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NEW YORK (TheStreet) -- Access to home loans may soon become easier, with bankers and regulators 
optimistic they will soon have an agreement intended to ease lenders concerns.  

The latest sign of a deal came Monday in a speech from Mel Watt, director of the Federal Housing Finance 
Authority, regulator of Fannie Mae (FNMA) and Freddie Mac (FMCC) , at the Mortgage Bankers Annual 
Convention in Las Vegas.  
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Watt told the audience of lenders he knows earlier initiatives "did not provide enough clarity" to assure lenders, 
including big banks Wells Fargo (WFC) , Bank of America (BAC) and JPMorgan Chase (JPM) , they could 
make loans without fear Fannie or Freddie would force them to buy the loans back after finding small errors.  
 
This process, also known as a "putback," is costly to lenders even when loans are performing, and also costs 
banks billions of dollars in fines and repurchases of nonperforming loans. Watt outlined revisions to those 
initiatives, which he called the Representation and Warranty Framework.   

Wells Fargo CEO John G. Stumpf stated in an earnings call last week that the bank has been "doing a lot of 
work with folks in the government" over the putback issue, which he cited as one of several factors "holding 
the housing market back from a complete recovery."  

The fact those discussions are showing signs of progress is reason for mild optimism, according to Jim Parrott, 
a former adviser to President Obama on housing issues, who now runs Falling Creek Advisors, a consulting 
firm, and is a senior fellow at the Urban Institute in Washington, D.C.   

"The audience that really matters here are those that are having to decide whether or not to make a loan," 
Parrott said. "Lenders are in control over who in this country gets access to credit. That's the way the system is 
set up. They are reticent to make loans to a big category of people that most of us think should be getting 
loans.  

"But we can't force these guys to make loans so we've, in a sense, got to figure out how to adjust policy so 
that they feel comfortable with, and incentivized to, make these loans."  

Many loans made in the run-up to the lending crisis had problems and even fraud, costing the banks tens of 
billions of dollars. Now, however, Fannie and Freddie continue adding to banks' costs by putting back good 
loans over small technicalities, argues Paulina McGrath, president and CFO of Houston-based mortgage banker 
Republic State Mortgage.  

"The vast majority of loans that lenders are seeing put back to them are not non-performing loans. They are 
actually performing loans that have a defect, and in some instances it's a very minor defect," said McGrath, 
speaking to TheStreet ahead of Watt's speech.  
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McGrath would like to see Fannie and Freddie keep those loans, as long as the banks promise to pay for any 
losses. This practice, known as indemnification, is always used in the case of loans insured by the Federal 
Housing Administration and the U.S. Department of Veterans Affairs.  

McGrath is also chairman-elect of the Community Mortgage Lenders of America, in which capacity she and 
other lenders recently met with U.S. housing officials to share these and other concerns. However, though 
McGrath said indemnification for Fannie and Freddie loans is at the top of her list of priorities for addressing 
putbacks, Watt did not mention the issue in Monday's remarks.  

Nonethless, following Watt's speech, CMLA external affairs head Robert Zimmer was optimistic.  

"We're moving in the right direction," Zimmer said. Government housing officials "keep making clarifications to 
a process that, over time, will give lenders more certainty."  


