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Opinion 

The rankings for Bank of America, an operating department of Bank of America N.A., which is a wholly owned subsidiary of Bank of America Corp., are affirmed at STRONG as a residential mortgage servicer and as a subordinate-lien residential mortgage servicer. The outlook is stable.

Bank of America has a well-tenured management team and low staff turnover. The company continues to maintain low delinquency levels for its portfolio, which compare quite favorably to relevant Mortgage Bankers Association of America statistics. Bank of America implemented new automation in the last year in areas such as payoff, cashiering, new loan boarding, and other areas that have resulted in more electronic processing versus manual intervention. Training remains solid, and management introduced additional courses to further improve the learning environment. The company operates with multiple levels of audit to ensure they are compliant with applicable regulatory and company guidelines. Bank of America maintains good investor ratings as reflected in the scores it receives from its largest clients. 

Metrics provided by the company through Standard & Poor's Ratings Services' proprietary SEAM (Standard & Poor's Servicer Evaluation Analytical Methodology) questionnaire indicate that Bank of America continues to be a fine performer compared with relevant industry peers. There are elevated call center metrics for the prime mortgage portfolio, although management is trying to address these issues and there has been some recent improvement in the collection area. Call center metrics for the company's subordinate-lien portfolio are at acceptable levels for customer service, and are solid for collections. Additionally, first-call resolution rates remain very good. Better posting technology has enabled the company to minimize risk of loss resulting from misposted payments. Tax penalties have also decreased substantially. The workout area is well-managed, and the company enhanced it in 2007 to provide new programs processes to assist borrowers experiencing a financial hardship. The introduction of an inspection program for its real estate owned (REO) properties has served as a secondary control to ensure brokers are adhering to proper marketing efforts.


Outlook 

Stable. The company is in the process of integrating two smaller acquisitions into the organization. A much more significant integration project revolves around the recently announced purchase of Countrywide Financial Corp. (Countrywide), a large lender/servicer. The deal is not expected to close until later in 2008, but the company will have to devote much time and effort to this task, especially since the purchase also includes a large subprime portfolio. Standard & Poor's expects Bank of America will remain a highly competent servicer of residential mortgages and residential subordinate-lien mortgages for a wide variety of investors in the residential mortgage-backed securities (RMBS) marketplace, and we will closely monitor the progress of the Countrywide acquisition over the next year. The company must also focus on improving its call center metrics in order to maintain the stable outlook. 

The top four states ranked by number of loans serviced and unpaid principal balance (UPB) are California, Florida, Texas, and North Carolina. 

Table 1 

Key Statistics 2007*

  

First Mortgage Loan Administration
Loan portfolio total
Volume ($000)
353,109,152
Loans (No.)
2,295,777
  

Delinquency (% of loans)
Total
2.34
30-day
1.48
60-day
0.42
90-plus day
0.44
Foreclosure
0.17
Bankruptcy
0.47
Real estate owned (No.)
484
*As of June 30, 2007.
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Table 2 

Key Statistics 2007*

  

Subordinate Loan Administration
Loan portfolio total
Volume ($000)
84,567,661
Loans (No.)
1,905,466
  

Delinquency (% of loans)
Total
1.29
30-day
0.49
60-day
0.26
90-day
0.13
120-plus day
0.41
Foreclosure
0.19
Bankruptcy
0.63
*As of June 30, 2007.
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Profile 

Bank of America Corp. operates more than 6,000 banking centers in 30 countries, and is an approved seller/servicer for FNMA, FHLMC, HUD, VA, and numerous other private investors. The company's two main servicing sites are in Greensboro, N.C., and Buffalo, N.Y., but it has an additional call center in Brea, Calif. The Greensboro site serves as the main servicing center for home equity mortgages, while Buffalo is the main locale for prime mortgages. Together, the three sites employ approximately 1,500 servicing personnel. 

The company recently announced its plan to purchase Countrywide, which would make Bank of America the largest lender/servicer in the U.S. The deal is expected to close in the third quarter of 2008. For now, Countrywide will remain a separate entity, retaining its name and mortgage operations. In July 2007, Bank of America purchased Seattle Mortgage Co. (SMC), a reverse mortgage servicer with a portfolio at the time of approximately 45,000 loans. Management currently plans to keep the servicing the reverse mortgages in the existing Seattle location. The company acquired LaSalle Bank in late 2007, which will add another 180,000 home equity line of credit (HELOC) accounts to the portfolio by the third quarter of 2008. 

The company is currently ranked the sixth- and fifth-largest prime servicer in the U.S. by UPB and number of loans serviced, respectively, as of Sept. 30, 2007, according to data provided by National Mortgage News. The company is the largest subordinate-lien servicer (including closed-end second liens) as of Sept. 30, 2007, per data supplied by Home Equity Wire. 

