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The Question:
Should C.A.R. keep its policy supporting FHA "risk based pricing" in place?
Action:
Staff is requesting direction at this time.
Positions:
1. SUPPORT the FHA implementing risk based pricing
2. OPPOSE the FHA implementing risk based pricing
3. Take no position
Discussion:
In 2006 C.A.R. took a position supporting FHA risk based pricing if the
legislation included other provisions. Given the market dynamics and the
underlining intent of FHA reform proposals of today, is C.A.R.'s policy to
support FHA risk based pricing still acceptable?
The FHA mutual mortgage insurance fund is currently below its statutory
minimum requirement and may, for the first time in FHA's history, draw funds
from the Treasury to make up the difference. This shortfall has been building
as FHA continues to work its way through its poorly performing book of
business from 2007 to 2010. FHA's financial troubles have opened the door
for critics of FHA and government involvement in the mortgage market to begin
proposing reforms to the program that may drastically alter its market share
and availability.
One change that has been proposed is to allow the FHA to use risk based
pricing to set premium payments and downpayment amounts. Currently, the
FHA is unable to use risk based pricing so a buyer with a 780 FICO score
would be required to pay the same mortgage insurance premium as a buyer
with a 620 FICO score. Proponents of risk based pricing argue this has
prohibited the FHA from properly pricing their mortgage risk and is one of the
causes for their current financial difficulties.
In 2006, Congress had introduced a bi-partisan bill that would have allowed the
FHA to implement risk-based pricing, as well as allow for a zero down FHA
mortgage and a 40-year FHA mortgage. The FHA was losing market share

and many good homebuyers who historically would have used FHA were using
subprime mortgages, which seemed cheaper. That bill was intended to make
FHA more competitive in the market. The bill also allowed for premiums to be
adjusted during the term of the mortgage so as the homeowner's credit
improved their premiums could be reduced.
Support:
Supporters of risk based pricing say:
 This will allow the FHA to price their mortgage products so they
appropriately reflect the true mortgage risk,
 Good credit buyers will not be forced to subsidize poor credit buyers by
paying a higher premium than they should, and
 This will bring FHA up-to-date with other mortgage insurance
companies that price by risk,
Oppose:
Opponents of risk based pricing say:
 Under the current FHA pricing system, the program is able to make
more loans to risky borrowers by sharing their cost with more qualified
borrowers, this risk sharing allows for more homeownership,
 Borrowers with lower down payments will likely be priced higher, and
 This could raise the cost of buying homes on those who can least afford
it.
C.A.R. Policy:
In 2006 C.A.R. took the following policy:
That C.A.R. "SUPPORT" legislation to allow the Federal Housing
Administration (FHA) to set their mortgage insurance premiums using riskbased pricing, so long as the legislation includes:
 Increasing the FHA loan limits to 100% of the conforming loan limit,
 Insuring zero down mortgages, and
 Insuring 40 year mortgages
NAR Policy:
In May of 2006 NAR took the following policy:
That NAR support risk-based pricing for the FHA mortgage insurance program.
In 2006 C.A.R. took a position supporting FHA risk based pricing if the
legislation included other provisions. Given the market dynamics and the
underlining intent of FHA reform proposals of today, is C.A.R.'s policy to
support FHA risk based pricing still acceptable?

2

3

