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CHAI RMAN DALEY: We call this
meeting together of the House Comerce
Comm ttee held here in Carnegie, Pennsylvani a.

| would like to thank
Representative Nick Kotik of the 45th
district, this is his home district, he is a
member of our comm ttee and subcomm ttee
chairman. We thank him for the opportunity
setting up this nmeeting. Al so we thank all
the people that will testify today. We will
try to keep things running on schedule. So,
just bear with us as we go through the
process.

| will introduce nmy staff with me
of the Commerce Commttee, to nmy left Dave
Callen, he is our commttee executive
director. Over at the table is Sandy Altl and
comm ttee secretary and Destiny Ceiders up
front commttee public relations person,
resear cher. | would introduce Ron Luci, Ron
is my district office chief of staff. And
John Scarpato is with the Dick Hess, mnority
chai rman, who cannot be with us today because

his son had surgery. He is in Children's
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Hospital with his son after a hospital
operation post-op visit.

Sandy informed me there is
additional information at the table. | f
anyone woul d need that, you are welcome to get
it. | f you need something, | will be happy to
send it to you. | would |ike to have the
members of the commttee starting with Matt
introduce themsel ves and district they are
from

REPRESENTATI VE SM TH: Matt Smth
42nd District, Allegheny County.

REPRESENTATI VE BENNI NGTON: Li sa
Benni ngton, 21st District, Allegheny County.

REPRESENTATI VE LONGI ETTI : Mar k
Longietti, 7th District, Mercer County.

REPRESENTATI VE KOTI K: Ni ck Koti k,
45t h |l egislative district, Carnegie,
Pennsyl vani a.

REPRESENTATI VE Gl BBONS: Jar et
G bbons, fromthe 10th District in Lawrence
County.

REPRESENTATI VE WHI TE: Jesse White,

46t h Di strict, Washi ngton, Allegheny and
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Beaver Counties.

REPRESENTATI VE WAGNER: Chel sa
Wagner, 22nd District Allegheny County.

CHAlI RMAN DALEY: And my nanme of
course as | said is Pete Daley, | represent
the 49th legislative district which is in
Washi ngton and Fayette County. Il will make a
few brief opening remarks and we will go to
the Acting Secretary of Banking, Vicki Reider
for her testinony.

Pennsyl vania one of the epi centers
of a national crisis we believe in home
mort gage forecl osures. Pennsyl vani a
foreclosures are up by a third over 2005 to
38, 000. New York has 52,000, New Jersey has
40, 000, and our friends to the west, Ohio, has
an astronom cal 81, 000. Clearly something is
wrong, really wrong. Our political system
cannot survive on econom cs of disposable
famlies.

This strikes the heart of the
Ameri can dream of owning your own home the
crisis now rolling backwards onto some | enders

but potentially to destabilize other markets,
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new home construction, alternative aid and

| endi ng just above sub prime, secondary
financial markets for mortgage investnment and
a reduction or disappearance of credit for sub
prime borrowers that will exclude them from
home owner shi p.

The com ng interest rate
adj ustments pushing payments upward, the
di stress of sub prime borrowers is likely to
continue for the next several years.

Al l egations that the escalation in
foreclosure results from unethical behavior by
| enders in some cases we know this is true.

But it may be too that our institutional
framework within which our lender's conpete is
in serious need for retooling. W hope these
hearings will throw some |ight on that issue
as wel | .

Whil e industry seens to be self
correcting already, now this may not be
enough. We are anticipating the possibility
of necessarily beneficial, necessarily
beneficially to current sub prime borrowers

who still may | ose their homes, it does not
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plug the holes in statutes or regul ations that
permtted some of the | ending abuses that
clearly took place leading to this juncture.

OQur interest in devel oping and
exploring remedies are fairness to both
| enders and home owners, regulatory schemes
t hat are transparent and enforceable, no nore
burden on industry than necessary, but no |ess
protection than home buyers deserve.

Ot her states seemto be doing far
better than we are. \What do they know that we
actually don't? Maryland's rate |ast year
dropped by 12 percent to 4,500. West
Virginia's rate dropped by 15 percent to 871.
Virginia's rate increased by 49 percent | ast
year but it was only to 4,350 foreclosures a
state very simlar to Pennsyl vani a.

We are not on a witch hunt but
nei ther are we going through the motions of
bei ng concerned. We will arrive at a solution
t hat actually works. Today's hearing is the
first in a series. W asked witnesses to
focus at this hearing to provide a big picture

for the commttee and for the public of the
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problems that we are facing. Subsequent
hearings in Monroe County, Phil adel phia,
Pennsyl vani a, and possibly in the Harrisburg
area focus on the details of the

adm ni stration six bill reform package.
Secretary Reider will highlight those bills
for us today as part of her comments on the
general context and current events.

We regret not everyone who wanted
to testify today could be included because of
time constraints, however, we welcome written
testinony as well as any written remarks
submtted will be provided to the entire
comm ttee.

We anticipate that a transcri pt of
this hearing will be avail able for anyone that
wi shes to have a copy of the transcript and we
will be providing a transcript to all
comm ttee menbers here and those that are not
present. At this noment we would |Iike to have
Vi cki Reider Acting Secretary of Banking make
her presentation.

SECRETARY REI DER: Thank you,

M. Chair man. Good morni ng, Chairman Dal ey,
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di stingui shed nmenbers of the commttee, |I'm
Victoria Reider, Acting Secretary of Banking
and | thank you for inviting me to discuss
mort gage | ending reformin Pennsylvani a.

|"m gratified that you recognize
the inportance of this issue by hol ding
hearings across the Commonweal t h.

The six bills we are asking you to
consider are the result of a cooperative
process that include consumer advocates,
financial |eaders, policy makers, citizens and
ot her stake holders. Together we believe
these bills offer a sensible solution to
protect Pennsylvanians from the well
docunent ed abuses that are apparent in today's
mort gage mar ket pl ace.

As you consider the bills, | think
you will recognize the great care that was
taken to respect legitimte nortgage
busi nesses and to preserve the robust flow of
capital that hel ps so many Pennsyl vani ans
achieve their home ownership dreans.

Before getting to the specifics of

the legislation I would Iike to spend a moment
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10
to provide details how the six bills were

devel oped. In July of 2003, this committee
passed House Resol ution 364 urging the Banking
Department to study and document residenti al

| endi ng practices that may be harmful to
consumers and foreclosure trends in

Pennsyl vania. You also asked us to provide
recommendati ons for your consideration.

The Banki ng Department assenbl ed an
advisory commttee to help frame the report
and its recomendati ons. Twelve menbers
represented a broad array of stake hol ders
from anong others, Community Legal Services
and the Pittsburgh Community Rei nvest ment
Group to the Pennsylvani a Bankers Associ ati on,
t he Pennsyl vani a Associ ation of Mortgage
Brokers and the Federal Reserve Bank of
Phi | adel phi a. | can personally attest to the
comprehensi ve and very spirited nature of the
advisory commttee's ongoing dial ogue.

It took us more than a year to
conmpl ete the study. Not because of the size
or the diverse use of the advisory commttee,

but rather in part because of Pennsylvania's
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forecl osures are recorded on a

county-by-county basis. There is no
state-wi de repository for such information and
the collection of reliable data proved to be a
form dabl e obst acl e. |'m sure later this

mor ni ng Pennsyl vani a Housi ng Finance Director,

Brian Hudson with us today will discuss with
you a proposal that will help PHFA capture
dat a.

| would |ike to underscore it's
i mportance to the commttee. If we are to
protect Pennsylvania consuners, it is
i mperative that state government have reliable
data readily available to monitor foreclosures
across Pennsyl vani a.

Despite the data chall enges, in
March 2005 t he Banki ng Department published
Losing the American Dream a report on
residential nmortgage foreclosure and abuse of
| endi ng practices in Pennsylvania. The report
docunmented that during the periods studied
conpared to the other 49 states, Pennsylvania
had the ninth highest foreclosure rate in the

nation. And, with respect to sub prime |oans,
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12
the fourth highest foreclosure rate. As you

may know, sub prime |oans are typically
defined as |l oans with higher interest rates
made to people with I ess than perfect credit.

The study further documented that
the traditional foreclosure factors, job | oss,
di vorce and illness, for exanple, failed to
account for the disproportionate number of sub
prime foreclosures. Contributing factors
i ncluded such itenms as making | oans without
regard to the borrower's ability to repay,
| oan flipping, excess fees and packagi ng,
aggressive or deceptive marketing, home
i mprovenment scans, prepaynment penalties and
payments set so |low that the borrower's
payment doesn't even cover the interest due,
much | ess any principal. A home owner just
cannot catch up.

It is interesting too, that the
study found that brokers, |enders, servicers,
contractors, builders, devel opers and
apprai sers, a whole host of players in the
mar ket pl ace all may contribute to a

transaction that results in foreclosure.
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13
Lest we believe that the 2003 data

used for the 2005 report was an anomaly, the
di sturbing discrepancy of foreclosures anong
prime and sub prime | oans continues across the
Commonweal t h today.

