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Fannie Mae Advisory Services
to the National Housing Finance Corporation

of South Africa

Executive Summarv

ThIS report IS provIded as a summary of FannIe Mae's technIcal advIsory VISIt to the
NatIOnal Housmg FInance CorporatIOn (NHFC) of South Afnca The two-week tnp that
began on March 30,1998 and concluded on Apnl 10, 1998 was conducted by three
members of the FannIe Mae staff-- NItIrwork G Armstrong, DIrector, CredIt PolIcy, Brenda
Hamson, Manager, New Markets and HomePath, and Wanda HutchInson, Manager,
AcqmsitIOns OperatIOns The VISIt was a follow-up to Fanme Mae's InItIal VISIt In
November 1997 under a subcontract between Fanme Mae and Planmng and Development
CollaboratIve InternatIOnal (PADCO, Inc), pursuant to a contract between PADCO and
USAID ThIS report IS the final delIverable under that contract

The purpose of the VISIt was to reVIew NHFC's Gateway feasIbIlIty process and to prOVIde
recommendatIOns In the follOWIng areas credIt polIcy, underwnter and servicer functIOns,
and homebuyer educatIOn The team's report IS based on mformatIOn obtaIned from
meetIngs WIth the NHFC staff, local consultants, lenders, representatIves of the HOUSIng
Loan Guaranty CorporatIon (HLGC) and other hOUSIng counsehng proVIders, credIt
reportIng compames, tours of local housmg developments mcludIng Victona Mxenge In
Cape Town, and reVIews ofwntten matenals -

Under Project Gateway, the NHFC aIms to deSIgn a SImple mortgage loan product that IS
mtended to be affordable for lOW-Income consumers, whIle accommodatIng eXIstIng
realItIes In the South Afncan hOUSIng market The NHFC has determIned that thIS could
best be accomplIshed In the near-term through a non-property based loan product The
Gateway loan would be secured through prOVIdent funds and bought In credIt guarantees
At the same tIme, NHFC IS workmg to lay the groundwork for the development of a
secondary market-based mortgage lendIng structure to servIce thIS market segment

Dunng a pnor VISIt In December, the NHFC and Fanme Mae IdentIfied several tasks that
needed to be completed pnor to ImplementatIOn They were

Product DeSIgn
Lender accredItatIon standards and on-goIng reqUIrements for lender operatIOns
Procedural maps for NHFC's operatIons
SupportIng systems for the NHFC and lenders
Parameters for a consumer educatIOn program
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It was NHFC s mtent to develop a senes of teams to desIgn these elements of Project
Gateway wIth representatIve lenders, the government and other stakeholders Included when
appropnate When the Fanme Mae team amved, work had been done In each of the areas

DelOItte and Touche had developed hIgh level gUIdelmes for ongmators, underwnter and
servIcer accredItatIon functIons, responsIbIlItIes and lIabIlIty, and borrower elIgIbIlIty,
credIt and affordabIlIty assessments HIgh level bUSIness process flows had also been
developed and work \\ as underway to IdentIfy and procure technology systems to support
the NHFC and ItS lender base (Attachments I, II, III)

The NHFC's management requested that the FannIe Mae team reVIew thIS work and
provIde Input and recommendatIOns to ensure the development of an appropnate lendmg
product and supportmg operatmg gUIdelInes They also requested that our team venfy that
the procedures outlIned m theIr plans were appropnate to all deSIgnated partIes m the
mortgage value cham

After reVIew of the documents, meetmgs WIth the DelOItte and Touche consultants, and
prellmmary dISCUSSIOn WIth NHFC s management the team was requested to focus on the
followmg areas

InstItutIonal DefimtIOn of ProJect Gateway

1 The Core functIons of Gateway

OperatIons

a ReVIew of the DelOItte and Touche plan for ongmatIOn, underwntmg and
servIcmg

b FunctIOnal separatIOn of underwnters and servIcers / penaltIes and mcentIves
for partICIpants

c IntegratIOn of subSIdy process and conveyancmg

CredIt PolIcy

a CredIt Assessment
b StabIlIty of Income/Employment
c How to maXImIze affordabIhty WIthout addmg nsk
d Use of external credIt checkmg
e Product DefiCIenCIes

2
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Consumer EducatIOn and Outreach

a The CUlTent South Afncan model of homebuyer educatIOn
b How to delIver homebuyer educatIOn on scale m support of Gateway
c How to mtegrate homebuyer educatIOn process mto Project Gateway

The followmg report descnbes the plan for Project Gateway, our evaluatIon of thIS plan
wIth respect to the Items outlmed above and our recommendatIOns for NHFC's
consIderatIon or process Improvement

A. InstitutIOnal DefinItIOn of Project Gateway

The COl e FunctIOns orGatewm,

The team was asked to comment on what role Gateway should play relatIve to the
ongmators, undenvnters and servicers m the market and the value Gateway could add

Fanme Mae RecommendatIon

The pnnclpal value Gateway bnngs to the market IS as a source of capItal replemshment for
non-bank mstitutIons ThIS IS of major Importance because the pnmary mstItutIOns
expected to serve consumers In the target market are non-bank finance compames wIth
more lImIted sources of capItal than banks, and an mabilIty to hold a substantial portfolIo of
loans StrategIcally, the NHFC can bnng value by mstitutIng secondary market
standardIzatIOn m low- to- moderate mcome loan ongmatIOn, underwntmg, servlcmg and
consumer educatIon practIces and polIcIes

As the pnmary purchaser of the low-to-moderate mcome loans, the NHFC has the
advantage of collectmg data on thIS populatIOn for both market and credIt research
purposes The NHFC could provIde thIS mformatlon as a value-added servIce to mdustry
partIcIpants

Because there IS no eXlstmg standardIzed approach to delIver housmg finance to the target
populatIOn, the team sees the NHFC's role also as a capacIty buIlder to provIde trammg and
development for market partIcIpants, lenders, developers, government and consumers, and
to provIde fundmg models to lInk the vanous sources of funds -- government and pnvate ­
that are aVaIlable for housmg finance

In addItIOn, the team recommended that Gateway functIon as a faCIlItator to advance and
shape housmg finance polICIes In thIS role the NHFC would bnng together the dIsparate
components/provIders of housmg finance, 1 e , lenders, developers, government, employers,
umons, commumty orgamzatlons, credIt bureaus, consumers and homebuyer educatIon
proVIders, to meet the ObjectIve of expandmg homeownership for the target populatIOn

3
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DelOltte and Touche had cleated an OngmatIOn, Underwntmg and ServIcmg plan for the
NHFC ThIS plan outlIned mstItutional accredItatIOn reqUIrements (attached) and IdentIfied
key functIOns these mstltutIOns would be reqUIred to perform OngmatIOn, underwntmg
and servlcmg, dunng the pIlot phase, would be lImIted to mstitutIOns wIth eXlstmg capaCIty
to ongmate, underwnte and servIce SImIlar loan products

•
•
•
•

The roles and responsIbIlItIes for the underwnters
• screen all applIcants and ven(y that they meet Gateway's qualIfymg cntena
• perform an atTordabIlIty counselmg functIOn and determme If further home buyer

educatIOn IS necessary
complete applIcatIOn form and ven(y that all credIt cntena are met
submIt payroll deductIOn orders to employers
obtam proVIdent fund certIficatIon confirmmg WIthdrawal benefit
Issue clIent's affordabilIty pledge
lIaise WIth conveyancers
remIt all payments receIved from employers to Gateway WIth accompanymg
schedules
remIt monthly reports confirmmg applIcant s personal and loan details
act (m some mstances) as servIcers and perform loan admmIstratIOn

The plan IdentIfied the followmg as key functIOns for the ongmator
• screen applIcant for loan/subSIdy elIgIbIlIty
• test for affordabIlIty
• capture the applIcatIOn for finance m a standardIzed format
• proVIde a standardIzed homebuyer educatIOn developed by NHFC

Each mstitutIon would be reqUIred to submIt an applIcatIOn for accredItatIOn whIch would
provIde Gateway WIth the relevant mformatIon to assess the ongmator's, underwnter's and
servicer's capaCIty and provIde warranties m key areas of the underwntmg functIOn, abIlIty
meet establIshed capItal reqUIrements or to proVIde msurance to cover admmlstratlve and
operatIOnal nsks

Revlewof the Delome and Touche plan (0/ O/lgl/latlOJl, Vndent'! ltmg and Servlcmg