Portfolio growth now originates exclusively from retail channels for both products as the company decided to exit the wholesale business. Management's previous experiences reflect that a direct to consumer channel permits a better strengthening of the banking relationship in contrast to wholesale originations. The retail network currently employs 2,000 account executives. Management indicated that the nationwide introduction of a no closing cost mortgage in early 2007 assisted in fueling origination growth, which stood at $81.1 billion as of Sept. 30, 2007, which was $7 billion more than at the end of September 2006. The company has since strengthened its underwriting guidelines for this product based on market conditions and the volume of loans that were in higher loan-to-value brackets. The average refreshed FICO score (completed quarterly) on prime mortgages was 739. Only 4.5% of the prime portfolio reflects refreshed FICO scores below 620, and the vast majority of these mortgages were originated under the Community Reinvestment Act. Refreshed FICOs on subordinate liens reflected a score of 732, with 76% of the portfolio reflecting a score greater than 680. The average combined loan-to-value ratio for subordinate liens is 67%. 
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Management states there are no material lawsuits outstanding that would have an adverse impact on the operation. For more information, please check the parent company's recent regulatory filings.

For purposes of this report, only notable differences between the prime and HELOC divisions are noted, as there are many similarities in the company's overall personnel and servicing functionalities.





Management And Organization 

The ranking of STRONG is affirmed for management and organization. 


Management and staff recruitment, development and training 

Bank of America has a seasoned management team. The company is able to recruit qualified personnel due to the favorable geographic location of its servicing sites.

· Senior managers average an extensive 22 years of industry experience and have been with the company for almost 17 years; 

· Middle managers average 14 years expertise and more than 12 years company tenure; 

· Prime staff turnover averages a fine 11.8% (down from 22% in 2006), while management turnover remains stable at a low 4%; and 

· Turnover for HELOC management and staff are commendable, at 4% and 13.84%, respectively. 

In an effort to keep turnover low, management applies behavior-interviewing techniques. This requires each potential candidate to engage in extensive discussions with different managers and subsequently answer a series of applicable survey questions. The process assists in identifying applicants that are more likely to remain at the company, while also targeting individuals for a particular job function.

Bank of America's well-structured training program uses the services of both corporate and dedicated mortgage company personnel to properly instruct the staff in mortgage servicing functions. The 15-person learning and leadership development group (LLD) handles all customer service and collection training, while mentors for each department address other areas in designated structured on-the-job training (SOJT). However, LLD assumes a support role for SOJT. The curriculum, which consists of multiple training methods such as instructor led classes, computer-based training (CBT), and Web-based learning activities, encompasses:

· A 28-hour new hire orientation that addresses mortgage banking, servicing, the corporation, and main servicing systems. This is an excellent way to introduce employees to the mortgage environment and company philosophy; 

· Introduction of a Mortgage 101 course for associates employed for six months provides a further foundational overview of origination, servicing, and banking knowledge; 

· Separate consumer new hire curriculum introduced in 2007 reflects product and system differences; 

· New employees handle active accounts in a supervised forum, which more fully acclimates them to the mortgage servicing function; 

· Customer service representatives undergo 120 hours of classroom instruction and 80 hours SOJT mentoring; 

· Introduction of a six-hour customer service excellence program for both products; 

· Collectors complete 92 hours of classroom training and 80 hours of SOJT mentoring; 

· HELOC customer service personnel complete 128 hours of classroom and 120 hours of SOJT mentoring, plus an additional 16 hours of training that addresses sales; 

· HELOC collectors complete 80 hours of classroom instruction and 40 hours SOJT; 

· Required compliance training in Fair Debt Collection Practices Act (FDCPA), Real Estate Settlement Procedures Act (RESPA), Fair Lending, privacy, and other areas; 

· The company provides Six Sigma training, which seeks to identify and control inefficient processes; 

· The company is certified in the following Six Sigma processes: excellence for payoffs, default reporting, hazard insurance, escrow payments, lien release, and foreclosure; 

· Certain employees complete three one-week School of Mortgage Banking courses addressing leadership, which were developed in tandem with the Mortgage Bankers Association of America; 

· Telemarketing representatives are now trained to handle credit line increases; and 

· A hybrid career-path mechanism is available through an associate development center, which identifies performance-related deficiencies and any courses to further advancement. 

The training department applies a competency barometer that is applied during the first 90 days of employment. The model assesses new employee performance based on department goals, and management uses the results to identify areas for improvement in both the employee and the training process through root cause analysis. Collectors receive between one and two hours of FDCPA training, as well as annual refresher sessions. In accordance with industry practices, there is testing and training on the FDCPA subject matter to ensure the staff remains fully cognizant of the requirements of this important act.


Internal controls 

The company has detailed policies and procedures along with effective controls in place for dissemination and review of changes. All manuals are available online, thus resulting in a more knowledgeable staff that applies servicing practices in a uniform manner. General features are as follows:

· Manuals are written in a concise manner, and often include specific matrices regarding statutory and/or investor requirements, which greatly aid in the training process; 

· There are continual updates as well as a required annual review of the guidelines to assess for possible adjustments to a policy or procedure based on statutory changes or perceived workflow enhancements; 

· Changes to the servicing policies require unanimous agreement between the servicing sites, the consent of the national servicing manager, and, in certain instances, legal counsel; 

· HELOC procedures have a separate link that reflects screen prints and frequently used forms; and 

· On-site dedicated personnel maintain responsibility for inputting any revisions. 