As of December of |ast year, the
nati onal foreclosure rate was approxi mately
one percent. Pennsyl vania's was 1.5 percent.
But the conposite of that statistic is
i nteresting because .6 percent of prime |oans
were foreclosed, well over, and well over five
percent of sub prime | oans. You can see where
the problemis.

Frankly, however, statistics don't
tell the whole story. For every data point
there is a real Pennsylvania famly wondering
where their children are going to sl eep
toni ght. \When we tal k about the nortgage
i ndustry, it is crucial that we not forget we
are tal king about people's shelter, people's
homes. To simplify, the study's
recommendation fell into roughly three
cat egori es: Changi ng the way the Departnment

of Banking conducts busi ness under our
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14
existing authority; adding specificity to

present statutes, via regulation; and anmendi ng
current state | aw.

| believe it's important to briefly
review the first two categories so as to
better understand the context for the third
| egi sl ative proposal that we put forward.

Wth regard to changing the way the

Pennsyl vani a Department of Banking conducts
busi ness, under Governor Rendell's | eadership
t he department has al ready:

Doubl ed the nunmber of exam ners we
have on the street who focus on non-depository
licensed entities including nmortgage bankers
and brokers.

We have executed interagency
information sharing agreements with federal
regul ators and we have expanded the
departnment's licensing division to ensure that
t here are background checks on |icense
applicants.

Created an investigative unit which
has focused nmore than 80 percent of its

efforts the past two years on entities that
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are involved in nortgage | ending.

Supported the Pennsylvania Office
of Financial Education which you may know was
created by Governor executive order, added
staff to its consumer hot line, we created a
position of consumer group |iaison, and we
devel oped materials to educate consunmers about
the rapidly changi ng mar ket pl ace. | would
commend to you the website
moneysbestfriend.com which is the Office of
Fi nanci al Education's website.

We secured well over $1 mllion in
refunds for the state nortgage consuners | ast
year.

| n December we issued a statenment
of policy to certain licensees that defined
di shonest, fraudulent, unfair, unethical and
illegal practices under existing state | aw,
that's the | anguage of the statute, which the
departnment can and will for violations
suspend, revoke or refuse to renew a |license.

We enphasi zed multi-state
coordination including the |andmark Ameri quest

settl ement and we anticipate that consumers
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will be getting refunds under that settlenment

this year. We devel oped non-traditional

mort gage gui dance. We've worked toward a
coordi nated nati onwide |licensing system which
we are hopeful will be up and running next
year and devel oped coll aborative exam ner
educati on and nore.

We are also working to add
specificity to our |obby of regul ation. I n
July of 2006, the Banking Department published
for public comment a draft of a proposed
regul ation to define the proper conduct of
busi ness for nmortgage bankers, brokers and
consumer discount conpanies that originate
mort gages under Pennsylvania | aw.

In very general terms, the proposa
requires two itens: First, it requires
addi ti onal but not duplicative and sinmplified
di scl osures of inportant | oan ternms to
consumers so that they are not drowning in a
huge packet of material with fine print. Such
terms will include whether a | oan escrows
taxes and insurance, includes a balloon

payment or prepaynment penalty or enpl oyees a
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17
variable interest rate or negative

amortization.

Secondly, it requires state
I icensed nortgage professionals to reasonably
determ ne a borrower's ability to repay the
offered | oan given all its terns and
conditions, not just the introductory paynent
whi ch may often be based on a teaser rate.

The Banki ng Department held public
hearings on the proposed regul ation this past
fall. 17 people testified at the hearing
including consumer advocates some of whom are
here, financial professionals and citizens who
found thenmselves |living through the horror of
forecl osure.

I n addition, more than a dozen
interest groups provided witten coments. W
are very grateful to all who shared their
expertise with us and provided their
t hought ful insight. After studying the
testi nony and comments we revised the
proposal . It is anticipated that the proposed
regulation will begin the state's independent

regul atory review process in the next four to
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si X weeks.

That brings to me to what we are
here to talk with you about today, amendi ng
the current state | aws.

That is the heart of our study's
recommendati ons. Despite the great progress
t hat has been made by the Banking Depart ment
in the last two years which | just reiterated,
there are still vital aspects of the mortgage
mar ket pl ace that need to be addressed.

The chairman mentioned why is our
state behind? W believe there are certain
i ssues that can be addressed that we can work
with the commttee on to make changes. You
and your coll eagues and the General Assenmbly
have the power to make these changes. The six
bills before you include amendments to four
banki ng statutes that need strengthening, the
Mort gage Bankers and Brokers and Consumer
Equity Protection Act, the Secondary Mortgage
Loan Act, the Department of Banking Code, and
the Loan Interest and Protection Law.

These bills, this package woul d

al so anend the Real Estate Appraiser
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Certification Act which is enforced by the

State Board of Real Estate Appraisers in the
Department of State and the Homeowners'

Emer gency Mortgage Assi stance Program within
t he Housi ng Finance Agency Law.

The nost important, the key el ement
in these bills is that they would
significantly strengthen Pennsylvania's first
and second nortgage banker and broker
I icensing and regul atory statutes. Under
current law, as you may know, the department
I icenses and regul ates more than 11, 000
mort gage brokers, |lenders and finance
compani es.

However, we |license the nortgage
conpany, not the individuals, not the people
t hat deal directly with consumers. This is a
very important distinction.

Thirty states already |license or
oversee individual |oan solicitors.

Pennsyl vania is not among them Pennsyl vani a
does license the people who sell you
securities, we license the people who sell you

i nsurance, we even |license the people who cut
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your hair. Yet we do not |license the people

who gui de what for nost of us is the | argest
financial transaction of our lives.

The first two bills work in concert
to create a new |licensing category for
i ndi vidual nortgage | oan originators, the
people who work directly with consumers by
soliciting, accepting or offering to accept
mort gage applications or negotiate |oan terms.
These people nmust be licensed, accountable and
pr of essi onal .

The state must have the tools to
sanction professional m sconduct and ensure
t hat abusi ve brokers and | enders cannot sinply
move from conpany to conmpany, from state to
state, and continue to victim ze our citizens.

Under this |egislation applicants
are required to conplete at |east 12 hours of
instruction and successfully pass tests
related to nortgage | ending and the federal
and state |l aws that govern the business. This
is in addition to the continuing education
requi rements already required under our First

Mort gage Act.
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The amendments al so elim nate

exemptions for realtors, builders and

i nsurance conpani es because it is crucial that
every single person who makes a mortgage | oan
in the Commonweal th play by the same rul es.

The amendments further establish
hi gher standards for |icensure under the acts,
make the |licensing and regul atory provisions
of the two acts uniform which they are not at
the present time and increase penalties for
violations froma maxi mum of 2,000 to a
maxi mum of $10, 000 for offense. W want sone
meat in our statutes.

The third bill proposes to amend
the confidentiality provisions of the
Department of Banking Code to authorize the
departnment to publicly release information
about enforcenment actions agai nst
non-depository |licensees, such as nortgage
bankers or brokers when an order, fine or
adj udi cation has been issued. W nust be able
to warn Pennsyl vani ans about bad actors in the
mar ket pl ace. But ironically, current |aw

prevents us from doing so.
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Anot her bill would amend the Loan
| nterest and Protection Law called Act 6 of
1974 to expand coverages from $50, 000
mort gages which very few are these days, they
were in 1974, up to $197,000 mortgages and to
allow the cap to be adjusted for inflation
annual ly thereafter. By increasing the
monetary cap fromthe 1974 | evel, the statute
woul d become relevant in today's marketpl ace.

The bill would also provide the
department with enforcement authority in
addition to the existing authority of the
Attorney General's office and as an aside |
should tell you the departnment has forged a
strong relationship with the Attorney General,
we nmeet on a regular basis. W are involved
in enforcement actions together.

We believe that this change is a
sinple clarification of the original 1974
| anguage which intended the Departnment of
Banki ng enforce its own | aw.

Vi ol ati ons of the provisions of the
statute woul d subject an offender to fines of

$10, 000 per offense levied by the Depart ment
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of Banking. Also, amendnents to the Real

Estate Appraiser Certification Act would add
the Attorney General and the Secretary of
Banking to the State Board of Certified Real
Estate Appraisers and increase the maxi mum
civil penalty the board may assess on an
appraiser involved in improper activity from
$1,000 to $10,000 for each violation.

The Departnment's study when you get
a chance to review it found that inmproper
inflating of home val ues by appraisers was a
consi stent abuse, and frankly a contributing
factor to mortgage foreclosures.

We have worked with Secretary of
t he Commonweal th Pedro Cortes on these
amendment s.

