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L. INTRODUCTION

CONTENTS Foreclosure rates have risen steadily over the course of a gen-
eration, and the trend appears to be accelerating.! In 2006 foreclo-
sure was started on nearly 800,000 homes.? Not only are homeown-
ers losing their homes and suffering financial and emotional damage,
Il. METHODS & ANALYSIS...3 but whole neighborhoods must bear the blight and crime often ac-
companying foreclosed properties. Neighborhoods and cities can
experience weak or collapsed housing markets and damage to their
reputations. If foreclosures continue to increase, significant expenses

I. INTRODUCTION

Ill. DESCRIPTIVE

SEATENIEE may be incurred by the mortgage industry, including investors, in-
. ! )
IV. FINDINGS surers of securities, and loan servicers, as well as local governments.
A number of causes of rising foreclosure have been advanced includ-
V. BEST PRACTICES & ing:
RECOMMENDATIONS « Increases in adjustable rate and subprime loans;
« Higher incidence of trigger events such as job loss or di-
VI. CONCLUSION vorce,

« Entry into loan market of lower income households with
different trigger events, and more frequent disruptive life

VIl. events;

ACKNOWLEDGMENTS » Increased risk tolerance;

« Changing structure of loan servicing;

+ Relaxed underwriting criteria with resultant smaller finan-
cial cushions among many new homeowners;

« Fraudulent practices within the real estate and financial
sectors;

« Lack of consumer financial literacy among first-time
homeowners, especially those with lower income, less edu-
cation, and members of minority groups.

Viil. APPENDIX A

IX. ENDNOTES

While various researchers favor one or the other of these explanations, limitations on existing
data prevent a clear answer from emerging, although there is strong evidence for a relationship between
subprime loans and foreclosure rates.
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2004-2005 Survey of Homeowners Assisted by NeighborWorks Organizations

In 2004-2005 the Housing Environments Research Group (HERG) at the CUNY Graduate Center sur-
veyed more than 750 clients of nonprofit organizations affiliated with the NeighborWorks America
Campaign for Homeownership.4 These groups are referred to in this report as NeighborWorks Organi-

zations (NWOs).5

The survey found that low- and moderate-income home-
owners who received pre-purchase homeownership edu-
cation benefited in many ways:

Overall, NWO buyers have statistically significantly
lower interest rates (6.15% average) compared to
non-NWO buyers (6.57% average)

Clients who keep in touch with their NWOs take out
fewer payday loans and owe less on household appli-
ances

They are also less likely to report taking out personal
and home equity loans and taking on credit card debt
Post-purchase clients who stay in touch with their
NWO report lower interest rates

Clients who use more post purchase services have
higher savings rates

Clients who contact NWOs when they need help
avoid being late on their mortgage payments

Clients who contact NWOs when they need help are
more satisfied with homeownership from a financial
standpoint and report fewer challenges in maintain-
ing their homes.

However, NWO clients also experienced financial chal-
lenges after their purchase of a home:

Partners in Research: NeighborWorks America

Created as part of the Neighborhood Reinvestment
Act of 1978, NeighborWorks America (NW) is a
congressionally funded network of nonprofit Neigh-
borWorks Organizations (NWOs). Each NWO
works to define their goals, and over 200 are im-
proving their communities by increasing homeown-
ership among low- and moderate-income American
families as part of NW’s Campaign for Homeown-
ership. Partnerships with municipalities, local
banks, larger lenders, and sellers of mortgage-
backed securities help to fund this effort. Through a
combination of homeowner education, lending, and
financial counseling NWOs help low- and moderate
-income families achieve the American dream. We
partnered with an NWO at each research site to aid
in our recruiting efforts for homeowner focus groups
and to recruit participants for our focus groups with
nonprofit professionals.

While 22% of homeowners had no difficulties making ends meet each month, 10% had serious
problems and did not have enough money to make ends meet. The majority--65%--of those sur-
veyed reported that they had barely or just enough money at the end of the month.

20% deferred important repairs because of lack of money

20% had been 30 days late on mortgage payments

The survey also revealed that almost one-third of homeowners who encountered financial trou-
ble after buying their homes did not contact their counseling agencies for help.

Building on these findings, HERG undertook the current study in 2006 to examine questions
about why people did not contact a counseling agency, what they did do when they were struggling fi-
nancially, and what factors were barriers to solving their mortgage delinquencies. Highlighting the im-
portance of this project was our survey finding that homeowners who experienced financial difficulty
were more likely to resolve their problem when they did seek help from a counseling agency.

A Roper study for Freddie Mac found that 31% of the over 1,000 delinquent homeowners sur-

veyed had not called their lender when they were in trouble. Many delinquent borrowers did not feel
that they needed to contact the lender for help.® In both the Roper and HERG studies, respondents
tended not to be aware of what kinds of options were available if they did seek help.

We used a focus group research design so that we could understand the complex life, psycho-
logical and financial issues that factor into the choices homeowners make about seeking help. Focus
groups allow for in-depth discussion of the issue of concern and are useful for understanding how peo-
ple who have had similar experiences frame an issue. We conducted focus groups with three different
groups to get perspectives from all sides: homeowners who had sought help from a counseling agency,
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homeowners who had not sought help from a counseling
agency, and staff at counseling agencies who work with cli-
ents at risk of foreclosure.

The focus groups were conducted in five cities, and were de-
signed to find out:

* How do homeowners define and understand financial
trouble?

* How do they go into delinquency?

* What do they do to handle their problems? And, what
are the results of these strategies?

*  Why do some delinquent homeowners make calls for
help and others do not?

* What strategies do nonprofit organizations and fore-
closure intervention professionals use to assist home-
owners at risk of foreclosure? And, which strategies
are more and less successful?

II. METHODS AND ANALYSIS

Site Selection

The sites for the focus groups were selected to
represent a complex mix of market, geographic, economic,
and demographic factors to yield locally and nationally
relevant results about what contributes to mortgage
delinquency among low- and moderate-income homeowners,
and their efforts to avoid foreclosure. The data generated
from the 2004-2005 survey partially guided the site selection
process, particularly self-reports from homeowners on their
incidence of being 30 and 9o days late on mortgage
payments and their fear of foreclosure. These indicators, in
combination with census data, state per-capita foreclosure
rates and the prevalence of high-interest subprime loans by
Metropolitan Service Area (MSA) helped us identify sites
where homeowners might be particularly at risk of
foreclosure. Because we set out to speak with both
homeowners who had sought help for mortgage delinquency
and those who had not, the presence of resources like a
NeighborWorks Organization (NWO) or similar community-
based nonprofit homeownership education organization,
credit-counseling centers such as Credit Counseling
Resources Center (CCRC), and/or anti-predatory lending
campaigns was an additional selection criteria. The final

A Note on Sites

New York, NY: a large, ethnically and ra-
cially diverse, urban, and extremely high-
priced market with increasing reports of
predatory lending and a new citywide initia-
tive (PACE—Preserving Assets and Com-
munity Equity) to combat it.

Hamilton, OH: Ohio has seen extremely
high rates of foreclosure in recent years,
with foreclosures in Butler County (where
Hamilton is located) more than tripling in
the past decade; the nonprofits located in
Hamilton and Middletown work together
closely and are able to provide rescue
funds to local homeowners on a limited
basis.

St. Louis, MO: Homeowners who re-
sponded to the 2004-2005 survey have a
very low median income compared with the
national average, and survey data found
that nonprofit customers there report very
high fear of foreclosure coupled with a high
incidence of making late mortgage pay-
ments. In addition it is a “Don’t Borrow
Trouble” (a Freddie Mac predatory lending
awareness campaign) site.

Waco, TX: NeighborWorks Waco recently
began offering “Sustain the Gain” post-
purchase education and foreclosure pre-
vention education in response to the high
rates of fear of foreclosure and making late
mortgage payments reported by homeown-
ers in the 2004 survey; the area has very
high rates of subprime lending and Texas
had the 4% highest per capita foreclosure
rate in the country in 2005.

Duluth, GA: In addition to a growing num-
ber of reports of mortgage fraud and deed
theft, Georgia had the highest per capita
rate of foreclosure in the country in 2005.
Duluth, is home to the Impact! Group,
which provides a broad spectrum of hous-
ing resources, counseling, and education
services.

Please see Appendix A for a more detailed
discussion of site selection and information
about the data sources used in site selection.

sites for the focus group research were:

« New York, NY
. Hamilton, OH
« St. Louis, MO
« Waco, TX

« Duluth, GA

Before the start of data collection we identified NHS of Chicago as an advisory site based on
their pioneering work with the Home Ownership Preservation Initiative (HOPI) and their own recent
focus groups with homeowners’. We consulted them on recruitment, current issues in the mortgage
lending and nonprofit homeownership education community, and our focus group protocols.
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Sample

In order to reach prospective participants we partnered
with a nonprofit at each site and sent out mailings to their client
lists. Where possible the mailings were targeted to reach home-
owners who had sought post-purchase or foreclosure intervention
services, or who the nonprofit knew to have missed payments on
an outstanding loan, e.g. a down payment assistance loan origi-
nated with the nonprofit. In addition to mailings, newspaper ads
were placed in local newspapers in Hamilton, Waco, and Duluth
(the cost of such an ad in New York City is prohibitive and the re-
sponse to our mailing in St. Louis was so strong that an ad was not
required there).

Respondents to the mailings and newspaper ads called a
toll free number set up for the purpose of screening potential par-
ticipants. Prospective participants called the number and left a
message with their contact information. Project staff selected par-
ticipants and assigned them to a group based on their responses
to the screening questions. Participants were selected for inclu-
sion on the basis of being a homeowner, living in the home they
owned, whether they were current on their mortgage payments,
and whether they had sought help from a nonprofit; their lender; a
financial counseling hotline; a friend or family member; or any
other source. Homeowners living in the homes they owned, who
were behind on their mortgage by at least 30 days, or who had

Analysis

Altogether we conducted 14 focus
groups and two individual interviews
with 127 participants.  All focus
groups and interviews were profes-
sionally transcribed. In total the tran-
scripts accounted for over 800 pages
of data. We analyzed the focus
groups and interviews using a combi-
nation of methods to ensure thor-
oughness and the reliability of find-
ings. These included on site reflec-
tion, debriefing with staff, listening to
recordings, coding, creating matrices
of data. .

Data from the closed ended ques-
tionnaire was entered into SPSS
(Statistical Package for the Social
Sciences) and used to generate de-
scriptive statistics for our sample.
There were 16 survey respondents
in Waco; 18 in Hamilton; 19 in St.
Louis; 8 in New York City; and 6 in
Duluth, for a total of 67 completed
closed-ended questionnaires.

been behind but had gotten current within the last 30 days, or
would be current within the next 30 days were selected for inclu-
sion.

During screening interviews we grouped participants as “help seekers”--delinquent homeowners
who contacted a nonprofit counseling organization for foreclosure prevention assistance and “non help
seekers”--delinquent homeowners who did not contact a nonprofit counseling organization, but who
may have sought assistance in other places. After conducting initial screening interviews we found that
almost all potential participants had sought help for mortgage delinquency from their lender, a friend
or family member, a social welfare agency, a nonprofit organization, another bank, a real estate agent
or mortgage broker, or a lawyer. In all, nine focus groups and two individual interviews were conducted
with a total of 88 homeowners. While we made an effort to reach out to Spanish-speaking homeowners
and planned on conducting focus groups in Spanish in New York City, our recruiting efforts did not
yield enough eligible participants to do so.

Focus groups with professionals included staff from nonprofits, community development or-
ganizations, municipalities, and local foundations. Altogether five focus groups were conducted with a
total of 39 nonprofit professionals who come into contact with homeowners at risk of foreclosure.

A pilot focus group was held in New York City. After this pilot was conducted a short, closed-
ended questionnaire was added to our data collection protocol. The questionnaire was designed to get
the kind of detailed information about individual homeowner’s mortgage, help seeking efforts, and cur-
rent mortgage situation that are difficult to track in the focus group format. Participants were asked to
complete the optional questionnaire before each focus group began.

Many homeowners who participated in our focus groups were African-American, with more fe-
male than male participants. Most had experienced difficulty with health problems of their own or of a
close relative, problems with underemployment and unemployment, or other unsustainable debt in ad-
dition to being unable to pay their mortgage at some time. A number of participants (37.9% of ques-
tionnaire respondents) had refinanced their mortgage or taken out a home equity line of credit at some
point either before or after they began to experience financial difficulties, and all expressed being chal-
lenged by the demands of homeownership. Therefore our findings may be biased toward the experi-
ences of these participants and may not generalize beyond homeowners that share similar characteris-
tics. Because all participants voluntarily responded to a newspaper ad or recruitment letter, our sample
may also be biased toward delinquent homeowners who are proactive about seeking help for their fi-
nancial difficulties.
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II1. Descriptive Statistics from Questionnaire

The average mortgage interest rate
was 7.85%

The median interest rate was 7%
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79% of respondents (53 people) are
in a fixed-rate mortgage, of which
73% (39 people) have a mortgage
term of 30 years.

The remaining 21% (14 people) are
in
adjustable-rate mortgages

Almost all--92% (62
people) of respon-
dents reported seek-
ing help.

Five people out of 67
(8%) did not seek help
for mortgage delin-
quency from any of
the sources of assis-
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IV. FINDINGS
How do homeowners define and understand financial trouble?

Defining Trouble

The homeowners we spoke to defined financial trouble in a number of different ways. Most
commonly, participants defined financial trouble as “Robbing Peter to pay Paul™: not paying one bill in
order to pay another. They also noted that when they had more expenses than income, it spelled finan-
cial trouble. Yet this experience may not be uncommon in low-income households, e.g. the man who
stated “In my family if you’re not struggling, you’re not living”. However homeowners varied in their
understanding of financial trouble—while some felt they were in trouble as soon as they knew they were
unable to make a mortgage payment, others did not necessarily see missing one mortgage payment as
being in trouble. For the former group this understanding of trouble was driven largely by trigger
events such as the loss of a job, while the latter group, accustomed to ongoing, low-level financial strain,
felt that trouble came only when they were unable to double up on their mortgage payment the follow-
ing month. As delinquency progressed, people’s sense of financial trouble became heightened by the
deluge of calls and letters that most participants received from their lender and from collection agen-
cies. There was general agreement that a notice of foreclosure letter also set off alarms among home-
owners. The experience of financial trouble and the process of help seeking are colored by the way
homeowners understand this experience as well as their emotional reactions to it.