Bank of America's solid audit program utilizes the services of two different departments to ensure appropriate adherence to company guidelines. Both corporate audit personnel and a compliance and operational risk management (CORM) unit are responsible for reviewing all areas of loan servicing. Both groups report to other divisions of the company to maintain proper objectivity and independence from the servicing operation. There are 10 CORM staff members equally spread between the two sites, with two personnel (including the national manager) based in Richmond, Va. The 10-person corporate internal audit (IA) department has its associates based in Charlotte, N.C., and Wilmington, Del. The risk assessment and methodology processes exhibit admirable controls and stringent oversight, consisting of the following: 

· CORM performs annual HELOC reviews of areas addressing systems, new loan set-up, payment and draw activity, and lien release; 

· CORM also is responsible for FHA loan reviews in compliance with HUD guidelines; 

· IA performs compliance reviews ( i.e. pertaining to Regulation AB requirements of the servicing operation annually), and completes full audits no later than every 24 months; 

· Both areas have a risk assessment plan that is reviewed at least annually to incorporate needed revisions based on ongoing monitoring of line of business risk, as well as prior audit findings; 

· On-site CORM personnel at each servicing center average an extensive 19 years industry experience and 17 years with the company; 

· IA personnel average 17 years experience, 10 of which are audit-related; 

· CORM forwards summary quarterly reports to senior management and internal audit to assist in identifying trends and/or areas requiring improvement; 

· Monthly reports identifying outstanding unresolved items are forwarded to each business unit by CORM; 

· IA and CORM carefully track issues for resolution through a separate database and require updates on the resolution status twice monthly; 

· Closure of IA issues requires substantive testing of transactions to validate corrective measures; 

· IA re-tests previous audit results referenced by CORM to ensure objectivity and to verify that corrective actions are being maintained in the department; and 

· Management undertakes a quarterly business self-assessment to identify issues, which are tracked in a separate database and subsequently tested for resolution by IA. 

A separate consumer loan risk operations (CLRO) team conducts monthly quality reviews of the HELOC default servicing area. CORM now reviews CLRO audit results and performs subsequent spot testing of the area based on the findings. IA conducts full servicing audits in many instances sooner than every 24 months, but the department is encouraged to review the entire servicing operation on an established schedule not to exceed an 18-month duration. 

There were no exceptions from the company's 2006 USAP (Uniform Single Attestation Program) statement. A review of previous audit reports reflected minor findings that were addressed in a timely manner.


Technology 

The company operates with excellent systems. The 25 dedicated support personnel provide application assistance and development for the servicing operation. There is a wide variety of different software applications, including:

· Fidelity's® MSP system is used for most prime loan functions; 

· The ALS system is used for HELOC servicing; 

· They utilize specialized work flow and automation through Consumer Estate Web (CREW) for several consumer based servicing processes including payoffs, payments, research, and exception processing; 

· Lien Release Web Portal is used for processing of liens for first mortgages and HELOCs; 

· DAISY application assists in generating customized default reports to ensure compliance with investor and/or company requirements; 

· Servicing Multi-Application Resource Tool (SMART) used by HELOC customer service; 

· Computer Aided Collection System (CACS) used for HELOCs; 

· Consumer Risk Operations Servicing System, a graphical user interface (GUI) application for HELOCs that, through automated scripting, applies a rules-based formula to analyze and suggest a delinquency resolution; 

· eMason Clarifire (eMason) workflow system manages the first-lien bankruptcy and foreclosure processes, and provides a communication tool between the departments, vendor, and local counsel; 

· American InfoSource (AIS) system is used for the timely tracking of bankruptcy filings; 

· Fidelity's Director software for effective workflow automation tasking; 

· Passport product is used for customized and ad hoc reporting features; 

· Conversion of its imaging system to magnetic storage and retrieval (MSAR); 

· Now imaging subordinate-lien documents versus previous microfilming process; 

· Detailed disaster recovery (DR) and business resumption plans (BRP), which are tested annually; 

· A site based in Columbia, S.C., is available as an alternate location in case of a business interruption, although, depending on the function, the servicing function can also be relocated to Greensboro or Buffalo, whichever servicing facility was not affected; 

· Annual review and approval of the DR and BRP by site managers, as well as annual staff training; 

· A dedicated BRP coordinator at each site is responsible for documentation and testing of the plan; and 

· Servers and host processing files are backed up daily and transported to off-site vaults for backup storage. 

Within the past year, the company has introduced automation that enables electronic boarding of mortgage insurance information. Additionally, a new GUI interface for processing consumer loan payoffs has improved efficiencies through the use of a one system screen versus multiple formats. Management uses the ALS system for HELOC servicing instead of Fidelity's MSP system because of the company's efforts to customize ALS over the years, making it easier to program for affected product changes. The company's intends to convert the existing SMC servicing platform onto the ALS system by the third quarter of 2008. 





Residential Mortgage Administration 

The ranking for loan administration is affirmed at STRONG for residential mortgage servicing. The ranking of STRONG is affirmed for subordinate mortgage servicing.

Robert Caruso, national servicing director, oversees the approximate 1,500-person staff, of which more than 1,000 personnel are dedicated to prime functions. As of June 30, 2007, Bank of America serviced a $353 billion prime mortgage portfolio, representing over 2.2 million loans. The company has a geographically diverse portfolio, thus reducing risk of loss due to regional economic downturns. 