And finally, thank you
M. Chairman. We propose the amend the
Homeowner Mort gage Assi stance Program of the
Housi ng Fi nance Agency Law to require nmortgage
| enders to send copies of Act 91 foreclosure
notices to the Pennsyl vania Housi ng Financing
Agency so that nortgage foreclosures can be

moni tored on a state-wi de basis and
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forecl osure hot spots such as we experienced

in Monroe County can receive PHFA and

Depart ment of Banking attention. Act 91
foreclosure notices may be provided either by
mai |, fax or electronically.

And you will see that banks are
al ready doing that now, it is a very sinple
act for themto just electronically provide
the information.

We al so suggest that the interest
rate on HEMAP | oans be reduced fromthe
current nine percent in the original 1983
statute to the Act 6 market rate which is
published monthly and is based on a yield on
| ong-term gover nment bonds.

And finally, the |last piece of the
HEMAP | egi sl ation would extend PHFA tenporary
stay of foreclosure proceedi ngs under the
HEMAP programto include the period of
adm ni strative appeal. So while a case is
pendi ng before PHFA, the homeowner would be
stayed from facing any further foreclosure
proceedi ngs until decision is made.

We've worked with Brian Hudson on
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t hese amendments, and | believe he wil

di scuss themin greater detail this morning.
' m very grateful for your time and frankly
for your interest in this issue.

As you know doubt see in the news
every day, there is a mortgage crisis |oom ng
in America. The Banking Department has nmoved
forward dramatically but we would ask for your
hel p. | appeal to you to use the |egislative
powers to make these crucial changes to
protect Pennsylvania consumers. W cannot
move swi ftly enough. The time is now. As t he
Chairman indicated with respect to these
adjustable rate nortgages, there are many nore
that are due to reset in the com ng year. W
can't | eave people in dire straights.

| ook forward to working with you,
the menmbers of the commttee, to refine this
package and | woul d be very pleased to answer
any questions you may have.

CHAI RMAN DALEY: Thank you, Madam
Secretary. We will start with Matt.

REPRESENTATI VE SM TH: Thank you

M. Chair man. Thank you for your testimony
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t oday, Madam Secretary. Can you go into a

little bit of detail as to the Department's
efforts on enforcement and descri be the number
of enforcement efforts underway now and
provide a little detail on that issue?

MS. REI DER: | wish that | could
provide nmore detail to you, and that is why I
am asking for the ability to describe nmore
closely the enforcement actions. When we have
an investigation pending or a matter that is
under enforcement, we are precluded from
tal king about it even if we believe it is a
very serious situation and we wish to warn
consumers.

As | indicated in my testinony, we
were able to resolve several nmortgage
foreclosure matters with consumers. We were
able to obtain a mllion dollars in fines for
Pennsyl vani a consuners. But when there is a
matter currently pending, there is a section
of our statute called 302 which precludes us
from tal ki ng about the specific investigation
or the enforcenment action and to tell you the

truth, it is frankly a great frustration for
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our agency and particularly for our press

secretary who finds herself called by the
medi a. Why aren't you doing something about
this matter. | ndeed we may be doi ng somet hi ng
internally yet we are precluded from

di scussing it.

REPRESENTATI VE SM TH: Thank you

MS. REI DER: Thank you.

REPRESENTATI VE SM TH: One ot her
guestion. You mentioned the need to increase
t he coverage under the Loan Interest and
Protection Law from $50,000 to | believe
$197,000. Can you just go into a little bit
of detail why that is necessary, how many
addi ti onal homeowners woul d be covered,
potential homeowners would be covered, how
t hat woul d work?

MS. REI DER: Absol ut el y. Thank you
very much. | appreciate that question because
the 197 is just the inflation adjusted rate
fromthe 1974 statute. | f our statute had
only kept pace with inflation, we would be at
the 197. Now t hat woul d not cover granted a

| ot of nortgages being made today and honme
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prices just keep skyrocketing, so certainly it

could go higher. But we propose nerely as a
fix to the current statute which really should
have kept pace with inflation

We are hopeful the commttee wil
consi der that at |least to make Act 6 a valid
statute under present ternms.

REPRESENTATI VE SM TH: Thank you
M. Chairman.

CHAI RMAN DALEY: Li sa

REPRESENTATI VE BENNI NGTON: Thank

you. As a famly law attorney and a

| egislator, | often represent dependent
spouses in famly | aw cases. In my practice
what | have seen is directly the inproper

inflation of appraisals which often times
al l ow the dependent spouse to remain in the
marital resident, for instance, if she makes
$30, 000 and he makes 100, but she has the
three children

How are you capping the inmproper
inflation of appraisals, because while
recogni ze there is a problemwi th people

perhaps losing their nortgage and foreclose,
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being foreclosed upon, | think a slight degree

of that allows people who woul dn't otherwi se
be able to stay in the house to obtain those
nmort gages.

MS. REI DER: Absol ut el y. We want
to keep consunmers in their homes. \What we
would i ke to do is just to ensure that
mort gages aren't inflated inproperly by the
broker and the consumer understands the ternms
of the mortgage that they are going in to
face. There is no desire to in a sense cap or
determ ne the proper market rate. That is for
t he appraiser and the broker.

But we di scovered so many serious
abuses where a broker would come to an
apprai ser and suggest that a home shoul d be
priced at X amount, the consuner gets into the
house and realizes there is no way they can
continue to make payments on that hone.

And we are al so advocating that
consumers work with their | enders. Lenders
are not interested in foreclosing because it
IS a very expensive process. If there is a

way that can devel op some type of work out
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plan with the |l ender, they will work to ensure

t hat the consumer stays in their home, in
fact, it is a discussion that is going on now
with the FDI C because some of these | oans dea
with investments that Wall Street is making in
mort gages and that they can actually save
money as opposed to foreclosing by suggesting
t hat brokers go back and work out terms with
the |l enders, with the consuners.

REPRESENTATI VE BENNI NGTON: That
actually brought up a foll ow-up question, have
you done any research on tendering deeds in
lieu of foreclosure in terms of if people
aren't foreclosing, how many are tendering
deeds and still owi ng.

MS. REIDER: We don't have data on
t hat . | I would welcome any thoughts you have
in that regard and woul d be happy to | ook at
it.

REPRESENTATI VE BENNI NGTON: Thank
you.

REPRESENTATI VE LONGENETTI : Thank
you, M. Chair man. | wondered if you could

give us a little bit of detail on the
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education program and how that's reachi ng out

to consuners, especially in |light of the fact

that there are a nunber

have i nternet access.

MS. REI DER:

31

of consumers who don''t

Yes, absolutely. I n

fact, if you do not have internet access, we

have the ability to go out into the comunity

We have a three-pronged

education through the Of

approach to financi al

fice of Financi al

Education that | menti oned.

One deals wit

h education in the

schools. And this is not at a particular

grade | evel, everything

fromearly elementary

school through high school through coll ege.

have two prospective col

| ege students on the

way and | don't want them going into college

and getting hit with new credit card

solicitations and that t

t hey may be vul nerable t

ype of thing which

o. \What we are doing

is trying to incorporate into the education

curriculum financi al education, and with the

new Child Left Behind st

andards we can't

actually have a separate course on financia

education so we have been having a teacher's
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coll ege sunmer to help teachers teach

financi al education as a part of mathematics,
readi ng, the different curriculumthat's
al ready mandated and required. And the
teachers' coll ege has been oversubscri bed.
Teachers are very interested in it in fact,
some never having financial education
thensel ves are interested in it for them W
al so have a Department of Banking staffer
embedded within the Department of Education
who actually works with themto help make this
a part of their curriculum

Secondarily, we also provide
financial education in communities. W are
willing to go out, we have speakers avail abl e,
and we also worked with the Attorney General's
office which has an el der protection unit that
does financial education for seniors. And we
go out with them or separately to provide
different programs if there is interest in a
particular community.

And finally, we have a workpl ace
based financial education program W did a

pil ot project actually in the Conmmonweal th
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with the Governor's office and several of the

executive agencies where we went in and we
were training our own state enpl oyees on
financi al education and you would be amazed at
the |l evel of interest.

It included such things as
| ong-term nursing home care, choosing a
particul ar type of investment product, what
you shoul d be | ooking for. Of course, hone
ownership issues, that type of thing, and
credit card solicitations. Just how to be a
savvy consumer of the financial products that
are out there.

REPRESENTATI VE LONGENETTI : Just a
comment | think those prograns also offer a
wonder ful opportunity to partner up with
non-profits. | know for example, the
financial literacy in the schools issue,
something the United Way, | know in my area is
i nterested in. | want to say the United Way
of York County is already involved in. A
coupl e days ago I went to a program you are
probably aware of the CPA association put on

in regard to financial literacy to the broader
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community, | believe they are investing $100

mllion nationwi de in that program So it is
an opportunity for government to partner up
with some non-profits as well.

