING IN RESPONSIVE COMMUNITY
DEVELOPMENT FINANCING.

THE THIRD PART OF THE SUSTAINABILITY CHALLENGE IS THE
NONPROFIT SECTOR.
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THE NONPROFITS CARRY A BIG PART OF THE LOAD IN PRE- AND POST-
PURCHASE BORROWER SUPPORT RELATED TO COMMUNITY
DEVELOPMENT FINANCING.

THEIR WORK NORMALLY IS SUPPORTED BY GRANTS. WITH
DIMINISHING GRANT RESOURCES IN BOTH THE PUBLIC AND PRIVATE
SECTORS, BETTER SOLUTIONS THAN GRANTS ARE NEEDED FOR THE
SUSTAINABILITY OF THE NONPROFIT SECTOR. JUST AS A MATTER OF
FAIR PLAY, NONPROFITS SHOULD BE PAID FOR THE VALUE OF
SERVICES PERFORMED.

TO ADDRESS THIS ISSUE, NHSA ADDED A FEATURE TO MANY OF ITS
LOAN PRODUCTS THAT PROVIDES AN OPPORTUNITY FOR THE
NONPROFITS TO RECEIVE A COUNSELING FEE AND TRAILING INCOME
FOR A BORROWER SUPPORT SYSTEM ON ALL THE QUALIFYING LOANS
THEY HELP TO ACHIEVE.

WE ARE EXCITED ABOUT THIS MODEL AND HAVE BEEN TRYING TO
PROMOTE IT FOR SEVERAL YEARS. THE LARGEST CHALLENGE TO IT
HAS BEEN EXOTIC MORTGAGES WITH THEIR TEASER RATES. MANY
NONPROFITS ARE ASKING US TO FOREGO THE TRAILING INCOME TO
THEM BUT KEEP THE LOWER INTEREST RATE TO HELP THEM
COMPETE WITH EXOTIC MORTGAGES. IN RETURN, THEY PLEDGE TO
GIVE THE REQUIRED POST-PURCHASE BORROWER SUPPORT WITHOUT
PAY.

THESE NONPROFITS ARE TO BE COMMENDED; BUT IN MY VIEW, THEY

SHOULD BE PAID FOR WORK THEY PERFORM IN SOLVING PROBLEMS
THAT THEY DID NOT CREATE.
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AS A SOCIETY, WE MUST KEEP WORKING TO SOLVE THE FAIRNESS
QUESTIONS ACROSS ALL ASPECTS OF THE MORTGAGE INDUSTRY,
INCLUDING SUSTAINABLE BUSINESS MODELS FOR THE NONPROFIT
SECTOR. MANY FOR-PROFIT AND NONPROFIT FRIENDS ARE
ENCOURAGING US TO USE THE MODELS WE HAVE CREATED TO
PROMOTE SUSTAINABILITY.

THE BOTTOM LINE MESSAGE FROM THE SUSTAINABILITY CHALLENGE
IS THAT ACHIEVING SUSTAINABILITY FOR BORROWERS, FUNDERS AND
NONPROFITS WILL ADD UP TO SUSTAINABLE COMMUNITY
DEVELOPMENT FINANCING.

THE FINAL OVER ARCHING CHALLENGE THAT | WILL ADDRESS IS ONE
THAT IS NEW - SUBPRIME LENDING. THIRTY YEARS AGO THE
CHALLENGE WAS A LACK OF FINANCING; TODAY IT IS THE TERMS
UNDER WHICH SO MUCH FINANCING IS PROVIDED THAT DEMAND
ATTENTION.

SUBPRIME LENDING AT TIMES BECOMES PREDATORY AND IS
NEGATIVELY IMPACTING COMMUNITIES ACROSS AMERICA.