As of June 30, 2007, HELOC servicing amounted to more than 1.9 million lines representing an UPB of $84.5 billion. The company also has a small closed-end second-lien portfolio of more than 300,000 loans. Almost 90% of the total subordinate-lien borrowers have another business relationship with the company. Approximately 42% of HELOC borrowers also have a first mortgage with Bank of America. 

FHLMC recognized Bank of America as a Tier 1 platinum servicer, and the company was one of FHLMC's "Hall of Fame" recipients in 2006. The company has achieved Tier 1 status and been a Hall of Fame performer since the inception of both programs. Bank of America participates in the Hope Now initiative, which includes approximately 11 other mortgage servicers who are working with various federal/state and counseling agencies to restructure mortgage loans affected by interest rate adjustments. 

The servicing sites share many functions across product lines, although there are certain areas that are exclusive to a particular location. Key departments operating from the Buffalo site include investor services, REO, special loans, default reporting/accounting, assumptions, partial releases, and rate modifications. Areas exclusive to Greensboro include payment processing, escrow analysis, insurance, lien release, and payoffs. HELOC servicing for the main areas of customer service, new loans, and reconciliations is conducted only from Greensboro. HELOC call center and collection functions are performed in Brea. There are four division managers who report to the national servicing director. The national servicing director, in turn, reports to the president of the mortgage division.

Due to its various vendor relationships, a separate area, known as supply chain management, is responsible for all vendor contracts, which are reviewed frequently to ensure that vendor performance expectations are met in accordance with the agreements.

Due to various similarities between prime and HELOC servicing, only certain functions related to customer service and default management require separate personnel. 

Table 3 

Key Statistics 

First-lien Mortgage Loan Administration 
2007*
2006
2005
2004
2003
  

Loan portfolio total
  

Volume ($000)
353,109,152
332,971,269
296,771,640
259,135,364
246,528,609
Loans (No.)
2,295,777
2,281,832
2,225,665
2,144,734
2,215,818
  

Delinquency (% of loans)
  

Total
2.34
2.39
2.43
2.57
2.85
  

30-day
1.48
1.54
1.45
1.57
1.87
  

60-day
0.42
0.4
0.45
0.45
0.52
  

90-plus day
0.44
0.45
0.53
0.55
0.46
  

Foreclosure
0.17
0.02
0.27
0.35
0.48
  

Bankruptcy
0.47
0.58
0.86
0.87
0.99
Real estate owned (No.)
484
485
714
1,561
1,130
*As of June 30, 2007.
Table 4 

Key Statistics

2007*
2006
2005
2004
2003
  

Subordinate-lien loan administration loan portfolio total
Volume ($000)
84,567,661
72,145,465
70,345,920
31,058,194
23,119,157
Loans (No.)
1,905,466
1,703,996
1,778,149
1,010,856
854,422
  

Delinquency (% of loans)
Total
1.29
0.82
1.79
1.3
2.22
30-day
0.49
0.39
0.79
0.61
1.01
60-day
0.26
0.16
0.41
0.28
0.48
90-day
0.13
0.08
0.26
0.18
0.31
120-plus day
0.41
0.19
0.2
0.13
0.23
Foreclosure
0.19
0.17
NA
NA
NA
Bankruptcy
0.63
0.65
NA
NA
NA
*As of June 30, 2007.
Standard & Poor's reviewed all areas of loan servicing, including new loan set-up, escrow analysis, partial releases, adjustable-rate loan analysis, payoff tracking, balloon mortgages, assumptions, and modifications. Overall, we found these areas to be satisfactory. 


Loan boarding and rate administration 

There are appropriate controls in place for new loan boarding, which includes a document to system check to ensure data integrity. Bank of America transferred the document audit of prime files from its National Post Closing unit to a subsidiary company, BA Continuum (BA), located in Gurgaon, India, approximately four years ago. In July 2007, the bank began a similar process for HELOC file reviews. BA compares the origination system data to the document image to ensure the information is correct, and is allowed only to correct simple spelling-related errors, while domestic staff remains responsible for all other resolutions. Through an enhancement, there is now an automated quality control process to identify any data issues affecting newly boarded insurance information. 

A 10-person staff with an average of 12 years expertise within the investor services group is responsible for special products. These staff members oversee the company's 300,000 adjustable-rate mortgage (ARM) loans. Approximately 40% are interest-only (IO) ARMs, with the remainder consisting mainly of hybrid five-, seven-, and 10-year product. The average refreshed FICO on its IO ARMs was 743. The company's option ARM portfolio is quite small at this time, with approximately 3,000 accounts, and it ceased offering this product in August 2007. 

Borrowers receive additional information on their billing statement that reflects the application of and UPB resulting from each month's possible payment options. Through proactive tracking, the department is able to identify customers who decide to make a minimum payment, as this could result in negative amortization. The department then forwards a letter describing the possible adverse effects of selecting this payment option. A subsequent letter is forwarded within a specified timeframe if the borrower continues with this payment option. The collection area also conducts special call campaigns that target these and other high risk products. For its remaining ARM portfolio, there are appropriate controls in place, such as dual verification and input of indices, to ensure minimal adjustment discrepancies. 