The roles and responsIbIlItIes for servlcers
• perform account admmistratIon
• Implement payroll deductIOns
• receIve and process payments from employers

B OperatIOns
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Fanme I\1ae RecommendatIOn

The team agreed wIth the hIgh level plan for ongmatIOn, underwntmg and servlcmg as
proposed by DelO1tte and Touche However, the team felt that the affordablhty counselmg
functIOn should be mtegrated wIth the homebuyer educatIOn process descnbed later m thIS
document

The NHFC s management suggested and the team agreed that the NHFC should begm Its
lendmg actIvIties WIth establIshed mstltutIOns, whIch have a track record and reputatIOn m
the target market Non-bank or mche lendmg InstItutIOns have extensIve expenence WIth
borrower qualIficatIon and payroll based lendmg AddItIOnally, they have learned to
ongmate and servIce these loans m a more cost-effective manner than the major South
Afncan banks

manage defaults
InstItute a clIent servIce facIlIty to receIve and rectIfy complamts/admmlstratIve
deficIencIes
reconclle and lemlt payments to Gateway•

•

Payroll lenders, such as Altfin and Kmg, appeared to be posItIOned to undertake thIS type of
loan servIcmg Altfin was created m 1996, and Kmg m 1992 Both mstitutlOns have
eXIstmg servIcmg mfrastructure and market presence Although the loan terms of theIr
ongmatIOns (less than 3 years) are shorter than the 10 year term proposed for the Gateway
product, modIfymg theIr processes to support servIcmg of longer term product should not
present major obstacles

•

I
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FunctIOnal SeparatIOn of Underwriters and Servicers / Penalties and IncentiVes for
PartiCipants

The team was asked to make a recommendatIOn on whether to allow an mstItutIOn to
perform both functIons

Fanme Mae RecommendatIOn The team recommended that eIther optIOn would work m
the market There are two scenanos and each have theIr pros and cons In the first
scenano, If all functIOns - ongmatIOn, underwntmg and servIcmg - are lmked, partICIpatIOn
IS hmited to the pool of mstitutions who can proVIde all three functIOns Thus, any
mstitution wIthout the capaCIty to perform all of the functIons would be excluded from the
pool ThIS may be more manageable m some ways for the NHFC, but It would also mean
that the NHFC would have concentrated operatIOnal nsk exposure m the event of
mstItutIOnal process and/or procedural weaknesses or finanCIal fallure Therefore the other
scenarIO of unlmkIng the functIOns whlle perhaps more complex from NHFC's start-up
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perspectIve, IS probably the mOle attractIve optIOn IfNHFC can reasonably manage It The
team vIewed the Impacts of separatmg or unlmkmg the functIOns as mcreasmg the number
of partIcIpants, ongmators, underwnters and servicers, producmg economIes of scale
gamed through volumes, and provIdmg the abIlIty to match functIOns to mstItutional
strengths

Penaltles and Incentlves (01 Pm tlclpants

The team IdentIfied the payment of fees for ongmatmg, underwntmg, servIcmg, default
management and anCIllary mcome as benefits flowmg to the mstitutIons and mcentives for
participatmg In addItIOn, the team suggested that the NHFC conSIder recourse penaltIes for
non-complIance wtth contractual oblIgatIons The team also stressed that penaltIes should
be used spanngly as they could be dismcentIves to domg busmess WIth Gateway

IntegratlOn o(Sllbsldv Process and COllwyancmg

Lmkmg government subSIdy payments WIth the transfer (conveyancmg) of the assets from
the bUIlder to the borrower and regIstratIOn of the asset m the borrower s name was
addressed by the NHFC's outSIde legal counsel At Issue was the delay (several months)
between the applIcatIOn for and receIpt of the subSIdy payment from the government The
subSIdy, coupled WIth the loan proceeds, are used to pay the buIlder The dISCUSSIon
centered around the pOSSIbIlIty of mtenm fundmg from the NHFC to faCIlItate the transfer,
and potentIal Issues regardmg the NHFC's abIlIty to collect the subSIdy dIrectly from the
government The£anme Mae team was not actIvely engaged III these dISCUSSIOns because
of the legal Issues, and made no recommendatIOns

C. CredIt PolIcy

Credlt Assessment

The purpose of the credIt assessment IS to detenmne the borrower's abIlIty to repay the debt
based on venficatIOn of stable mcome and also a wIllmgness to repay the debt as eVIdenced
by a hIStOry of meetmg past credIt oblIgatIOns Although the Gateway product does not
reqUIre an assessment of the borrower's past credIt hIStOry performance, the product's
structure through the guarantees mInImIZeS the NHFC's nsk exposure

Stabllzty ofIncome/Employment

Because the Gateway product IS dIrectly lmked to payroll deductIOn, there IS the lIkelIhood
of borrower default If a borrower becomes unemployed or transfers to an employer that
does not partICIpate III the pay-roll deductIon plan

6
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The Gateway product has the followmg features to control for mcome and employment
related nsks

mInImUm 3 years formal employment
monthly housmg payment should not exceed 25% of the borrower's monthly mcome
total debts should not exceed 40% of the borrower's total monthly mcome
loan repayment through automatIc payroll deductIOn
loans secured by provIdent fund guarantee of at least 50% and a bought-m credIt
guarantee for the remamder (potentially 100% secured loan)

Fanme Mae RecommendatIOn

We belIeve the gUIdelInes for stable employment and the ratIO reqUIrements are prudent
methods of mitIgatmg the nsk of borrowers bemg finanCIally overextended In addItIon, the
provIdent fund guarantee and the bought-m guarantee adequately cover the NHFC' s
mvestment In the event of borrower default, the NHFC's loss IS lImIted to the dIfference
between the outstandmg loan amount and the credIt guarantees We recommend that the
NHFC accept dIrect payments from borrowers and mvoke the guarantees only when the
borrowers are m default The performance of these loans should be tracked and momtored
closely by the servicer through ItS default management processes The results could be

- meaningful for developmg polICIes arOL1ncrIlOl1iJayToll deductton financlIlg

How to achIeve maX:Imum affOldabIlztv ofhomes for the homebuyer wIthout greater rzsk for
the lender

Two Issues that the team was asked to address In maXImIZIng borrower affordabilIty were
In the case of mamed Jomt apphcants, what level of spousal mcome to be conSIdered for
qualIfymg, and what proportIOn of prOVIdent funds for each applIcant would be used to
secure the loan

Fanme Mae RecommendatIOn

In the case ofJomt applIcants, It IS our recommendatIOn that borrowers be allowed to utIlIze
theIr combmed elIgIble mcomes to maXImIze theIr abIlIty to acqUIre more housmg,
provIdmg that they both meet the borrower and credIt standards If both Incomes are
reqUIred for qualIfymg, then both mcomes would need to be pay-roll deducted SImIlarly, If
the proVIdent guarantee m both accounts are needed to meet the loan guarantee proVISIon,
both applIcants' funds up to the amount reqUIred would need to be aSSIgned as collateral for
the loan

7
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Although the Gateway product does not have credIt standards, the team explored the
capabIlItIes of mcorporatmg credIt mformatIon We found that there were concerns on the
part of consumers, the NHFC and HLGC management and staff regardmg the qualIty,
accuracy and amount of credIt mfmmatIOn aVaIlable on the target populatIOn Some of the
comments we receIved were that

In general, we belIe\ e that because of South Afnca's past dIscnmmatIon laws and
perceptIOns regardmg the credit \vorthmess of the target market m tradItIOnal lendmg, It IS
Important that the assumptIons lIsed to denve the credIt gUIdelInes are assessed objectIvely
and are jllstIfied by busmess needs We strongly recommend that NHFC take a leadershIp
role m challengmg the 'status quo' by Implementmg a conSIstent and ObjectIve set of
gUldelmes

I
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lImIted credIt mformation IS aVaIlable on the target market,
maccurate mformatIOn eXIsts on the target market,
banks have used credit-reportmg agencIes to report only derogatory mformatIOn,
consumers dIStruSt the accuracy of the mformation and ItS faIr applIcatIOn,
lenders belIeve obtammg credIt reports WIll be costly,
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Fanme Mae Recommendation

