Board of Directors

Chair

Ads Skyles, PR LD
Cheprin Hsl! Canrar lor Children
at the University of Chisago
Irmetadinte Fast Chair
Chardes M. Hill, 8.

Charkes M. Hill & Associates, Inc,

Secretary

Edward Jaoob

Morth Side Community
Fedeeal Craibly Unban
Treasurer

Pamela Drarvils-tlali
LaSalle Rank, NA.

Members

Maleolrn Bush, FhIk
Woodsinok Instilte

Cheryl Devall
Jowrnnkist

Thamss FFikagilibon

ME Finmoi

Charlas Hill, Jr.

Mureer Coninty (Hlloe ol
Econnmiz Opportunity

Cirrics M. Hill Sr.

Charkss M. Hill & Assscintes, Ino

Reginald Leawia

Oifice uf the City Adminestrabor
Ciky of Ban Orange

Liun Lowe

Ohin Bavings Donk

Muohael Mitahell

Mitchell Developmant
Caonsultunes, Tnc.

Mury MNelson, [h0).
Bathed Mew Lie, Inc.
F. Levoy Pachers
The Loun Fund

Stephen r-#m. Py,
Center fur Neighborhood
Technokgy

Giadl Bebeohiter

Interfuith Moushing Center of
The Morthom Subwarhs

Semdew P, Schainlald, Ph.DD.
Freelunce Documanter

Gregory Sguire, Ph.D).
Gorgs Weshinghon [ niversiry

Frounder
Syl R. Schemfeld
TO03- 190

Maleobm Fosh, Pl
Prosslani

Marva Willema, 13
Seneer Vies FPrealdent

Patricia Woode-Hessing
Frni=irdubirnd-in

407 South Deurborn Ave.
Suite 350

Chicago, Hinoty S06051138
Phone 3124278070

Fax 31204274007

woodstuok @wanilioekinsterg
W o stoalibnet ong

Woodstock Institute

May 21, 2007

Mr. Craig Cellini

Rule Administrator

linois Department of Financial and Professionzl Regulation
320 W, Washington

Springfield, II. 62786

Dear Mr. Cellini:

I am wrtng from Woodstock Institute to comment on the notice of proposed
amendments to the rule for House Bill 4050. Woodstock Institute 15 a Chicago-based
nonprofit research and policy organization that for over 33 years has promoted access to
affordable and responsible financial services in lower-income and minority communities.
In the area of subprime and predatory mortgage lending, Woodsteck Institute conducted
some of the first research documenting the disproportionate concentration of subprime
loans in minority communities; the relationship between increased levels of subprime
loans and skyrocketing foreclosures in minority communities; and the impact that
foreclosures have on neighborhood property values, Woodstock Institute has also worked
closely with local, state, and federal policy makers to craft legislanon and regulation
limiting some of the most abusive practices in the subprime ndustry and worked with
regulated financial institutions to promote responsible, prime lending in minonty
neighborhoods.

The original intent of HB 4050 was to protect vulnerable borrowers from receiving loans
with fraudulent or deceptive terms and to reduce foreclosures due to such improper
lending. The law was a response to high levels of abusive lending and skyrocketing
foreclosures in minonty communitics across Cook County and the state of [llimois. The
law required the 1llinois Department of Financial and Professional Regulation (IDFPR) 1o
create a database mto which information on all loans origmated through morigage
brokers would have to be entered. Horrowers who met certain criteria, based either on
their credit history or terms of the loan they were seeking, were required go o a housing
counseling session prior to closing the loan. At this session, the borrower was to be
provided with information on issues such as the percent of their income that would be
applied toward housing costs, whether their loan payments were fixed for the life of the
loan or would adjust at some point, and how much they were paying in fees. The goal of
this session was to ensure that the borrower understood the terms, affordability, and true
cost of the loan they were receiving. After the counseling session, regardless of any
recommendation of the counselor, borrowers had the option to move [orward with the
loan, attempl to renegotiate terms, or back out entirely,