NHSA WAS ASKED TO HELP ADDRESS THIS ISSUE BECAUSE LOCAL
NEIGHBORWORKS® ORGANIZATIONS THAT WE SERVE WERE
REPORTING THE LOSS OF THEIR BORROWER PIPELINES TO THE SPEED
AND EASE OF SUBPRIME LOAN APPROVALS. PAINFULLY, THE
SUBPRIME LOANS WERE BEING MADE UNDER MORE ONEROUS TERMS
THAN THE TRUE CREDIT PROFILES OF THE BORROWERS REQUIRED.

WE TOOK A CLOSE LOOK AT WHAT WAS HAPPENING AND CONCLUDED

THAT INNOVATIONS WOULD BE REQUIRED IN BOTH THE PRODUCT
AND TECHNOLOGY ASPECTS OF THE MORTGAGE DELIVERY PROCESS.
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RESPONSIVE COMMUNITY DEVELOPMENT FINANCING NEEDED WORK
THAT WOULD COMPLEMENT THE AUTOMATED UNDERWRITING
ENGINES PROVIDED BY FANNIE MAE AND FREDDIE MAC.

IT WAS CLEAR THAT EVEN COUNSELED BORROWERS WERE
ACCEPTING EXOTIC MORTGAGES AS THEIR PERCEIVED PATH TO THE
AMERICAN DREAM OF HOMEOWNERSHIP, AS THEY TRIED TO CAPTURE
SPEED AND EASE IN THE MORTGAGE LOAN PROCESS. TOO OFTEN
THEY MADE THESE DECISIONS WITHOUT BEING PREPARED FOR THEIR
AMERICAN DREAM TURNING INTO A NIGHTMARE.

TO TAKE ON THE INNOVATION CHALLENGES, NHSA LAUNCHED A NEW
LLC CALLED “JUST PRICE SOLUTIONS.” ITS MISSION IS TO DEVELOP
TOOLS TO HELP NONPROFIT ORGANIZATIONS JOINWITH THEIR
LENDING PARTNERS TO PROTECT THEIR NEIGHBORHOODS FROM
PREDATORY LENDING.

THIS NEW LLC, REFERRED TO AS JPS, BORROWED START-UP FUNDS TO
DO BOTH PRODUCT AND TECHNOLOGY DEVELOPMENT. ITS
PRESIDENT, BRIAN COSGROVE, ASSEMBLED A TEAM, INCLUDING THE
NHSA STAFF AND A TOP FLIGHT TECHNOLOGY COMPANY - LOANDNA.

ON THE PRODUCT SIDE, STATE FARM INSURANCE COMPANIES STEPPED
UP WITH A 100 MILLION DOLLAR INVESTMENT TO HELP US LAUNCH AN
INNOVATIVE LOAN PRODUCT - AN EMERGING MARKETS LOAN.

THIS LOAN IS BENEFITING FROM A NEW FIRST AMERICAN

CORPORATION ALTERNATIVE CREDIT SCORE PRODUCT - THE
ANTHEM SCORE.
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FIRST AMERICAN STEPPED UP WITH A 7.5 MILLION DOLLAR EQUITY-
LIKE INVESTMENT AS WORKING CAPITAL AND LOAN LOSS RESERVES.

BOTH MGIC AND PMI STEPPED UP WITH EXTRAORDINARY
CONCESSIONS ON MORTGAGE INSURANCE PREMIUMS BASED ON
NEGOTIATED CREDIT ENHANCEMENT STRATEGIES.

AND FANNIE MAE STEPPED UP WITH A GOOD FAITH COMMITMENT TO
LEVERAGE OUR 100 MILLION DOLLAR EMERGING MARKETS LOAN
POOLS WITH PURCHASES UP TO 750 MILLION DOLLARS.

(Just Price Table - Slide 11)

ON THE PROCESSING SIDE, JUST PRICE SOLUTIONS SUCCEEDED IN
BUILDING AN E-COMMERCE WEB PORTAL THAT INCLUDES
CUSTOMIZED AUTOMATED UNDERWRITING ENGINES ATTACHED TO
THIRD PARTY SERVICES FOR LOAN FULFILLMENT.