Cash management and investor accounting 

Bank of America's transaction services department exhibits effective controls in processing payments. The company operates three lockbox locations in different areas of the country, and directs customers to the nearest locale to expedite payment posting. This area handles both products, inclusive of payoff processing. Controls and attributes include:

· Fidelity's MaxMilion cash system creates efficiencies through automated exception processing; 

· E-bill presentment and payment options are available to borrowers; 

· An excellent 98.77% electronic posting rate for prime loans; 

· A similarly superior 96.85% e-processing rate for HELOCs; 

· The lockbox reject rate for prime and HELOC accounts is a fine 1.92% and 1.9%, respectively; 

· Associates are expected to process 750 payments per day with no errors; 

· Enhanced check processing allows foreclosure personnel to post funds via a predetermined hierarchy that segregates fees accordingly; 

· A proactive strategy assists staff in identifying misposted payments utilizing different variables, which has reduced issues if the customer has multiple banking relationships; 

· Enhanced the branch teller system to reduce misapplied payments by providing more account information; 

· Payment posting resides on a floor requiring card-key access. This reduces the risk of lost or misappropriated funds; 

· Checks never leave the posting area, as staff only forward copies if an item requires further research; 

· The retention of unprocessed checks in a fireproof safe and periodic desk checks ensures timely processing of funds; and 

· Dedicated personnel address extraneous payment issues, resulting in few payments held more than one day. 
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Bank of America's 32-person investor reporting department maintains an appropriate segregation of duties and controls that ensure timely reporting, remitting, and reconciliation processes. In addition to FNMA, FHLMC, and GNMA, the company has 390 private investor relationships. HELOC loans reside in the bank's portfolio. In the future when the bank securitizes this product, investor reporting activities will be performed in this area. A 23-person group handles bank account reconciliations for prime mortgages. A separate staff of 11 in the reconcilement unit handles HELOC balancing from the servicing system to the general ledger. The department, using a proprietary module, has reduced many manual tasks and expanded various tracking reports for remittances. When segregated by number of units and UPB, the prime portfolio consists primarily of FNMA and portfolio-held loans, with the remainder divided among other investors.
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· The company maintains Tier 1 investor reporting status with FHLMC; 

· The company's has a FNMA ranking of "Superior" on its peak performance scorecard; 

· A dedicated Fidelity consultant assists the department; 

· Specific investor requirements are retained on employee desktops help ensure compliance; 

· Bank of America has 100% electronic reporting and remitting rates for agency accounts; 

· The company has 95% electronic reporting and remitting rates for private investors, which is an increase from the previous 77% remittance rate; 

· Online access to the almost 2,800 custodial bank statements allows for timelier balancing of accounts; 

· An automated reconciliation process reduces manual errors; 

· Managerial review and approval of all reconciliations and remittances; 

· Investors may access basic pool data from the Web site; 

· No open items aged greater than 60 days for both products; 

· No late reporting or remittance penalties for both products; 

· Performance scores are assigned monthly to staff to gauge results and area for improvement; 

· The SVP must sign a semiannual certification of accountability confirming adherence to the company's reconciliation policies; and 

· Maintenance of a bank reconciliation quality log that tracks monthly error rates by account and associate. 

Management, by using the SBO 2000 system, is establishing the capability to complete investor reporting on reverse mortgage and HELOC securitizations. 


Customer relations 

A separate call center manager is based at each of the three sites to oversee daily operations. A workforce management team is responsible for administering call volume balancing between its sites in an effort to improve response times. There are 196 full-time personnel in both Greensboro and Buffalo for prime servicing, and 380 in Greensboro for HELOC servicing. Management, effective in January 2007, began using a third-party vendor, ACT, as another customer service provider. ACT only handles 8% of prime calls and less than 1% of subordinate-lien calls. Key areas of merit include: 

· Introduced Saturday hours for prime mortgage, and extended Saturday hours for subordinate-lien customers; 

· The turnover rate is 31% and 29% for prime and subordinate lien, respectively; 

· The voice response unit (VRU) is available 24/7, is bilingual, has voice recognition, and reflects a 38.50% capture rate; 

· Automatic technology transfers calls to a Spanish-speaking representative, if necessary; 

· An excellent first call resolution rate of 90% for prime loans and 97% for HELOCs; 

· Prime call center metrics were elevated, with a 5.60% abandonment rate and 77-second average speed of answer, and should be targeted for improvement; 

· The HELOC abandonment rate was 4.20% with a 49-second average speed of answer (ASA); 

· Vendor call center metrics reflect the need for improvement, with a 5% abandonment rate and 77-second ASA, although this may be due to the elevated 49% turnover rate; 

· Approximately 10% of staff are cross-trained to address both products; 

· A bilingual customer service Web site, with 1.1 million registered users; 

· Telephone and side-by-side monitoring is performed by quality monitoring staff and team managers in addition to quarterly testing, which seeks to identify performance and training issues; 

· Service teams are differentiated based on the customer's banking relationship, and the bank has a separate telephone number for branch personnel seeking to resolve on-site customer inquiries; 

· An executive group handles escalated calls for prime and HELOC accounts; 

· Separate units in Buffalo and Greensboro handle e-mail inquiries for prime and HELOC borrowers, respectively; 

· An independent group completes eight monitoring sessions monthly per associate, with managers conducting an additional four; 

· A dedicated 45-person correspondence unit resolves inquiries inclusive of executive/regulatory complaints, and are trained to assist customer service during times of high call volume; and 

· RESPA and FCRA compliance rate of 100% for the six months ending June 30, 2007. 
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Call center statistics for the July to November 2007 period for prime mortgages were similar to those in first-half 2007. Management attributed the higher statistics to the recent focus on cross-training the staff to offer other products to its borrowers. The company's ASA goal continues to be 75 seconds in 2008, which Standard & Poor's believes is an elevated rate. Management plans to continue its cross-training program with future plans to have 30% of staff able to address both products. 