Emotionality of Delinquency

People experience a range of intense emotions such as depression, anxiety, hopelessness,
confusion, fear, and victimization when they are behind on their mortgage payments. These are reac-
tions not only to financial strain, but also to the life circumstances that gave rise to delinquency as well
as the process of trying to access help for it. Such emotions can perpetuate financial problems by inter-
fering with clear thinking and logical decision making (such as when people refinance ill-advisedly).
Decision-making depends on an individual's ability to search for and assimilate all relevant information
in an unbiased manner, and to carefully and systematically consider all alternatives.® Individuals under
intense stress are often able to focus only on a limited number of alternatives because of the dimin-
ished ability to perceive and process information during stress. The panic associated with mortgage de-
linquency and the threat of foreclosure affects the ability of homeowners to consider alternatives in a
systematic way, and may cause them to switch frantically between alternatives and to not fully consider
the implications of each one.9 Of making financial decisions under stress, one participant stated:
“We’re stressed; we're not looking at it, we’re just looking for a way out, we’re just looking for some-
thing to say you're current, to stop the late charges, to stop the little sheets of paper.” Emotional reac-
tions to delinquency and the process of help seeking affect the willingness and ability of homeowners to
locate viable assistance for mortgage delinquency and avoid foreclosure. Because the emotions brought
on by this mix of life circumstances color every aspect of people’s lives and decisions regarding their
home, it is vital that homeowners learn more about how to work with these feelings. As one home-
owner remarked, before making any decisions about how to proceed in the situation it is critical to “try
to get your emotions in check first...the first step is just getting, handling your emotions about it, [to]
put it in perspective’.

Feelings of betrayal and victimization were common among participating home-
owners, and not just those who fell prey to predatory lenders. Making financial decisions un-
der stress can make it difficult to recognize fraud and lead to trusting people who should not be trusted.
Those who fell victim to predatory loan schemes, whether they were refinance or home purchase loans,
felt “betrayed”; “taken advantage of”; and “victimized”. In addition to feeling betrayed by predatory
lenders, many homeowners felt that they had been betrayed by bankers and lenders in general, as well
as the government. Focus group participants looked to lenders as a trusted source of financial informa-
tion, believing that lenders had their best interests at heart. Those who relied on mortgage brokers for
information about their loans without doing their own research frequently ended up with loans that
were a stretch for them to afford. These participants quickly fell behind if they got sick, had to pay for
car repairs, or lost their job. The imbalance of information, knowledge, and money between themselves
and the financial industry, combined with their lack of legal protections from the government led a
number of people to feel victimized by lenders, bankers, and the government.
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Many people emphasized that they felt confused, helpless, alone, and afraid
throughout the experience of mortgage delinquency. Many people used metaphors like
“drowning”; “being stuck in quicksand”; and “trying to keep my head above water” to describe their
feelings about being behind and trying to catch up. First generation homeowners felt especially alone in
their financial struggles because they were unable to turn to the kind of knowledge and equity that ac-
cumulate through multi-generational homeownership. Homeowners are not only overwhelmed by their
financial difficulties, but also by the ensuing deluge of phone calls and letters from their lender (as well
as other creditors and offers of “help”), and the “confusing” process of seeking help:

“There’s nowhere to turn to. No matter where you go you think you’re
going to the right place, and then it turns out to be the wrong place”.

People stated that they began to feel scared and alone, e.g. “you feel totally abandoned”, as their delin-
quency progressed and the process of foreclosure was initiated. After seeking help through their lender,
social service agencies, and nonprofits with little results, homeowners said they “start to feel very help-
less, and hopeless, and then...depressed”. Indeed, while mortgage delinquency and the life circum-
stances surrounding it are a difficult experience, it appears that help seeking itself can frequently com-
pound these difficulties, with exhaustion and hopelessness ensuing. Of this process some homeowners
stated: “you just want to give up”... “and you don't feel like asking anybody anymore to help”.

For a number of focus group participants, mortgage delinquency had even more
serious consequences, leading to depression. Several people commented on how hard it was to
keep up with everyday activities like going to work and taking care of their families:

“I feel out of it”
I'm emotional and tired. I wake up tired and I go to bed tired”

“You know I couldn’t perform...normal functions...going to work was the only
thing I could do on a daily basis because I couldn’t deal with anything else...I
didn’t know what I was going to do. I felt like the world was closing in on me”

The depression and sadness associated with ongoing economic struggle, the progression of delinquency,
and the lack of viable sources of help plagued some people to the extent that they began to have suicidal
thoughts. Homeowners strongly emphasized the sadness they felt when they were not able to get
caught up, saying that “it was total depression”, and that they felt like failures. Mortgage delinquency
also led to regret about homeownership among some people, who stated that “it was supposed to be a
blessing and it wasn’t”. Indeed, one woman who eventually lost her home to foreclosure expressed re-
lief to be rid of the house.

Emotional reactions to delinquency take their toll on families. Focus group partici-
pants stated that they had difficulty taking care of their families as their financial struggles progressed:

“It’s depressing because it’s like she’s [participant’s daughter] at that age where
you’re trying to nurture them to do the right thing and you’re struggling...You’re
putting everything into trying to save this and it seems like you’re not getting
anywhere and it’s depressing. Your whole house becomes depressed because all
they hear is ‘we can’t, we can’t, we can’t’.”

Participants often lost their tempers at their children or spouses because of the level of stress they were
experiencing, sometimes leading to marital problems and even divorce. Women and men expressed
different facets of the emotional reactions related to financial difficulty and their affect on family rela-
tionships. While women emphasized the difficulty of taking care of their families while under stress,
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Method: About Focus Groups

A focus group is a conversation fo-
cused on a given topic. As a research
methodology focus groups are used to
gain understanding of the emotions,
stories, and diversity in thinking groups
of people have about a topic. Because
they take place in a group format focus
groups are a socially grounded re-
search method, creating situations that
can provide broader insight into a topic
than survey or interview methodologies.

Two researchers, trained in focus group
methodology and with extensive expe-
rience moderating group discussions
for research purposes, co-moderated
each group, which lasted from one to
two hours. All focus groups were
audio-recorded, and participants were
assured that identifying information
would not be connected to any quotes
used in publication. In addition, partici-
pants were given the opportunity to
create a message on video after the
focus group concluded.

All participants in this study received a

the threat of losing their home led men to feel that they were
failing as husbands and fathers--losing a home to foreclosure
would be more than just losing the roof over their family’s heads,
it would be losing ones sense of dignity, pride, and possibly even
the faith that their families had in them. One man stated
“There’s nothing worse than a man feeling like he can’t provide
for his family...that was the biggest thing I had to struggle
with.”

Mortgage delinquency is associated with a range of in-
tense emotional reactions. However it is important to make
clear that for the people we spoke to, these emotions are not
grounded only in delinquency—this is just one part of a mixture
of other life circumstances like illness and divorce; ongoing eco-
nomic marginalization through underemployment, downsizing,
and outsourcing of jobs; the confusing and difficult process of
accessing viable assistance for delinquency and other financial
problems; the way many people are treated by their mortgage
lenders and loan servicers; and being taken advantage of by
predatory lenders. The emotional responses to these life cir-
cumstances affect not only homeowners and their families, but
also the communities they live in, their willingness and ability to
seek assistance for mortgage delinquency, and the kind of assis-
tance they turn to in this situation.

Understanding of the Problem

meal and a $100 incentive. The homeowners we spoke to seem to experience their

predicament in one of two ways: there are those who see the

situation as one that they are responsible for, and others who feel
they have no control over the situation. Though both groups seek help from multiple sources and try to
catch up on their own, they differ in how they see their ability to resolve their mortgage delinquency and
avoid going into default and foreclosure.

Many homeowners expressed a strong sense of personal responsibility for resolv-
ing their situation and often for the root causes of it as well. For these people, the experience
of delinquency and the hardship associated with it opened their eyes to problematic spending habits
and poor budgeting. Some homeowners shared how they were able to re-evaluate and prioritize their
spending because of their financial struggles, such as the woman who began clipping coupons, planning
her errands around minimizing gas usage, and cutting out extra treats for her children once she realized
that she “had a spending problem”. Others admitted that they fell into a predatory loan situation be-
cause they “tried to do the easy way out...this lady came to me with the silver platter, everything that I
wanted was right there”, stating that “I did this whole thing myself” (trying to make real estate invest-
ments after having secured a good mortgage led to delinquency).

Among homeowners who imbue mortgage delinquency with personal responsibil-
ity there is a good deal of determination to get through the situation and stay in their
homes, no matter what the difficulty—as one participant said, “When you give up that’s when
they get you. They send those foreclosure notices, they want you to jump up and move out. Don't
jump up and move out”. These homeowners were often persistent in
working out a forbearance, workout, or loan modification agreement
with their lenders because “if banks give you any opportunity to get
ahead you should do whatever you can”, in order to “stop the cycle
[of debt] somewhere”. While those who were able to arrange loan
repayment plans with their lender felt these plans were difficult to
afford, they felt that getting caught up was worth it, so “you just live
with no money and work really hard, you just find a way to make
the money”.

“I did everything right
and the bottom fell out

and no one would help”



HOUSING ENVIRONMENTS RESEARCH GROUP JULY 2007

While some homeowners bring a great deal of personal responsibility to mortgage
delinquency and its resolution, other homeowners in this situation felt that they had no
control. It is important to stress that the latter still went to great lengths to seek help for mortgage
delinquency and worked to get caught up on their mortgages on their own as well. These participants
expressed their efforts to be responsible homeowners, and that delinquency “wasn’t my choice”, that
they “did everything right...and the bottom fell out and no one would help”, and that they felt “hurt by
the system even though I did everything I was supposed to do”. This group of people tended to empha-
size their powerlessness and lack of control vis-a-vis lenders, bankers, and the government. For exam-
ple, when one homeowner remarked that lenders “fail to understand that they have all the money so
they think they have all the power”, another corrected him by saying “They do have all the power”, to
which the first agreed, adding “—and they don’t want it changed”. These focus group participants
thought that it was futile to try to change the attitude of lenders and how they work with homeowners
when they get behind on their mortgage, because “lenders just want you to get in deeper before they’ll
help”.

This group of homeowners felt that they were trapped in delinquency despite do-
ing everything they could to be responsible homeowners, and rarely saw a way out of
their situation. They expressed that their mounting debt was beyond their control, and that the gov-
ernment, in addition to mortgage lenders, played a role in their entrapment in the cycle of debt: “our
government won't let us get out of debt”. Homeowners felt that “there’s nothing we can do, no one
there to help”, and that “there’s no hope in sight”. While these focus group participants had put great
effort into seeking help and attempting to get themselves caught up on their mortgages, many seemed
resigned to the inevitability of overwhelming debt and the possibility of foreclosure, saying “all I can do
is wait and see what happens”, and “I just live month to month and see how things are going to go”.
Delinquent homeowners who understand their situation as one over which they have little control stress
their lack of options, their frustration and exhaustion with seeking help, and the power imbalance be-
tween themselves and the government, lenders, and bankers.

How do homeowners go into delinquency?

Underestimating The Costs Of Ownership

Many focus group participants became delinquent on their mortgages because they did not have
enough savings and financial flexibility to manage the periodic spikes in housing costs associated with
homeownership, e.g. changes in property taxes or the price of insurance. Homeowners reported that the
equity in their homes was often their only financial reserve. Thus when they need to make home repairs
and have no savings they can only protect their investment by reducing their home equity through refi-
nancing. In addition to becoming responsible for home repairs homeowners must also be able to pay
for homeowner’s insurance and property taxes. Homeowners who faced delinquency and foreclosure
did not fully understand these additional fiduciary responsibilities and sometimes did not understand
the importance of paying the mortgage before other bills. For example one man remarked, “I said the
insurance comes first because if the house is burning up, it’s not covered. So, I paid my insurance, I
paid all my other bills, but I just could not make that mortgage payment.” Seasonal fluctuations in
utility bills also contributed to putting the cost of ownership beyond homeowners’ budgets. When it is
already a stretch for low- and moderate-income families to purchase a home and regularly make their
mortgage payments, keeping up with these additional expenses can make homeownership challenging
to maintain.

The Cascade of Trouble

Among the homeowners that we spoke to, ownership is maintained within a home economy that
is a delicate balance of time and money earned and spent. This balance is carefully sustained from pay-
check to paycheck. While most focus group participants were highly aware of their expenses and in-
come, living paycheck to paycheck may interfere with the kind of long-term financial planning that pro-
vides the ability to withstand income shocks. Furthermore, many lower-income people work in indus-
tries that are susceptible to economic downswings, e.g. retail and manufacturing jobs, or that have regu-
lar disturbances in earnings, e.g. construction. This context increases peoples’ vulnerability to financial
trouble because it means that a household’s economic balance can be upset by regular life events like
car repairs, illness, or a new addition to the family. These events are often the first step in the cascade
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of trouble that can end in foreclosure. Homeowners find themselves needing to resolve all of the prob-
lems in the cascade. The multiple demands for resources and coping complicates decision making, in-
creasing the chances that trying to solve one problem will make another worse and put the homeowner
in a state of stress that makes rational decision making difficult.

Because mortgage delinquency occurs within the context of other problematic life
circumstances, financial difficulty and other life problems—even small ones--play against
each other in a process that results in a cascade of ongoing financial struggle and other
crises. The root causes of delinquency for many focus group participants are tied to typical life course
events like having a new baby, getting divorced, becoming ill or injured, or the passing of a loved one.
These events are often associated with both up-front costs as well as long-term effects on the stability of
the household economy. When children are involved, missed child support payments can be enough to
start a cascade of financial trouble and prevent a household from ever balancing their budget:

“I tried to do everything I could for my kids. You know, you want to
give them everything you can. And child support would come; some-
times it wouldn’t, so that would put me in a bind.”

