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GREETING:  Good afternoon.  Vito Sciscioli, Kerry Quaglia and the other Home headquarters staff, our good partners at Freddie Mac and Wells Fargo, other distinguished partners and guests and finally the residents of Syracuse. 

I want to thank Congressman Walsh for his continued support of the entire NeighborWorks® network through Neighborhood Reinvestment’s federal appropriation.  I want to applaud his leadership and commitment to community revitalization in Syracuse and his continued involvement in spurring on the efforts of the Syracuse Neighborhood Initiative.  Congressman Walsh’s activities are not only strengthening revitalization efforts of Home Headquarters and other community organizations in Syracuse, but also the more than 200 other NeighborWorks® organizations, who are working in nearly 1,700 communities throughout this country.

I’m delighted to have been invited here today to help Freddie Mac kick-off its “Don’t Borrow Trouble” campaign in Syracuse.  Neighborhood Reinvestment Corporation and the NeighborWorks® Network are pleased to join with our good partner, Freddie Mac, working together to alert Americans about the dangers of predatory lending.  We are especially pleased that Freddie Mac is working with us in Syracuse.  

I’m also delighted to be here today to help Home Headquarters celebrate the official opening of its HomeOwnership Center and our partnership with Wells Fargo in supporting the NeighborWorks® Campaign for Home Ownership 2002 whose goal is to create 40,000 new homeowners by the end of 2002.  HomeOwnership Centers are one-stop shops that provide all of the services and training that a customer needs to shop for, purchase, rehabilitate, insure and maintain a home.

I am thrilled to get out of Washington, D.C.  Although the President as well as Congress are on recess, the heat and humidity is still with us in the Nation’s Capital and I can see that their dispersal has spread the heat across the entire nation.  You know the reason it is so hot today in Syracuse is not be happenstance, it is because today is the kick-off of the “Don’t Borrow Trouble” campaign and we are putting the heat on predatory lenders like they have never seen it before.

On a more serious note, let me throw out some numbers at you.

$9.1 Billion!   That is the amount that the Coalition for Responsible Lending, in a recent report, conservatively estimates that U.S. borrowers lose annually to predatory lenders.  Over two-thirds of that amount is lost due to equity stripping practices, consisting of financing credit insurance, exorbitant up-front fees and prepayment penalties.  The other one-third comes from excess interest rate charges on borrowers’ loans.  That figure does not take into account the costs of foreclosures to the individual homeowner and the ripple effect on the homeowner’s community.

Sevenfold and 1000%.  HUD estimates that the dollar volume of subprime lending, lending to borrowers with credit and other financial or employment problems, increased seven-fold from 1993 to 1998, from $20 billion to $150 billion; and the number of subprime refinances grew almost 1,000 % from 80,000 loans to 790,000 loans.  In contrast, prime lending grew by less than 40% over that same time period and prime refinances grew only 2.5%.  

One-third to one-half.  Freddie Mac estimates that between 10% to 35% of subprime borrowers could have qualified for conventional or prime financing. The other major secondary market player has stated that up to half of all subprime borrowers could have qualified for lower cost financing.  

Finally, three.  Three is the number of times that subprime lending is more likely to occur in low-income neighborhoods than in high-income neighborhoods.  

With African-American neighborhoods, the disparity is even greater.  More than half of all loans made in predominantly black neighborhoods are high-cost subprime refinance loans, compared with only 9 percent for white neighborhoods.  Upper-income black neighborhoods twice as likely as those in low-income white neighborhoods to receive subprime refinance loans.

These macro figures of the impact of predatory and high-cost subprime lending only tell part of the story.  The impact on individual families and the ripple effect on their communities are the real tragedy behind predatory lending.

Predatory lending is damaging families and the neighborhood they live in.  Some of the most vulnerable people in our communities are the victims of this type of lending.  

For example, the elderly, especially those who have lived in their homes for many years and own their homes free and clear of debt, are prime targets of predatory lenders.  Many of these persons live on a fixed income, but have built-up the equity in their homes.  In other words, they are “cash-poor,” but “equity-rich.”  Approximately 663,000 elderly homeowners in the U.S. have lived in their homes for many years, own their homes free and clear of debt, have incomes under $30,000 and equity of $100,000 or more.

