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Sub Prime Lending - Definition

Sub Prime Borrowers can be characterized as follows::

Weakened credit histories that may include:
= Payment delinquencies
= Charge-offs
= Judgments
= Bankruptcies
Reduced repayment capacity as measured by:
= Credit scores

= Debt-to-income ratios

1 Department of the Treasury, Federal Register, July 2007

Sub Prime vs. Predatory Lending

“Sub Prime Lending” has taken on a negative connotation in much of the reporting of the

current crisis, but it is Predatory Lending into Sub Prime markets that is the culprit.
Indeed, for many of us, responsible and vibrant sub prime lending is our business.

Inter-agency guidance (OCC, Fed, FDIC, OTS)-= asserts the position that responsible
sub prime lending can expand credit access for consumers and offer attractive returns
to providers.

Regulatory and community concern for sub prime consumers largely lies in predatory
or abusive practices used by lenders. These practices include lending structures that
de facto rely on collateral as a primary source of repayment given an inability of the
borrower to meet payment terms.

The largest contributor to predatory practices is the use of Alternative Mortgage
Products (AMPs) — mortgages which allow borrowers to defer payment of principal
and/or interest.

2 FDIC, Financial Institution Letters: Sub Prime Lending, January 2001




Alternative Mortgage Products

AMPs commonly include:

= Interest-only mortgages — mortgages on which, for a specified number of years the
borrower is required to pay only the interest due on the loan during which time the
rate may fluctuate (“interest-only adjustable rate mortgages) or may be fixed
(“interest-only fixed rate mortgages”).

= Payment Option ARMs — mortgages that allow the borrower to choose from a number
of different payment options. An example is a mortgage that requires a minimum
payment less than the accrued interest on the loan, resulting in a negative
amortization loan.

“Risk Layering” is the utilization by a lender of a combination of AMP features with less
stringent underwriting practices (e.g., stated income) and/or second-lien loans. Risk
Layering has significantly contributed to the current crisis.

Sizing the Crisis

= Asof year-end 2006, approximately $1.2 trillion outstanding sub prime mortgages
(13% of all mortgages) according to the Congressional Budget Office (CBO).

= Inaprescient study released in late 2006, the Center for Responsible Lending
predicted that 2.2 million borrowers would lose their homes (corresponding to a loss
of wealth of $164 billion!). This was predicated on the conclusion that one out of five
sub prime mortgages originated in the prior two years would end in foreclosure.

= This foreclosure figure is now approximately the level predicted by the CBO.

= Alarge scale exodus of lenders in the sub prime sector has occurred (though many of
these employed predatory practices).

= Wells Fargo announced exit from wholesale sub prime lending business; JP Morgan Chase,
WAMU, and others announced significant curtailments in sub prime mortgages.

= Investor portfolios have consequently taken huge hits, which will likely impact future
liquidity of even responsibly underwritten sub prime paper.

= Merrill Lynch’s $8 billion write-off is the largest and most recent example.




Helping to Solve the Crisis

Each of our panelists today is implementing programs designed to alleviate the toll
exacted by the sub prime crisis.

= Alden McDonald, CEO of Liberty Bank is dealing with the repercussions of a lending
crisis that encompasses sub prime lending, but extends beyond it — mortgage loans to
residents of the hurricane ravaged city of New Orleans.

= Bruce Gottschall, Executive Director of Neighborhood Housing Services, Chicago, is
on the frontlines of the housing crisis and is helping bring relief to some of Chicago’s
poorest neighborhoods.

= Angela Kelcher, Senior Business Manager of Fannie Mae, is helping institute
initiatives aimed at both helping borrowers maintain their homes and lenders
improve their asset quality.







City of New Orleans One New Orleans

Road Home Fast Track Program by Liberty Bank
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Liberty Bank in partnership with The City
of New Orleans established the One New
Orleans Road Home Fast Track Program to
provide homeowners with the opportunity
to accelerate receipt of Road Home grants
in the form of bridge loans.

Liberty provided financing to the owner
occupants who sustained uninsured losses
from Hurricane HKatrina and/or Rita in
2005.

Liberty also allowed qualified owner
occupants the ability to borrow sufficient
funds to complete the renovation or
reconstruction in excess of LRA Road Home
awards.

The City of New Orleans agreed to pay
the loan closing costs and interest on the
bridge loans up to $50,000 for a period of
time not to exceed six months.