Dunng our meetmgs WIth the two credIt reportmg agencIes, the InformatIOn Trust
CorporatIOn (ITC) and Expenan, we learned that SIgnIficant progress had been made m
cleanmg the data and provIdmg consumer mformatIon smce 1994 Both firms have
establIshed consumer educatIOn and mformatIOn servIces to aSSIst borrowers WIth questIons
about mformatIOn contamed m the credIt files and how the mformatIon IS used m grantmg
credIt In addItIOn, ITC and Expenan confirmed that the credIt files could be obtamed at a
mInImal cost and would proVIde valuable mformatIOn Expenan stated that of the
mformatIOn m theIr files, 80 percent was pOSItIve credIt mformatIOn on the target market
We belIeve that the NHFC should be m the forefront workmg WIth the agencIes and other
stakeholders to address the concerns of credIt reportmg Once the major Issues are
addressed, we would recommend that the credIt mfonnatIon be mcorporated mto the credIt
standards, m a fair, objectIve and conSIstent manner The credIt report mfonnatIOn could
serve as an objectIve measurement of the borrower s prevIOUS credIt standmg apd
wIllmgness to repay future debts

Product De(iclencles

Based on dISCUSSIons we had WIth Home Loan Guaranty CorporatIOn (HLGC), we found

8
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that a sIgnIficant portIOn of borrower defaults m the past has been due to borrower
dIssatIsfactIOn wIth the qualIty of the home For the penod 1990-1995, of the 18,500 loans
Insured-by HLGC, 2052 loans were m default Of the loans m default, 554 or 27 percent
(the second hIghest Ieason for default) were due to product delIvery problems (See
Attachment 4) In the past thIS has led to a group actIOn stoppage of payments m cases
where the homeowneis are concentrated m a sub-dIvIsIOn or by place of employment

Fanme Mae RecommendatIOn

Although the Gateway product does not rely on the value of the home as collateral, It IS
recommended that the NHFC address the qualIty of the home so as to enhance the value to
the consumer and to faCIlItate creatIon of a vIable secondary market We recommend that
the NHFC consIder engagmg vanous stakeholders, mcludmg buIlders and developers, to
develop mInImUm acceptable housmg product standards These standards could mclude
mmimum bUIlder elIgIbIlIty reqUIrements, product warrantIes, mamtenance agreements and
requmng a thIrd-party mspectIOn of the homes by a qualIfied profeSSIOnal pnor to the final
loan dIsbursement Care should be taken, however, to aVOId settmg phySIcal constructIOn
standards that are so stnngent as to eIther make sound-quahty housmg unaffordable, or
create dismcentIves for the constructIOn of appropnate dwellmgs

D. Consumer EducatIOn and Outreach

Current State o(South AfrIcan Homebuver EducatIOn

Today, a sIgmficant percentage of the South AfrIcan populatIOn lacks access to the
resources needed to prepare them for success m homeownership ThIS lack of access to hIgh
qualIty homebuyer educatIOn IS a major bamer to homeownership opportumtIes for mIllIons
of the maJonty populatlOn Two cntical components to the success of ProJect Gateway are,
1) the full mtegratIOn of a comprehensIve homebuyer educatIOn program, 2) and the
development of a delIvery system whIch WIll provIde servIces on scale to the targeted
market segment To properly assess the current state of the homebuyer educatIOn delIvery
system m South AfrIca, we conducted mterviews WIth key servIce proVIders and lenders and
convened a workshop to dISCUSS possIble strategIes and recommendatIOns

The Home Loan Guarantee Company (HLGOC) IS a pnmary supplIer of loan guarantees
and homebuyer educatIOnal servIces and trammg The HLGOC provIded an extenSIve VieW
of the mner workmgs of theIr program and an overvIew of the e'<.Istmg dehvery system In
the early development of the HLGOC housmg program, It was determmed that most first­
tIme homebuyers lack knowledge of the baSIC responsIblhties and pnvI1eges of OWnIng a
home As an msurer whIch guarantees thousands of loans, the HLGOC assessed that a
large percentage of loan defaults were related to the fact that borrowers SImply dId not

9
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understand their responsibIlities as homeowners The HLGOC determmed that by
provldmg chents with an understandIng of their nghts and responslblhtles, they could
potentIally lower their loan default late and bUIld a plpelme of new homeowners To meet
the needs of thIS target market the HLGOC estabhshed homebuyer educatIOnal trammg
programs and worked With large employers to dehver the trammg programs at the
employees work Sites ThIS has proven to be a very successful dlstnbutIOn network for the
HLGOC and efforts are underway to expand the aVaIlablhty of these programs

How to Deltvel Homebzll e/ EdllcatiOn all scale l/l Sllpp01 t ofGateway

Dunng dISCUSSIons wIth the HLGOC and staff of the SOCIal Housmg FoundatIOn of the
NFHC, three cntIcalissues were highlIghted

1 Housmg counselmg and educatIOnal providers lack the capacIty needed to
comprehenSIvely address all areas of the home buyer educatIOn,

2 There IS a lack of marketmg and outreach programs needed to reach target
populatIOn, and

3 A lack of fundmg needed to provIde long term counselmg to create a pipeime of
approval-ready borrowers

Fanme Mae RecommendatIOns

In order to address these Issues and other vOIds m the homebuyer educatIOn dehvery system,
enhancements to the eXIstmg mfrastructure are necessary Housmg educators must receIve
profeSSIOnal trammg m four functIOnal areas

1 pre/post-purchase educatIOn,
2 early mterventIOn delInquency counselmg,
3 finanCIal and budget! money management skIlls trammg and nghts
4 responsIbIhties of homeownership

Tram the Tramer, educatIOnal programs can aSSIst m mcreasmg the numbers of aVaIlable
servIce proVIders and can address the Issue of mconsistencies m the delIvery of servIces In
addItIon, the establIshment of a standard homebuyer educatIOn cumculum and a
certIficatIon program for counselors are essentIal to mcreasmg the qualIty of servIces
prOVIded

10
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How to ll1tegl ate lzamebzl1 el educatiOll pi ocess lIlto PI alect Gatewav

The workshop partIcIpants Iepresented the premIer homebuyer educatton provIders In South
Afnca The dIScussIon focused on how to most effectIvely Integrate homebuyer educatIOn
Into the Gateway process and how to Involve the partICIpants as potentIal provIders of these
servIces The purpose of the dIscussIOn was to receIve feedback from the partICIpants on
the Iecommended elements of the Gateway educatIOnal program The key elements of the
Gateway s educatIOnal program are

Development of Needs Assessment
CredIt and AffordabIhty Analyses
Development of a Cumculum Based EducatIon Program
Selecting/Acqumng a Home
Obtaining a Loan
Use of Governmental ServIces and Programs
How to work wIth a Developer
EXerCISing RIghts/ResponSIbIhtIes of HomeownershIp

Fanme Mae RecommendatIOn

There was a clear consensus In the workshop group that the introductIOn of educatIon In the
earlIest stages of the home buymg process serves two purposes 1) places mdIvIduals on
theIr paths to homeownershIp, 2) creates a pIpelIne of borrowers for mortgage lenders In
an effort to elImmate the key barrIers to homeownershlp for mIllIons of South Afnca's
cItIzens, It IS cntlcal that the lack of access to hIgh qualIty homebuyer educatIOn and
counselmg servIces be addressed The establIshment of partnershIps between eXlstmg
servIce proVIders and lenders and NFHC WIll create the lmkages needed to msure a smooth
tranSItIOn for Project Gateway to commUnIcate ItS value to the lendmg stream In addItIon,
the development of these partnershIps and relatIonshIps are essentIal to the success of the
Project Gateway and the thousand ofpotentIal homeowners It seeks to serve

11
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What value can
NHFC/Gateway add?
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Capital replenishment for non-bank
institutions
Industry standardization
I Origination
I Underwriting
I Servicing
I Consumer Education

4/9/98
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I Data collection and information sharing
I Expanding markets and capacity building

I Harness and channel myriad stakeholder
resources

-~ 4/9/98 3
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What roles should
I

NHFC/Gateway play?
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I Faci litator
I Lerlders
I De"elopers
I Government
I Employers
I Unions
I NGOs

4/9/98

Credit Bureaus
Community Organizations
Consumers

I Home Buyer Education
Providers

4
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I Capacity Builder
I Training and Development

I Lenders
I Developers
I Government
I Consumers

I Funding Models
I Link sources of funds

4/9/98
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I Communicator
I Teambuilding

I Promote partnership
I Identify commonalties, differences and

opportunities
I Build consensus I

I Networking

I Information sharing

4/9/98 6
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Project Gateway
Short Term
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I Complete product parameters
I Set standards

I Accreditation
I Originations
I Underwriting
I Servicing
I Consumer Education

I Training/Development
4/9/98
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• Determine basic eligibility
requirements

• Pre-qualify borrowers

• Process applications

• Verify credit criteria

• Assess credit

• Oversee conveyance

~ • Initiate payroll deductions
r>;'" ill.'" ~O!- I "1 1.... ... ~
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• Process payroll deductions

• Credit borrowers' accounts

• Provide client statements

• Default management
I

• Direct client contact

• Perform quality control reviews

• Report loan status to Project
~ Gateway
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• Fee Income
- Origination Fees

- Underwriting Fees

- Monthly SerVIcIng Fees

- Defalllt Management Fees(?)