THIS NEW DIGITAL CHANNEL HAS THE CAPACITY TO TAKE
COMMUNITY DEVELOPMENT TYPE SINGLE FAMILY LOANS FROM
INTAKE THROUGH TO CLOSING ELECTRONICALLY. NOT ONE PIECE
OF PAPER NEEDS TO PASS PHYSICALLY AHEAD OF LOAN APPROVAL,
WITH ONLY THE REQUIREMENT THAT AT CLOSING ALL THE
REPRESENTATIONS MADE ELECTRONICALLY AND VIA IMAGED
DOCUMENTS WERE VALID.

THIS NEW DIGITAL CHANNEL WAS COMPLETED IN THE FIRST
QUARTER OF CY 2007 AND IS BEING TESTED WITH LOANS FROM
SEVERAL CHANNELS.
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THE GOAL OF SPEED AND EASE IN LOAN APPROVAL AND PROCESSING
IS BEING ACHIEVED.

THIS NEW CAPACITY IS OPENING UP THE OPPORTUNITY FOR THE
COMMUNITY DEVELOPMENT FIELD TO BE AN ARMY OF PARTNERS
WITH THE FINANCIAL INDUSTRY IN SERVING LOWER INCOME
BORROWERS IN AN EFFICIENT, FAIR AND JUST MANNER. MANY
GROUPS IN THIS ROOM ARE INVOLVED IN THE TEST PHASE WITH A
FEW LOANS EACH AND NOW, ALREADY, ARE SERVING THEIR CLIENTS
THROUGH THE JUST PRICE E-COMMERCE WEB PORTAL, INCLUDING
THE NEIGHBORWORKS® NETWORK AND THE HOMEFREE-USA
NETWORK.

MANNA, A NEIGHBORWORKS® ORGANIZATION HERE IN THE DISTRICT
OF COLUMBIA, IS AMONG THE MOST EXPERT USERS OF THIS NEW
TECHNOLOGY.

WITH REGARD TO HOW THE NATION SOLVES THE EXOTIC MORTGAGE
ISSUE AS AT LEAST 1.5 TRILLION DOLLARS IN MORTGAGES PREPARE
TO RESET IN THE NEXT TWO YEARS, I’'M CONVINCED THAT OUR
SMALL LESSON TODAY CAN HELP.

THE CHALLENGE ON THE RE-SETS CAN BE MET THROUGH
COLLABORATION OF THE MORTGAGE INDUSTRY WITH THE
NONPROFIT SECTOR, USE OF WORK-OUT STRATEGIES THAT ACHIEVE
AFFORDABILITY, AND BORROWER SUPPORT SYSTEMS BACKED BY
PATIENT CAPITAL THAT GIVE BORROWERS A CHANCE TO RECOVER
FROM THEIR UNFORTUNATE CIRCUMSTANCE.

THE MORTGAGE INDUSTRY ACKNOWLEDGES THAT FOREBEARANCE IS
LESS COSTLY THAN FORECLOSURE, BUT THAT FOR MOST OF THE
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EXOTIC MORTGAGES, THE LOAN SERVICER DOES NOT HAVE THE
POWER TO FOREBEAR AND IS REQUIRED TO MEET CONTRACTUAL
COMMITMENTS TO FORECLOSE.

IN MY VIEW, THAT MAKES NO SENSE, AND TODAY | CALL ON ALL
INVESTORS INTO SUBPRIME PAPER TO GIVE THEIR LOAN SERVICERS
THE AUTHORITY TO DELAY FORECLOSURE FOR ALL BORROWERS
THAT ARE WORKING WITH THEM IN GOOD FAITH TO DEVELOP AN
ALTERNATIVE PATH.

FOREBEARANCE WILL REQUIRE INCREASED POOLS OF CAPITAL AS
PATIENT CAPITAL WHILE THE WORK-OUT STRATEGIES ARE PUT IN
PLACE OR TO HELP SUPPORT A REFINANCE PROGRAM.