. City of
iberty Bank & % Ne}v/v Orleans

Application Results as of
August 31st, 2007

Processed 373 applications
$16,234,000.00
Approved 137 applications

$5,104,383.00

Percentage Approved

36%

Declined 237 applications
$11,130,000.00
Average Loan Amount | $37,810.00
Net Processing Cost $26,397.00
$70.77 per application
Gross Processing Cost | $89,321.00

without interest earned
on deposit

$239.46 per application
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Foreclosures Threatened Chicago’s Neighborhoods
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In 2006 foreclosure starts increased
to 10,290.

Foreclosures Started Second Half, 2006*

4 Communy Araa numbars and Names appean in the tabie on page 7

National Training and Information Center. 2007

NHS Case Study of Foreclosure Impact:

Case Study of Foreclosure Impact:
The 8300 Block of S. Morgan St.
Auburn/Gresham, Chicago, lllinois &
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Foreclosures started in Chicago showed a slight increase in 2005
and a significant increase in 2006.

Trends in Foreclosures Started
City of Chicago
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Source: National Training and Information Center, Chicago, IL

Finding 6: Foreclosures started on newly originated prime rate loans that were
identified as ARMs and/or balloon payment loans increased by 152% in 2005.

Trends in Foreclosures Started on Young Loans
with ARMs or Balloon Characteristics
(Conventional or NVA Loans Only)

City of Chicago
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Fast Foreclosures in NHS Targeted Areas
Foreclosures starts within 3 years of Origination

Dramatic increase Since 1993

nf
NHS

90%

Share of Loans Foreclosing Within 1-36 Months of Origination,
1993, 2001 and 2006

01993

80%
70% -+
60% -
50%
40%
30%
20%
10% -

H 2001
@ 2006

0%

NHS Targeted Areas

52% of all loans starting foreclosure in 2001 were
less than 3 years old

78% in 2006 were less than 3 years old.

New causes of high foreclosures

*No doc and reduced doc loans; particularly income
documentation

*ARM resets

*Extremely loose underwriting; increase in allowable Debt
to income ratios; qualifying borrowers at “Teaser” rates

sInappropriate loan products

*Origination and appraisal fraud

*Flat or declining market value

P




Chicago’s HOPI Model

Partnership of NHS, City, Federal Reserve, major lenders

311 Hotlines connects to Credit Counseling Resource Center — collaborative of
credit agencies

NHS provides in-depth assessments of borrowers and properties and face-to-face
counseling

NHS Workshops invite borrowers with partner lenders to learn skills
before there is a crisis

REO property disposition — prevent vacant buildings

Referrals to local resources
= job training, tax assistance, emergency grants and loans

Chicago’s HOPI Approach

*Quality homeowner education to prevent current and
future delinquencies.

*Direct Interventions to assist homeowners at risk of
foreclosure.

*Partnering with loss mitigation to get solutions
*Reclaim foreclosed homes for owner-occupants

+Study mortgage and servicing impacts on neighborhoods
to develop best practices as a “laboratory” for training and
replication

P




NHS of Chicago — HOPI
3 — year pilot totals

Counseled and Educated over 4,000 people
Goal: 3,000 individuals
Result: 4,328 individuals
(144% of goal)
Prevented 1,328 foreclosures
Goal: 1,500 foreclosures prevented
Result: 1,304 foreclosures prevented
(88% of goal)
Reclaimed 330 buildings
Goal: 300 reclaimed buildings
Result: 330 reclaimed buildings
(110% of goal)

Workshop outreach

@ NEIGHBORHOOD HOUSING SERVICES OF CHICAGO, INC

Homeowners Workshop

Topics will include:

* Refinancing Responsibly *  Aveiding Foreclosure
* Financing Home Improvements  «  Finding Forgotten Refunds for
Homeawners

Tuesday, August 23rd
At Northern Trust Bank
7801 South State Street
Chicago, Illinois

MNeighborhood Housing
Services of Chicage, Inc.

Dinner at 6:00 p.m.
Workshop from 6:30—8:30 p.m.