Some characteristics of HELOC administration include:

· Customers may draw on their credit lines through convenience checks or an access card; 

· A 25-day billing cycle; 

· One borrower has the ability to suspend draws on an account through a written request, even if there are joint signatories on the HELOC; 

· An automatic blocking of the line once it is delinquent 45 days; 

· Dedicated staff is responsible for reviewing customer requests to unblock the line of credit which was previously blocked; 

· A monitoring analysts performs 30 error checks monthly per associate, which concentrates on any maintenance completed resulting from the call; and 

· Reminder letters are forwarded to the borrower(s) 60 days prior to the draw expiration. 

Through Sept. 30, 2007, the call center successfully added $2.2 billion of subordinate-lien balances through a combination of cross-selling HELOC products on first mortgages and through line increases. 


Escrow administration 

The company escrows on almost 52% of the prime portfolio. As its HELOC portfolio is in a second-lien position, none of these loans have escrow accounts. Management actively tracks for flood insurance on its HELOCs, and adopts a reactive approach for other escrow items. The department's accomplished oversight for its third-party vendors helps ensure competency in tax and insurance processing. The 12-person insurance department has a separate staff dedicated for prime and HELOC mortgages, while the 45-person tax area uses an integrated approach. The following control mechanisms are in place:

· Complete outsourcing of tax and insurance functions; 

· The tax vendor, Homefocus Tax Service LLC, is a wholly owned subsidiary of Bank of America that partners with two other tax service providers for tax payment and searches; 

· Balboa Insurance Co. tracks hazard and flood for prime mortgages and monitors flood insurance for HELOCs; 

· Quarterly and semiannual on-site meetings are held with vendors to review expectations and leverage existing relationships; 

· Tax penalties average $0.04 per loan, which is a sound rate; 

· The lender-placed hazard/flood insurance rate reflected good results; 

· HELOC lender-placed flood policies was also low, at 0.13%, with a 49.75% cancellation rate; 

· Vendors initiate a proactive series of calls approximately two weeks before policy expiration to ascertain the status of the current year's invoice; and 

· Three letters are sent over an approximate 60-day period indicating the company's intent to force place insurance if proof of coverage is not received. 

 Chart 13 

[image: image24.png]Tax Penalties

5010

5008

5006

5004

5002

5000

010

1H06.

© Standard & Poor's 2008,

1HO7





 Chart 14 

[image: image25.png]Prime Escrow

0%
20
25X] 2016%

0%
5%
0%
T oo 3%
% —

Force placed Hazard  Force placedflood Flood cancellation

hazarg cancelation

© Standard & Poor's 2008,





Standard & Poor's is evaluating risk inherent in monitoring lien position changes. During the life of a loan, a second-lien mortgage could advance into a first-lien position. Standard & Poor's is concerned about the risks resulting from lien position migration. Accordingly, Standard & Poor's is currently evaluating industry practices regarding such risk.

Approximately 29% of subordinate liens and 37% of prime mortgages pay off via wire. An enhancement implemented in April 2007 now allows a customer to pay off their loan at a local branch.

The lien release department implemented a new proprietary Web-based system, Web Portal, which features more extensive controls and has improved the company's automated reporting. There is a dedicated staff for prime and subordinate-lien mortgages. Management improved upon the prior practice of outsourcing lien release preparation on a certain percentage of satisfactions. The current process involves using its India affiliate, Continuum, to simply perform document data entry for low-risk states using Web Portal. Previously, the department burned an encrypted image of the release data to a DVD and forwarded it to Continuum. Eight individuals perform auditing of the department/staff and assign scores to the results. There have been minimal penalties for failure to release a mortgage within statutory guidelines. Management actively employs e-release in approximately 100 counties (an increase from the prior 40). E-release now accounts for 12% of total volume and is recorded within 48 to 72 hours. Management adds additional counties as legislatures make this process available. 


Default management 

Bank of America's proactive collection efforts allow the company to maintain excellent delinquency levels for its prime and HELOC mortgages. Collection calls from borrowers less than 30-days past due were previously routed to the customer service department. However, management changed this approach so that collectors now address these calls. It was believed more proactive resolutions could be communicated from collectors versus customer service, as well as earlier identification of potential future payment problems. FHA/VA accounts encompass a total of 53,000 loans in the portfolio. There is a separate HELOC collection team based in Brea that provides calling assistance for Central, Mountain, and Pacific time zones.