IF PATIENT CAPITAL POOLS ARE NOT CREATED BY THE RESPONSIBLE
LENDING PARTIES AND INVESTORS, CREATING SUCH POOLS OF
PATIENT CAPITAL BY OTHERS WOULD BE IN THE PUBLIC INTEREST.

I’M HOPING WE AS A NATION CAN RISE TO THE CHALLENGE OF
CREATING SUCH POOLS OF CAPITAL TO HELP MEET THE FLOOD OF
MORTGAGE RE-SETS THAT WE ANTICIPATE.

HOWEVER, BOTTOM LINE, IF FOREBEARANCE WOULD COST LESS
THAN FORECLOSURE, WHY WOULDN’T EVERYONE IMPACTED BY THE
FORECLOSURES PREFER TO AVOID FORECLOSURE? ONE
ENLIGHTENED LOCAL COMMUNITY OF ONLY ABOUT 50,000 PEOPLE,
EUCLID, OHIO, ALREADY HAS SET UP ITS OWN FUND OF NEARLY A
MILLION DOLLARS TO HELP PROTECT ITS CITIZENS AND ITS
NEIGHBORHOODS FROM FORECLOSURES.
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GOING FORWARD, CLEARLY SUBPRIME LENDING REQUIRES THE KIND
OF REGULATORY INTERVENTION THAT IS DEVELOPING. FURTHER,
SUBPRIME LENDING REQUIRES SUITABLE BORROWERS AND A
BORROWER SUPPORT SYSTEM BACKED BY PATIENT CAPITAL.

HOPEFULLY THE INCREASING ABILITY OF THE NONPROFIT SECTOR
TO

1. COMPETE WITH THE SPEED AND EASE OF SUBPRIME LENDING
WITH

2. PROPERLY UNDERWRITTEN BORROWERS

3. BACKED BY GOOD BORROWER SUPPORT SYSTEMS

WILL GO A LONG WAY TOWARD MITIGATING FURTHER SPREAD OF
INAPPROPRIATE HIGH COST LENDING.

FINALLY, IN SUMMARY, LOOKING TO THE FUTURE, OVER ARCHING
PRIORITY CHALLENGES ARE NIMBYISM, SUSTAINABILITY, AND
INAPPROPRIATE SUBPRIME LENDING.

TOOLS WE CAN BRING FROM THE PAST TO TACKLE THESE
CHALLENGES ARE COLLABORATIONS BUILT ON TRUST AND
PARTNERSHIPS, AFFORDABILITY FOR THE BORROWERS SERVED, AND
GOOD BORROWER SUPPORT SYSTEMS.

IN CLOSING, OUR JOURNEY HAS TRANSITIONED US FROM HOSTILE
CONFLICT TO PRODUCTIVE PARTNERSHIPS AND COLLABORATIVE

SOLUTIONS, AND FINALLY TO SYSTEMIC INSTITUTIONAL CHANGE.

OUR SUCCESSES IN COMMUNITY DEVELOPMENT FINANCING HAVE
PARALLELED OUR GROWTH AS A NATION IN OUR DETERMINATION
THAT FAIR PLAY WILL PREVAIL IN OUR SOCIETY.
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OUR HISTORY SHOWS THAT ALWAYS THERE HAVE BEEN PEOPLE
WILLING TO HELP AND WE CAN TRUST THEY ARE THERE AGAIN.

BASED ON THAT HISTORY, | HAVE TOTAL FAITH THAT BASICALLY WE
ARE A NATION OF GOOD PEOPLE, THAT FAIRNESS WILL PREVAIL AS,
INCREASINGLY, THIS WORK TOUCHES THE HEARTS OF THE PEOPLE OF
AMERICA, AND THAT WE ALL CAN LOOK FORWARD TO A BRIGHTER
AND BRIGHTER FUTURE FOR FINANCING COMMUNITY DEVELOPMENT.

THANK YOU SO MUCH FOR YOUR ATTENTION.

HHHHH
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