*Recelve a $25 gift cortificate to
Jewel—gne per houseleobl

Chicago, IL 60620 Please RSVP at (773) 488-2004

(773) 4552004 No later than August 22nd
www.iilrschicago.om

This workshop made possibic hy:
Homecomings Pinancial
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Survey Findings of NHS Counseled Families

Demographics of HOPI Clients
e 73% Women

¢ 81% African American

e 15% Hispanic

Length of time lived in Home
Mean 10 years
Median 7 years

Income
e Mean $27,000 (38% of AMI)
e 1/3 below $18,000 (25% of AMI)

Average delinquency was 5.4 months when they contacted NHS

D

Source: NHS Chicago — Survey, 2005 (800 clients)

72% of Defaulted LLoans are Refinances

Use of Loan Proceeds
Home Improvement/Repair 44%
Bill Consolidation 24%
Taxes 6%
Investments 5%
Medical Costs 5%
Appliances 5%
Education 4%
Other 7%

Source: NHS Chicago-Defaulted Borrowers Survey, 2005 (183/289 respondents)




Workshop Surveys

48% have never talked to their mortgage servicer
36 % of borrowers making late payments

o 45% have no escrow account for taxes/insurance
O 78% have no emergency savings
O 69% are interested in home repairs

o 1/3' believe bankruptcy will save them from
foreclosure

o 51% do not know their lender or servicer might
provide alternatives to foreclosure

el
NHS

Source: NHS Homeowner Workshop Surveys, 2005-2006 (178 responses)

Most Have Low Opinion of Lender’s Willingness to Help

Worst Among Most Stressed Borrowers
(Highest on Index of Physical and Emotional Stress Indicators)

Rate lender's willingness to help (if contacted)
90%
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Why, if Behind, Did not Contact Lender?

Why did you not contact your lender/servicer?

60%
50%
40%
30%
20%
10% +—
0% T T T T T
Afraid the lender Assumed l/we could  Afraid lender would Did not think the Did not know the Embarrassed to talk
would charge a make the payment in foreclose on us faster  lender would care lender might be about problems
penalty or fee a few days helpful
o) _
NHS Source: NHS Chicago-311 Survey, 2005 (56/289 respondents)

Borrower Focus Groups
O Barrowers are under a great deal of stress _leading them to avoid help.

= “l didn’t even want to go to anybody. | felt embarrassed.”
= “Then you’re in trouble. I didn’t know which way to turn. | didn't know there was help
out there.”

o Borrowers feel little sympathy from their lender (although borrowers dealing with
loss mitigation staff were more favorable)
= “They make you feel like a deadbeat...the way they interrogate you..... I'm not lying. |
need help.”
= “l| had twenty people call my house out of that twenty, the twenty-first person actually
listened to what | was telling her and said “wait just a minute, this department can help
you.”

o Trust for NHS stems from the relationship with the City of Chicago and their
reputation:
= “They have no ulterior motives. They have nothing to gain and nothing to lose. They're

just ‘this is it, this is it, now you do something’.
= “They’re a lot more compassionate...you don’t feel like you’re being put down.”

=5
=
0

Source: HOPI Borrower Focus Groups, May 2006
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Examples of lost saves

eRefusal to waive pre-payment penalties negate
possibility of refi

*Repayment plans based on inadequate current
financial information about borrower

*Mod refused — 11% loan not sustainable
7.5 % with re-amortization doable
But lender did repayment plan that could not
be sustained; hoping for refi in future; therefore
plan failed

)

=54
NHS <«we don’t do mods”

HOPI

Counselor Perspectives on Default
Interventions

Homeownership Preservation Initiative (HOPT)

s EH

NEIGHBORHOOD HOUSING SERVICES OF CHICAGO, INC.

October 2007

Do not cite or distribute without permission of NHS Chicago

14



Which best describes changes in demand for default
counseling services in the last 6 months?
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Source: NHS Default Counselor Surveys 2007

Shift from Job Loss to ARMs

What is the most frequently reported cause of default or
foreclosure among your clients?

50%

45%
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40%
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5% | 1
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Health Job Loss Consumer ARM Resets Other
problem/liness debt/expenses

Source: NHS Default Counselor Survey 2007 (104 experienced counselors)
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Counselor Evaluation: Major Problems

What share of borrowers thtat you have seen involve
fraud, loans that the borrower could never have afforded or ‘exploding ARMs'?

45%

40%

35%

30%

25%

20%

15%

10%

5%

0%

300+ BPS ARM Resets

Fraud Payments Never
Affordable

Source: NHS Default Counselor Surveys 2007

Most Common Outcomes Observed
by Counselors

50%
45%
40%
35%
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25%
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5%

How common is each outcome for borrowers in default that you counsel?
% Very Common

0%

Repayment Loan Foreclosure  Current with Forbearance| Sale of hom Refinance

Current with
plan modification auction foreclosure own funds
prevention

loan

Source: NHS Default Counselor Surveys 2007
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atings of 22 Subprime Servicers

your experience in the last 6 (six) months.
1-4 scale:
1: Very good to work with
2: Fairly good to work with
3: Fairly difficult to work with
4: Very difficult to work with

O Average: 2.5 — between fairly good-difficult

m No changes from May to October — but more variation for each lender

O Range 1.0 to 3.7 - experiences uneven

m Key finding: Within institutions counselors have varied experiences.
= Even the ‘best’ have issues/problems as identified by counselors

Source: NHS Default Counselor Surveys 2007

Flexible Options Are Being Used Enough?