For many of our focus group participants this kind of event would start a chain reaction toward
delinquency and foreclosure. Seemingly small amounts of money, many times less than five hundred
dollars, started people being behind on their mortgages and would then snowball into much greater fi-
nancial trouble. For example, participants reported being forced to choose between paying for car re-
pairs or their mortgage—choosing to fix the car would keep them behind on the mortgage, while not
getting it fixed would result in missed work and hence lost income, and put them further behind on the
mortgage. The emotional responses to financial struggle can also lead to worsened financial circum-
stances, e.g. by causing marital problems leading to divorce. Even seeking assistance for delinquency
can complicate the problem because taking time off to fill out forms and go to appointments can result
in lost income. Moderate financial cushions of less than five thousand dollars could provide some pro-
tection against these initial income shocks that lead to delinquency.

Job loss and other reductions in income have been well documented as trigger
events for mortgage delinquency and foreclosure. Low-income homeowners may be par-
ticularly susceptible to these kinds of income shocks because of the kinds of employment
available to them. While homeowners reported widespread issues related to job loss and reductions
in their income we also found that low-income homeowners face somewhat regular disturbances in
their earnings. Several participants described this kind of situation: “We’re back on track with our
mortgage, but we’re still struggling financially because his job still lays him off and on”; “I had two
full time jobs and a part-time job. I was a night audit... and I worked in patient accounts in the medi-
cal field...Then the little part-time job I had was for an inventory company...it’s just, it’s the rat race.”
Though fluctuation of income was generally something they could expect, they were often unsure of ex-
actly how long their periods on unemployment might be: “I work at temp services which you might
work for a while, you might not.” This kind of job market interferes with the ability to save for emer-
gencies. When periods of unemployment run longer than is typical in these fields, the financial balance
is tipped and a cascade of trouble can begin. Furthermore, those who work in manufacturing, retail,
and commission-based jobs, as many low- and moderate-income people do, find that their job security
is dependent on the stability of the economy overall.

For delinquent homeowners financial trouble is rarely an isolated event—among
the focus group participants financial difficulties were tied into bundles of problems in
their lives. This was especially salient when health problems came into play, whether a personal ill-
ness or injury to the mortgage holder or that of a spouse, child, relative, or close friend. Providing emo-
tional and material support to others was associated with lost income due to taking time off of work, or
diverting funds from mortgage payments to cover costs associated with health problems. The cost of
medication and medical care in combination with income shocks for those too ill to work also took its
toll. Participants frequently described having to choose between taking care of themselves or fulfilling
their obligations as a spouse, parent, friend, or family member, and paying their mortgage on time.
However, bundles of problems are not restricted to health issues.
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Homeowners’ stories of having bundles of problems also illustrated how the pen-
alties associated with falling behind on debt contribute to the snowballing effects of fi-
nancial trouble. Sometimes these fees are so high that they put a homeowner behind for months and
have a negative impact on their credit score. This would then lead to higher interest rates on their
credit cards. Collectively, these payment increases lead to more difficulty making minimum payments,
avoiding further penalties, and whittling down the principal owed. When homeowners have very high
interest rate mortgages they may find hope in the prospects of refinancing for a lower rate and possibly
consolidating their debt. However, their damaged credit makes it more difficult for homeowners to do
so. We also found that sometimes efforts to refinance and consolidate debt make matters worse if peo-
ple turn to predatory lenders or payday loans for help.

What do homeowners do to handle their financial problems?
How do these strategies turn out?

Catching up

Over and above their help seeking efforts homeowners employed a number of strategies to catch
up on their mortgage payments. Bringing in additional income through extra work and adhering to a
strict budget can be effective in this area. However, these strategies, and borrowing money from family,
often had negative consequences like creating additional strain on low-income families. Looking to the
financial community to get caught up via payday loans, refinancing, and home equity loans was fre-
quently associated with negative economic consequences because homeowners make such decisions
under emotional and financial strain. Another, related issue is the difficulty that homeowners report in
trying to make partial payments. When partial payments are sent back to the borrower the total sum of
money that the homeowner will have to pay at once to “get current” grows. Given the economic posi-
tion of low-income homeowners who participated in these focus groups, the prospect of gathering mul-
tiple months’ worth of mortgage payments at once is slim, so the lack of clarity around partial payments
inches people further into arrears, making it more difficult for them to get caught up.

By far the most common thing that people did to catch up was taking on extra
work. Many people took on second or even third jobs, such as paper routes, cleaning homes, part-time
retail jobs, or catering. Others worked overtime at their existing jobs, and still others relied on informal
work such as doing hair, having yard sales, or finding and refurbishing tools and furniture and selling
them on eBay, e.g. “You know, try to make a way of continuing to invest in things I see real cheap, and
then I fix them and sell them. So that’s kind of like an additional kind of income.” Of taking on another
job, one homeowner commented on the increased strain she experienced:

“I’'m doing a part time job right now...and it’s stress-
ing the heck out of me. I mean I'm having a backache,
I'm having headaches, I’'m saying to myself, that little
$65 extra a week is really stressing me out.”

Focus group participants frequently re-evaluated their budgets when they got be-
hind on their mortgages, and instituted cost-cutting measures to divert more money toward paying
the mortgage. One woman remarked: “How I got out of it was I realized I had to get away with it, and
cut my spending down, and look for some places in my budget, so I could make some wiggle room”.
Many people reported doing things like cutting off their home phone lines and relying on their cell
phone; getting rid of internet access; clipping coupons; being more aware of their gas usage; installing
insulation to save on heating costs; turning off the cable; looking for free family entertainment and ac-
tivities; and avoiding going out to movies or restaurants. Those who did this expressed a sense of pride
and accomplishment at their efforts to earn additional income and their ability to save money by being
thrifty, like the man who reported saving over one hundred dollars a month on energy costs after “buy-
ing insulation and throwing it down...when we had that heat wave last summer I was paying $425
but now my electric’s $307...I think I'm cheating them.”

The fact that some homeowners expressed pride about saving money and bringing in extra in-
come, while others emphasized the strain it created on them and their families may be indicative of the
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different ways homeowners frame the problem of delinquency. The former may take on more personal
responsibility for resolving the situation, while the latter may feel less control over the problem despite
their efforts to resolve it.

Homeowners also turned to family members for loans to get caught up on their mort-
gage payments. Those who did so often felt ashamed and guilty for doing so; these feelings might be
accentuated among the people that we spoke to because many of them come from low-income families
with few resources. The decision to ask for financial assistance from family members was often fraught
with difficulty and the urge to avoid being a burden to one’s family. For instance, one participant said:

“I finally broke down and talked to family to
try and help get some money together...I'm
kind of a proud person, I don’t want anyone
else to help me, if I can at all help it.”

When faced with the loss of a job; reduction in household income due to divorce;
or medical bills, many homeowners took equity out of their home, their biggest asset, in
order to avoid foreclosure. Hence, people made financial decisions with serious consequences dur-
ing a time in their life that often included not only emotional stress and ill health, but also the stress
brought on by not being able to fulfill their financial obligations. Many of these people ended up with
extremely high interest rates on their refinance loans; with adjustable-rate mortgages that they could
not afford; and with the equity stripped from their homes. We noticed a common link between making
this kind of decision under emotional duress and financial strain, and being the victim of a predatory
lending scheme. Predators prey on people in a fragile emotional state; many people accept loan terms
without understanding the consequences until it is too late. Strategies like refinancing and home eq-
uity loans as well as payday loans and taking money out of 401K accounts illustrate the lack of financial
options available to low- to moderate-income homeowners, whose financial assets are most often con-
centrated in their home equity. In particular, payday loans and refinancing frequently resulted in fur-
ther financial difficulties.

Why do some delinquent homeowners make calls for help and others do not?

Help Seeking

In this portion of the report we will discuss the many different ways that low-income homeown-
ers have sought help for mortgage delinquency, and their experiences with these different help sources.
Later we will outline the elements of existing help sources that homeowners have found effective as well
as how lenders, nonprofits, and the government can better assist them.

One of the intended goals of this study was to understand why and how some low-income home-
owners seek help when they are behind on their mortgage payments while others do not, even when
they are at risk of foreclosure. However, both in recruiting participants and conducting focus groups
we encountered very few homeowners who had gotten behind on their mortgage pay-
ments and not sought help for this problem. The people we spoke to sought help not just from
one, but from many sources, often until they had exhausted themselves and the resources available to
them.

We found that delinquent homeowners sought help from:

Their municipality

Social service and social welfare agencies

Their lender

Other lenders, real estate agents, and mortgage brokers
Lawyers

Family and friends

Credit and debt counselors

Faith-based organizations

Community-based homeownership education organizations

12
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The questionnaire completed
by focus group participants shows that
Help Seeking by Number of Sources almost half of respondents sought help
from multiple sources. The most
popular combination of sources was

@ Sought help froma the lender along with a friend or family
single major member. Around a quarter of respon-
source (15 people) dents sought help from only one

source, with the lender or friends and
family being the most often mentioned
g source of assistance. Close to a third of
combination of 2 or ndents sought help from oth
3 major sources Irespo ug €lp 1ro other
(32 people) sources or clusters of sources.
Thus the problem is not al-
ways one of reaching “non-help seek-

M Sought help froma

O Sought help from

48% other sources or ers” who risk losing their homes to
clusters of foreclosure; it is also an issue of under-
sources (20 standing the multiple strategies that
people) homeowners employ in an effort to

deal with crises and strains in their
lives, and to save their homes. How-
ever, the closed-ended questionnaire
did indicate that lenders, and friends
or family members were far more popular sources of assistance on their own and in combination than
nonprofits were alone or in combination with one’s lender or friends or family. These results indicate
that nonprofits may face particular challenges in being perceived as a source of help for mortgage delin-
quency and foreclosure avoidance.

Searching for solutions to the problem of delinquency had a two-pronged focus. Participants
described attempting to deal with the source of the crises, for example by taking on extra work, reevalu-
ating spending habits, retraining for a changed job market, recovering from ill health, or simply taking
care of an acute crisis such as death or divorce. At the same time, they sought help from their lenders,
counseling agencies, and social welfare agencies in order to avoid mortgage foreclosure and manage
debt. Often, early in the crisis homeowners would foresee a problem paying their mortgage but their
efforts to work with their lender to resolve the problem preemptlvely were usually unsuccessful. At the
same time they would invest most of their energy in trying to increase financial resources and access to
needed goods and services (food stamps, jobs, health care etc.). The precarious economic position of
households often worsened as the process of help seeking unfolded, increasing the emotional as well as
financial strain on households. Participants made it clear that the two-pronged approach, itself an at-
tempt to find a solution, is one that often serves to complicate the financial, material, and emotional
consequences of mortgage delinquency.

Help Seeking Fatigue

Some homeowners sought help not just from one, but many sources, often until they had ex-
hausted themselves and the resources available to them. We use the term “help seeking fatigue” to re-
fer to a loss of motivation to contact nonprofit counseling organizations or other possible help providers
who can intervene against foreclosure. Delinquent homeowners with help-seeking fatigue usually en-
counter this condition after repeated efforts to secure assistance have failed, or had inadequate results,
or created additional emotional strain and burden. Homeowners experiencing this loss made state-
ments such as:

“I finally gave up on trying to contact (a
nonprofit counselor) and then decided to
myself that all that was probably a scam.”

13
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Help seeking does not

always lead to help seeking
CURRENT MORTGAGE SITUATION fatigue--more than half of
survey respondents indi-
cated that after going into
23% delinquency their mortgage
was current or they had re-
still behind/not able to make payments 21% solved the delinquency, or
that they had been able to
worked out affordable solution with lender 21% work out an affordable pay-
. T ment plan with their lender.
trying to sell to clear debt [T 6% Nevertheless, around 40% of
| 0 respondents indicated that
other _:M they were experiencing on-
lost home to foreclosure [ 3% going difficulty and unable
- to make payments, trying to
in foreclosure proceedings [ 3% sell their home to clear their
l debt, were in foreclosure
declared bankruptcy [712% proceedings or had already
' ' ] ' b lost their home to foreclo-
0% 5% 10% 15% 20% 25% 30% 35% sure, or had declared bank-
ruptcy.  Such individuals
may experience more help
seeking fatigue.

mortgage currentiresolved

Experiences with their Lender

Homeowners see mortgage delinquency as a short-term or temporary problem that
does not detract from their intention to honor their agreement with their lender. The homeowners we
spoke with had a clear desire to be able to resolve their delinquency with their mortgage lender. They
believed that they entered into a long-term agreement with their lender, and wanted to work out the
problem so that the relationship would be a successful one for all parties involved. The focus on debt
collection and penalties suggested to them that the lender was likely to foreclose without offering any
other options. Although participants hoped to work out the situation with their lender, the lack of
workout options offered in the first three months of delinquency led participants to feel that their lend-
ers did not trust them. One participant remarked of this situation, “T have this mortgage for 30 years.
Where am I going?” Still, some participants were able to work with their lender to either cure their
loan or resolve to sell their homes without regret, most likely when their loans were in more serious ar-
rears and they were assigned to loss mitigation units.

Homeowners’ beliefs and expectations about their mortgages influence their deci-
sion about contacting their lender for help when they are delinquent. It is important to em-
phasize that the single term “lender” can actually refer to a network of services, and we were not al-
ways able to ascertain whether participants were in touch with the loan servicer or the loan owner when
they tried to contact their lender. Homeowners who did not contact their lenders believed that they
could catch up with their payments. Because homeowners were attempting to solve the problems caus-
ing mortgage delinquency, some contacted their lenders as soon as they lost their job, missed work due
to ill health, or lost another income in the household through death or divorce. However, at this point
the contacts most often led to unsatisfactory interactions in which their efforts to work out partial pay-
ments or other plans to restructure their debt were rebuffed. The communications between lenders
and borrowers at this stage did not lead to productive suggestions for preventing mortgage delinquency.
The borrowers, already stressed by crises and efforts to solve multiple problems, often felt rudely
treated and misunderstood. Most likely these contacts occurred with the collection agencies or depart-
ments whose main responsibility was to press the buyer for payments and to impose penalties for late

payments.
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That many focus group participants contacted their lender before they had even
missed a payment further emphasizes the opportunity to prevent problems from reaching the most
serious level. It also shows that often homeowners do want to solve the problem with their lender, and
avoid getting behind if they can. Homeowners who contacted their lenders the moment they knew they
would not be able to make their payment expected that the lender would look favorably upon such ef-
forts as a sign of their commitment to pay, and offer a forbearance agreement—“put the payments at
the back” or a temporarily reduced payment plan. When the representative of the lender told them that
there was nothing to be done until they were three months behind in payments, the people we spoke to
took this to mean that they would be able to resolve the situation with their lender after three months’
time. In the intervening months, due to the fact that many people who are struggling to pay their mort-
gage payments are also struggling to pay other bills, a number of people used any funds they might have
been able to put toward their mortgage on other expenses. While the majority of delinquencies self-
cure before going to foreclosure, for some borrowers providing early workout options may help to pre-
vent them from going into default and foreclosure.