Predatory lenders prey on these people, convincing them to take out loans to cover medical expenses, consolidate credit card debt or make home repairs, while charging exorbitant fees, adding prepaid credit life insurance, prepayment penalties, a huge balloon payment and other onerous terms and conditions to the loan.  Many times, these terms and conditions are not fully or adequately disclosed to the borrower.   The elderly borrower, possibly your grandmother or your friend’s parents, takes the loan.  However, the game for the predatory lender has only just begun.  Its real goal is to take as much money from the borrower and strip as much equity out of the borrower’s house as it can.  It eventually hopes to push the elderly homeowner over the edge and foreclose on the house, gobbling up all of the equity that it can grab a hold of.  Thus, in the first round, like a shark, it has circled its prey - and gauged its victim’s vulnerabilities.  It finishes off the borrower in subsequent rounds –coming back to the borrower after a few months to convince the borrower to go further in debt or explaining to the borrower about the balloon payment and leaving the borrower with no choice, but to refinance again.  With each round, additional points and fees are added to each loan so to strip away more and more of the borrower’s equity until the borrower eventually collapses from its debt load.  This process can take one round or a few rounds of financing and the borrower may hang on for a few years, but eventually the predatory lender, like a shark, makes its kill unless some kind of intervention can come into play.

To be able to intervene and fight against these predatory lending practices, one has to first identify the problem.  What exactly is predatory lending?  Unfortunately, there is no uniform definition of predatory lending although many people say that they know it when they see it.  Predatory lending involves a number of different practices.  These practices range from making high interest rate loans and/or charging excessive closing costs and fees, requiring prepayment penalties, single-premium credit insurance, negative amortization and/or balloon payments to steering, utilizing bait and switch tactics, financing of fees, making loans only based upon the equity in the property and not on the ability to pay, deceptive loan servicing and failing to include payment of homeowners’ insurance and property taxes while not disclosing to the customer that such payments are not being made by the lender.  The list goes on and on and is only limited by the creativity of the unscrupulous lender.

The crux of predatory lending involves preying on financially unsophisticated borrowers with onerous terms and conditions that go way beyond the risks that the lender actually incurs in servicing the borrower and providing a loan that disservices, instead of services the borrower.  In other words, the loan does not fit the borrower, either because the borrower’s underlying needs for the loan are not being met or the terms of the loan are so disadvantageous to that particular borrower that there is little likelihood that the borrower has the capacity to repay the loan.  The lender has failed to find a loan that is suitable for the borrower – one that will benefit the borrower while at the same time providing the lender with a fair return, based upon the risk that the lender is taking.

I want to be careful to distinguish predatory lending practices from legitimate subprime lending.  I am not against subprime lending.  Subprime lending, where higher interest rates balance the genuinely greater risk of lending to borrowers with impaired credit histories, is to be applauded.  It has opened up homeownership and other opportunities for many individuals who could not qualify for a prime loan.  However, in opening up this credit market, a substantial number of subprime loans are being made that have abusive characteristics, with rates and fees that cannot be justified by the credit records of the borrowers.  

In a recent study, Freddie Mac compared the interest rate on subprime loans rated A- by the lenders originating such loans with ones purchased by and rated A- by Freddie Mac.  Even after taking into account greater credit risk, higher default rates and more costly servicing for the subprime loans, Freddie Mac researchers concluded that the subprime loans had an unexplained interest rate premium of 100 basis points on average.  While this may not seem like much, that differential on a 30-year, $80,000 loan amounts to extra payments of more than $20,000.  Thus, the prevalence of subprime lending can have a pronounced impact on decreasing the assets remaining for wealth building in lower-income and minority communities.  When you add this to the effects of abusive or predatory subprime lending on families and the resultant foreclosures of such families’ houses, it is easy to see how such practices can devastate any efforts to revitalize and build up our lower-income neighborhoods.  Homeownership is the major source of wealth for low-income and minority families – accounting for between one-half and two-thirds of their net wealth.  Thus, predatory lending by making credit available in such neighborhoods contributes significantly to the further deterioration of these neighborhoods.  It takes homeowners and strips them of their assets and overcharges those who can least afford it, leaving foreclosures and vacant houses in its wake.

So what can we do?  Predatory lending practices must be viewed as a cancer.  It must be eradicated so that healthy communities can thrive.    This war against predatory lending must be fought in partnership – a partnership between federal, state and local governments, financial institutions, community activists, residents of lower income and moderate income communities and concerned others.  It must be fought on many fronts simultaneously. I will briefly touch on three of those fronts: Legislation and Enforcement; Enhanced Competition; and Education, Counseling and Outreach.

First – Legislation and Enforcement:

Myriads of federal laws already exist that relate to predatory lending.  These include the Fair Housing and Equal Credit Opportunities Act, the Homeowner’s Equity Protection Act, the Real Estate Settlement Procedures Act, the Truth in Lending Act and the Federal Trade Commission Act.  In addition, many states including New York have a Deceptive Practices Act.  Together, these existing laws provide a formidable array of weapons to use.  