Table 5 

Delinquency Statistics 

Bank of America Delinquency Statistics (%)*
MBA Delinquency Statistics (%)
Prime**
1.88
2.73
FHA
8.62
12.58
VA
4.84
6.15
Data is seasonally adjusted as of June 30, 2007. *30-day through 90-plus day. Excludes foreclosure and REO. ** FNMA/FHLMC only. 
Management adheres to all applicable investor requirements when initiating mortgagor contact, and makes fine use of its technology to accentuate delinquency administration. Key characteristics of the operation include:

· Prime management and staff average a high 13 and four years industry experience, respectively; 

· HELOC management/staff average a solid 20 and 13 years industry expertise; 

· The prime turnover rate is 24%, down from 38% in 2006. HELOC turnover is a good 26%; 

· A FHLMC Tier 1 rating for default processing; 

· Bilingual personnel address the needs of Spanish speaking borrowers; 

· Borrowers who are less than 30-days delinquent may authorize a payment using the VRU; 

· Western Union Quick Collect® and proprietary Pay by Phone are posted via efficient ACH transactions; 

· DAISY software allows management to generate default reports for tracking and compliance purposes; 

· Collection employees have authority to approve payment plans not exceeding nine months in duration; 

· Calls are made twice weekly to ensure receipt and return of any workout package data related to payment plans; 

· Auto transfer from the VRU to collections once the account is 30-days in arrears; 

· A proficient 36% right party contact rate for prime and equally good 20% rate for HELOC; 

· Elevated call center metrics for prime accounts reflected a 8.1% abandonment rate and 93-second ASA, although there has been some recent improvement; 

· A HELOC abandonment rate of 1.18% and a 22-second ASA, both of which are excellent; 

· The HELOC team is dedicated to resolving over-limit issues with customers; 

· Eight calls per collector are monitored each month, a decrease from the prior general industry minimum of 10, although the company's process also includes two hours of ad hoc monitoring; 

· Promise-to-pay success rates of 79% for prime and 73% for HELOC in the 30- and 60-day buckets; 

· The combined skip-trace success rate is 48%; 

· The company uses a third-party vendor for direct customer contact in applicable circumstances for both products; 

· An enhanced behavioral scorecard for HELOCs allows for targeting selected high risk accounts earlier in the calling campaigns; 

· A separate group in Brea handles HELOC collection activities when multiple relationships with the borrower are involved (e.g., credit card) as results reflected better role rates; and 

· FHLMC's EarlyIndicator and FNMA's Risk Profiler scoring programs are used to identify and focus on loans that pose a higher risk of default. 
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Management acknowledged the high call center metrics and recently hired 10 additional collectors to assist with the unexpectedly large volume of calls. Management also plans to increase staffing further to approximately 100 personnel. Preliminary results for the August to November 2007 period indicated only a slight improvement in the abandonment rate and worsening of the ASA. An additional increase in staffing has shown improved results, which now reflect a 4.63% abandonment rate and 67-second ASA for the December 2007 through February 2008 period. Although the recent ASA is significantly better than prior statistics, it should still be targeted for improvement in the future. The department still uses third-party software, Varolli (formerly known as Par 3), on accounts less than 30-days delinquent for outbound contact, which via a series of automated questions allows borrowers to resolve a delinquency by making a phone payment or promise-to-pay. 

The 47 prime and 16 HELOC loss mitigation personnel adhere to applicable investor and company specifications when commencing workout initiatives. Workout efforts continue while loans are in foreclosure. This is a practical way to minimize future losses by maintaining communication with the borrower, whose possible change in financial status may warrant reconsideration of a resolution option. EarlyResolution (ER) software assists collection personnel in identifying eligible borrowers for workout options based on investor guidelines. Workout and collection staff meets monthly to discuss issues and possible enhancements for ER. Attributes of the process include:

· Prime management and staff average a fine 17 years and nine years of industry experience, respectively; 

· Subordinate-lien management and staff average a high 14 and 10 years industry experience, respectively; 

· Collectors may handle certain workout or foreclosure calls using ER to generate workout alternatives; 

· Three dedicated teams of workout personnel segregated by government, FNMA, and bank/private investor loans for prime mortgages; 

· Proactive loss mitigation solicitations begin at the 45th day of default for prime and 30th day for HELOC; 

· An equity analysis on HELOCs at 90-days past due (versus the previous 120 days) to ascertain the appropriate course of action (e.g., collections, workout, charge-off, etc). 

· Dedicated prime staff handle inbound loss mitigation inquiries; 

· A proprietary application with preprogrammed business rules is used to analyze financial data; 

· The company forwards a staggered series of letters to customers that do not respond to solicitations and appear to qualify for a workout, which has resulted in a 21% response rate; 

· Customers may download a financial package from the Web site and also view various loss mitigation options; 

· Assuming a loss mitigation package is not returned by the borrower within 10 days of mailing, collection personnel commence an assertive call to ascertain its status; 

· E-signature in pilot testing on bank-owned accounts in which borrowers would have the ability to electronically sign workout documents pertaining to modifications and extensions; 

· When applicable, extensions used on HELOC accounts, which treats the delinquency as a separate arrears amount to be collected at a later date, with no accumulated interest assigned; 

· Introduction of a 40-year wrap-around mortgage for customers with a first and second mortgage with the company that allows them to consolidate it into one mortgage; 

· Delegated workout authority from FNMA, FHLMC, FHA, VA, and several private mortgage insurers; and 

· Tier 1 HUD loss mitigation performance results for 2006, which makes Bank of America eligible for additional loss mitigation compensation. 
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Management is working on an electronic referral mechanism so borrowers can automatically route information directly to the loss mitigation department, and is also trying to develop a workflow tool with assistance from its vendor. The department recently introduced an extension program for prime first mortgages, which extends the loan by one to two payments through advancing the maturity due date. 