Some homeowners who contacted their lenders had positive experiences and felt
positively about the outcome of their help seeking efforts. These homeowners were some-
times able to work with their lenders to reach either a reasonable payment plan or a loan modification.
In other cases, being in contact with their lender and reviewing their budgets in detail while exploring
loan-curing options with the lender helped homeowners realize that their best option was to sell the
home. These homeowners expressed some sadness about leaving their homes but also recognized that
selling the home before going into foreclosure would protect their chances of owning another home in
the future, and thus felt satisfied about their choice to sell. Where people described having these posi-
tive outcomes they also described feeling respected by the staff they spoke to on the phone: “My lender
was very compassionate. They sent me letters saying that they wanted to help me save my home.”

Experiences with Social Services, the Religious Community, and Other Nonprofit Or-
ganizations

In addition to contacting their lenders, delinquent homeowners sought help from social welfare
agencies, municipalities, religious organizations, and nonprofit organizations. After speaking to home-
owners who have sought such services, it appears that many people contacted these sources of assis-
tance after they have contacted their lender and before they contact a nonprofit, if they did so. Trying to
access assistance from social welfare agencies and similar organizations often left homeowners feeling
frustrated, but they also sometimes led homeowners to find much needed resources. Help-seeking ex-
haustion from navigating potential resources may prevent homeowners from seeking help through a
nonprofit, where they may be able to receive assistance in negotiating a workout with their lender as
well as foreclosure intervention counseling.

Homeowners turn to social services for short-term public assistance if they are out
of work, or need food stamps in order to divert more of their income to their mortgage
payments and other debts. Some homeowners also look to social welfare agencies or municipalities
for emergency funds to cover utility bills or mortgage payments. Other homeowners find out that they
are eligible for aid programs only by coincidence, for example:

“So we were eating bread and water for a long time and then I went
to the utility company to get the emergency one-shot deal...and then
they said ‘do you need food stamps?’ and I said ‘I don’t think I qual-
ify because I own my own home.’ She checked and said ‘You can get
$300 in food stamps right now.’ I started crying right there.”

Homeowners who received help from such agencies expressed that this helped them direct more money
to their mortgages and address their delinquency.
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Seeking financial assistance through social welfare and other government agencies
is a process that left homeowners frustrated, fed up, and exhausted due to the difficulty they
had in navigating different agencies, application requirements, and securing aid. A number of home-
owners felt that the benefits of help from social service agencies rarely outweighed the difficulty they
endured to get it: “there is really no help especially if you're a single person”; “I think they should...
change the way they qualify somebody for getting something.” Furthermore, many people find that
the time and energy required to fill out forms, make appointments, and stand in line may complicate
their financial trouble. Because most social service agencies keep regular business hours people may
have to take time off work to seek help from such sources, thus losing much-needed income:

“You have to wait until you’re next in line and there’s
like 40 people ahead of you and I work two jobs. I
mean I'm losing income to get that help...They’re there
to help but at the same time they work against you.”

The experience of seeking social welfare can be demoralizing for homeowners be-
cause while most participants were living through financial struggle, many times their
income and assets exceed eligibility requirements for benefit programs. There are few
sources of aid for mid-level needs or for homeowners without children: “I'm still trying to find some
help...If you don’t have any kids there’s no help.” Homeowners who were struggling to meet their
mortgage payments, but who exceeded the income limits for public aid programs reported rude and in-
sensitive treatment when they applied for assistance. For example, a single mother whose daughter had
to be driven to a hospital regularly for medical care had the following experience: “She looked me in the
face and she said ‘well, if you'd get rid of the car, you could get assistance.’ I said, ‘ma’am, this car is
my life line!”

Homeowners also turned to religious organizations for information and emotional
and financial support. Homeowners relied on their faith to see them through their financial strug-
gles and renew the energy and hope expended in their efforts to avoid foreclosure. Some participants
also depend on this network for small loans and food baskets. Other homeowners have been able to
pursue emergency funds through organizations like the Catholic Commission on Housing.

Depending on their location and circumstances, homeowners also seek financial
assistance, legal aid, and information from a wide variety of nonprofit organizations and
government agencies. For example, homeowners who believe they are a victim of a predatory,
fraudulent, or abusive loan often turn to organizations for consumer protection and housing rights, e.g.
Don’t Borrow Trouble at Beyond Housing in St. Louis, the NYC Commission on Human Rights and the
Parodneck Foundation in New York City. We spoke to a number of focus group participants who were
in the process of suing predatory lenders or getting their loan terms changed thanks to such organiza-
tions, and who expressed a great deal of gratitude for the help that they received. Other homeowners
have been able to secure emergency funds through organizations like the Urban League; however, ac-
cess to emergency funds is rare and usually governed by a strict application process and many regula-
tions, meaning that few homeowners are able to secure such funds. A participant who had been diag-
nosed with cancer was able to secure emergency funds because of her unfortunate but unique situation,
though she noted that the funds covered only the mortgage itself and not the taxes and insurance.

Experiences with Lawyers

Homeowners who have missed mortgage payments seek help from the legal com-
munity to declare bankruptcy or because they believe they are the victim of a predatory
loan. A number of people we spoke to declared Chapter 13 bankruptcy (although only one survey re-
spondent did so; not all focus group participants completed the optional survey) believing that it would
help them to avoid foreclosure and keep their homes. While this is true in some cases, filing for bank-
ruptcy often comes with unintended negative outcomes. These include spending money on legal fees
that could have been directed toward their mortgage; damaged credit; and being unable to later refi-
nance a mortgage. The legal representation that low-income homeowners have access to is often of
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poor quality because they cannot afford to pay very much for these services. For example, we spoke to
one man who accrued hundreds of dollars in late fees on his mortgage and was unable to pay the entire
sum in addition to his mortgage payment all at once, and was unable to come to an agreement with his
lender about how he could get caught up. He turned to a lawyer for assistance, who encouraged him to
file for chapter 13 bankruptcy—but the lawyer had to return to court three times to amend paperwork,
and now this man’s credit record reflects three separate bankruptcy filings. Other homeowners who
suspect they have been the victim of a predatory loan also seek legal assistance but have a difficult time
locating legal aid resources because pro bono service providers are overwhelmed with people requesting
their help.

Experiences with NeighborWorks Organizations and Similar Nonprofits

For homeowners the relationship with their lender is primary, even if they received pre-
purchase education. This reinforces the need for homeownership education organizations to reach out
to pre-purchase clients after they become homeowners and to others who may be at risk of foreclosure.
Many homeowners did not learn that third-party assistance was available until they received a letter
from their lender when they went into default informing them of resources such as HUD-approved
counseling. This made it more likely that by the time a delinquent homeowner reached a nonprofit they
had already spent a good deal of time searching for help in other places. Therefore foreclosure inter-
vention counselors are sometimes brought into cases when there is little time left to prevent foreclo-
sure; sometimes they also have to correct errors made in the course of other efforts by the homeowner
to resolve their financial problems.

Even among those who received pre-purchase counseling and education from well
established nonprofits, there was little awareness about the availability of post-purchase
services or foreclosure intervention assistance. Homeowners stated that personalized outreach
from nonprofits would encourage them to seek help for financial trouble. Some nonprofit professionals
are able to engage in this kind of outreach, such as those who have gone to clients’ homes and knocked
on the door, or left flyers indicating their concern and willingness to counsel. Professionals were trou-
bled by their lack of funding for advertising to compete with ads (some by predatory lenders) and out-
reach by lending industry professionals encouraging homeowners to refinance, take equity out of their
home, or sell if they are having trouble keeping up with payments: “They have the advantage over us
because they have people out there door to door.” Homeowners also cited the time and research it takes
to figure out the options available to them as a barrier to seeking third-party assistance from nonprofit
orgaizations.

The letter that some delinquent homeowners receive from their lenders recom-
mending an nonprofit appears to be effective at connecting homeowners to community-
based organizations that are also HUD-approved counselors. Many professionals reported
that they come into contact with delinquent homeowners via this mechanism. This suggests that lend-
ers exercise a good deal of influence over the sources of third-party assistance that homeowners seek.
However, homeowners who initially expect to work out the situation with their lender often find such
assistance only after their situation has snowballed, making it difficult for nonprofit professionals to
help them effectively. Thus if lenders were to connect homeowners with nonprofits and other legiti-
mate sources of counseling and education (e.g. CCRC, The Human Rights Commission in NYC, Waco
Community Development Corporation) earlier in the delinquency process, such organizations might be
able to offer more options to homeowners who are behind on their mortgages.

Homeowners contacting nonprofit organizations for foreclosure intervention as-
sistance expect that such organizations will be able to provide them with emergency
funds to get caught up on their payments. Unfortunately, very few organizations are able to offer
such assistance, and those that are able to can only make funds available one time for families that have
an existing loan with the organization. It was the overwhelming sentiment of the nonprofit profession-
als we spoke with that it is unrealistic for homeowners to expect emergency funds. While it may be un-
realistic given the budgets of these organizations, professionals also expressed that “handouts aren’t the
answer” to keeping families in their homes. However, homeowners are keenly aware of the tension be-
tween self-sufficiency and personal responsibility on the one hand, versus the need for assistance on the
other. In more than one focus group they suggested that one way to balance this tension would be for
community-based homeownership education organizations to require education and counseling in or-
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der to access emergency funds. One participant recommended “Special classes and after you take so
many we’ll help you with this or with that; so it works for them and it works for us.”

A central tactic employed by foreclosure intervention counselors is serving as
third-party assistance to negotiate an affordable repayment plan with the lender on be-
half of the borrower. Homeowners expressed mixed opinions about the value of this tactic. Some
appreciate that community organizations are able to leverage a different arrangement with the lender
than they could on their own, and in fact expect them to have access to different information and op-
tions than homeowners have. Other homeowners feel that counselors who arrange a workout on their
behalf are doing essentially the same thing that they did themselves, and resent that they had to seek
third party assistance in order to get results. One participant expressed her frustration: “I mean the
guy did the exact same thing that I was doing; the exact same thing!” Although professional counsel-
ors and educators said they spend considerable time and effort on understanding the options available
with different lenders, and on negotiating arrangements that will help homeowners to get caught up
and allow them to keep up with other expenses as well, they have inconsistent success with these ef-
forts. While seeking assistance for mortgage delinquency from a nonprofit can result in working out an
affordable payment plan for homeowners who were previously unsuccessful in negotiating with the
lender themselves, some homeowners felt that the workouts offered were unrealistic for their budget:
“If I don’t have any money now how can I keep giving you extra money?” Although this group did
want to honor their loan agreement they felt that they would benefit more from a temporary forbear-
ance than a payment plan given their financial circumstances.

Findings regarding the difference between homeowners who sought help from nonprofit and
those who did not are summarized in the table below:

People Who Sought Help From Nonprofits People Who Did Not Seek Help From
Nonprofits
Were often referred by their lender, social welfare |[Hope/ think that they can get the money together to
agency, or another organization get current on their mortgages
Expect emergency funding Want to work out their delinquency with their
lenders
Are less likely to experience help seeker fatigue if Experience help seeker fatigue
they are referred early in the delinquency
Happened to find an advertisement for a nonprofit | Are unaware that nonprofit assistance is available
organization

The Need for Thorough, Respectful, and Accountable Assistance

Many homeowners reported positive experiences with third party help—however,
this was not the case for all. Less than thorough handling of delinquency cases caused homeown-
ers further financial damage, delayed them from acquiring help, and had a negative emotional impact
on people already in extremely stressful situations. Given the fact that many homeowners are not in
touch with a nonprofit or similar organization until they are two to three months behind, they require
efficient assistance and/or referrals to other resources available to them. Some homeowners found this
aspect of foreclosure intervention services the most frustrating. For example, some homeowners re-
ported making contact with a counseling agency to get assistance in arranging a workout or loan modi-
fication and completed the initial steps such as filling out paperwork and writing a hardship letter, only
to not hear back from the agency for months. This may have complicated their situation by narrowing
the options available to them as time passed. Some homeowners in this situation eventually contacted
other organizations for help, only to find that the situation had progressed to the point where it was not
possible to save their homes. Homeowners also reported falling behind on their mortgages and contact-
ing nonprofits for help and being turned away because they were unemployed: “I had been told by them
that you had to have income, for them to help you. And I had no income... I'm older, and so finding
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another job was a lot more difficult”. These experiences led some help seekers to belief that nonprofit
organizations are for-profit scams.

Predatory Lending, Abusive Lending, and Fraudulent Practices

Both homeowners and professionals told us about the many kinds of abusive, predatory, and
fraudulent lending practices they have experienced and seen. These take place during the buying and
selling of homes, seeking help for delinquency, financing home repairs, or in the refinancing of a mort-
gage. Understanding these practices helps explain both how some people become delinquent and how
some choose to address their delinquency. Especially disconcerting is the growth of “rescue fraud”
where predators target those already delinquent on their mortgage payments and tip them further to-
ward foreclosure.

Predators Among “Us”

Many lending practices are legal, but when used exploitatively or inappropriately they can con-
tribute to delinquency among low-income borrowers. Professionals and homeowners shared a particu-
larly troubling aspect of such lending practices: the fact that predators are often culturally embedded in
the communities they affect. Part of why their schemes are so pernicious and effective is that they use
these affinities to easily gain the trust of those they victimize. Research in behavioral economics has
found that people are more trusting and responsive to financial dealings with people who they perceive
as being similar to them.!® In communities of color this may be compounded by historical evidence and
popular perceptions that the lending industry is biased against them. In New York a nonprofit profes-
sional who wanted to gain more information about predatory lending practices happening in her or-
ganization’s neighborhood came into contact with such a lender and was taken to a picnic in a local park
sponsored by this lender. She was outraged that they “came over her and had a picnic right in the
heart of our community’. And they did.”