- Ancillary Income
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• Repurchase defective loans

• Assessment for failure to report
and/or remit on portfolio as defined
in the contract

~
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• What are the risks associated with
one entity performil1lg origination,
underwriting and servicing
functions?
- Limited pool of entities

- Operational risks I

- Impacts of non-competitive markets

- Ability to perform to investor requirements in
all areas

~
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• What are the impacts of separating
these functions?
- Increased participants - originators and

underwriters

- Economies of scale gained through servicing
volumes

- Ability to match functions to institutional
strel1gths

~
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• Contingency Plarlning
- Processing system fclilure

- Servicor goes out of business
I

- Provision for alternate data repository

- Servicor capacity I
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Home Buyer Education
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II How to select a home
- applying affordability to house selection

process
- understanding home buying options
- understanding property warranties

• How to acquire homeownership
- property acceptance process
- conveyance/transfer of ownership

....
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Home Buyer Education

• Post Purchase Education (default
management)
- understanding repayment agreement
- understanding payment requirements

• timing of payment
I

- understanding default prevention
• communicating payment problems
• accessing default counseling
• remedies for default

"
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Home Buyer Ed~cation

~

II Needs Assess~ent

• Affordability Analysis
• Curriculum Based Educational Program

- How to get a loan
• comprehensive training on loan processing

- understanding options
- understanding borrower rights and responsibilities
- selecting a lender
- outlining roles and responsibilities of selVice

providers
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Gateway: Educating the
Potential Homebuyer

,~

II MARKETING AND OUTREACH
- EMPLOYER SEMINARS
- COMMUNITY SEMINARS

- BROCHURES/PAMPLETS
- CONSUMER TELE~HONE HOT-LINE
- TECHNOLOGY: INTERNET/E:MAIL
- REFERRALS:

• HOME BUYER EDUCATION PROVIDERS

• LENDERS
• DEVELOPERS (HOUSING PROJECTS)
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Discussion

• Development of Home Buyer
Education Parameters

• Development of Delivery Mechanisms
• Identifying Service Providers
• Training of Providers
II Communication Mechanisms
• Funding

~-



• AccreditatIOn pack

The followmg documents have been developed and are avatlable for dIScussIon

The progress and outstandmg Issues, m the dtfferent tasks wluch we have been assIgned IS
summansed below

The content and status of each of these documents are illdtcated ill separate sectIons below
The fIrst document ill the pack WIll be an overvIew of the Gateway product partICIpants and
procedures A draft has been prepared

MEMO
Office

Legal agreements
* Underwnter agreement
* Servicer agreement
* Borrower agreement
* Employer agreement
* PrOVIdent fund agreement

* Underwnter I servicer appltcatIon form
* Employer apphcatIon form
* PrOVIdent fund apphcatIon form
* Borrower applIcatIon form

The accredItatIon pack WIll COnsISt of
* overvIew of the Gateway process
* Underwnter functIons responsIbilitIes &

hability
* ServIcer funCtIons responsIbilitIes &

ltabtlIty one page mformatIon sheets
* Borrower mformatIon sheet
* Employer mformatIon sheet
* PrOVIdent fund mfonnatIon sheet

From
Gabriel Davel

Deloitte&
Touche

Re
Gateway

To
David Porteous
Dave Deetlefs
cc
Tim Store
Rudolph Willemse
Fred SmIth

PROGRESS REPORT PROJECT GATEWAY
G Davel, 28 \Jfarch 1998
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• Underwriter AccreditatIOn

* Underwnter Functions responsIbllmes and liability
This IS a lugh level summary of the functions wluch an underwnter must perform It also
covers the requIrements for accredItatIon of underwnters and Includes a summary of the
underwnter's liabIlity for recourse The intentIon IS that It should be produced as a glossy
leaflet or brochure that Will form part of the accredItatIon pack and marketmg rnatenal

Outstandmg
• Final check to ensure that the document IS consIstent With the underwnter agreement (The

areas of dtfference has been discussed WIth R Willemse)
• Fmal defImtIon of the conveyancmg process
• Agreement on underwntmg fees for inclUSIOn In the document

* Underwnter applicatIon form
Tlus have to be completed by each underwnter pnor to accreditatIon It WIll be the baSIS for
Gateway's assessors to assess the capaCIty of the underwnter It asks the underwnter to
prOVIde mforrnatIon that IS relevant on Its underwntmg capacity and, more slgmfIcantly, to
prOVide warrantIes In key areas of the underwntmg functIon The warrantIes WIll be assessed
(dunng an on site inspectIon by Gateway's assessors) pnor to accredItatIon

Status
• A draft has been done (and prOVided to DP & RW)
• Tlus has to be reVIewed to ensure that It IS consIstent WIth the underwntmg agreement (areas of

potentIal dIvergence has been discussed WIth RW)
• In Its eXlstmg form the underwntmg applIcatIon form covers both underwntmg and servICing ThIs

form should pOSSIbly be reVised to make underwntmg and servIcmg 2 appendixes ofa common
underwntmg I servICing applIcatIon form

• ServIcor FunctJons, responSibIlity & hablhty

ThIs IS a mgh level summary of the functIons wmch a servlcor must perform It also covers the
requrrements for accredltatJon ofservicors and Includes a summary of the servIcor's habIhty for
recourse The mtentIon IS that It should be produced as a glossy leaflet or brochure that wIll form part
of the accredItatIon pack and marketmg matenal

Ot.tstandmg
• The servicor functIon has not yet been fmally defined It IS stIll not clear whether the servlcmg

functIon Will be outsourced to the same partIes that Will have ongmated and underwntten the loans
Further progress With the servIcmg document IS dependent upon an indicatIon on the mtended
dIrectIon

• However, a draft of the servlcmg document IS avaIlable for diSCUSSion
• Servicing applicatIon form (see comments under underwntmg applIcatIon)

• AccredltatJon of employers & prOVident funds

Both employers and proVIdent funds have to be accredited ThIS rrnplIes apphcatIon forms and
accreditation procedures The follOWing documents have been developed (based on an analySIS of the
documents used by InStitutIOns whIch proVides srrnIlar fmancial services)

I

• employer applIcatIon form
• employer accreditatIon procedures
• prOVIdent fund applicatIon form
• prOVident fund accreditatIon procedures
• Gateway payroll instruction

completed by partIclpatmg employers

completed by partICIpatmg proVIdent funds

Completed bv underwnter In respect of each
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• authontv for payroll deduction

• bO'Tower s mstructIon to proVIdent fund &
fund's confrrrnatIon

• affordabllIty certIficate

borrower, and sIgned by employer (tills seems
to be exceSSIve, could be mtegrated WIth
'authonty' below)
completed by apphcant, to IllStruct employer to
process payroll deductIOn

not requrred any more

I
I
I
I
I

I
I
I
I
I
I
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Status
• All these documents have been drafted and could be fmahsed once comment IS receIved
• These documents were dlstnbuted to DP & RW

• Borrower apphcatlOn and mformatIon sheet

A borrower applIcation form has been drawn up (based on apphcatIon forms used by
retaIlers) ThIs covers the areas wmch must be addressed III apphcatIons for the Gateway
loans However, m practIce thls may be replaced by the underwnter's own apphcatIon form,
eIther WIth an appendIx for mformatIon not normally requrred by the underwnter (m ItS own
lendmg), or mav be reproduced by the underwnter under Its own logo

Status -
• Frrst drafts of the borrower apphcatIon form and mformatlon sheet have been done

• Credlt assessment and affordablhty CrIteria

A credIt assessment document, assessmg alternatIve approaches to crewt assessment, IS m
progress