MS. REI DER: They have an excell ent
program we are aware of that. I n addition, we
have done it with some of the faith based
organi zati ons. There is an excell ent
African- Ameri can church in the Phil adel phia
area we are partnering with, several different
non-profit programs and we would wel come
further involvement in that regard if there
are specific outfits that you would recommend
t hat we work with. So thank you for that.

CHAI RMAN DALEY: Ni ck

REPRESENTATI VE KOTI K: Thank you,
M. Chairman. Welcome Madam Secretary to
Carnegi e, Pennsylvania, one of the really
great communities here in Allegheny County.

My question kind of revolves around the

efforts we made in Carnegie to try to bring
this community back. Two years ago we were
hit by a very substantial flooding problem

and that caused much destruction in the
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community as far as businesses, houses,

everyt hi ng. One of the things we have to
enphasize in any |legislation we consider is an
effort to make the process nore efficient and
ensure the integrity of the process.

Because the only way a | ot of these
communities are going to come back and we
rebuild these communities is to make sure the
housing efforts are not stym ed by
forecl osures. So | would like you to coment
on that effort and how we can inprove the
process where in communities that are really
in need of help can make housing nore
affordabl e and ensure the integrity of the
process.

MS. REI DER: Absol ut el y. | have
the privilege of sitting as chairman of PHFA's
board an organization | believe throughout the
Comonweal th is doing a lot in terms of
providi ng noney, housing stock efforts, to
revitalize comunities that are distressed.
And | know that Brian Hudson can speak nore
fully to those issues, but we are nost

supportive of that. And also not putting a
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| ot of bureaucratic or adm nistrative hurdl es

in place that make it difficult to get noney
to the communities in Pennsylvania where it
needs to be.

So, a piece of that question |
woul d commend, if | my, to M. Hudson. But |
al so believe that sonme of what we are doing
will actually help bolster comunities in
terms of preventing foreclosure at the outset,
particularly our regulation with respect to
ability to repay. If we know a consumer can
get into a mortgage and has the ability over a
period of time even with an adjustable rate
mortgage to continue to stay in their house or
to work with their lender to stay in their
house, it will prevent those horrible
foreclosure stories that we have been heari ng.

REPRESENTATI VE KOTI K: Thank you.

CHAI RMAN DALEY: Jaret.

REPRESENTATI VE Gl BBONS: Thank you.
Now, one of the things you tal ked about | saw
here was the idea of licensing, but you are
tal ki ng about the brokers and solicitors, |

just want to get a handle on it, exactly how
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many brokers, licensers, solicitors, bankers

do we have roughly operating in the State of
Pennsyl vani a now?

MS. REIDER: At the present time we
have 11,000 nortgage licensees. As |
mentioned, those are the conmpanies. W are
proposing to license the individuals that deal
directly with the consumer so that won't
include their clerical staff or adm nistrative
staff but for any enployee that is actually
soliciting and working one-on-one with a
consunmer, those individuals would be |icensed.

We don't have a current number
because frankly we don't have the authority to
license those entities. But we believe |ike
the other 30 states that license themthat
Pennsyl vania certainly should be doing that.

REPRESENTATI VE Gl BBONS: So we are
| ooking at 11, 000 agencies, so the nunber is
going to be well beyond that nunber at |east?

MS. REI DER: Yes, yes.

REPRESENTATI VE Gl BBONS: Qut of the
11, 000 agencies, how many are subsidi aries of

the state and federal banks, roughly?
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MS. REI DER: We do not |icense

operating subsidiaries. They are exenmpt under
our preenption standard. So, we do not have

t hose types of numbers since they are, you
know, do not need to apply for |icensing.

REPRESENTATI VE Gl BBONS: So the
bank rel ated agencies won't be covered in the
bills you are tal king about?

MS. REI DER: No, unl ess they own
per haps a consumer di scount company, there are
very few that do that we have been able to
di scern. They will be exempt fromlicensing.

REPRESENTATI VE Gl BBONS: Thank you.

CHAI RMAN DALEY: Jesse.

REPRESENTATI VE VWHI TE: Thank you
M. Chairman. Thank you for being here Madam
Secretary. My question had to deal with the
you nmentioned tal king about finding hot spots
for sub prime nortgages. Do you know i f sub
prime foreclosures, what the reason is for why
they cluster in specific spots in the
Comonweal t h?

MS. REI DER: | think because sub

prime | oans are typically available for
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consumers that may be nore distressed, that

may not have sufficient collateral, that may
have a poor credit history, that there may be
certain areas of the Commonweal th where that
is nore prevalent. And so unfortunately sonme
of these nore predatory types of |enders wil
target particular areas, at |east that is what
we di scovered in Monroe County, and | think
that is the case. That there has been
el ements of that concern in the Pittsburgh
area. So we are | ooking at those issues, and
we would Iike to be able to have the authority
to prevent it.

REPRESENTATI VE WHI TE: Are you
| ooking more at that being in a, just from
what you have seen so far, is it more in an
urban setting, or is it more in rural setting,
suburbs, is there a pattern you see
devel opi ng?

MS. REI DER: I nterestingly, it is
not urban versus suburban versus rural. | t
has been rather m xed across the Comonweal t h.
Now our data from the study is 2005 data so

there may be changes that are nore current,
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and it has been difficult as | nmentioned to

get that information since it is on a county
by county basis and there is no state
repository. Nonet hel ess, we believe this is a
Commonweal t h wi de program | think just based
on popul ation you may see it nore in urban
areas such as Phil adel phia, but it is spread
out across, there is no particular dynamc in
one geographic area conmpared with another.

REPRESENTATI VE WHI TE: Thank you
very much.

MS. REI DER: Thank you.

CHAI RMAN DALEY: Chel sa.

REPRESENTATI VE WAGNER: Thank you
Secretary Reider. You mentioned the
staggering rates for foreclosures on sub prime
mort gages in Pennsylvania being fourth in the
country. |s there some way as a Legislature
t hat we can | ook at capping the rates on sub
prime mortgages?

MS. REIDER: That is not something
we explored although we would be happy to talk
more with you. What we don't want to do is

prevent sub prime |ending per se because there
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are, there has been a push in this country as

you may know for home ownership. And years
ago those individuals that could get a home
typically had a | arge down payment and had
many financial resources. \When | got ny
mort gage, | put down a big down payment.

And we don't want to reach the
poi nt where credit is cut off for certain
consumers that may be in a nore m ddle ground.
So | think there are concerns with some type
of, you know, nore arbitrary cap, how do you
get there, how do you still allow consuners
t hat you know may be in the mddle row to be
able to have sufficient wherewithal to get a
nort gage.

So, that's sonething actually the
federal regulators are | ooking at as well, how
can you ensure that credit is available to the
mar ket and yet prevent predatory | ending on
t he ot her side. | f you have thoughts in that
regard, we welcome them

CHAI RMAN DALEY: One real quick
guesti on. Chel sa, are you finished? For

t hose individuals caught in the sub prime |oan
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the ones usually they can't afford it, they

have a little higher unfortunate --

MS. REI DER: Yes.

CHAI RMAN DALEY: -- risk level in
terms of the credit. What solution do we have
for those individual s?

MS. REI DER: Actually, there are
many, and the very first one, and it seens
simplistic but people are embarrassed and |
certainly can understand it is to go to your
| ender . As nmentioned, it is very expensive to
forecl ose on a property. So a | ender would
prefer to work out an arrangenment with them
In the context of doing that, though, the
Department of Banking can help consumers work
with their lenders and there is a little bit
of extra nmuscle when we are involved the
process. So we would recommend a consuners
call us 1800pabanks, and we woul d be happy to
become involved in the process that they are
concerned about foreclosure. I n addition,

t here are numerous resources available to
consumers. Across the Commonwealth there are

housi ng counsel ors that are accredited through
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PHFA. And those housing counsel ors can

actually sit down and | ook at specific ternms
and see what the problem may be for this
consumer, is it a tenmporary thing, or is it
somet hing nore long-term And, if it is
temporary, if perhaps it is a job |oss or
somet hing that there is, can be remedi ed,
there is also state noney avail able through
what is called the HEMAP program t hrough PHFA
to offer a bridge kind of financing for an
i ndi vidual who may be in temporary straights
and is looking just for some interim help, and
so during that period of time they can get
t hat additional financing through HEMAP.

CHAI RMAN DALEY: Just sinply, has
t he Department, has the Departnment done any
PSAs? | have not seen themin Western
Pennsyl vania that would explain to consunmers
t hat are trapped and they have nowhere to go
t hese are various options avail able, consumer
advice, consuner information for them Has
t he Department undertaken the PSAs?

MS. REI DER: | don't know that we

have undertaken any through media outlets.
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What we have done is we put together

brochures, have gone out through financi al
education armand tried to work with conmmunity
groups. We have tried to target across the
state. We have a lot of information avail able
to consuners. But we would |l ove to do nmore in
t hat vein and would | ook forward to that if
the commttee feels it is advisable.

