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Maryland’s Answer to HAMP 
In 2010 the Maryland Department of Housing and Community Development’s (DHCD) 
Community Development Administration (CDA) created a new Advance Claim Model loan 
modification program to help struggling borrowers stay in their homes by reducing their monthly 
mortgage payments to a more affordable level.  The program is DHCD’s version of HAMP and 
was created in response to CDA borrowers who wanted to participate in a program that offered 
loan modifications similar to the federal Home Affordable Modification Program (HAMP).  
DHCD’s legal team determined that it could not participate in HAMP, which left the agency with 
few options to help borrowers make affordable modifications to their CDA loan, even when 
merited.   

At the same time that DHCD wanted to be able to help its struggling borrowers, while balancing 
its fiduciary responsibilities to CDA’s bondholders.  In order to accomplish both objectives (i.e., 
help as many borrowers as possible while maintaining financial viability) DHCD looked to 
Private Mortgage Insurance (PMI) companies with the idea to seek their participation in any 
write-down of amortizing mortgages.  The benefits of the new loan modification program were 
straightforward for all parties involved. 

� PMI: lower claim payment and continued insurance premiums; 
� CDA:  maintain an affordable loan in the portfolio with continued PMI coverage; 
� Homeowner: remains in their home with an affordable payment; and, 
� Neighborhood: avoid a vacant property and stabilize home values. 

The model DHCD developed is an innovative approach that is replicable for similar state 
Housing Finance Agencies (HFA) and other lenders.  In its simplest form it quantifies the loss of 
going to foreclosure into a solution to modify the loan and make the “home affordable.”  Too 
much money, time, and effort is put into the foreclosure process and leaves families traumatized 
and neighborhoods in disrepair. Furthermore, it avoids the delays and costs of evicting the 
existing family to only replace them with a new family at a cost the original family could have 
afforded.  This model short cuts the whole process, thus saving countless overall public and 
private dollars while sustaining neighborhoods and surrounding home values.  At the same time 
it addresses any morale hazards by maintaining the borrower’s full mortgage obligation intact, 
thus, maintaining potential financial upside for CDA and the PMIs.  With an established front 
ratio of 33 percent of gross income it maintains an equitable system that is hard to abuse by any 
potential strategic defaulter.
Advance Claim Program Parameters 
The proposed plan entails a first amortizing mortgage write-down by both the PMI and CDA.
The mechanics of the write down are handled in a comprehensive Excel spreadsheet – 
parameters include: 



� The amortizing mortgage will be written down to allow the borrowers to have a front-end 
debt-to-income (DTI) ratio of 33 percent, with a back-end ratio not to exceed 50 percent;

� The full 33 percent DTI will result in a payment that will fully go to the borrower's new, 
modified regular monthly PITI payment; 

� A systematic and fair method to allocate the amortizing principal write-down between the 
PMI and CDA, which includes the following steps to determine the specific dollar 
amount that each entity will pay:   

1. An analysis of the expected claim and potential losses for the PMI and CDA 
(if no work-out were pursued) is calculated to determine the theoretical split 
of the principal reduction.

2. The PMI maximum loss will be capped at 25 percent (or 71 percent of the 35 
percent coverage); if the loan modification requires additional funds after the 
PMI reaches the 25 percent maximum, CDA will make payments up to a 
maximum of 120 percent of the expected loss. 

3. Both the PMI and CDA principal write-downs will become non-amortizing 
with repayment due upon sale or refinance; the PMI and CDA will share in 
the recovery based on the same percentage as shared in the principal write-
down.

Samples of the comprehensive Excel spreadsheet template are shown in the attached exhibit.  
The Excel Advance Claim Model template makes it easy to get to the right loan modification 
decision and to efficiently convey the merits of the recommended solutions. 
Rationale for Advance Claim Methodology 
DHCD tried to develop a replicable HAMP model that could be transparent to the PMI and 
borrower.  While the DHCD Advance Claim model spreadsheet calculates the effective interest 
rate for the borrower of their new payment (i.e., the interest rate based on their entire debt), it 
was determined that using interest rates as a method for modifying loans did not translate well 
financially to the PMIs to show the real costs to CDA.  With this methodology the true skin in 
the game of CDA was more readily transparent.  This helped expedite discussions with the PMIs 
who were reluctant to make large advance claims.  Additionally, DHCD has used the tenets of 
the Advance Claim model to develop a second version, called Short Claim Model. The Short 
Claim model is used when the PMI’s mortgage insurance premium on a particular loan is so 
expensive that the only way to successfully modify the loan is by removing the PMI coverage 
and creating an uninsured mortgage.  This method is only used when an Advance Claim is not 
feasible. 
Benefits of the Advance Claim to DHCD 
The Advance Claim allows all stakeholders, including the PMIs, borrowers, and neighbors, to 
win.  This by itself makes it a winner for DHCD; however, there are many other tangible benefits 
to this loan modification solution.  The Advance Claim program: 

� Provides financially-viable loan modification solutions to help DHCD keep as many 
CDA borrowers in their homes as possible while bringing significant PMI capital into the 
foreclosure prevention solution;

� Provides long-term positive net present value financial outcomes over foreclosure to 
CDA and the PMIs -- even if many borrowers re-default; 

� Provides DHCD with a loan modification program similar to the federal HAMP, which 
reduces external criticism of DHCD and the state; and, 



� Provides a transparent and quantifiable financial impact to DHCD that can be managed 
within its existing resources and represented to the PMIs as real skin in the game (i.e., 
both CDA and the PMI are using resources). 

In addition, these innovative approaches are important to maintaining Credit Rating Agency 
(CRA) confidence with DHCD.  In the most recent (April 2011) single family bond rating 
reports issued by Moody’s and Fitch, the two CRAs recognized DHCD’s ability to work with 
struggling borrowers. 

� “Management has been proactive at mitigating program risks.” (Moody’s) 
� “Management maintains significant flexibility in their ability to work with delinquent 

borrowers in an effort to limit losses on the portfolio…” (Fitch) 

Results to Date 
DHCD had to overcome the PMIs institutional perception that an Advance Claim of 25 percent 
(or 71 percent of their coverage) was too big.  DHCD’s discussions with the PMIs required 
continual focus on the larger benefits and goals of accepting this program.  Ultimately, all of the 
PMIs accepted this model, with one giving DHCD delegated approval to modify loans.  This has 
led to DHCD being able to approve 18 borrowers with an affordable loan modification that 
otherwise would not have been possible.  Without the Advance Claim model all of these 
borrowers would have gone to foreclosure.  The family stories are often compelling:  

DHCD’s first approval was given to a recently divorced single mother of three.  As a 
teacher’s assistant with minimal child support, this parent needed a more affordable 
payment to keep the family in their home.  Since they lived in a modest home, the new 
mortgage payment was more financially sustainable than comparable area rental rates, 
and prevented a disruptive move that would potentially require her children to change 
schools and move away from their support system of neighbors and friends. 

Conclusion

The DHCD Advance Claim Model is a straightforward concept to help all stakeholders involved 
focus on the most important objectives during this recent economic recession and housing 
meltdown – keep families in their home with a financially viable and fair solution.  Quite simply 
this model accomplishes these objectives -- it brings the lenders (CDA) and PMI funds to the 
table while maintaining a reasonable yet affordable payment for the homeowner.  Additionally 
this model is replicable for other similar HFAs and lenders and is scalable to ensure maximum 
impact from its concept.  It works remarkably well today and will continue to yield positive 
results to all for the foreseeable future. 

 
 
 
 
 
 
 
 
 
 



 
 
 
 
 
 
 
 
 
 
 
 
 
 