However, because of the number of such laws and because each of the laws pertain to different aspects of predatory lending, it is difficult to know which particular law has been violated, making it more complicated and time-consuming to use such laws.  Therefore, there is a need for a specific set of laws that will directly attack predatory lending practices, such as the law enacted in North Carolina and the law passed by your state Assembly this past month. The New York law, A-7828, is very strong.  It prohibits and certain practices with respect to high-cost loans, loans that carry an annual percentage rate that is more than 5% above the U.S. Treasury rate or have points and fees that exceed 5% of the total loan amount.  It also bars a number of predatory lending practices, such as balloon payments, the financing of credit insurance, points or fees, prepayment penalties, making a loan without due regard to repayment ability and “flipping,” the practice of making successive loans with higher interest rates and more onerous terms. The law also mandates homeownership counseling.  I hope that the state Senate will pick up the gauntlet and make sure that this bill becomes law.  It would help strengthen our fight against predatory lending practices.

But, laws without enforcement are not worth the paper that they are written on.  Federal and state regulators, as well as the law enforcement agencies, need to become much more aggressive with lenders who engage in predatory lending practices.  We need to be more diligent in contacting our enforcement agencies and making sure that they are doing their utmost to put the heat on predatory lenders.  However, laws and enforcement is only one piece – and a small piece of the overall strategy.  Enforcement is after-the-fact and provides relief only to those who have been victimized by predatory lending.  It sends a message to the public and the financial sector, but does so in a reactive manner.  We need to also fight on proactive fronts.

Enhancing Competition:

Historically, low-income and minority communities have been excluded from traditional banking services.  Their communities have been redlined and many low-income and minority households have either been or felt discriminated against by mainstream lenders.  As a matter of fact as many as 12 million U.S. households, fully one-fourth of all lower-income families, have no relationship with a bank, savings institution, credit union or other mainstream financial service provider.  Predatory lenders and other fringe lenders, including check cashiers, payday lenders, pawnshops and rent-to-own stores, are taking advantage of this situation.  They market heavily and aggressively in lower income and minority communities.  Many of the residents of these communities turn to these predatory and other fringe lenders because mainstream financial service providers are not physically present in their communities, because the residents do not understand or trust the mainstream institutions and because they lack even basic consumer finance education, let alone the financial knowledge necessary to obtain a loan on beneficial terms.  Predatory and other fringe lenders make the use of their products convenient and outwardly treat their customers very well.  This has allowed them to gain significant market share in these communities.  Yet, the lack of competition from prime lenders has also allowed them to hike up the costs of mortgages to all borrowers in these neighborhoods.  

To ameliorate this problem, Home Headquarters and other NeighborWorks® Organizations, Neighborhood Reinvestment Corporation, Freddie Mac and Wells Fargo have come together to offer financing to families and neighborhoods targeted by predatory lenders.  The Home Equity Loss Protection or HELP mortgage is to assist borrowers who have been trapped in a high-cost loan with credit counseling and, if appropriate, a lower-cost refinancing.  This should help those borrowers who have been plagued by a predatory loan.  However, the larger issue of competition and access to financial services still exists in many low-income and minority communities.  I challenge the mainstream financial industry to market its products aggressively in these neighborhoods and to make its financial services more convenient and readily available for its residents.  Financial institutions should consider partnering with community organizations and should consider utilizing satellite offices and mobile offices that can travel from neighborhood to neighborhood.  Community organizations must take an active part in helping to foster competition by (a) identifying and promoting reliable home improvement contractors and home equity lenders in their communities, and (b) encouraging community members to build banking relationships with federally-insured deposit institutions.

Education Strategies:

This leads to my third front: Reach Out, Counsel and Educate the residents in our communities so to arm them against the dangers of predatory lending with the information they need to make sound financial choices.  

That is why the Don’t Borrow Trouble Campaign is so important in Syracuse and other cities across the nation.  Memorize this helpline number 474-HOME and distribute the number throughout the community so that potential victims of predatory lending can get advice and report problems.  

We must work proactively to educate all members in our community to be financially literate and savvy.  That is why Full-Cycle Lending and other financial fitness programs are so important to educate potential and current homeowners about home equity scams and make homeowners discerning consumers of financial products.  We need to get the word out on the street about predatory lending, that consumers do not have to blindly take what is being offered and that there is help and knowledgeable persons they can turn to.  As a lawyer, I challenge community groups to pair up with law firms and devise an early intervention program in which lawyers will donate their time reviewing loan documents and counseling potential borrowers on their lending transaction.  We all need to find the time to stop these practices.

By working in partnership and by mounting a multi-front full-scale assault on predatory lending, we can defeat this nemesis.  However, we must work together and work in the areas in which we each have the greatest expertise.  Through legislation and enforcement, enhanced competition and education, we can win this war.  It is a challenge that we and our communities cannot afford to lose.

Thank you for your attention.

1