CHAI RMAN DALEY: Thank you, Madam
Secretary, there being no other questions,
t hank you for your testinony this morning. W
as a group will probably be providing some
information to you and offer some suggestions
and maybe some | egislative remedies as this
process continues.

| thank you for taking the time
t hi s nmor ni ng.

MS. REI DER: | would wel come your
i nput, M. Chairman, and |I'm very grateful you
have chosen to take this issue on, thank you

CHAI RMAN DALEY: Thank you, Madam
Secretary. Our next individuals we have two,
we are not set up for a panel, so we will just

do one at a time. We have Mary Ellen Hayden
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and the other is Paul Lodico of the Mon Valley

Unenpl oyed Comm ttee, Mary Ellen Hayden with
ACORN.

MS. HAYDEN: | thank you for
inviting us here. The first thing | would
like to do, | made ny statements a little
shorter so | could have a couple of people who
actually have had this happen to themto speak
to you for one nmoment.

CHAI RMAN DALEY: Gr eat .

MS. HAYDEN: This is Cathy Holler,
she is the long and this is Neddie Pelton the
short of it.

CHAI RMAN DALEY: Cathy, your | ast
name is.

MS. HOLLER: Hol l er, H-O L-L-E-R.
Thank you for having us here today. And this
is an opportunity that | have knocked for over
four years. | have been trying to save ny
home, actually, it is my grandmother's house
froma bad nortgage

The original |ender ducked into
bankruptcy in New York and hides the fact that

they still own my |loan. At that time when
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t hey ducked into this bankruptcy, | was in a

rewrite for seven percent when they filed
their Chapter 11 in May of 2000. No one has
kept their word.

This was a push marketing product,
predatory and the anmount that | borrowed was
$46,200. In less than five years | paid back
over $39,000 and it just never was enough.

The famly house is 100 years old
and has al ways been cared for with hard work
and pride and I can tell you that this
situation really makes that hard. My | oan
owner is Conti Mortgage, its parent conmpany was
Continental Grain and they changed their name
to Conti Group, Inc., and they now, they were
a foreign corporation at the time, they now
pride their headquarters in the m ddle of Park
Avenue in New York.

CHAI RMAN DALEY: You said foreign,
you mean foreign to this country or foreign to
this state?

MS. HOLLER: | believe foreign to
this country.

CHAI RMAN DALEY: Okay.

VWEBER REPORTI NG
Pi ttsburgh, Pennsylvani a
(Phone) 412-401-6226 (Fax) 410-821-4889



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

47
MS. HOLLER: Fai rbanks Capital now

Sel ect Portfolio Servicing that was | ooked at
by the Federal Trade Comm ssion ended up as
the servicer of my loan. And | think what is
i mportant here is | can't have a face-to-face
meeting with nmy | ender, they won't admt who
they are. And their bankruptcy then became ny
bankruptcy. So, this whole issue has a big
public policy ramfication.

And what we have to | ook at here is
it is not the broker that is comng after ny
home, it is not the |lender that is com ng
after nmy home, it is a servicer and I"'mtold
by the Department of Banking that they have no
regul ati on over servicers in the State of
Pennsyl vania. And a |ot of what happened to
me was m sapplication of my nmoney once | sent
my payment in. And these fol ks are great for
creating expenses and fees and fleece within
the four corners of your nortgage and taking
your nortgage payment and applying it to that,
or what they do is they advance their noney
supposedly to pay your fees and fl eece and

then they charge interest on it and before you
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know it, you are making your paynments and your

payments aren't going toward principal and
i nterest.

You are behind and then they pull
you into foreclosure. And then that's when
the ball really starts rolling, and | think
anot her area that really needs | ooked at in
all of this is the way that the records are
mai nt ai ned because where do | need to go to
resolve my problemnowis to nmy county
court house.

Mort gages get filed that are
resci nded, mortgages get filed that are
di fferent than what you agreed to at your
closing. They just come in and they get
filed. And if you have ever tried to undo any
of that record, you will find that it is very,
very hard. I n any event, that's another area
that | think that is, needs to be | ooked at is
in the court and what goes on there and al so a
regul ation of the servicer. And | would
really appreciate if | could get some
directive and gui dance because |I'm facing

foreclosure here probably in May or June.
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Thank you.

CHAI RMAN DALEY: Cat hy, you want us
to see if we can intercede to help you, is
t hat what you are saying?

MS. HOLLER: Yes.

CHAI RMAN DALEY: What we will do
is, we will see what we can do and talk to the
Depart ment of Banking and see if there are
remedi es that may be avail able for you. The
next individual is Neddie Pelton?

MS. PELTON: Yes.

CHAI RMAN DALEY: | can see you.

MS. PELTON: Can you see me now?

CHAI RMAN DALEY: | can see you.
Neddi e Pelton, P-E-L-T-0O N?

MS. PELTON: My problem was | took
a loan out, | thought it was a |oan and stuff
and | started paying. They sent their
contractors to do nmy house do the work that |
want to do on the hone. My house is paid for.
So | didn't need to take other kind of |oan
out on my house. Well in the process of this
stuff by me paying on the |oan, they took and

put a balloon paynment on the |oan and stuff
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whi ch the | oan was $2, 000, | mean $22, 000 for

a kitchen and a bathroom And when | started
payi ng on the | oan and stuff, then they sent
me a notice telling me that in the time | pay
that loan off, | will have to take and pay
them $19, 000, that is the balloon payment, was
inlittle teeny tiny witing really don't see
it. You really don't understand what they
said to you and everything. So then they try
to take my house. So, | kept going here and
there, talking to everybody think of talking
to so tell me what to do so they wouldn't take
my house.

And in the meantime, | met Ms. Mary
El l en Hayden from ACORN. And she hel ped ne,
and then we went and got a | awyer and had the
| awyer take and look into it and stuff. And
he said that they did, they took and did a
wrong cl ause, | forget what the statement was
they said on the statement, but they stopped
them from forecl osing on ny house. But nmy
house is still tore up. | mean | still don't
have no kitchen, | got a half of bathroom and

|*m having a hard time trying to get someone
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else to take, you know, to sponsor me to take

and get my house worked on. Now | ' m have

anot her problem my roof is starting to |eak
and the other little problems here. The
drains, you know, that is going bad on me and
stuff that is double on me and |I'm not worKking
now |I'm on disability.

So now |I'm having a really hard
time | just want to know where can | go to get
some kind of help to get the work done before
my house really, really get in really bad
shape. | mean it is bad, you know, that you
get a house and you think that's what is going
to pass on to your kids and all this other
stuff but then you go through these problems
where people try to take all your noney and
stuff.

They have 19 percent, whatever say,
ball oon on me. So | mean |'m scared they
m ght still try to take my house but |I'm
trying to do what | can, but so I wll just
ask this commttee maybe you know if you have
anot her way to tell me what to do who | can go

to, | would appreciate it.
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CHAI RMAN DALEY: Neddi e, can you

privately give us your phone number so we can
talk to you? | don't want to say it publicly.
| think you and Cathy represent literally
t housands of people in Western Pennsyl vani a
getting shafted by these unscrupul ous people
that come in and do these types of things.
Several of us up here are attorneys, |'m sure
we have heard of more than one time or another
someone has done this to one of our clients.
Thank you for your testimny. Are you going
to be next then.

MS. HAYDEN: |l will be fast. The
one thing I did want to say was Ms. Neddie's
| oan had a 19 percent interest rate on it and
her house is worth about $15,000 and is in
Bel t zhoover. Okay, so, according to Realty
Trac over 38,000 foreclosures in Pennsylvania
in 2006. There are plenty of statistics about
the |l ending industry, and we all remenmber that
state-wi de report on foreclosure showed that
significant numbers of these foreclosures were
generated by the sub prime | ending industry.

In 2008, sorry, 2007, sub prime
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| endi ng has created a second and nore

devastating round of foreclosures. Because
adjustable rate nortgages are com ng due,
peopl e are beginning to see payments go up
often above what they can afford.

The numbers of those receiving
adjustable rate nortgages by race and income
is also cause for serious alarm In the
attached study on high cost nortgages and
refinance | oans, we see that African-Americans
and Latinos were twice as |likely to receive
t hese | oans, and that about 80 percent of
famlies with high cost |oans were to | ow and
moderate i ncome people.

And while we hold hearings and
di scuss all the options, people are |osing
homes at remarkable rates each nmonth. ACORN
has been calling for legislation to stop
predatory |l ending for the |last six years. Si X
years ago Phil adel phia ACORN worked with their
city council to get a | aw passed to ban
predatory lending in their city. The | endi ng
i ndustry began a state-wi de | obby blitz and in

a short-term our current mortgage | aw was
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enacted. ACORN members call it the predatory

| ender protection act. Because it codified
t he existing HOEPA regul ati ons and had a
preenption clause at the end.