Status -
• A dIsCUSSIon document on affordabIhty and credIt assessment cntena 15 m process The

conclusIOns on the credIt assessment cntena WIll requITe changes before a [mal borrower
apphcatIon form (and crewt assessment procedures) could be produced

• It 15 lIllportant that the chent survey statIstIcs be available before the completIon of the credIt
assessment procedure

• The subSIdy ehgIbIhtv statlstIcs should also be consIdered before completIon of the credIt
assessment procedure

• Two major deCISIons have to be taken m terms of the credIt assessment
• the loan term (we suggest a 10 year loan term)

• the extent to wmch the spouse's mcome should be taken mto account m the affordablhty
assessment

• Central (Gateway) processmg and adDllDlstratIon

Detailed procedures are reqUITed for all the functIons for wmch Gateway WIll be responsIble A [rrst
draft has been done, but tills requrres extensIve modlficatIon - due to the change m the Gateway­
underwnter relatIonsmp (the present document IS based on the ongmal centrahsed model)

Status
• Clanty on the servlcmg function and the relatIonslup between Gateway and ServIcors IS requrred

before proceedmg WIth thls manual

• SUbSld" applIcatIOn
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A lawyer specIalIsmg m the subsIdy procedures (LudwIg SlDlth LS) has been asked to assess the
subsIdy procedures m relatIon to Gateway s requIrements A dIScuSSIon document was produced GD
and RW dIscussed the subsIdy process WIth LS The conclusIons from the dISCUSSIOns are
• that of subsIdy approval (and assessment of eltglbIltty) could be delegated to eIther Gateway or the

underwnters
• It does not appear possIble / feasIble for subsIdy dIsbursement to be delegated to Gateway
• It may be possIble for Gateway to receIve an advance on projected SUbSIdy payments, from WhICh

Gateway could make payments to qualtfymg appltcants However, Gateway WIll have to account
for these payments to each provmcIal authonty separately

There are also a number of Issues to be resolved m relatIon to the subSIdy approval process (and the
delegatIon thereof to the underwnters) -
• It WIll requIre that the underwnters perform functIons wmch are very dtfferent to those performed

at present (assessmg elIgIbIltty agamst Actecs system & agaInst NatIonal subSIdy database)
• underwnters WIll requIre access to speclaltsed software
• the Actecs enqurry has slgmficant cost ImpltcatIons (R45 / enqurry)
• It may be more appropnate that the subSIdy eltgIbIlIty assessment be mtegrated WIth the

conveyancmg process (note that there are reservatIon on the practIcal ImplIcatIons of the
conveyancmg requIrements, and mtegratIon of the conveyancmg WIth the underwnung process)

Status -
• There are sIgmficant outstandmg Issues
• Proposed steps for resolutIon of these steps are

• for RW to assess the optIons and make fum recommendatIons for dISCUSSIOn
• GD, RW & FS to meet WIth Mr Barnard (NatIonal Dept of Housmg) to gather further

InformatIon on the subSIdy process and, espeCIally, to assess the feaSIbIlIty of gIvmg
Gateway / Underwnters access to the natIonal subSIdy database

• DP to gIve guIdance to LS before further steps are taken m revlsmg the subSIdy

• Legal documents

RW IS prepanng drafts of the reqUIred legal documents, 1 e
* the Underwnter agreement
* Employer agreement
* Fund agreement
* Developer agreement

t\. draft has been done of the underwnter agreement, and comments prepared on the requIrements for
the other agreements (1 e no agreements as yet) RW, GD & RA dtscussed the underwnter agreement
and some areas were IdentIfied where the agreement IS mconsIstent WIth other developments m the
project, or where further thought IS reqUIred Some of the most sIgmficant are -
• RW dId not mcorporate a separate sectIon on the 'pnncIpal' responSIbIlItIes of the underwnter as

dtscussed m preVIOUS meetlng WIth DP However, sectIons 3 and 6 appears to acmeve the same
objectIve GD & DP must provIde further mput mto sectIon 6 2 to ensure It covers essentIal
condttIons for recourse

• DeftmtIon of the pomt ofpurchase of the exposure by Gateway (1 e after receIpt of fIrst repayment)
• Clear confrrmatIon IS reqUIred thattne underwriter WIll only be reqUIred to prOVIde fmance for

completed houses RW wIll revIse paragraphs 3 2 5 & 329m thts regard Ifthts IS not acceptable
to developers and fmance IS reqUIred at an earlter stage It WIll have sIgmficant ImpltcatIons for
both the legal agreements and the procedures

• The requIrements m terms of product certlficatIon IS stlll not clear enough I e happy letter
NHBRC certlficatIon, engmeer s certrlicatIon Current thmkmg' IS that, as long as fmance IS only
prOVIded for completed houses, that a happy letter' may be suffiCIent There are however also
numerous compltcatIons and counter arguments

• GD suggested that a COffi1Dltment be obtamed from the employer that no payroll deductIons WIll be
accepted beyond a defmed ltrnlt RW have to confum that thts IS legally pOSSible ThIs may be- -----------

I
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cntIcal as acceptance of exceSSIve deductIons (even If authonsed by employee) lll1ply consIderable
credltnsk for Gateway -:;::t>1 ~v-_v .... \ \~ (0.t\l~C',"~1 \\'r \( ,\-,,1""- ~I..V',,--I J-'vt i

• No confrrmanon requIred that ttorr~wer has undergone educatIon, but underwnter must be -:;:lJ ~vJ:>, ~
satIsfied that borrower has a suffiCIent understandrng of the oblIgatIons related to home ownership

• Under 6 2 must mclude requIrement for the underwnter to perform the prescnbed affordabIlIty test
• Cut 6 25

Status -
• GD gave verbal feedback on the agreement
• GD & DP should proVIde further mput mto agreement
• A copy of the underwnter applIcanon form was gIven to RW, so that condInons could be mcluded

m the agreement to cover the IlUDlII1um warrantIes
• The servlcor agreement need urgent consideratIon. especially the lll1phcatIons 1f an underwnter IS

also a servlcor
• The underwnter responSIbilItIes m terms of conveyancmg requIres further attentIon
• The underwnter responsIbilitIes m terms of subSidy certIficatIon reqUIres further attentIon

• Database

FS produced the Busmess Process Flow In mscusslon WIth GD the followmg Issues were IdentIfied
• The most slgruficant IS that the document descnbes the centrahsed Gateway-dnven process 1 e

WIthOUt consldenng the 'current thmkmg' m terms of a hIgher level of decentralIsatIon to
underwnters It was agreed that the systems lll1plIcanons of the decentralIsed methodology Will be
addressed as a second verSIon of the Busmess Process Flow

• Other Issues that were IdentIfied (and whtch reqUIre modIficatIon of the processes) are -
• that the affordablhty check should be mtegrated With the cremt assessment and approval

and that no separate 'affordabIlIty certlficate' will be Issued
• that (at least m the pIlot phase) the ongmator and underwnter WIll be the same party
• that It IS lll1portant to reflect the approach agreed to m the mscussion of 06 March, I e that

Gateway Will not prescnbe a detailed process but will only prescnbe mmunum features to
whtch loans must conform to be elIgIble for buy-m -

• together WIth loans bought m the underwnter WIll prOVide Gateway With standard
InformatIon

• dIsbursements WIll be made by the Underwnter, before loans are bought m by Gateway

Status -
• The busmess process flow has to be revIsed to mmcate the decentralIsed process
• Once revised, detaIled comments WIll be prOVided by GD & DP
• FS had mscussions WIth REF and Altfm on the InformatIon whtch they have available and theIr

system speCificatIons (Alexander Forbes dId not want to have such a dISCUSSion at thIs stage)
• The requIrements for the subSIdy approval and dISbursement process have to be conSidered as a

matter of pnonty

• Fmanclal modelhng

A baSIC [manclal model has been developed, and output produced for the Board meetIng Further
modIficatIons have been made to allow for dIfferent on-Iendmg rates for each of the next 5 years

Status -
• A baSIC model IS avaIlable
• DP DD & AS have to adVIse on an appropnate mterest rate scenano (1 e lendIng and on-lendIng

rates)
• AdVIse whether the model should prOVIde for repurchase ofpaper before date of mattmty, and

prOVIde for consIstent set of modelImg assumptIons for such repurchases
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PROPOSED DELIVERY MECHANISM AND PROCESS· HIGH LEVEL DESCRIPTION

The Gateway Initiative defines a loan product that IS appropnate for the low and middle Income
formally employed market This Will be a loan facIlity secured by cession of PrOVident Fund
benefits and repayable by payroll deductIons