Bank of America's judicious foreclosure and bankruptcy procedures allow for timely processing of legal actions, thus minimizing future losses arising from possible REO properties. There are 36 dedicated foreclosure and 17 bankruptcy personnel for prime accounts. Staffing for HELOC consists of 13 personnel in foreclosure and seven in bankruptcy. Management no longer uses the services of a third-party vendor for foreclosure processing on its prime accounts, and plans to sever the relationship for its subordinate-lien accounts by the second quarter of 2008. Controls and attributes include:

· Prime foreclosure staff average 18 years experience and 14 years company tenure, while bankruptcy personnel average 10 years experience and seven years with the company; 

· HELOC foreclosure personnel have 10 years expertise and six years with the company, while bankruptcy staff average 15 years experience and tenure; 

· A formal review is conducted before an account can be referred for legal action; 

· The prime foreclosure rate of 0.19% is much lower than the MBA average of 0.59% for prime loans; 

· DAISY is used in tandem with servicing-system provided data to generate assorted customized tracking reports to ascertain vendor performance within agreed-upon timeframes; 

· Use of eMason for automated referrals and tracking, as well as systems communication tool between the department and vendor; 

· Equity analysis performed on HELOCs to determine foreclosure decision; 

· All senior-lien monitoring is performed by an outsource vendor; 

· Using American InfoSource instead of Lexis Nexus for bankruptcy notification; 

· Automation allows for tracking of bankruptcy documents from the vendor and updates the system; 

· Abandonment rate of 2.5% in the bankruptcy department; 

· PACT program that automatically identifies and applies payments to prepetition payments and trustee fees per trustee vouchers; 

· Critical documents are forwarded electronically to legal counsel through imaging; 

· Prime and subordinate-lien foreclosure timeline compliance at almost 100% and 95%, respectively; 

· Prime foreclosure cure rate of an adept 13%, and 18% for HELOC; 

· Automated application of reinstatement checks completed on July 2007; 

· HELOC bankruptcy staff is subject to seven quality monitoring sessions monthly to gauge performance; 

· NewInvoice™ is used for electronic presentation and payment of legal invoices offered by Fidelity National Default Solutions; 

· Management selects counsel through an online approved list of attorneys; 

· A separate vendor prepares proof-of-claim and performs plan reviews. Motion-for-relief filings are completed by local counsel; and 

· Management generates scorecards on its attorneys and vendors that detail performance and issues. 

Some subordinate liens in bankruptcy are now serviced on another system, but management is transitioning to eMason by May 2008. Management is developing a state/district matrix for eMason to assist with bankruptcy compliance processes based on location. Another key initiative, which is being jointly discussed with other servicers and the PACT project team is reconciliation of claim balances and generation of court friendly bankruptcy ledgers to support motions. 

Bank of America outsources its REO responsibilities to two third-party vendors. Four staff members track and monitor the performance of the providers. Management exhibits good supervision over the REO process, which includes:

· Obtaining two independent valuations on the property; 

· Financial incentives are used to encourage borrowers to vacate the premises before implementing a costly and time-consuming eviction action; 

· The vendors have delegated authority to list and accept offers on the property within prescribed limits; 

· Brokers must submit monthly reports to the vendor detailing marketing activities; 

· The department can access the vendor systems to obtain status updates on the accounts; 

· Scorecards are used to grade vendor performance and identify areas for improvement; 

· Vendor makes annual on-site visits to discuss areas for improvement; 

· The Web site used as a supplementary marketing mechanism; 

· Approximately 10% of the REO portfolio is reviewed by a third-party vendor to ensure consistent application of practices; 

· Annual inspections now conducted through a separate vendor to ensure quality of marketing efforts, with a representative sample chosen by an REO staff member each quarter; 

· Marketing time averages a 146 days for prime and 127 days for subordinate liens; and 

· Gross/net sales to market value average 97.6%/84.3% for prime and 96.6%/85% for subordinate liens. 

A six-person group handles post charge-off recoveries for first mortgages and HELOCs. Charged-off accounts are handled internally (for two-four months). If the team cannot secure payment arrangements, the accounts are immediately referred to a third-party collection agency, outside attorneys for litigation, or are ultimately sold to another purchaser. 
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Financial Position 

The financial position is considered SUFFICIENT based on the 'AA' credit rating on the holding company, Bank of America Corp.. 

For more information, please refer to RatingsDirect, the real-time Web-based source for Standard & Poor's credit ratings, research, and risk analysis, at www.ratingsdirect.com.





Contact Information 

Bank of America has mortgage servicing sites located in Buffalo, N.Y. and Greensboro, N.C.

H. Randall Chestnut 

Senior Vice President

Bank of America 

475 Crosspoint Parkway 

Buffalo, NY 14068

(716) 635-2095

J. Mark Hanson

Senior Vice President

Bank of America 

4161 Piedmont Pkwy 

Greensboro, NC 27410

(336) 805-5189

www.bankofamerica.com
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