At that point it became open season
on consumers for the sub prime |ending
i ndustry. They sent officials |ooking around
and passing flyers out in poor neighborhoods
announci ng special grants to repair homes and
furnaces. Fl'y by night roofers becane | oan
brokers for conpanies selling |loans with
outrageous interest rates. Ever see a home
| oan with a 21 percent interest rate? OQur
member s have them

ACORN convened a group of |awyers,
housi ng counsel ors, conmmunity groups called
t he Pennsylvania Coalition for Responsible
Lendi ng. For two years we met nmonthly and we
di scussed what we were seeing in the bad | oans
peopl e were bringing to us. And then we
created a set of recommendati ons for
| egi sl ation that would solve the problems we
wer e seeing.

This | egislation, after | anguishing
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in commttee, although we brought hundreds of

people to Harrisburg to tell their stories
every quarter of the year died. It has been
rei ntroduced this session by Curtis Thomas.
The six bills you have here are what the

| ndustry Banking Secretary agreed upon out of
all the great protections that were in our
recommendations. We think they are a good
start. But that alone will not stave off

i mpendi ng crisis.

What we are calling for our elected
officials state-wide to do is declare
moratorium on foreclosures until they create a
rescue fund for our citizens who are
foreclosure victims, and pass strong
| egi slation that actually prevents future
abuses of our citizenry.

The public hearings are about
Banki ng Secretary's package of bills, which
are not as strong |legislation but are
something. And it does something for the
present victims but, | mean it does nothing
for the present victim but something for the

future.
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The best legislation is the

| egi slation recently passed in M nnesota. W
have a copy of it here in our, what we have
subm tted so that we can work with you in
getting it introduced if you are interested.

What we would like to add to this
| egislation, if it were possible, is that
there should be a cap of five percent of the
| oan for total points and fees including yield
spread prem um so that we can prevent equity
stripping. An ability to pay should be
written legislated witten right into a
package. That steering would be prohibited.
That future predatory practices we be thinking
about those and adjusting our |egislation as
t hey come up.

And that taxes and insurance be
escrowed and that people would have a private
writ of action so if something happened |ike
what happened to Cathy Holler that she would
actually be able to sue her | ending conpany.
And not have to deal with arbitration clauses.
So that's all | have to say.

| have got a great packet for you
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sat up all night making it. | hope know i f

everybody gets one.

CHAlI RMAN DALEY: We are going to go
to Paul next. Let me say to you, we are
tal ki ng about your suggestion and
Representative Thomas does have one of the
bills of the six bill package. W are working
with himon his |egislation as well as sort of
amal gamating it into our |legislation so that
di scussion is ongoing for your information.
Paul .

MS. HAYDEN: He just gave you on
the M nnesota | egislation sort of for
Pennsyl vania, if that were included with the

Banki ng Secretary six bills, be a seventh

bill, it would fix everything.

CHAI RMAN DALEY: We will | ook at
t hat . Paul . Good to see you Paul.

MR. LODI CO: Good nmor ni ng. [''m

Paul Lodico with the Mon Vall ey Unenpl oyed
Comm ttee. | first becanme involved with the
problems of foreclosure about 25 years ago
when Representative Daley's hair was black and

| had sone.
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CHAI RMAN DALEY: We go back, Paul.

MR. LODI CO:. We go back. And we
here today are asked to tal k about the big
picture. And I will try to do that froma
slightly historical point of view

There have been several mentions of
HEMAP, the Homeowner Emergency Mortgage
Assi stance Program We will hear fromits
director | ater on today. It has been a
mar vel ous program that has hel ped tens of
t housands of Pennsylvani ans save their homes.
But you nust understand that program didn't
drop fromthe sky. That program didn't conme
as a result sinply of a study somewhere or
some commttee hearings, it came also fromthe
actions of the men and women who were affected
by that problem

At that time there were far fewer
forecl osures than there are today but it was
enough to concern the men and women who were
| osing their jobs through no fault of their
own in the mlls and other workplaces in this
area and t hroughout the state. And we did

studies. We went to and referred people to
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counsel ors but when your pay has been cut off

and you are trying to live on unenployment, it
is not a question of budgeting, it is a
question of |lack of money and you need sonme
hel p.

And even within our group we had a
problem We had a debate. There were many of
our menbers who said if you can't make your
payment, it is a contract, tough, you | ose
your house. And then we had the other side
sayi ng yeah, but your house is part of the
Ameri can dream and we get governnment to help
us someti mes when things seemto break down in
t he broader society.

And that this was one of the
occasions in which people needed tenporarily
to be assisted in order to save their homes.
And the HEMAP program was set up as a | oan
programto help folks who were |osing their
homes t hrough no fault of their own.

Now t hat program | nust say 25
years ago got a big impetus when we started
pi cketing the sheriff sales here in Allegheny

County and went month after month to the
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sheriff's sale, month and nmonth there were TV

cameras down there | ooking at the vultures who
were there buying people's homes and we said
to the sheriff, what you are doing the |egal,
you can't stop it conpletely, you don't have
the authority, but we ask for a moratorium
until the Legislature could come up with

| egi sl ation that would hel p workers save their
homes.

And eventually Sheriff Coon did
declare a nmoratorium Judge Papadakos backed
hi m up because we knew he didn't have the
power and he knew it alone, and with all that
attention, the creativity and energy of the
Legi sl ature got prodded a little bit and after
a number of months the HEMAP program was
passed into | aw and some nmonths after that it
was funded.

We are in a nmuch different
situation now. The HEMAP program was not
desi gned for predatory lending and in general,
and sub prime |oans and the kinds of problens
t hat were heard here today, it was designed

for a different category of folks and even
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there of those who applied it is only funded

at a level that it can help about 30 percent.

We need new initiatives, new
creativity. The HEMAP programis one of a
kind in the country just as our CHI P program
paid the way for health insurance for Kkids.

We need you to go back and begin by passing

t hi s package of bills quickly. But wunderstand
that is only one step on a much | onger journey
that is all too slow.

As you heard, and she rem nded you
passed a resolution in 2003, what year is it
now? 2007. From resolution to some very,
very nodest bills. So, we would urge you to
very quickly pass that bill, that set of
bills, but get on then to the broader and
bi gger problem Don't try to solve everything
all at once or we will be stuck back there for
a much | onger period of tine.

Several years ago that HEMAP bi |
was actually alnost a stand alone bill. And
then it got put in together. Had it been a
stand alone bill, it probably would have been

passed | ong ago and we would be seeing the
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We have a different time now as was
said, we remenber the time when your | ender
was up the hill, when the | ender knew you or
knew your famly. Where the comunity could
go to the |l ender and talk and explain the
situation. Now it is hard, not just for a
person, for a counseling agency to find the
appropriate person to get on the other end of
the |ine.

| know that because we continue to
be a counseling agency for the Homeowners
Emergency Mortgage Assistance Program | see
fol ks come in. | go over with themtheir
problems. And | have been part and parcel of
attenpts to get the lenders on the phone.
There may be some who are willing to make
deals, but I will tell you it is very, very
few for the folks that come into our office
t hat we can sit down and have a negotiation
wi t h.

You never see them and they rarely
want to talk to you on the phone. The round

ball is in your court. W ask for some quick
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action, just don't say the game is over yet,

it is going to go on because this problemis
getting bigger and deeper and it is your
challenge to find an effective way to address
it, thank you

CHAI RMAN DALEY: Are there any
brief questions from any menbers of the panel ?
Heari ng none, Paul, and everyone from ACORN.
Let me just tell you, you know Paul where |
come from how we fought together in the Mon
Vall ey on many issues over the |ast 25 years
including liens on property with welfare
i ens, how we overcame that. You can rest
assure as chairman of the community, majority
chairman of the commttee we will | ook at your
recommendati ons very seriously including the
concept of a noratorium

We will talk to you about that and
see if that may be possible, if possible at
all . But rest assured that we will | ook at
this issue.

REPRESENTATI VE SM TH: Just a brief
comment, M. Chairman, | notice Ms. Pelton's

testinony she referenced receiving help from
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M. Dan Haller of Neighborhood Legal Services

Associ ati on. | would |like to make a quick
comment as a former board menber of the

Nei ghbor hood Legal Services Associ ation,

woul d i mpl ore all menbers of the commttee to
make available to their constituents at | east
some information on the services that

Nei ghbor hood Legal Services can provide,
particularly in the area of predatory | ending.

And per Ms. Pelton's testinony
evidently M. Haller was a big help. | would
commend Nei ghbor hood Legal Services for their
efforts.

MR. LODI CO: | must add that Dan
Hal | er was there 25 years ago and hel ped with
us in setting up the HEMAP program

REPRESENTATI VE SM TH: He is a
constituent of mne as well. So | put a plug
in.

CHAI RMAN DALEY: Neddi e, we do have
your number is nmy understanding, Cathy, we
will be contacting you and be working with
some departments and |l ocal |egislator to see

what we can do to help you out. We will go
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out of order a little bit. W have a group

that has to leave. We will bring in the panel
from 12 o'clock, M. Steve Shivak, is that how
you say it, Shivak and Agnes Brose and have
them come forward for their testimony.