How Schemes Unfold

Focus group participants related a number of exploitative, possibly predatory and/or fraudulent
lending practices that they have encountered. In many cases, homeowners felt that one stop shops;
“bait and switch” tactics with loan interest rates; no documentation loans; and contractors who provide
referrals to mortgage brokers played a large role in their becoming delinquent and, in some cases, los-
ing their homes.

One-stop shops are places where an array of housing professionals such as real estate brokers,
mortgage brokers, appraisers, and lawyers work together, and through their collusion sometimes de-
fraud homeowners. In our focus groups we learned about people losing their homes and having their
credit destroyed after attempting to do business through one of these offices. One homeowner re-
marked that “Those one stop shops are the worst...because they do not have your interests at heart.”

No document loans are mortgages disbursed based on limited documentation. In some cases
the little documentation associated with this kind of loan is falsified (either by the broker or the bor-
rower, or both) to make borrowers appear more credit worthy than they actually are. Many times the
fraudulent underwriting is only discovered after a borrower becomes delinquent. Professional foreclo-
sure intervention counselors reported that sometimes it seemed as though clients who had these loans
were unaware that fraudulent statements had been made about their income and assets. We also heard
from professionals that when borrowers consciously participate in this fraud they are very hesitant to
seek help or report the brokerages they worked with for fear of being prosecuted.

Homeowners are sometimes also brought into contact with predatory lenders
when they need a home repair loan. In these schemes a contractor matches a homeowner who
needs a repair that they cannot afford with a lender who offers them a small home equity loan with
terms in the contract that make the loan nearly impossible to pay back or that are just aggressively ex-
pensive. We also encountered a number of homeowners who signed a mortgage with a higher in-
terest rate than they were initially informed of due to pressure from the broker or simply be-
cause they did not want to lose their down payment and were unaware of their rights at closing.

In addition to these lending practices, we also encountered homeowners who had been victim-
ized when they were targeted by predators that claimed they would help those at risk of foreclosure to
stay in their homes. Despite these claims, such practices often resulted in homeowners losing their
homes to fraud or foreclosure, or in equity stripping.
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Deed thieves who defraud homeowners out of their homes target homeowners who may be
experiencing financial difficulty, often knocking at their door and empathetically offering to help them
fix their financial troubles. This person offers to refinance the mortgage of a homeowner who is delin-
quent or who is looking to cash out some of their home equity. In the small print of the refinancing
contract the owner unknowingly turns their deed over to a straw buyer. In such cases the straw buyer
appears to have no interest in the property but is paid off by the deed thieves for lending their name and
financial information to the scheme.

Some focus group participants explained how when they fell behind on their mortgage they were
contacted by predators pretending to be help providers who charged fees for assistance they
never provided and resulted in drawing the homeowners deeper into delinquency. In one case we heard
of a group working with a well-known lender, who would send out notices with their delinquency mes-
sages asking borrowers to contact this group for help. The group would then charge clients up to $900
and not provide assistance. A homeowner who had fallen for this scam later learned that the group was
trying to push people into foreclosure so that they could then purchase homes at low cost and resell the
properties for profit:

“I called my mortgage company about two months later. These
guys are not helping me...loss mitigation tells me, well let me tell
you what the real deal is with that company. Their strategy is to
get you to fall behind, so that you can fall into foreclosure, so that
they can purchase your home, and you pay them.’ I was like, and
this is who you referred me to? And you’re mad at me? Now I'm
two months more behind, and you’re mad at me. ‘There’s nothing
we can do, we just found out.’”

What do nonpraofit organizations and foreclosure intervention counselors do to assist
homeowners with mortgage delinquency? How do these strategies turn out?

Helping Homeowners Get Effective Assistance

Participating in a group discussion about mortgage delinquency allowed professionals to voice
concerns about the efficacy of financial education in preventing mortgage delinquency, default, and
foreclosure. They cited structural and technological issues within the lending industry, messages from
the media, and lack of funding for nonprofits as the main barriers to the effectiveness of this kind of
education. In addition to these issues low-income people face economic marginalization due to stag-
nant wages and underemployment, conditions that may serve as barriers to meeting the demands of
homeownership. We also found that some of the assumptions held by professionals about delinquent
homeowners can interfere with the effectiveness of financial education.

Homeownership education fulfills the roles of building a relationship of trust to promote suc-
cessful and sustainable homeownership; providing a third-party perspective that can address a broader
set of issues than more narrowly defined financial counseling; and informing important decisions re-
lated to finances and homeownership.!* This is accomplished by counseling agencies with mechanisms
that include skills training, understanding the implications of financial status, improving decision mak-
ing by providing information and guidance, and providing information about other available
assistance.’? Although the success of counseling may be limited in the cases of advanced delinquency
and when the financial issues involved are sudden or beyond the homeowner’s control, homeownership
counseling can still be effective in these cases by connecting people to other resources, exploring op-
tions, and altering budgeting and spending practices.'3 Despite the limitations and challenges to the
efficacy of homeownership education and counseling raised by professionals in our focus groups,
community-based organizations can offer programming and services that address the broader context
of sustainable homeownership, which is not limited to avoiding delinquency, default, and foreclosure
and includes issues such as quality of life and community building. 4

While arguing for the importance of financial education, many professionals
raised doubts about the ability of first-time homeowners to grasp the intricacies of the
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mortgage lending industry, which even they have some difficulty understanding. The pro-
liferation of loan products that came with the deregulation of the lending industry, the growth of the
secondary mortgage market and mortgage-backed securities, and technological innovations like auto-
matic underwriting have led to a more complex, quickly-changing lending industry. Some profession-
als feel that low-income neighborhoods of color are being targeted by inappropriately used loan prod-
ucts, e.g. 80/20 loans. Although they work to educate homeowners thoroughly about shopping for the
mortgage that is right for them, nonprofit staff also felt that the lending industry should be subject to
more stringent regulation with regard to the kinds of loan products they use and who they extend them
to, rather than the onus being solely on borrowers to educate themselves.

Nonprofit organizations that provide financial education also found themselves up
against the aggressive marketing of loan products, the infiltration of low-income com-
munities by predatory lenders, and messages from the media, e.g. about buying a house
with no money down. Professionals lamented the lack of funding to reach out to homeowners and
would-be homeowners with advertising and other outreach strategies: “They hear ‘Buy a house, buy a
house, buy a house’, and we need to hear more ‘watch out for predatory lending’. We need to...put it
out there”. Nonprofits also lack adequate staffing to fill the educational needs of their communities,
which has led some organizations to be reluctant to initiate outreach and education programs. Suc or-
ganizations are doubtful about their ability to meet the needs of their community for post-purchase, de-
linquency assistance, and foreclosure prevention programming. In the eyes of professionals, the effi-
cacy of financial education is compromised by the tide of messages that their communities receive
about homeownership and managing their finances, and the lack of sufficient funding to support out-
reach, staffing, and programming to compete with such messages.

Low-income homeowners may face a more precarious risk posture than other
homeowners due to underemployment and stagnant wages. While nonprofit homeownership
education urges clients to create reserve savings for home repairs and unexpected emergencies, in prac-
tice this has proved elusive for most of the homeowners we spoke to. Focus group participants cited the
difficulty of saving for emergencies given the rising cost of gas, electricity, and property taxes and
homeowner’s insurance, with wages incommensurate with such costs, such as the man in Waco who
stated that he “just got a raise of 2.3 percent, which is great, but it doesn’t do anything when your in-
surance goes up 4 percent”. Indeed, while real average wages for most of the American work force have
risen by 2% over the past year 5, after years of missing out on economic growth, most workers and their
families have not seen the kind of income gains that the highest earners have made. For example, while
labor productivity in the non-farm sector rose by 18% from 2000 to 2006, the weekly wages of most
workers rose by just 1%, in the same time span.’® Meanwhile, the savings rate in the U.S. is less than

zero, and the rate of bankruptcy filings exceeds that
Nonpraofit staff: “These people have of the rate of divorce filings.”” The widespread lack
o ge e of savings could mean that those with little surplus
champagne tastes and they’re living  j,come are unable to develop a reserve fund for
on a beer budget” costly repairs or other emergencies, thus heighten-

ing the risk of financial difficulty. Furthermore, al-

though the economy has been strengthened in some
Homeowner: “I don’t got champagne ways, sectors of the job market occupied by low- and
moderate-income people, e.g. retail, manufacturing,
are cutting jobs. Focus group participants acknowl-
edged that they wished they had saved more before
getting into homeownership, yet noted the difficulty
of doing so due to their lack of surplus income. This
difficulty is only heightened by the unstable work
arrangements faced by many low-income people, with jobs that are vulnerable to downsizing and out-
sourcing when the economy slows. Education is valuable, but may need to better take into account the
particular economic circumstances and income shocks to which low-income homeowners are vulner-
able. Even with these strategic improvements, education simply can’t protect against some effects of
economic downturns, such as the woman who went from earning $50,000 a year working full time for
the telephone company to being downsized to a half-time position earning $24,000 a year.

In our focus groups we found that professionals and homeowners had conflicting
points of view about homeowners’ budgeting habits. Since budget counseling is a substantive

tastes with beer money”
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area of post-purchase and foreclosure intervention counseling, it is important to explore these tensions
and how they may affect the counseling and education process. There appears to be a discrepancy be-
tween how professionals and homeowners understand the issue of mortgage delinquency. Profession-
als emphasized that homeowners spend carelessly, excessively, and irresponsibly--“Do you really need
that cell phone?”; “You want to go on vacation, or you want to get your hair done every week, you're
the one that needs to determine what you can afford”™-and lack the ability to save money for emergen-
cies and prioritize their spending. Whereas professionals express that “These people have champagne
tastes and they’re living on a beer budget”, homeowners are concerned to point out that they prioritize
their spending very carefully according to their bills and other needs--“I'm not a high maintenance kind
of girl or anything like that...I don’t got champagne tastes with beer money”. Personal values also fig-
ure into budgeting choices, e.g. the man who noted that his children might appear spoiled because they
have computers, cell phones, and cable television, but emphasized that these were important mecha-
nisms to keep his children on track: “My daughter’s 19 years old, finished high school, ain’t pregnant,
is going to college”.

Using a “one size fits all” budget counseling technique by advising all foreclosure
prevention and delinquency assistance clients to cut back on expenses that may be frivo-
lous from the counselor’s point of view but which are necessary from the homeowner’s
results in frustration and disengagement on the part of the homeowner. Some also perceive
this approach to be insulting, such as the woman who related her experience of seeking mortgage delin-
quency assistance:

“He told us ‘Get rid of your credit cards.’ I said ‘we don’t have credit
cards. We never have. We stay away from credit cards.” ‘Well get rid
of your cable TV.” We’ve never had cable TV ever and he’s going
through telling me all this stuff to get rid of. We don’t have cell
phones. We’ve never had cell phones ever. Well he’s telling me ‘you
need to stop doing this and stop doing that and you know stop buying
beer.” We don’t buy beer ever. He was very rude... So the things that
we have are the things we have to have and nothing extra. You know
we go to the library and get movies because they’re frree so we don’t go
to movie stores and pay fees...We don’t do anything. So he’s telling me
to cut out all this extra stuff and I’m like there’s nothing extra to cut.”

Sensitive and supportive budget counseling leaves lasting impressions on home-
owners who seek help from nonprofits. For example, the importance of improving and maintain-
ing one’s credit score is an idea that has gained footing among many homeowners. However this has
led some people to pay their credit card bills at the expense of their mortgage, without understanding
the impact of mortgage delinquency on their overall credit. Through delinquency or foreclosure inter-
vention counseling from an nonprofit, homeowners began to recognize the importance of paying their
mortgage first, before other expenses. Another homeowner recounted how a post-purchase counselor
photocopying every single page of a budgeting book for her demonstrated his commitment to help her
keep her home.

Approaching budget counseling with sensitivity, flexibility and individually tai-
lored strategies is optimal. It is important that professionals avoid judgmental assumptions about
homeowners, because it may impede working with homeowners to understand how and why they pri-
oritize their expenses in an empathetic way. This can result in misunderstandings between clients and
professionals about the goals of counseling and how they can be achieved. One example of a nonjudg-
mental approach to budget counseling comes from a nonprofit in an area where many people engage in
tithing at their local church. The organization understands that despite financial difficulties, some
homeowners need to fulfill these other responsibilities, and does not push them to cut this expense out
of their budget. Yet many nonprofit organizations remain critical of expenses like cell phones and buy-
ing school clothes and supplies for children. Rather than urging clients to cut back on expenses the
counselor may deem unnecessary, one organization counsels to save first, pay bills second, and to use
their discretion about buying extras with the rest once they have set aside some reserve funds and paid
all of their expenses. This approach delivers important points about creating a reserve for emergencies
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and unexpected expenses, and encourages homeowners to budget for extras and treats while respecting
their judgment about what they spend their money on.

Overall, thoughtful and compassionate financial education has the potential to
have lasting impact on low-income homeowners. Nevertheless, its efficacy may be limited by
lack of economic gains among lower-income people overall; the complexity of loan products and the
workings of the lending industry; the need for funding for advertising, staffing, and programming at
nonprofits; and “one size fits all” budget counseling. Furthermore because financial difficulties occur in
the context of other life problems and circumstances that affect the entire home and can also encom-
pass one’s social network, it may be important to deliver financial management education in a variety of
diverse venues such as schools of all levels and nonprofit organizations that provide general social serv-
ices as well as more specialized organizations that target particular populations or geographic areas.

The Need to Encourage Sustainable Homeownership

In the United States, homeownership is the prime vehicle for wealth accumulation and a key-
stone of obtaining middle-class status.'® Homeownership is also thought to be a measure of neighbor-
hood stability. Owning a home affords more control over ones housing and has been linked to in-
creased housing satisfaction and stability. Thus homeownership holds great social, cultural and eco-
nomic importance for Americans. Yet rising levels of foreclosure, especially in low-income neighbor-
hoods of color, raises questions about the push for homeownership among nonprofit professionals.
Counseling professionals feel conflicted about encouraging financially precarious families to become
homeowners, yet recognize the value of ownership as a means of securing affordable housing while
building wealth.