The loans Will be assessed and approved against standard cntena by eXisting banks and non­
bank financIal Institutions referred to as 'underwnters n

The minimum loan onglnatlon standards Will Include affordability counselling and assessing the
level of borrower education It would also be part of the underwnters functIon to Investigate
whether the applicant qualifies for a government subSidy Gateway IS In the process of applying to
the Department of Housmg for authonty to disburse housIng SubSidies (I e to utilise the remaining
subSidy balance after draW-down of Initial payment to the developer) Disbursement of tl'1'e subSidy
balance and loan could thus matenalise Simultaneously

Only a limited number of Institutions Will be Included as underwnters In the pilot phase· with the
focus on Institutions which has eXisting capacIty In servicing Similar loan products The process of
IdentIfying these and subsequent Institutions Will be by a process of accreditation Whilst Gateway
Will accreditate potential underwnters It Will be the latter who willmturn accreditate potential
employers and prOVident funds

The servicing/administration function would be outsourced In a Similar fashion Gateway Will only
accredIt those servlcors with established capacity and proven track records In the performance of
Similar functions (e g dealing with payroll deductions and/or prOVident funds)

In order to limit operational and technological nsk we Will therefore rely to the maximum extent
pOSSible on eXisting reputable Institutions (service prOViders) and piggy back on their established
capacIty

In order to limit credit nsk Gateway Will specify the cntena to whIch qualifying loans must conform
The pnmary cntena are •
• Moderate and low Income formally employed workers earning less than R3 500 who have a

prOVident fund and who Wish to buy new or secondary market houses
• MInimum employment penod 2 years With the same employer or 3 years service between

two employers
• Loan Instalments must be limited to a speCified percentage of the applicant s regular Income

(e g 25%) If reqUIred 50% of the spouses regular Income Will be conSidered as part of total
Income

• Secunty At least 50% of the loan balance Including capitalised Interest must be fully secured
by cession of prOVident fund benefits The balance may be secured by bought-In home loan
Insurance

• Willingness of the employer to prOVide pay-rOil deduction faCIlitIes

Gateway Will commit to bUying all qualifying loans from accredited underwnters as soon as the
latter receives the first payment from the employer and remits It to Gateway



I

I
I
I
I
I
I

I
I
I
I
I
I
I

I

APPENDIX A

Underwnters Their key functions are
• To screen all applicants and check whether they meet Gateway s qualifying criteria
• To perform an affordabillty counselling function and determine whether further education IS I.

necessary -;:::;7 '7 ~ U1}<.- I r 0 1-<. -~ I c..,vh J ") - ~ u--o~/ fW VI /.;. (A v- S--U'~, )
• Complete an application form and verify that all credit criteria are met
• Submit payroll deduction orders to employers
• Obtain provident fund certificate confirming members' Withdrawal benefit
• Issue chents With an affordablhty pledge
• Liaise With Conveyancer's
• To remit all payments received from employers to Gateway With accompanYing schedules
• To remit monthly reports confirming each applicants personal and loan details
• In some Instances they Will also act as servlcors and attend to all administration aspects of

the loan

Employers Their key functions are
• To confirm applicant s status as a permanent employee
• To confirm to Originators that a payroll deduction has been Initiated on the latters InstructIon
• To confirm to Originators that the Instalment IS not more than 25% of the employees Income

after statutory deductions
• To remit at a pre-determined date all Instalments due to a particular underwriter
• To remit monthly schedules to underwriters listing all employees With payroll deduction orders
• To adVise underwriters or the termination of employment or any other matenal changes

Provident Funds Their key functions are
• To confirm that they are a registered Fund and have the capacity to Issue guarantees for

hOUSing purposes
• To confirm With originators the amount of each employees Withdrawal benefit
• To Issue guarantees to cover the collaterallsed portion of the home loan
• To re-Imburse Gateway for any loans that have defaulted
• To adVise underwnters of a pending resignation of members' from the Fund
• To report to Underwriters regularly the number and names of members on whose behalf It

has Issued guarantees

Conveyancers Their key functions are
• To Interview aopllcants (most preferably on site) check the afforadlbillty pledge With

underwriter and proceed for the applicant to sign a standardised loan agreement
• Checks With Underwriter that all other crltena are met
• Issues guarantees to seller/developer and commences the transfer process of registering the

asset In the name of the applicant

Servlcors Their key functions are
• To perform account administration duties I e submitting client statements
• Implement payroll deductions and receive payments from employers
• To Investigate and follow up on all aspects related to arrears/payment defaults
• To Institute a client service faCIlity to receive and rectify complalnts/admln defiCienCies
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Loan administration will be delegated to accredited servlcors (or underwriters who also perform
this function) This administration will Include processing repayments and transferring them to
Gateway If a default occurs (which could generally only be pOSSible through the loss of
employment by the borrower) Gateway s loss IS limited by
• the prOVident fund security
• the bought-In security (If applicable)
• right of recourse against the underwriter If the post default Investigation reveals that the

underwnter did not adhere to speCified criteria and procedures

The functions of all key players Involved In the Gateway process· underwnters employers
prOVident funds conveyancers, servlcors • are summarised In the appendIX A



National Housmg Fmance Corporation Busmess Process Flow

I
I,
I
I
I
I
I
I
I
Ie)
I
I
I
I
I
I
I __
u

I
I

• •

National Housmg Fmance Corporation

Business Process Flow

By Fred Smith

Contents. I



I
Ir- ,.

I
I
I
I
I
I
I
Ie)
I
I
I
I
I
I
I~.u
I

Contents

BUSINESS PROCESS

IntroductIOn

Overview
Imtlal Contact
Formal Contact
Sales Agreement
ApphcatlOn Form
Underwntmg
Gateway Buy-m
Disbursements by Gatewav
ServIcmg of the Loan

Detailed Processes
The Ongmator

Onentatlon
Capture Chent Data
Affordablhty Check
Affordablhty Certificate
ApphcatlOn Form
No Documents of ApplicatIOn
Upload Record to the Gateway Database

The Underwnter
ReceIpt of ApphcatlOn Forms
Underwnter Checks
Loan NOT Underwntten
Lo~Underwntten
Instruct c"om evencor

ServIcmg the Loan

National HOUSing Finance Corporation BUSiness Process Flow

1

1

1
2
2
2
2
2
3
3
3

3
3
3
4
5
5
5
5
6
6
7
7
7
7
7
8

Contents. I



I
I~

I
I
I
I
I
I
I

Business Process

Introduction
ThIS document sets out the Busmess Process flow that IS envIsages for the Pilot
Project

The Busmess Process presented here mcludes both Systems IntegratlOn process
and the Complete System process and It shows the mterface between the two

Please note that IS a document covermg the Busmess Process Flow, and the
document does not go mto the techmcal solutlOns for provldmg the systems

Overview
ThIs section wl1l present a graphICal and narrative overview of the Busmess
process, and the rest of the document WIll be based upon the detail presented
here

Affordabliity
FIll In

Chent OrigInator ~ ApplicatIon~

Check
~

Form.

•.I'~
·lIoo

1 :>

Refer UndelWrlter-
Check

1
Affordablllty Check &

Chent
~ UndelWrlte.....~ Certificate ""

I::? Loan

~

( Developer1 ... Sales.. Agreement
I? ,

SelVlclng Tranfer
- Dlsbursments l+- of ~ ConveyenClng

of ~

Loan Property \.