How often will any servicer or lender perform the following with your clients?

BOY o O Sometimes
70% - O Rarely
60% -
50% ~
40% -
30% -
20% ~
10% ~
0%

Change an ARM into Reduce/write-down Waive fees and
afixed rate loan  the principal balance  accrued interest
permanently

Source: NHS Default Counselor Surveys 2007
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Borrowers View Servicers Poorly

. . . f . .
lender/servicer, in general?

Borrowers have Positive
no opinion 1%
3%

Angry
13%

Intimidated
38%

Frustrated
45%

Source: NHS Default Counselor Surveys 2007

Counselors: Recent Servicer Efforts

Which best describes changes you have observed among lenders/servicers
working with borrowers in default in the last six (6) months?

R :
o/ | .
5/0 0O May @ Oct
0% -
5% - :
0% -
5% - /—H
0% - Signof
5% - improvement :
0% -
5% -
00/0 T T T T
Much more Somewhat more No change Somewhat more Much more
restrictive/harder to  restrictive/harder to responsive responsive
work with work with

Source: NHS Default Counselor Surveys 2007
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hy do borrowers fail to contact their lender when
hey have trouble making payments?

Don't know lenders can provide options 53%
Too depressed/stressed 26%
Think they can get by on their own 12%

Lenders mistreat them (write in) 10%

Most counselors wrote about multiple problems.

Consistent with borrower surveys and interviews

Source: NHS Default Counselors Surveys 2007

Expectation for demand for nonprofit foreclosure
services over the next year?

Demand will decrease a
lot
14%

Demand will decrease a
little
1%

Demand will stay the
same
1%

Demand will increase a
little
13%

Demand will
increase a lot
71%

Source: NHS Default Counselor Surveys 2007
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Counselor Feedback

o “problems are becoming overwhelming for the counselors as
well...we need to work better together”

O “lenders need to realize we can play a ‘broker’ like role because
we may have real relationships with people and more accurate
information”

O “immediately patch us through to the decision makers rather
than wasting our time”

O “create a better system for accepting authorization forms. A
24 hour delay, in many cases, is too long”

[m]

“need to bypass the gorillas in collections”

[m]

“create special processes/products if a nonprofit is
involved—like we did on originations”

Looking Forward: More Work to Be Done

.S id l | T lati hi
getting better; more modifications being made
v But housing values and surge in demand are challenges

* Improve connections between counselors & lenders
v' Increasing need for services

» Expand use of modification strategies
v Disseminate innovations more evenly across institutions
» Borrowers need to better understand options &
overcome emotional responses

produced by:

policylab_ HOPI

policylabconsulting.com Do not cite or distribute without permission of NHS




What more needs to be done?

Early stage Loss mitigation
Outbound calling by third party
Early ARM reset notification
Target “hop spot” marketing
Flexible approach to Loan workouts
Increase modifications
ARM to fixed rate
Principal reduction or deferred portion
Enhanced partnerships with third-party
counseling agencies
Loss mit contact with decision authority
Standard financial info for workouts
o Third party review of modifications

=5

How do you improve outreach
and loss mit practices ?

eMerge collections and loss mit
eDesignated loss mit decision makers to work
with counselors
«Cross training of loss mit and counselors
eTrained collection staff to recognize loss mit
opportunities
eHold on foreclosure if valid solution
eLoss mit allowed before serious delinquency
eModifications based on definition of “imminent
risk of foreclosure”
<Priority to spend time with borrower

-"more like counselor then collector”

?>
Lt g
L]

21



Value that Not-for-profit counselor can
bring to the process

Gain greater contact with borrowers
Cost-effective borrower outreach

Getting accurate current financial information
Outsource of staffing needs, filling a gap
Assistance in developing “best practices”

Third party Trusted advisor role creates solutions
Access to other resources

- Public Funds
- Other private sources

D

i
NHS

The Home Ownership Preservation
Initiative in Chicago (HOPI)

Reducing Foreclosures through Strategic
Partnerships

Bruce Gottschall, Executive Director
Neighborhood Housing Services of Chicago

HOPI
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