Institutional Emphasis on Increased Homeownership

The 2004-2005 survey found that NWOs were successful in their goal of making homeowner-
ship more accessible to people of color and people with low and moderate incomes. However, we also
found that nearly 30% of homeowners who bought their homes with assistance from a nonprofit and
had financial difficulty after purchase did not contact their nonprofit for post-purchase assistance. As
rates of mortgage delinquency and foreclosure increase throughout the US, nonprofits have had to cre-
ate more post-purchase programming so they not only support people getting into homeownership but
also help keep them there. Post-purchase services include home maintenance education, emergency
repair funds, and foreclosure intervention counseling. During the focus groups some staff expressed
that they felt an institutional emphasis on getting households into homeownership may detract from
funding post-purchase programs to support maintaining homeownership.

Realistic Expectations About Ownership

The financial strain faced by many of the low-income homeowners we spoke to
once they bought their homes calls attention to the need for educators to rethink how
they prepare for the unexpected costs associated with homeownership. While NWOs pre-
pare people for homeownership by teaching them the steps of buying a house, how to shop for a mort-
gage, and how to live on a budget, once they have bought their homes
many of these families may still live paycheck to paycheck. The periodic ~ “I just want to get rid
spikes in the costs of ownership from taxes, utilities, and repair chal- -
lenge these homeowners. While owning a home affords families the ©fall the burden
ability to accumulate wealth as they build equity, according to focus
group participants this may be their only financial reserve. For many
homeowners not having reserve savings was something they said they regretted and wished they had
done differently. While both building credit and savings are part of nonprofits pre-purchase education
we recommend that these organizations consider also requiring homeowners to accrue reserve savings
before buying a home or instituting matched savings programs.

When Things Go Really Wrong

In some cases trying to achieve and maintain the American dream becomes a nightmare. In
homeowner focus groups some of those who had gone through mortgage delinquency and
foreclosure were saddened to lose or leave their homes, still others were relieved. The
experience of struggling financially to keep ones home is so stressful that some delinquent homeowners
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chose to sell their homes and happily returned to renting- “I'm to the point where, you know, I want to
get caught up so I can just sell the house and live in an apartment.”; “I just want to get rid of all the
burden.”

Similarly, when asked to define success in foreclosure intervention counseling, professionals did
not often respond that this was saving a person’s home. Instead they said that success meant
preserving a family’s ability to have a financially sound future, to live happily without
burdensome debt, and to have housing security. A professional in St. Louis describes her defini-
tion of success by the process she goes through with clients:

“We establish two, or three, or maybe four goals that are attainable,
you know, we sit across the table and really talk about what is it
that you want to accomplish in the next six months...If they’ve met
some of those other goals, maybe just maintaining or establishing
that savings plan for the next hardship, or maybe it’s looking for
that second job, maybe they want to get a weekend job or some-
thing that will supplement their income. But if they’ve attained
some of those goals, then we also look at that and we say...this is
pretty successful, this is pretty good.”

Oftentimes being able to achieve success by these measures entails demonstrating on paper for home-
owners that the debt associated with homeownership is unsustainable for them. Providing this “reality
check” is an important step in helping homeowners move beyond the emotional reactions to their de-
linquency and to make grounded decisions about their finances.

V. BEST PRACTICES AND RECOMMENDATIONS

Sustaining Ownership with Relationships

Despite some caveats, homeownership continues to offer several advantages to low-income
families, including building wealth through equity and social benefits like greater satisfaction with
housing, increased civic participation, and fewer neighborhood problems.? Rather than moving
away from expanding homeownership to low-income families altogether, more effort
needs to be concentrated on making ownership sustainable beyond purchase. Cultivating
long-term relationships with homeowners that are not limited to crisis situations, improving and ex-
panding the continuum of services available after purchase, and developing partnerships with other
parties benefiting from successful homeownership may be important ways that stakeholders can work
to encourage sustainable ownership among low-income families.

In this section of the report we:
* highlight lending, education, and research best practices related to the issue of sustaining
homeownership
* outline our recommendations for peer support programs;
* offer suggestions for messaging;
* and make recommendations for counseling agencies, lenders, and the government.

Best Practices

What we learned from focus group participants reframes the problem of getting delinquent
mortgage holders to seek help. Instead the question becomes how to get them to seek effective help and
how to prevent the circumstances that lead to the threat of foreclosure in the first place. Foreclosure
prevention programs most often employ information campaigns, financial education, and counseling
and referrals. For example, Freddie Mac’s “Don’t Borrow Trouble” Campaign takes different approaches
in different communities including public service announcements, advertising, educational symposia,
financial literacy classes, grass roots outreach, loans for repairs, telephone counseling or referrals.2°
NeighborWorks America’s website offers a large menu of advice and assistance for borrowers in trouble.
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All these approaches are promising but our research indicates that they must address the real context of
homeowners’ lives and fully communicate the array of options in clear and respectful language in order
to be effective. Further, it is important to understand how homeowners in trouble go about seeking
help, not just with mortgage delinquency, but with the problems that cause them to get behind finan-
cially.

Three examples of “best practices” illustrate how these considerations can improve foreclosure
prevention efforts. These include foreclosure prevention programs of the Impact! Group of Duluth GA,
Home Ownership Preservation Initiative (HOPI) in Chicago and programs like Launchpoint, which
helps out of work borrowers find jobs.

The Impact! Group is based in Duluth, GA and was one of the nonprofits that we partnered
with to hold focus groups. The Impact! Group is unique in that it provides a continuum of housing
services ranging from the provision of transitional and emergency housing to rental housing and new
home construction, and from pre-purchase home ownership education to post-purchase programming
that includes home maintenance training, a foreclosure prevention program, and an “After the Storm”
financial recovery program. This nonprofit community development organization also provides indi-
vidual budget counseling before prospective homeowners enter group homeownership education
classes. Because budgeting and spending practices are so intertwined with personal values, needs, and
priorities this model for pre-purchase counseling and education may have more of a lasting impact on
homeowners. This approach gives prospective homeowners an opportunity to discuss their personal
budget issues and get individualized advice and education, which may facilitate their engagement in the
group homeowner education classes.

The Home Ownership Preservation Initiative (HOPI) in Chicago is a public-private
partnership launched by the City of Chicago, The Federal Reserve Bank of Chicago and Neighborhood
Housing Services of Chicago in 2003. Thus far it has educated more than 4,000 Chicago households
about foreclosure and the options available when difficulty in meeting mortgage obligations occurs.
Through a process of 311 access, telephone counseling, one-on—one counseling, direct contact with
lenders on behalf of borrowers, deployment of loan work-out strategies, and emergency grants or loans,
1,300 families have avoided foreclosure. To bring about this result, HOPI cross-trains counseling and
servicing staff and holds workshops with lender partners to prevent buyer default. A faith-based out-
reach initiative has been put in place to combat mortgage fraud. In addition 330 vacant or deteriorated
buildings were reclaimed for homeownership, preserving both the quality of neighborhoods and oppor-
tunities for affordable homeownership. When it is not possible to help homeowners avoid foreclosure,
HOPI works with financial institutions’ Real Estate Owned departments to increase the value of fore-
closed properties that are otherwise often sold to investors and speculators at a loss to the lender. The
properties are rehabbed and resold to owner occupants. Financially, this strategy has paid off in an es-
timated $267 million in saving for the City of Chicago, residents, and HOPI lending partners.

HOPI has become a national “Learning Laboratory” to better understand the causes of foreclo-
sure and how to prevent it. During every step of HOPI’s development, information tracking, data gath-
ering on the attitudes, experiences and behaviors of borrowers in trouble, interviews with all stake
holders, and program evaluation have been part of the project. Groundbreaking studies of the munici-
pal costs of foreclosure, as well as the efficacy of counseling have been performed. 2! Since its inception,
HOPI has not only worked toward short term objectives in Chicago, it has also sought to understand
and define important strategies by the government that could decrease the risk of foreclosure. These
include the creation of a nationwide loan origination, performance, default and foreclosure database
that could be used to identify hot-spots for focus by partnerships modeled after HOPI but tailored to
local conditions. At the neighborhood level, HOPI suggests getting rid of regulations that work against
resolution, beginning programs to transfer properties to community-based developers, and developing
a list of “loan-ready” borrowers for foreclosed properties. Recommendations for the mortgage indus-
try include increasing investor accountability, working with agencies to make ratings more rational and
accurate, and developing and disseminating best approaches to servicing subprime loans.

LaunchPoint is a unique program offered by Novastar Mortgage Inc. that provides
free job counseling and placement services for unemployed borrowers22 This program is
targeted to counteract loan delinquency and default due to underemployment and unemployment. Par-
ticipants in LaunchPoint receive free resume assistance, job interview rehearsal, assistance finding job
openings, and post-interview evaluations. NovaStar is currently working with Option One Mortgage on
a test program to see whether LaunchPoint might be a feasible program for them to use with delinquent
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borrowers. We have highlighted the LaunchPoint program as a lending industry best practice because
it is an example of lenders developing innovative solutions to address not only default and delinquency
but also the root causes of these financial problems.

Peer Support

Focus groups afforded participants the opportunity to share knowledge, to learn, to provide
support and assistance, and to discuss their problems with people in a similar situation. Homeowners
frequently mentioned that they enjoyed this opportunity, expressing that they would appreciate more
nonprofit staff that had faced these circumstances, and more programming that allowed them to con-
nect with each other in a supportive group format. We recommend that nonprofits and similar com-
munity organizations work to develop peer support models for homeowners who experience financial
struggle. This would also benefit nonprofits by helping them to more effectively serve those who are in
need of their services, and to better reach informal, word of mouth social networks within the commu-
nity.

Rationale

The issues discussed during the focus groups included not only mortgage delinquency and other
financial issues, but also many other topics like personal health problems, depression and anxiety,
marital strife, and parenting. Given the highly personal and sensitive nature of financial difficulties,
one of the initial concerns before we began conducting the focus groups was how to draw participants
out to freely discuss the topic of interest. Luckily this was rarely an issue; participants quickly recog-
nized that everyone present was dealing with the same problem and had circumstances similar to their
own. For example, each focus group generally began with having each participant share how they ini-
tially got behind on their mortgage payments; by the time the fourth or fifth person was ready to tell
about their experience they would often note similarities between what had happened to them and
other people. Thus while we began this research with the goal of learning more about the experience of
mortgage delinquency and help seeking among low-income homeowners, the focus groups also accom-
plished another, unintended goal: the opportunity for participants to share their problems and coping
strategies, and lend and receive support amongst each other. This finding leads us to recommend that
nonprofits and similar community organizations develop peer support and mentoring programs for
their clients.

During or after nearly every group, participants made comments to the effect that
the experience had provided a forum for them to share their experience safely, and that
they would like the opportunity to do so again. For example, at the end of one focus group, a
participant remarked that “It’s just good to hear people talking about their mortgages” and another
participant agreed, saying “Everybody’s situation is different, so it was good. It was a good experi-
ence.” Informally, after the focus groups ended, some homeowners confided that they had disclosed
more than they had intended to because the conversation helped them to realize that they were not
alone in their problems. Others wondered if there would be more opportunities in the future to discuss
the issue of mortgage delinquency with their peers. These examples demonstrate that while financial
difficulties are indeed a personal issue that can be difficult to talk about, the homeowners that we spoke
to also desire an outlet for the emotions, challenges, and triumphs that are associated with mortgage
delinquency, and that they found group discussion to be an appropriate and useful outlet.

A critical element of the success of the focus groups as a forum for peer support
was the presence of “like others”. Not only were all of the participants going through mortgage
delinquency, but most of them faced similar economic (most had experienced underemployment and
unemployment) and personal circumstances (many participants were single mothers); additionally a
large proportion of each group were people of color. In a number of groups, participants noted the need
for professionals who, in an explicit reference to the desire for nonprofit professionals who are African-
American or Latino, “look like us”. Additionally many of the homeowners we spoke to expressed disbe-
lief that people who had not been through a similar experience could understand their situation. The
desire expressed among focus group participants for counselors and educators who face circumstances
similar to these low-income, minority homeowners’ own reality is another basis of our recommendation
for peer support groups and “mortgage mentors”.
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Potential Benefits of Peer Support

A peer support model holds a number of potential benefits, both for struggling
homeowners and for community organizations. Widely used with a variety of populations
(people with mental illness, diabetes, breast cancer; victims of bullying, women with postpartum de-
pression), peer support may be defined as mutual “social emotional support, frequently coupled with
instrumental support” offered among similar individuals to bring about social or personal change.?23
This approach allows participants to counter personal struggles by extending “support, compassion,
empathy, sharing, and assistance”.?4 Indeed, the focus groups, intended to serve research purposes,
resulted in this process of support and assistance among participants. Homeowners exchanged re-
sources like phone numbers and contact people at helpful agencies; offered hugs, tissues, and prayers to
peers who related particularly painful stories; shared what they had learned about navigating the expe-
rience of mortgage delinquency, bankruptcy, and foreclosure; and gave advice, reassurance, and af-
firmation to each other. Thus the focus groups reflected many of the dimensions that define peer sup-
port groups. They also led to some amount of personal change for participants who realized that they
were not alone in their experience, leading them to feel less ashamed of their situation and potentially
more likely to seek assistance through a community organization.

In addition to providing an opportunity for homeowners to share resources, build
knowledge, and give and receive emotional support, introducing a peer support model
has a number of potential advantages for nonprofit counseling agencies. Because of its
community-based nature, developing a peer support program would also allow nonprofits to more ef-
fectively reach the informal, word of mouth social networks of family, friends, and neighbors in low-
income communities. The peer support model also offers a base from which to develop awareness and
efforts to effect individual, neighborhood, and community change. For example, a focus group partici-
pant from Jamaica, Queens (in New York City) who was the victim of a predatory refinance loan turned
to a community organization for assistance and is now volunteering full-time for the organization in
order to learn more for herself and protect her community from predatory lending. This individual re-
cruited participants for our New York City focus groups from clients she knows at the community or-
ganization, and used the forum to provide information about that organization and other resources to
the rest of the focus group participants and to encourage her peers to be aware of their vulnerability to
predatory loan schemes. Another individual from St. Louis went through a traumatic divorce experi-
ence that resulted in her declaring bankruptcy and ultimately being able to avoid foreclosure; this
woman now leads financial education and budgeting groups at her church. Hence while the experience
of financial struggle and the life circumstances associated with it are often cause for depression and
confusion, facing these problems also creates opportunities for learning and sharing knowledge with
one’s community.