~)

I
I
I
I
I
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ImtIal Contact
\

The mltlal contact WIth the chent may be trough the developer, but It wtll be
responslblhty of the Developers to drrect these chents, after they have vIewed
the properties, to the Loan Ongmators

The mltlal contact WIth the Ongmators may be mformal or more formal where
the chent has brought documentatIon m order to fill out the Apphcatlon form

In any event at thIS stage the Ongmator must asseS%'hether the Chent IS m need
of OnentatIon If the chent IS, then the Ongmator must refer them back to a
source for thIS educatIOn

Optionally the Ongmator may do an affordabI11ty check, but no Affordabillty
CertIficate must be handed out

Formal Contact
ThIs IS where the Chent brmgs documentatIon to the Ongmator m order that the
Apphcatlon form can be filled out

ThIs contact may also refer to a first VISIt of a Chent where the Ongmator deems
that the Chent IS suffiCIently aware of the rrnphcatlons of buymg a home, that the
process can be started

The formal contact IS where detaIls of the Chent are captured on a form or mto a
computer system

The frrst stage of thIs formal contact IS to perform an AffordabllIty Check and
produce the AffordabllIty CertIficate

After the AffordabIhty Certificate IS produced, If tlIe Chent has suffiCIent
documentation With tlIem, tlIen the Ongmator can start to fill m tlIe ApplIcatIon
form

Sales Agreement
Arme~ WltlI tlIe Affordablhty CertIficate the Chent can go to tlIe Developer and
SIgn a Sales Agreement The Developer gets assurance from tlIe Affordabl1Ity
Certificate that

• The ClIent has suffiCient understandmg of tlIe rrnphcatlOns of
buymg a house

• That m tlIeory, based upon tlIe Information avaIlable, tlIe Chent can
afford tlIe Loan

ApplicatIon Form
The ApplIcatIOn form IS filled m by the Ongmator and SIgned by tlIe Chent It
may be tlIat the Chent has not brought all tlIe necessary documents, but they
have brought enough to start tlIe process

The Ongmator IS responsIble for domg some prelrrnmary checks on tlIlS
documentation, and IS also responsIble for genmg tlIe Chent to brmg m any
mlssmg documents

Underwntmg
The Ongmator passes the SIgned Apphcatlon Form and the necessary
accompanymg documentation to the Underwnter

National HOUSing Finance Corporation BUSiness Process Flow



I
I
I
I
I
I
I
I
I
lJ
I
I
I
I
I

The Underwnter has the responsIbIlity for checkmg the documents, the
Employer and the Fund m order that Gatewav can Buv-m the Loan

The checkmg cntena WIll be agreed between Gatewav and the Underwnters and
WIll be documented by Gateway -~ ~

Once the checkmg has been completed successfully the ApplicatIOn IS passed for
Conveyencmg

Gateway Buy-an

The Gateway Buy-m process IS mltmted by completed and underwntten Loan
applicatIOns It Will not be the mtentlOn of Gateway to examme each and e\erv
Loan apphcatlOn However, the agreement With the Underwnters IS that If there
IS a default and exammatlon shows that the responslbl1lttes of the Underwnter
were not carned out m full, then the nsk for the Loan passes back to the
Underwnter

Disbursements by Gateway

The payment of the Loan amount to the Developer Via the Conveyencor Will be
via a normal Home Loan payment on transfer of the propertY

Payment of any commission fees Will take place on receipt of the ftrst Payroll
Deduction Payment

Servicing of the Loan

The eXlstmg Servlcers Will perform servlcmg of the Loan Gateway Will be
passed mformatlon regardmg what Payroll DeductIons were received and \\111
perform a reconCiliation of these wlthm Its own systems

Detailed Processes
In thls~sectlonwe Will present the processes m more detatl by consldenng each
User area m tum

The Onglnator
With reference to the diagram below the followmg gives some detal1 of the
process of the Ongmator

This Busmess Flow related to the Gateway Complete Solution only and not the
Systems Integration phase Wlthm Systems IntegratIon although many or all of
these steps may take place they WIll take place wlthm eXlstmg systems that we
Will have no control over

Orientation

This IS assessed dunng the ftrst mtervlew With the Chent ThIs level of education
IS the basiC general knowledge about home purchase

If It IS assessed that the Chent does need thiS education there win be no formal
captunng or processmg and the Client Will be referred to where they can get tins
knowledge

The Ongmator may optlonally run tlJe cltent through tlJe Affordablhty Check.
but they MUST NOT proVide tlJe Chent wtth and Affordablltty Certificate

I
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Q Wl1l there not be a temptation for the Ongmator to Ignore this m order to meet quotas pamcularly If they are
bemg paId a comnusslOn)

Intel"Vlew
Chent

I
I
I
I
I
10
I
I
I

Referal

Documents
Required

Onentatlon
Required

Set Indicator
Application
Incomplete

If no Docs
Verbal

Feedback

Chent

Application
Form

Capture
Chent Date

Homebuyers
Education
ReqUired

AffordablJrty
Check

AffordablJrty
Certificate

Docs for
Application

I
I

I
4 • Busmess Process

Capture ClIent Data

If It IS assessed that the Chent has sufficient general knowledge then the
Ongmator can start captunng Chent Information mto the system provIded bv
Gateway

At thIS stage another assessment IS made as to whether the Chent has sufficIent
Homebuyer Education TIus IS more than general knowledge and relates to the
FTHBS system, how deductIons WIll be made directly from the Payroll, and the
pOSSIble consequences to the CItent m the case of default or arrears

In reahty both assessments can take place at the same time,
The system prOVIded to the Ongmators Will reqUIre a positive action to be made
by settmg an mdlcator If the Ongmator assesses that the Chent does not need
further education By not settmg the mdlcator, the Loan apphcatlon carmot reach

National Housmg Fmance Corporation Busmess Process Flow
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a completed status and theretore the Loan cannot be underwntten or bought
over bv Gatewav

Affordabillty Check

The Affordablhty Check requITes the Citent to produce at least the Salary Shp
and the Provident Fund Statement

If these documents are present then the check can take place and an Affordablhty
Certificate can be pnnted

If the documents are not present, then the Affordablhty Check has httIe value, as
the figures are a matter of guesswork In thiS case, the Ongmator may go
through the exerCise, but must not Issue an Affordablhty CertIficate

What the Ongmator will do IS pnnt out, form the Gateway system, a Itst of the
documents requITed With a plam language descnptlon of what these documents
are Before the Loan apphcatlOn can proceed the Chent must return to the
Ongmator With these documents

Application Form

Affordabillty Certificate

The Affordablhty Certificate IS a statement that based upon the unchecked
documents presented, the Chent should be able to afford a certam amount of
Loan repayments per month wmch translated mto a Loan of a particular amount

The Affordablhty Certificate Will be dated and Will have a pre-determmed exprry
date and must have the necessary legal wordmg that It does not constitute a
Loan or that a Loan IS guaranteed

The Affordablhty Certificate IS glVen to the Chent and the Chent IS then adVised
that they can now go to the Developer and negotiate the sale of a home and Sign
a Sales Agreement

The Affordablhty Certificate IS an assurance to the Developer that

• The Chent IS senous enough about a home purchase that they have
VISited the Loan Ongmator and have produced the necessary
documentation

•

I
I
I
[)

I
I
I

•

..
The Chent does have suffiCient general knowledge and awareness
of the unphcatlons and commitment associated With a house
purchase

• The Chent IS employed With an approved employer and does have
the backmg of a bona-fide ProVident Fund

I
I

Certain documents are reqUITed before an Affordablhty Certificate can be
produced These and other documents are also reqUITed m order to fill In the
Apphcatlon Form

The Chent must Sign the Apphcatlon Form even although some informatIOn or
documents are mlssmg In thiS case the Loan apphcatlOn IS conSidered
Incomplete

Also remember, that the Loan applicatIOn Will also be Incomplete until education
IS received If the Ongmator deemed It necessary Proof of completion Will be the
Certificate that IS normallv presented on the completion of these courses

No Documents ofApplicatIOn
If the Affordabl1lty Certificate has been produced and given to the Chent, but the
Chent does not have the reqUITed documents to fill m the Apphcation Form The
Chent andlor the Ongmator may deCide not start fillmg m the ApphcatlOn Form
at that stage

I
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Upload Record to the Gateway Database

At thIS stage the Loan apphcatlOn may be m one of three Status codes

• The Apphcatlon Fonn has been filled m and sIgned and It IS
complete WIth all the necessary documentatlon attached

• The Appllcatlon Fonn has been filled m and sIgned, but some
mfonnatlon or documents are mlssmg and have stlll to be supplied

• Only the AffordabIlIty CertIficate has been produced and there IS
no sIgned Apphcatlon Fonn

In each of the above cases, thIS record will be a candIdate to be uploaded to the
Gateway Database

It should be noted that we have envIsaged here the scenano that the Ongmator
was workIng off-Ime, not connected to the Gateway system It IS possIble that
the above process could have been perfonned on-Ime, real-tlme wIth the
Gateway system If the latter IS true, then thIs last stage IS not necessary

LThe NHFC WIll provIde the facllltles for both scenanos to the Ongmator

The Underwnter

I
WIth reference to the diagram below the followmg are detaIls of the
Underwnters functlons