The initial implementation of HB 4050 was applied to ten zip codes on the south and
southwest sides of Chicago. Intended to be a four year pilot, the program was suspended
after less than five months. This very brief implementation of bill answered very few
questions about the viability of such a mandatory counseling law.
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We have substantial concerns about the current proposal to expand the scope of HB 4050 without more
thoroughly understanding lessons learned from the mitial pilot. The proposed amendments to the HB
4050 rules would substantially broaden the types of loans covered. Previously, loans covered under the
law were predominantly in the subprime segment of the market. Borrowers with weak credit histories or
some combination of middling credit histories and risky loan terms were required to get counseling. This
screening process served to limit the number of individuals covered by the law to the most vulnerable
borrowers on the basis of a history of problems managing credit or loans with features shown to be
deceptive or risky.

The current proposal significantly expands the types of loans covered beyond those that would generally
be considered subprime or highly risky. For example, the previous version of HB 4050 required
borrowers with a credit score between 621 and 650 who were seeking a loan whose interest rate would
adjust within three years to obtain counseling. The current proposal requires all first time homebuyers and
any refinancer seeking a loan whose interest rate would adjust within five years to obtain counseling. The
new proposal greatly expands the scope of HB 4050 beyond potentially vulnerable subprime borrowers to
prime borrowers. Requiring a subprime borrower seeking a 2/28 ARM to attend counseling to ensure they
understand that their loan has an adjustable and not a fixed rate seems within the original intent of HB
4050. Requiring a prime borrower seeking a five year ARM, not an uncommon product in the prime
market, to attend counseling does not seem like an efficient use of limited resources.

Expanding the types of loans covered and expanding the geography covered by the pilot program from
ten zip codes to all of Cook County will greatly increase the number of loans covered by HB 4050.
Housing counseling agencies reported completing approximately 1,200 file review sessions during the
initial 20 week implementation of HB 4050 in the pilot area. Annualized, this would be approximately
3,100 sessions. Using 2005 mortgage lending data for Cook County and industry estimates on product
types, we estimate that by broadening the types of loans covered and expanding the program countywide
nearly 19,000 loans could be covered under the proposed amended rules for HB 4050." While we are
sympathetic to the concerns that led to proposed geographic expansion, it is difficult to see how the
existing infrastructure of housing counseling agencies in Cook County could handle this level of demand
for counseling services without significantly watering down the quality of services delivered or having
some negative impact on the timing of closing loans.

If the state chooses to move forward with HB 4050, we recommend it seriously consider methods for
limiting the number of loans covered by the law. The initial intent of HB 4050 was to protect vulnerable
subprime borrowers from receiving loans with fraudulent or deceptive terms. The current proposed rules
greatly expands the focus of the law to include many prime loans. Given the limited resources of housing
counseling agencies in Cook County, expanding the program in such a way would be a major mistake and
undermine the intent of the law,

One way to limit the number of loans covered by HB 4050 and more clearly focus on subprime loans
would be to recommend counseling for first time home buyers and refinancers seeking a mortgage where:

* The interest rate will adjust in three years or less or

'See Appendix for estimate methodology.
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* For a first lien mortgage, the loan’s APR is 3 percentage points above the Treasury rate of a security of
comparable maturity and meets at least one of the following conditions:

The loan permits interest only payments

The loan may result in negative amortization

The loan relies on stated income

The loan is financed at 100 percent

The loan contains fees greater than 5 percent of loan amount
The loan includes a prepayment penalty

O 00O0OCOOQ

Screening loans in such a way would reduce the number of loans covered by the law and more effectively
focus HB 4050 and the resources of counseling agencies on borrowers secking higher cost loans with
potentially risky features.