Peer support programs offered by nonprofits have the potential to enjoy a unique
position: by offering client-based services and assistance they are able to make use of in-
formal support networks, yet are linked to community organizations and all of their re-
sources, skills, power, and relationships. This provides an opportunity for community-based
homeownership education organizations to structure the kind of information that flows in and between
social networks in low-income communities in order to minimize the potential for people misinforming
one another and assist in circulating accurate and responsible information. Community-based home-
ownership education organizations that develop peer support programs should partner with other
community organizations that provide counseling services. These partnerships should provide moni-
toring and assistance and individual counseling when needed for peer groups to ensure the socio-
emotional and financial well-being of participants.

Recommendations for Messaging

One of the goals of this study was to learn about low- and moderate-income homeowners’ expe-
riences with mortgage delinquency and to make recommendations for developing messages to help pre-
vent delinquent homeowners from reaching foreclosure. Based on our findings we have the following
recommendations for such efforts. All messaging directed toward financially precarious homeowners
should emphasize the availability of resources for foreclosure prevention and how to access such assis-
tance. Additionally, those hoping to reach delinquent homeowners should consider how to reach those
in need of assistance, how best to approach them, and the kinds of messages that might be most effec-
tive.
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Messages from lenders and nonprofits to delinquent homeowners fall into a context where peo-
ple are deluged by communications from bill collectors, credit companies, and predatory lenders. Thus
homeowners in financial trouble quickly become distrustful of any and all communications and often
shut down, ignoring even potentially helpful messages. One exception to this is messaging that bear
some mark of trustworthiness such as the homeowner’s own lender, a lawyer, or the municipality.

* With this in mind we recommend that nonprofits, lenders, and the local government
partner to target delinquent homeowners, and to consider using radio and televi-
sion messages to reach them.

* Similarly, because homeowners under financial strain frequently seek assistance through social
welfare agencies, messages and information about foreclosure intervention re-
sources should be placed in welfare and disability offices.

The tone of messages directed at delinquent homeowners should take into account that indi-
viduals in this situation frequently feel that the circumstances of their financial problems are beyond
their control, and perceive that they are treated disrespectfully when they seek assistance from their
lenders and nonprofits. People who fall behind on their mortgage payments because of unexpected life
events, those who feel they have been the target of abusive lending because of their race, and people
who live in areas of economic decline often expressed that they felt the system was stacked against
them.

* An effective messaging campaign would stand out by acknowledging that people experience
their situation this way and taking a compassionate and respectful stance.

* Address perceptions of unfair treatment while providing information about avail-
able sources of assistance may be effective in reaching those who are in need of assistance
yet may be unlikely to seek help otherwise.

* For homeowners who feel they have more control over the situation it may be useful to craft
messages that encourage determination to continue their efforts to stay in their
homes as well as providing information about counseling agencies.

Finally, the content of messages should speak to the gendered reactions homeowners have to
delinquency and foreclosure, to the importance of family and children, and incorporate a discussion of
faith.

* Men and women respond to financial strain differently: while women frequently de-
scribe feelings of depression and anxiety about their financial challenges, and difficulty taking
care of their families as their financial situation worsened, men spoke of feeling angry at their
lenders and of how financial strain impacted their pride and sense of manhood.

* Messages should also tap into homeowners’ motivation to keep their homes for the
benefit of their children by encouraging them to avoid foreclosure to assure their children’s
financial future.

* Additionally, a number of homeowners emphasized that their spiritual beliefs provided
support and the conviction that they would be able to avoid foreclosure.

Recommendations for Nonprofit Counseling Organizations

1. Counseling agencies should provide information and resources at closing “for a
rainy day” to encourage homeowners to seek help should they encounter financial
difficulty. Many homeowners do not know where to turn when they are struggling financially,
and do not understand that they can return to the counseling agency for help. Extending a re-
minder of this at closing may encourage homeowners to seek foreclosure intervention assistance
sooner by emphasizing the continuum of services offered by nonprofits beyond getting into
homeownership.

2. Homeownership education should provide opportunities to educate the whole
family. Bringing children into budgeting discussions, teaching them about saving, and devel-
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oping other ways to instill financial literacy and responsibility early on is an important way to
help low-income households maintain homeownership over generations.

3. Partnerships are vital to avoid duplication of services and ensure that needs are
fulfilled. Nonprofit and community development organizations, social services, and other
groups that come into contact with homeowners experiencing financial difficulty should net-
work amongst each other to learn more about services available in their community and develop
referral systems that connect homeowners to needed resources. For example, nonprofits that
are not able to provide emergency funds may be able to develop a relationship with a community
organization that does, and the two groups could share clients.

4. Those engaged in foreclosure prevention may be able to better serve their commu-
nities by instituting evening and weekend hours. For many homeowners, the threat of
losing income due to taking time off work to visit nonprofits and social service agencies was a
barrier to seeking help. By having more flexible hours nonprofits may make it more feasible for
homeowners to get the assistance they need. Alternatively, such groups may be able to
strengthen partnerships with sources of assistance that offer 24 hour access, such as CCRC.

5. Provide a mortgage calculator. We heard from focus group participants that they found a
non-profit organization that offered foreclosure counseling by searching the Internet for a mort-
gage calculator. An online mortgage calculator would also be an effective tool for illustrating
important lending terms to prospective homeowners, e.g. adjustable rate mortgages, prime ver-
sus subprime loans, balloon payments, and 80/20 loans. We found that when homeowners de-
scribed their mortgages they focus almost entirely on their monthly payment rather than the
overall terms of their loan. An online mortgage calculator could be used to relate these lending
products to borrowers’ focus on a projected monthly payment. This tool could also be used to
illustrate how much more money a lender will make over the life of a mortgage than they could
by foreclosing on a home even if it has increased in value.

6. In addition to urging homeowners to contact a nonprofit foreclosure intervention
counselor at the outset of financial difficulty, warn them of who not to contact.
Nonprofit counseling organizations should provide strategies for effective early contact given the
problem of contacting when no or only one payment was missed. We found that almost every
homeowner we spoke to had contacted someone for help regarding his or her mortgage delin-
quency. It was through their search for assistance than many of these homeowners came in con-
tact with fraudulent and predatory housing professionals. Also through their help seeking ef-
forts some homeowners received incorrect or misleading information about important decisions
such as the relationship between bankruptcy and foreclosure.

7. Nonprofit counseling agencies should consider how they can provide emergency
funds with built-in accountability. Homeowners suggested that nonprofits could pair ac-
cess to funds with requirements for education and counseling while others thought making
small loans of emergency funds might be helpful. Alternatively, counseling agencies might de-
velop matching savings programs where funds are held in escrow in case of emergency.

8. List five warning signs that you are dealing with a predatory or fraudulent housing
professional. We recommend using a short list of what to look out for to warn homeowners of
the dangers of fraudulent and predatory housing professionals. Such a list could include brief
descriptions of “one stop shops,” fraudulent appraisers, brokers advertising rates too good to be
true, and people who knock on your door. While most people knew that these were signs of
trouble, under the stress of their financial problems some still decided to do business with
fraudulent and predatory housing professionals.

9. Educators should consider new ways of communicating the full costs of homeown-

ership in pre-purchase education. In light of the finding that a number of focus group par-
ticipants did not understand the financial demands of homeownership, nonprofit counseling
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organizations may need to reevaluate their curriculum and teaching strategies. Prospective and
current homeowners need a more realistic and nuanced understanding of their ability to achieve
and sustain homeownership. Some of the gaps in knowledge we encountered in the focus
groups were how to calculate monthly costs that include accruing reserve savings for unexpected
income shocks and costly repairs in addition to the cost of the mortgage payment, how to shop
for the best mortgage one qualifies for, and buying more house than one can afford.

Recommendations for Lenders

1.

Although most delinquent loans self-cure without going to foreclosure, lenders
should have strategies in place to help homeowners who make contact before they
have actually missed a payment. Homeowners who get in touch with their lender early are
being proactive about a potentially catastrophic situation, lenders should recognize this and de-
velop their own proactive responses for early stage delinquency.

Lenders and underwriters should carefully consider the appropriateness of loan
products for low-income borrowers. While lending industry innovations have created op-
portunities for homeownership among low-income households, some loan products simply may
not be appropriate for such households and in some cases may lead to delinquency. Loans
should be extended not only to get households into ownership, but also with an eye to maintain-
ing homeownership.

Lenders need to clarify their partial payment policies to borrowers at risk of fore-
closure. When homeowners sent in partial payments and they were returned to them by their
lender, they believed that it was because their lender did not accept partial payments. Often this
money went toward other expenses, thus exacerbating the problem of delinquency.

Lenders should strive to provide compassionate and individualized foreclosure
avoidance strategies when working with delinquent homeowners. Because of their
stressful financial situation homeowners experiencing financial difficulty may require more ef-
fort from lenders in setting up a cooperative framework for addressing the problem.

Capitalize on the fact that homeowners look to them as a source of reputable in-
formation by providing referrals to nonprofit counseling and education. What is a
business relationship for lenders is a highly personal one for homeowners. Lenders may be able
to make use of this relationship to prevent delinquent mortgages from going into default and
foreclosure.

Recalculate income formula to include predictable repair costs and establish es-
crow funds for these needs in addition to property taxes and insurance. Many
homeowners did not understand the full costs of ownership because they focused most on their
monthly mortgage payment. By approving prospective buyers for a more modest mortgage
loan, lenders can help them to prepare for the financial challenges of ownership.

Recommendations for the Government

1.

Homeowners asked that their local government investigate predatory lenders in their
communities and work to save homes, and that the federal government regulate
lending practices more strictly, sanction predatory lenders, and enact policies that
put more responsibility on lenders to provide borrowers with financial products
that are appropriate for them given their economic circumstances. Over and over
again, focus group participants requested that the government pass laws against such unethical
lending practices, and that predatory lenders be subject to punishment.

Institute a certification procedure for organizations providing foreclosure preven-
tion services. Given increasing reports of “rescue fraud” and the effectiveness of referrals to
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HUD-approved counselors, it is clear that delinquent homeowners need to be able to turn to a
trusted source of assistance. By regulating help providers in this way homeowners may be more
likely to seek effective assistance before their delinquency progresses to default and foreclosure.

Consider developing a formalized pre-foreclosure step with an eye to maintaining
homeownership among those at risk of losing their homes. In light of the new bank-
ruptcy laws that require counseling prior to filing bankruptcy, this suggestion seems quite apt.
Implementing a step before the formal foreclosure process begins that would provide intensive
credit and financial counseling to delinquent homeowners may be an effective means of ensur-
ing that such people receive assistance and help to avoid foreclosure among low-income home-
owners.

Expand the aid and assistance available through social welfare agencies. Focus
group participants, while struggling financially, often exceed maximum income levels for social
service programs. Similarly people without children and those who are unemployed stated that
they have few options when it comes to aid programs. Struggling homeowners need more pro-
grams that provide financial assistance and education, and more help for midlevel needs. Those
who found that they were ineligible for some kinds of aid felt that financial help should be made
available based on need and special circumstances, rather than income or zip code.

Cross-cutting Recommendations

Some of our recommendations cut across the distinction between lenders and nonprofit coun-

seling agencies. Some apply to both of these entities while others call for their collaboration in order to
prevent foreclosure and better serve financially struggling homeowners.

1.

Foreclosure prevention counselors and lenders in loss mitigation should strive to
have counselors and educators that reflect the communities they are a part of and
who are successful low-income homeowners, who have experienced mortgage de-
linquency, or been victimized by predatory lending themselves. In our homeowner
groups participants expressed a desire to talk to people who “look like us” and who had been
through similar experiences. Among professionals, those who had themselves been at risk of
foreclosure seemed to have a more nuanced understanding of how the issue affects low-income
households.

Lenders and nonprofit counseling organizations should work together to set up
referral networks. Nonprofits reported difficulty reaching out to homeowners in need of
foreclosure prevention services. Those that are HUD-approved counselors report that their first
contact with homeowners in financial trouble is frequently via a referral from their lender. Be-
cause we learned that homeowners often want to work out their delinquency with their lender,
collaborations between lenders and counseling agencies offer an opportunity to connect home-
owners with the assistance they need in a timely fashion.

Both lenders and nonprofit counseling organizations should address the common

perception that lenders want to foreclose because they will profit from taking a
home. This belief was held by many of the homeowners we spoke to especially in markets were
home values had been increasing. Some focus group participants felt that their lenders were
unhelpful and unwilling to work out reasonable forbearance or loan modification agreements
because the lender wanted the home and would profit through the foreclosure.

Nonprofit counseling organizations and lenders can partner in publishing a
weekly newspaper column where people send questions about mortgage financing
and get honest answers. This was suggested by participants in our homeowner focus groups
as a cost-effective way of educating the public about the lending industry and the fiduciary re-
sponsibilities of homeownership. Homeowners said that they would be likely to trust informa-
tion that they found in a newspaper.
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5. Both lenders and nonprofits should make every effort to provide clear, accurate,
and complete information to homeowners about the options available to them
should they encounter financial difficulty. These options should be communicated early
(even before there is a problem) and often. Low-income homeowners living paycheck to pay-
check would benefit by being aware of all of the options available to them as early as possible in
the process of delinquency.

VI. CONCLUSION

Our recommendations highlight the importance of communication and of addressing problems
before they become too serious to solve, while the best practices stand out because they are examples of
existing successful approaches that help homeowners to weather financial difficulty and stay in their
homes. However, as the findings illustrate, there are many obstacles to resolving issues of delinquency,
default, and foreclosure among low-income homeowners.