At this time | yield the chair for
a few noments to my subcomm ttee chairman on
Econom c Devel opment, M. Nick Kotik.

MR. SHI VAK: Good morni ng, | adies
and gentleman, it is ny pleasure to be here.
My name is Steve Shivak, and |I'm the executive
director for Pittsburgh Community Reinvest ment
Group better known as PCRG. And we are
| ocated in the Hill District in Pittsburgh,
Pennsylvania. W are a 501(c)(3) non-profit
organi zation founded in 1988. And we wor Kk
tirelessly for working toward econom c
justice, equitable investment practices and
sufficient resources to revitalize communities
t hroughout Al |l egheny County.

As | said, it is a privilege to be
here this nmorning and after | finish ny
comments, nmy board menber, | don't know who

Agnes is but | know Aggie. And Aggie is one
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of our board nmenmbers fromthe Bl oonfield

Garfield Corporation and also is a co-chair of
our anti-predatory lending initiative. And I
am pl eased and excited that she is here with
us today.

Over the 19 years that PCRG has
been in existence, why are we here today, why
do you want to hear from us, what credibility
do we have? We have becone nationally
recogni zed as a | eader on issues of equitable
| ending. We have national partners in
Washi ngton D.C., the National Community
Rei nvest ment Coalition, partner in National
Peopl e's Action, National Training Information
Center, Fannie Mae, Neighborhood Housi ng
Services as well as many others. | n addition,
we have devel oped a working relationships with
over 17 financial institutions in and around
Al I egheny County including up and above that
the City of Pittsburgh, Pittsburgh's Urban
Redevel opment Aut hority and All egheny County
as a whol e.

Wth all these partners PCRG has

been able to produce special home purchase
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mort gage progranms, home inmprovenment | oan

programs and commercial | ending products that
have dramatically increase access to credit
for low income comunities. Good prograns,
not the predatory programs that we have been
tal ki ng about this morning.

Unfortunately, the credit products
t hat we hear about devel oped by Wall Street
firms don't provide our residents financi al
hel p or opportunity for sufficiency. I n fact,
it is just the opposite. The securitization
of the residential nortgage markets nmakes
hi gher foreclosure rates acceptable to
i nvestors as the risks are spread over several
funds. Therefore, a relatively high default
rate i s expected and priced into the | oans.

I n other words, nortgage investors and | enders
are seeking the borrowers today rather than
t he borrowers seeking the | enders.

As we heard, the rapidly increasing
foreclosure rate in our comunity around the
county is an indicator that consumers are
having difficulty distinguishing which credit

offers are legitimate and best for their
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circunst ances. Bet ween 2001 and 2004 t he

number of new foreclosure filings in Allegheny
County rose from 1,100, to 4,100. The state
of foreclosures that Paul mentioned | believe
t hat came about in Allegheny County when we
had 1, 400. It was 1,400, today we are over
6, 000. Not hi ng i s happeni ng.

| can skip my notes. I f we fast
forward to where we are today as of January
"07 in Allegheny County there are 3,223
properties in pre-foreclosure, 3,028 at
auction, and 33,310 that are owned by the
banks. That is a nine fold increase in
forecl osed properties over a period of six
years.

| f we add these three together, we
can provide this information for you as
comm ttee members. M. Dal ey, in Washi ngton
and Fayette County there are 296 properties in
one of the states of foreclosure. For
M. Kotik, Ms. Bennington, M. Wagner,
M. Smth, Allegheny County has total of
10, 055 properties in one of those states of

forecl osure. M. White, Allegheny, when you
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add All egheny, Beaver and Washi ngton, the

nunbers add up to 11,181. And for
M. Longietti there is currently 38 properties
in Mercer County in the state of foreclosure.

Al l egheny County sub prime | ending
in high foreclosure rates as well as our
surroundi ng counties are a little different
when we are conpared with the other states
mai nly because of our senior popul ation. Qur
seniors are having difficulty finding reliable
and safe ways to obtain credit to make the
home repairs as our previous speaker mentioned
or refinance their home equity.

Single parents, mnority famlies
seeki ng home ownership opportunities are being
m sl ed by these unscrupul ous seller finance or
rent to own agreenments. M ddl e, mpderate and
| ow i ncome househol ds are having a difficult
time meeting the nortgage's terns and are at a
high risk of losing their homes.

As we have heard, predatory | ending
is a set of unfair, unethical, and sonmeti mes
illegal |ending practices designed

specifically to deceive unsuspecting
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homeowners. At PCRG we witness these

practices as consumers seek assistance to
avoi d foreclosure.

An exampl e of some of these
practices is the over appraisal of a
consumer's home value to inflate the | oan
amount to underwrite a sub prime |l oan a two
m |l e radius appraisal is sufficient yet in
Al Il egheny County property values can change
dramatically from one block to the next. W
see this all the time.

We al so heard about bowl ing or
enticing clients into accepting a |loan that is
not in their best interest. A consunmer may be
told by an originator that this is the only
credit that they can obtain. They either
accept it or they have no credit at all.

The originator can also induce a
consumer into taking a |loan by offering a
client a substantial check as an incentive.
Bait and switch practices where a client is
offered a low | oan rate is another method of
what is happening. W heard the Secretary

mention the teaser rates which don't include
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taxes or insurance payments in escrow. Over

inflating or falsifying the buyer's income and
encouragi ng buyers to roll all credit card
debt into the | oan which puts them over 100
percent of the loan's value and hence they've
got no home equity what soever.

As we heard, nortgage broker or
appraisal license is easy to obtain. One of
the things we do |ike about banking bills is
it does require the individual brokers to
become |icensed, we think that is very
i mportant. M ddl e and noderate and | ow i ncome
househol ds not high risk if they are not
i nduced to take on nore than they can afford.
So, the ability for them to understand where
their financial credit is and not being sold
or told to buy more house than they can do.

In addition to the | anguage in the bills, PCRG
we believe the Commonweal th of Pennsyl vania
shoul d i mpl ement an originator identity page
to be attached at every nortgage recorded at
the Prothonotary's office.

The identity page would identify

the individuals originating | oan by their
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driver's |license, something that is very easy

to track. Because the current underwriting
practices allow for anonymty which increases
the difficulty of pursuing intentional fraud
or crimnal lending activity under existing

| aws.

Requiring an originator identity
pages could assist |aw enforcement officers in
prosecuting nortgage fraud and predatory
| endi ng under the existing | aws.

I n addition, the Commonwealth could
requi re mortgage brokers and appraisers to
renew their |icense annually. The fees
generated fromthe license renewals could be
applied to many things, one, fund consunmer
credit education programs, establish a victim
of mortgage fraud rescue program fund public
and private partnerships to develop credit
i nnovations that meet the needs of |ow and
moderate i ncome households. The opportunities
are endl ess.

Legi sl ation needs to lead to an
environment where seniors can safely shop for

credit products. Most senior sub prime credit
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i mpacts their ability to maintain their home

or affects their retirement incone. For a
seni or obtaining a home repair credit or
overseeing a home repaired, this can be
overwhel m ng. In particular in a buyer beware
shopper environment. From PCRG seniors
account for 40 percent of clients that we see.
Most of them access our services after
attenpting to finance a home repair or
renovati on and are caught up in the exanple
given earlier.

Finally, like ACORN, PCRG
respectfully requests a six month noratorium
on foreclosures to allow this type of
di scussion with state officials, sheriffs,
| ending institutions, credible |ending
institutions, comunity groups across the
state such as PCRG, ACORN, ect, to gather
together to find a systemto keep individuals
and their famlies in their homes.

One of the other bills that |I know
is in the works that was introduced | ast
session by Representative Frick and Preston

was House Bill 2557 | ast session. | ' m not
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sure if the bill number changed. That was the

contractor fraud bill which changed contractor
fraud froma civil offense to a crim nal
of fense. And | woul d encourage this group to
al so I ook at that one because those contractor
frauds are being perpetuated on our ol der
citizens as well that then as you heard this
morning find thenmselves falling into
foreclosure. At this point if you don't have
any questions or would like to wait until
Aggie is done, | would |ike to bring Aggie up
from Bloonfield Garfield, and Aggie can talk a
little nore specifically about what is
happening in a neighborhood of Pittsburgh as
she will tal k about Bloonfield Garfield.
Aggie, | would like to introduce you.
REPRESENTATI VE KOTI K: Thank you
for your testinmony. Aggi e Brose.
MS. BROSE: Good morni ng thank you
for having us here today, it is very, very
i mportant. As Paul a little bit of a
hi storian to go back in time, as staff and
founder of the Bloonfield Garfield Corporation

32 years ago there was no novement of capital
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in our neighborhood at all. W couldn't do

anything. We got a call froma Stanley Lowe
t hat had just been informed of this powerful
Communi ty Reinvestment Act. He had talked to
our national partners, National Training
| nformati on Center and National Conmmunity
Rei nvest ment Corporation. So, we brought
their staff down, called together all the CDCs
t hat existed and try to understand what this
| egi slation was that could really help us nmove
capital into the | ow, moderate income poor
nei ghbor hoods and actually promote the
American dream And all ow people to become
homeowners. Get their share of equity in the
wor | d.