During the initial implementation of HB 4050, housing counseling agencies reported that the law was
effective at helping borrowers understand the terms of their loan. The agencies report that over half of
borrowers who attended counseling sessions were applying for loans that would put them at high risk of
default, and 38 percent of borrowers were applying for loans where their debt-to-income ratio would be
over 50 percent. The agencies also report that 9 percent of loans contained indicia of fraud and that “an
overwhelming majority” of borrowers receiving adjustable rate loans thought they were receiving fixed
rate loans.

While this indicates that HB 4050 was successful at providing borrowers with critical information on their
mortgages, it remains unclear what happened to borrowers after they left the counseling sessions. The
state has access to this and additional information that has been entered into the Predatory Lending
Database. We ask that the Department of Financial and Professional Regulation analyze this data to more
fully understand the effectiveness and need for HB 4050. While HB 4050 was not in place long enough to
truly understand its long term impact on access to credit or the local real estate market, information is
available on the outcomes of the counseling sessions. These should be thoroughly considered before
moving forward.

Additionally, the state should consider the efficiency of preventing risky and potentially abusive lending
practices through a mandatory counseling law as opposed to other types of legislation and regulation.
While such laws have appeal in educating and empowering borrowers, if not implemented in a prudent

and focused manner such a law could be a significant waste of resources and ineffective at meeting its
legislative intent of protecting vulnerable home owners and preventing foreclosures.

Sincerely,
; {
/
K4 i
Geof §mith/\’+/
Research Director
GS/bab
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Appendix

Estimating the Demand for Counseling Under the New HB 4050

The new iteration of HB 4050 covers loans to first time home buyers and refinance loans on owner
occupied properties that have certain characteristics. The proposed regulation would cover all of Cook
County, and all loans to first time home buyers and refinances would be considered regardless of
borrower credit score. To understand the potential volume of loans that may be referred for counseling,
we examined 2005 Home Mortgage Disclosure Act data and, as available, industry estimates about the
percent of loans with different features that might be covered.

First Time Home Buvers

In 2005, state regulated mortgage lenders originated 35,243 home purchases to owner-occupied properties
in Cook County.’

We estimate that 36 percent of these loans went to first time home buyers:® 12,687

» Using only the ARM trigger (the most inclusive), we estimate that 21.6 percent of these loans have
adjustable rates:* 2,740

» Fixed-Rate, Interest Only Loans account for 8 percent of the market:” 1,015

Of these 35,243 home purchase loans, 16,400 used a second, junior lien home purchase loan. Based on 36
percent of these loans being to first-time home buyers: 5,904

= Assuming that 78.4 percent of these loans will be fixed rate (and therefore not covered under the ARM
trigger): 4,629

* Assuming that 42 percent of these first-time home buyers finance 100 percent:® 1,944

An estimate of first time home buyer loans covered by HB 4050: 5,699

Refinance Loans

In 2005, state regulated mortgage lenders originated 44,661 refinance loans on owner-occupied properties
in Cook County.

*Home Mortgage Disclosure Act data (2005).

*National Association of Realtors survey (2006) cited in http://www.marketwatch.com/News/Story/survey-finds-percentage-
first-time-home/story.aspx?guid=%7B94 A34 A 1 B-6FCF-44B5-98D1-B8BB100ABCB3%7Dé&dist=morencws.

“Loan Performance analysis cited in http://www.realestatejournal.com/buysell/mortgages/2006082 1 -simon. html.
"Estimate cited in http://wwwazcentral.con/hb10 | /articles/04 | Snewmort0419 html.

National Association of Realtors survey (2005) cited in htip://www.lendingtree.com/cec/yourhome/yourmortgage/new-
mortgage-options.asp.



» Based on the ARM frigger, we estimate that 21.6 of these loans have adjustable rates: 9,647
» Fixed-Rate, Interest Only Loans account for 8 percent of the market: 3,573

An estimate of refinance loans covered by HB 4050: 13,220

An estimate of total loans covered by HB 4050: 18,919

This would require housing counselors to handle 1.577 clients per month