The current research revealed that for low-income households it is vital for stakeholders to en-
sure that mortgage delinquency is addressed early enough that homeowners do not get into such diffi-
culty that it can not be resolved. Low-income households may be more susceptible to encountering
post-purchase financial difficulties due to downswings in the economy that affects the jobs available to
them; because affordable housing stock is often older, deteriorating, and in need of repair; and simply
because their financial balance is maintained from paycheck to paycheck. We found that among our
focus group participants these risk factors for delinquency were further complicated by buying too
much house; being the victim of a predatory loan; or being matched with a loan product that was not
affordable in the long run.

In order to address delinquency problems and maintain homeownership in low-income house-
holds, some critical points need to be addressed by key stakeholders, particularly nonprofit organiza-
tions that provide homeownership education and counseling and loan originators, underwriters, and
servicers. First, the costs of homeownership must be realistically communicated to prospective buyers
by educators and lenders. Many focus group participants did not understand their responsibilities with
regard to taxes and insurance before they became homeowners, while others were more concerned with
their monthly mortgage payment rather than the overall terms of their loan and their consequences.
Future research should evaluate how current strategies employed by community-based homeownership
education organizations communicate these issues, and develop enhanced programming and services as
needed. Second, there is a clear need for improved communications between lenders and borrowers
when borrowers perceive potential problems on the horizon, and when they get behind. The current
research found that homeowners who contacted their lender at the outset of their financial difficulties
felt they were given few options to curtail the progression of delinquency and experienced fatigue due to
seeking assistance from sources other than their lender. Sometimes they also became distrustful of
their lender because substantive communication (with loss mitigation rather than collections) only be-
came possible later in delinquency. It would be beneficial for researchers to examine in more detail
how channels of communication between lenders and delinquent homeowners operate, how they could
be improved, and what facilitates or hampers effective communication on both sides.

Related to the second issue are the widespread difficulties reported by focus group participants
when they tried to make partial payments and arrange repayment plans with their lenders. Clear and
open communication may be hampered on both sides due to borrower stress and collections depart-
ment policies, leading to lack of understanding about options available to financially distressed home-
owners. Policies and practices with regard to partial payments, workout plans, and debt restructuring
also vary within and between lenders, leading to inconsistent experiences among borrowers as well as
the nonprofit organizations they turn to for assistance. More information is needed about these issues
in order to facilitate successful resolutions to mortgage delinquency and avoid foreclosure when possi-
ble.
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Appendix A: Site Selection Rationale
Introduction

The objective of the focus group research was to learn more about homeowners in financial difficulty,
including those who sought nonprofit assistance for mortgage delinquency and those who did not. In
order to understand what contributes to financial difficulty among homeowners and the reasons why
such people do or do not seek help, we sought focus group locations with indicators of high rates of
people getting in financial trouble as well as available counseling. A key objective in the site selection
process was to choose sites that would yield results that are relevant both to the sites of the research
and the nation as a whole. Therefore it was important to have a mixture of market types and geographic
locations as well as available counseling and indicators of financial difficulty, such as high rates of fore-
closure and subprime lending. Some of the market trends that emerged from the 2004-2005 survey

research were rapidly increasing prices in many markets resulting in lower-income families being
“squeezed out” of the market, and rising numbers of Latino and immigrant homeowners.

In addition to broader considerations of markets and incidence of foreclosure in selecting sites for this
work, we also needed to more specific demographic characteristics of homeowners who are experienc-
ing financial difficulties. Based on the results of the 2004-2005 survey research, we know that nearly a
third of those who received pr-purchase homeownership education and encounter this problem do not
return to the nonprofit for assistance. This group reports higher rates of delinquency, bankruptcy, and
fear of foreclosure, as well as higher refinancing costs and lower creditworthiness than those who either
did not encounter post-purchase difficulties or who sought help when they did.

To achieve this complex mix of factors the site selection process sought to include sites that would rep-
resent: lower-income minority homeowners, particularly African-Americans; differing rates of foreclo-
sure ranging from medium to high; incidence of subprime lending as a proxy for high-interest rate
loans; presence of anti-predatory lending efforts as an indicator of community awareness of predatory
lending and availability of information to homeowners who may have encountered trouble; presence of
counseling centers and nonprofit post-purchase programming to indicate availability of services to
homeowners who are experiencing post-purchase difficulty; and nonprofits who are lenders or loan
servicers as a sign of availability of “safe” borrowing.

In our selection of the sites for the 2006 Focus Group Research, we used a number of criteria, including
incidence of subprime lending, availability of credit counseling, and presence of anti-predatory lending
efforts. We also used data from our recent survey research, such as rates of late mortgage payments
and fear of foreclosure. For prospective sites that have a nonprofit homebuyer education program, we
looked at whether the nonprofit provides post-purchase education and counseling, and whether they
are lenders or loan servicers. Finally, we considered demographic information and market conditions
in the site selection process.

Selection criteria definitions and sources of information:

* Subprime lending- incidence of subprime refinance and home improvement lending by Metro-
politan Service Area (MSA), as documented in the September 2005 Consumer Federation of Amer-
ica report by Fishbein, which used HMDA data. MSAs were ranked on incidence of subprime lend-
ing in 4 areas (refinance lending, home improvement lending, refinance lending to African-
Americans, and refinance lending to Latinos). The percentile score is the rank divided by the total
number of MSAs in each category. The lower the percentile, the higher the incidence of subprime
lending in the MSA.

* Anti-predatory lending effort- this refers to initiatives to educate and counsel at-risk consum-
ers about predatory lending. Such initiatives have been originated by Fannie Mae and Freddie Mac,
as well as individual cities, like New York. Sources for this information are the result of a Google
search: “anti-predatory lending effort in name of city”, as well as previous familiarity with the Don’t
Borrow Trouble program. Information about this program may be found at
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http://www.dontborrowtrouble.com/. Information about the Preserving Assets and Community
Equity (PACE) program in NYC may be found at http://www.banking.state.ny.us/pro51018.htm.

* Foreclosure rate- documents the per capita foreclosure rate by state. This information is from
RealtyTrac and may be accessed online at
http://realestate.msn.com/buying/Articlenewhome.aspx?cp-documentid=340866.

* Counseling center- notes the availability of credit counseling centers in the area.

* Market size/type/conditions- an overview of housing market conditions for the area. This in-
formation is from a variety of sources, including: open-ended data from phone calls to NWOs dur-
ing survey research; the Office of Federal Housing Enterprise Oversight’s Housing Price Index from
March 1, 2006 (accessible online at http://www.ofheo.gov/HPI.asp); and the HUD report “U.S.
Housing Market Conditions, 3¢ Quarter 2005” from November, 2005 (accessible online at
http://www.huduser.org/periodicals/ushmc/fallo5/USHMC _05Q3.pdf).

* Area demographics/income- details racial and ethnic makeup of site, as well as local median
income compared to national median income. The information is from the most recent census data
available for each site (either 2000 or 2004), and can be found online at

http://factfinder.census.gov/home/saff/main.html? lang=en.

* NWO; NWO lender/servicer; NWO post-purchase- documents whether there is a Neigh-
borWorks organization in the area and what kind of lending, servicing, and post-purchase pro-
gramming is available through the NWO. This information may be found online at
http://www.nw.org/network/nwdata/CampaignHomeOwnership.asp.

* Late payments and fear of foreclosure- this is information about the incidence of 30 and 90
days late mortgage payments and fear of foreclosure among respondents to the Housing Environ-
ments Research Group’s survey of 15 nonprofits that provide homebuyer education.

* Homeowner income- this is demographic information from the nonprofits who participated in
the survey research, and compares the median income of customers at each site with the median
income for the area.

* Other- any miscellaneous information that didn’t fit into one of the categories described above.
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Site Selection Rationale
Waco, TX

Although Waco has an extremely high incidence of subprime lending ( particularly to Latino borrowers
who are refinancing their homes) and Texas has the 4™ highest per capita rate of foreclosure in the
country, there is no formal anti-predatory lending campaign in the area. The incidence of subprime
lending to Latinos in Waco, who make up a significant and growing proportion of the population, is
troubling because of the link between high-interest loans and foreclosure. However, credit counseling
is available through CCCS of Fort Worth, and the NWO in Waco provides post-purchase counseling and
“Sustain the Gain” Education. Survey data indicate that 10% of homeowners in Waco have been 9o
days late on mortgage payments (as compared with a 15 site average of 5.7%), and the fear of foreclo-
sure is also very high, with 13.8% of homeowners expressing fear of foreclosure (compared with a 6.8%
average across 15 sites). The median income in Waco is 62% of the national median; homeowners who
bought homes through the nonprofit there have an income that is 89% of the area median. The high
incidence of subprime lending in Waco and the high foreclosure rate in Texas, as well as Waco’s large
minority and lower-income population are all compelling reasons to look more closely at homeowners
in Waco who are experiencing post-purchase financial difficulties, and their choices about seeking help
for these problems.

New York, NY

New York City is a large, urban, and extremely high-priced market. Furthermore, home prices continue
to rise rapidly, with a 15.55% increase in 2005 from 2004. In the first quarter of 2005, the average sales
price of a home in New York City was $430,000. This trend is indicative of how lower-income families
are being pushed out of the market--as the cost of buying a home increases, the income required to pur-
chase a home also rises. For example, although the median income in New York City is 92.8% of the
national median income, the median income of homeowners who bought homes through the NWO in
New York City is 130% of the area median. There has been increasing awareness of predatory lending
in NYC; growing numbers of reports of predatory lending in Brooklyn and Queens prompted the Pre-
serving Assets and Community Equity (PACE) initiative began in October, 2005. GreenPath Debt Solu-
tions, a non-profit credit counseling agency, is a partner in the PACE initiative. However, it would ap-
pear that predatory lending is less entrenched in NYC than in other areas, as it had relatively low inci-
dence of subprime lending in 2004, the most recent year for which HMDA data is available. In addition
to the market characteristics and the PACE initiative, the ethnic and racial diversity of New York City
(the population in NYC is more than 50% non-white) was an important factor in our decision to include
it in our focus group research. We hope to speak to homeowners of diverse backgrounds who have
bought a home in the challenging New York City market in order to learn more about the difficulties
they may be facing and their decisions in the face of these difficulties.

Atlanta, GA

Despite the moderate incidence of subprime lending in Atlanta, the state of Georgia had the highest per
capita rate of foreclosure in the country in 2005, with one out of every 422 homes being foreclosed
upon last year. The problem with foreclosure may be linked to a troubling trend of mortgage fraud
throughout the state of Georgia and in Atlanta in particular. In response lawmakers there have pro-
posed the Georgia Residential Mortgage Fraud Act in order to punish offenders involved in mortgage
fraud. However, there are efforts to provide counseling and education to homeowners in trouble. At-
lanta is a ‘Don’t Borrow Trouble” site. “Don’t Borrow Trouble” is an anti-predatory lending initiative
started by Freddie Mac that works to raise consumer awareness about predatory lending practices.
Consumer Credit Counseling Services (CCCS) of Atlanta is a local partner in this initiative. The median
income in Atlanta is 84% of the national median income, and more than half of the population there is
African-American. The issue of predatory lending and mortgage fraud in Atlanta and responses to this
issue from Freddie Mac and state legislators, in combination with the large minority population in At-
lanta provide strong reasons to include this site in our focus group research.
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Hamilton, OH

In 2006 Ohio was the state with the highest rate of foreclosure in the country. At the end of that year
3.38% of residential mortgages were in foreclosure. Hamilton is a suburban housing market in the
Cincinnati metro area. Over the past decade foreclosures have tripled in Butler County where Hamilton
is the county seat. The median income in Hamilton is 82% of the national median. The area is mostly
white (88.9%). Although Hispanics make up inly 2.6% of the local population, this is higher than the
1.9% of the population they represent at the state level.  No formal anti-predatory lending efforts were
found in Hamilton. Until anti-predatory lending laws were passed in 2006, Ohio had no legal protec-
tions for consumers against predatory and abusive lending practices. There are several organizations in
the area that provide homeownership counseling and education and foreclosure prevention services,
including Neighborhood Housing Services (NHS) of Hamilton, NHS of Middletown, and Lifespan.
NHS of Hamilton offers a foreclosure prevention “Rescue Program” that provides emergency financial
assistance to eligible households at risk of foreclosure. NHS of Hamilton is part of a state wide anti-
foreclosure initiative working to provide counseling and early intervention to delinquent homeowners
throughout the state. Of all the sites included in this study, Hamilton had the highest percentage (16.9)
of mortgage holders who also took out home equity lines of credit. Hamilton bears study because it is a
moderate income town with several nonprofit counseling resources and is located in a high-risk area for
foreclosure.

St. Louis, MI

St. Louis is an urban market that is seeing an increase in home prices as well as incomes. However, the
median income in St. Louis is still 68% of the national median, and the sub-market of homeowners
served by the NWO there earn just 49% of the area median income. In 2005 home prices increased by
7.98%, in a fairly significant change from 2004 prices. While the incidence of subprime lending in St.
Louis is less troubling than in other areas (such as Waco), homeowners who bought their homes
through the NWO there have an extremely high incidence of 30- and 90-day late mortgage payments
and a good deal of them expressed fear of foreclosure as well. An average of 6.8% of homeowners who
participated in the 2004-2005 survey research reported fear of foreclosure compared to 12.5% of St.
Louis survey respondents. St. Louis has been part of the “Don’t Borrow Trouble” initiative since 2004.
The initiative partners with a number of local agencies, including Consumer Credit Counseling, and
provides active outreach to civic organizations there. Thus education and counseling are available for
homeowners who are behind on their mortgage payments or in fear of foreclosure. An important factor
in St. Louis’s inclusion in the focus group research was its large African-American population, which
makes up 52% of the city’s total population. This is significant due to both the negative outcomes faced
by African-Americans who do not seek help when they are in financial trouble and for the rising number
of minority homeowners whose homes are being foreclosed upon. Overall, St. Louis represents a mar-
ket with low-income homeowners who are experiencing financial difficulties and who are afraid they
will lose their homes. Our focus group research is aimed at learning what factors are in important in
the decisions these homeowners make about their financial situation, including whether to utilize the
services available to them in St. Louis.
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