I

I

Receive
ApplicatIon Forms

from Onglnator

Application
t:'""..rn
I UIIII

Employer

• e ProVident

Underwnter
Fund

Checks

External
Checks

Loan NOT Loan
Underwntten Underwntten

Instruct
Gateway

Inform Instruct
OrigInator Conveyencor

I
I
I
I
I
I
uI
I
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ReceIpt of Application Forms

ThIS IS the physIcal transfer of the documents from the Ongmator to the
Underwnter It must be noted that the Gateway Complete Solution wIll not do
away With Pnme Documentation ThIs IS the documentation such as Salary SlIp,
Fund Statement, and Copy of ill, etc that needs to be physIcally exammed

Underwriter Checks

Thts IS where the Underwnter perfonns theIT responsibilItIes to theIT own
organIsations and to Gateway by checkmg the valIdity of the Loan applIcation

These checks are agamst the Employer, the Provident Fund and any other
outside source that IS deemed necessary

The Complete System that will be provided by Gateway wIll have recorded a lIst
of approved Employers and ProvIdent Funds and the means to electroOlcally IInle
to Credit Checkmg facllttIes

We antICipate that even With the Complete System m place, the underwnter will
still need to get m contact WIth the Employer and Fund and received a Faxed
confrrmatlOn of Employment and Fund avmlablhty

Loan NOT Underwritten

In the case that the Underwnter wIll not secure the Loan, this needs to be
transmttted back to the Ongmator and thus to the Chent WIth the reason for
refusal

Although we WIll proVIde the Ongmator the ablhty to vIew the status of therr
own ongmated Loan applIcation, a refusal Will still need to be formally
transmltted

Loan Underwritten

This IS the stage that we begm to have the frrst mterface With the Systems
Integration phase

With the Gatewav Complete System, the workflow of the system WIll mean that
a Loattappltcatlon can only get to the Underwntten status If It has satisfied all
the cntena set by Gatewav In this event Buy-m Will be (almost) automatIc and
exceptIOn progratDs and enqumes Will hlghltght to Gateway that new Loan
appltcatlons have entered theIT workflow

WIth Systems Integration, the completed, Underwntten apphcatlon IS the first
hnk between the Underwnters eXlstmg systems and the Gateway Database We
antIcipate that thiS Imkage v, III take place VIa an electromc medium, probably
disk

Instruct Conveyencor

The followmg are a hst of the actIons that happen With respect to the completIon
of transfer of a property after the Convevencor has been mstructed

• Compile Documents

• Chent SIgns Documents and gIves Power of Attorney

• Formaltse Documents ( Perfect )

• Guarantee to Developer

• Developer gives Power of Attorney

• Transfer of Property

• Convevencor Infanns ClIent and Underwnter

I
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• Gateway Inform Underwnter

• Gateway Pays Developer

• Underwnter Inmates Payroll DeductlOns

Servlcmg the Loan
This section deals With the Servlcmg of the Loan, which IS the collectlOn and
reconclhatlOn of Payroll DeductlOns the management of Arrears and defaults
and the recovery of the outstandmg Loan amount

This document does not at thiS stage deal With thlS ill [me detatl Rather we have
set out the process of the mterface between the Gateway system and the
Servlcers systems

In both the cases of the Systems IntegratIon phase and the Gateway Complete
Solution, we envisage usmg the eXistIng Servtcers systems to Service Loans as
set out ill the diagram below

I
I
I
I

.. ServIce
System Employer

I
I

Gateway

I
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• Gateway Infonn Underwnter

• Gateway Pays Developer

• Underwnter Inmates Payroll Deductions

Servlcmg the Loan

Tlus sectIOn deals With the Servlcmg of the Loan, which IS the collectlOn and
reconclhatlon of Payroll Deductions, the management of Arrears and defaults
and the recovery of the outstandmg Loan amount

This document does not at tlus stage deal With thIS m fme detail Rather we have
set out the process of the mterface between the Gateway system and the
Servicers systems

In both the cases of the Systems IntegratIOn phase and the Gateway Complete
Solution, we envisage usmg the eXlstmg Servlcers systems to ServIce Loans as
set out m the dIagram below

I
I
I
I
I
I
1­
LJ

I

• ServIce
System

Gateway

Employer

I
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1 PRODUCT DELIVERY PROBLEMS

I
I

REASON FOR PAYMENT DEFAULT

-2-

(N = 2052)

1 14 Non-payment through solldanty with dissatisfied local home 4261 208
owners/house defects - ro ect defects 64 I! I

1 1...::0:.-_....:C~0::.:n:..::s::.:tr:..u::.:C::.:t::;lo::..:n~c..=0.:..:n..=s::ld::e::..r.::.e.:::.d...::d:::e::..fe.::.c::.:t~lv~e=--....:(~2=-1.:..J)~__---.,._""77 ~__--.:1..::9:-:-1 :::0...:9:-
I 1 11 Construction not according to sales agreement and/or Not 81 0 4
1 __....:r~e:.::c:::tlf.:.::le::.:d=-=s=at:::ls::.:f=a..=ct=0:::..r~t1y~_~(2~2L) .....,- ~I--__:::_:_
11 12 Non-compliance with further desired and/or agreed 31 0 1

11

I
structural chan es 23)

1-1-1-3---=P::'ro-=-=':'::e=::"v'::'a:"::n::'d:-:a~h'::'se::"d-:--a-n-d..l..:/o:"r=.Ln-o-n---r-e-a-l-r-o-f-v-a-n-d-a-lIs-e-d-:---ro-e-rty---:-=-:-:----f-----=87"'----:0:-:-4

I Number I %
I

Construction not accordlnCl to sale aoreement I 41 021 1
1 2 Delay In house constructlon/dellverv I 111 05
1 3 Property vandahsed before occupation I 71 03
1 4 Not Interested In acqumno house and/or bouoht alternative house I 71 03
1 5 House belongs to someone else and/or several owners I 91 04
1 6 Intimidation by onglnal owner prevented occupation I 101 05
1 7 Political/CIvIC intimidation prevented occupation I 21 01
1 8 Borrower never took occupation (Not traceable) I 311 1 5
1 9 Second property/tenant supposed to purchase I 91 04

I
I
I
I
I
I TOTAL' 554 1 27

Ie)
2 AFFORDABILITY PROBLEMS

46

1 2
38

223
%

951
79

4571
Number

Onglnal mformal employment or bUSiness now not In operation (3 2)
Retrenchment/made redundant(wlth no other Income source) (3 1)

Fired and no new Job or alternative source of Income (3 4)
ReSigned from Job and have no alternative Income source (33)

25 StrIke (Lockout) - no pay 13 Sf I 32~ 1 6

I I Present earnmgs since assessment less - lost prevIous Job (41) 241 1 2
27 Present earnmgs since assessment less - workmg short week (4 2) 331 1 6
28 Instalment payment source changed - employer subSidy now not m effect I I

I

29 Instalment payment source chanoed - FTHB subSidy now not In effect (4 4l 21 o 1 1,

210 Instalment payment source changed - other subSidy now not In effect (45 11 00 '
211 Loss of spouse's earnings 211 1 - death (46 1) 171 08

I 2 11 2 - separation (462) 331 1 6I
I

- 2 11 3 - lob/Income loss (463) 391 1 9i1
1212 No Income - unemployed at time application granted (47) I 181 09',

I~~: Overextended - Affordablhtv Incorrectlv assessed on application (4 8) 981 48',
Temporary non-payment due to other costs Incurred (49) 501

I
24h

215 HOSPitalised/Severe Illness (410) 161 08
'216 Poor work attendance/Lower pay (411) I 61 a 3 I

217 Lost Interest In property (unspecified) (6 8) 671 33

TOTAL 1092' 53

I
I
I
I
I
I
I u
I
I
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DEFAULT EXPERIENCE
(HLGC)

The reasons Tor deTault by borrowers are as Tallows as revealed by Tleld
investigation OT claim cases

I P-er$~ntage I "Numb(ft'S I
i I I
I HOUSing product delivery 27% I 554 I
I problems I II
I I
I

I I
J

I!Affordablllty problems
I

53% ~ 1092 I
I
I

,
I II: Education/Awareness of loan 15% , 310

I conditions I ,
1 , I
I I

I , I ,

'I Political Problems
I

4% I 82 I

I I I
I I
I I I I
I

I I
,!,nappropnate lending procedures 1% 14 ,

I
,

I I

I
I
10
I
I
,I
I
I

:1
;1

TOTAL!
I

1

100% 2052