So we started on that venture and
we were very, very successful. The name
nei ghbor hoods that were red lined in that day
of 1988 by documentation of the | ending study
at PCRG we have brought in $4 billion to those
same nei ghborhoods. The nmovement of capital
started. We were able to put a commerci al
deal s together, housing deals together,

operating noney for the groups, adverti senent
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in our newsletters, create a marvel ous

partnership to this day with bank partners.
We work with themto do outreach on new
mor t gage products, CRA said reach out find
what their needs are, devel op products and
they did. When did you ever see a product
that said they will give you $5,000 toward
cl osing grant noney, all right?

And then they hel ped us when we
found out what the denial rate was especially
for African-Anmerican |low income people was
credit. You can't get the deal, your credit
is bad. So we worked together to create the
Community Lending Credit Program and merged
wi t h Nei ghborhood Housi ng Services so the
banks woul d not deny any | onger but refer
folks, refer themto credit counseling, get
them ready to beconme a good honme buyer, give
them a good nmortgage product, set them up for
success. Set themup to have equity in the
world and to | eave as a heritage to their
children. That is the American dream

And then | o and behold we are

experiencing in our neighborhood and in this
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Al Il egheny County one of the worst nightmares,

ni ght mares. And it was said today we are not
on a witch hunt. |'"'mon a witch hunt. ' m on
a witch hunt to nail everyone of these, this
is crimnal, crimnal what they are robbing us
of . | witness it on a daily basis.

| hear the heart breaks, | see the
people that |ose their homes, good people.
Good peopl e because they were set up for
failure. We try real hard to run ahead of the
curve and say education is necessary. W are
trying to do that. Financial literacy is so
necessary. They took it out of the school s,
it used to be in the old math books, it went
out, di sappeared. So, we got the financial
consortium movement . But it is real hard now
to get ahead of the curve. W need you. W
need this six nmonths noratorium Desperately.

In the paper the |l ast three weeks
the sheriff sale hit again, six pages full.
| s anybody checking it out? Six pages full in
t he Post Gazette. Each deal is one inch of
print, this big. One inch. To the how many

lives are going to be affected? To how many
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people are going to lose their homes in this

next sheriff's sale. How many will not have
extended famly to take themin as my niece
was able to go with her mother with her five
ki ds. How many are going to become honmel ess?
How many wi |l start drinking, alcoholism
child abuse, divorces, the social fabrics of
my nei ghborhood is ripped apart, ripped a
part. "' m not being dramatic, it's true. And
t hen because it went to foreclosure, and
nobody wanted that house, and it sits in nmy
nei ghbor hood, come on | will take you on a
tour. They don't market them

| got one sitting on Broad and
Atl antic Avenue by the VA | keep putting in my
newspaper as the eyesore property of the
month, | can't shame them | can't hold them
accountable, | can't do anything until
eventually everyone of those forecl osures cost
us around, a municipality cost if about
$34, 000 because now as the house sits there,
somebody kicks the door open, the gangs start
going in, | have to call the police, God

forbid it goes on fire like it did in
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Hazel wood then | have to call the fire

depart nment. So it is a cost. It is a cost
not only to the person that lost it, it is a
cost to lender, it is a cost to society.

We were very fortunate that we were
bringing this capital in, then all of a sudden
the predatory lenders hit. They hit hard.
They didn't have a concrete presence here.

Al'l of our bank partners, not one bank could
conmpete with them one-on-one. It had to be a
joint effort. They are on the phone, they are
on your TV, they are on the radio, they are in
your face, they will even come to your dining
roomtable and do the deal. And then they do
this classic what do you think when you hear
drive-by, there was a drive-by in ny

nei ghbor hood yesterday. What do you think
when you here drive by, shoot, somebody just
got killed, right? They do their drive-by
appraisals. And don't kid yourself, it is no
| onger staying with the poor and the | ow
income peopl e. It is hitting people with
needs, hitting a whole new generation that has

all these debts that are refinancing their
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home, putting their debts on top of themonly
to wake up and find out | wasn't that smart
when they told nme to sign this page, boiler

pl ate, sign it, they are taught to speak fast,
confuse the hell out of you, not know what you
are signing even though you are educat ed.

Sign this page, it is boiler plate. Then you
wake up one day and say, | can't pay this
bill. | didn't understand this deal. It is
your deal now. They made their money, they
ran away, they will flip it again, do it over,
charge you nore noney to only set you up for
failure.

So today | stand here and |
actually plead with you with the greatest
respect, my own very own Representative Lisa
is sitting here with me today works on our
behalf. W were fortunate enough when this
hit to start to work with the Pennsyl vani a
Depart ment of Banki ng. Mary Ell en and her
fol ks Paul we met in Shady Side we come out
with a little action plan, a commttee was
created, we sat at that table since 2003.

They did the due diligence, the
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recommendati ons are here, they did all the

work for you. They are beautiful.

So we stand here to say, we would
like to see you pass these amended state | aws
to start bringing this to resolution. W
would like to see to the nmoratorium for six
mont hs. We would also |like to see you engage
in what Mary Ell en produced today. Because |
will tell you what, if people are out in the
trenches and on the streets with people
hol di ng hands, they are people like us. W
are bringing the story to you. W can stand

here for a nonth if you want us to. W can

bring person after person. It is heart
br eaki ng. | " m sure that you are not escaping
it, I"msure some of you have possibly a | oved

one as | had or possibly an extended famly
member or a nei ghbor that went into
foreclosure, if you don't |I'm surprised
because |I'm surrounded by themin ny
nei ghbor hood. It is taking us out.

We built 23 new homes and we sold
23 new homes. We are on the verge of building

another 8 as | stand here now on top of that
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we will build another 19. Guess what, |'m

buil ding this part of the neighborhood and
this one over here is going down in sand.
They were a homeowner | ast year, guess what,

these are on the list for foreclosure this

time.

We can't catch up, the sand is
shifting we need you desperately, | respect
you, | am asking you to | ook at the good work

t hat was created through the commttee with
t he Department of Banking. It was a | ot of
t hought . | travelled a |lot as the chair for
the working famlies and one of the things |
tried very hard to do on my commttee as chair
was to stop giving college students credit
cards, who don't have jobs and can't pay them
When they can't pay them they wake up the
next morning and find out | can't get my | oan
for my next year in school because | got that
on my credit report. Rude awakeni ng, rude
awakeni ng.

And | can tell you horror stories
about those young people. So with the

greatest respect, thank you for having us here
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t oday. Pl ease listen to your good partners at

t he Department of Banki ng. They have done all
t he homework that they can. We need you to
carry on. Thank you very much.

REPRESENTATI VE KOTI K: Ms. Brose,

t hank you for your testimny, any questions
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fromnmenbers of the commttee.

REPRESENTATI VE BENNI NGTON: I

wanted to thank you Aggie for com ng, Aggie is

a dedicated community activist in the
Bl oonfield Garfield area we are taking to
heart everything you said today we will be
wor ki ng on your package of bills.
MS. BROSE: Thank you
REPRESENTATI VE KOTI K: Any ot her
gquestions for menbers commttee or coments?
Hearing none, we will take a short break.

(Recess hel d)

CHAI RMAN DALEY: The next testifier

will be M. Alan Bennett, senior vice
president of First National Bank in
Pennsyl vania with the Pennsyl vani a Banki ng
Associ ati on. M. Bennett, welcone this

mor ni ng.
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MR. BENNETT: Thank you. Good

mor ni ng Chai rman Dal ey, menbers of the
Commerce Comm ttee, my name is Al Bennett,
seni or vice president of First National Bank
of Pennsyl vani a headquartered in Hermtage,
Mercer County, Pennsylvani a. First National
is a 5.9 billion asset-sized institution with
a mar ket presence in 23 Pennsylvania counties
and five in Ohio. | have been in the banking
busi ness for 31 years and consunmer and

mort gage | endi ng and servicing and have been
t hrough both the up and down cycles of in the
mort gage mar ket s. ' m here today representing
t he Pennsyl vani a Bankers Associ ation.

The Pennsyl vani a Banker Associ ation
is the state-wi de trade association
representing approximtely 200 financi al
institutions of all sizes |ocated throughout
t he Commonweal th including national, state
banks, bank and trust conpanies, trust
compani es, savings institutions and their
subsidiaries and affiliates.

Just a brief coment on the banking

i ndustry structure and oversi ght. Depository

VWEBER REPORTI NG
Pi ttsburgh, Pennsylvani a
(Phone) 412-401-6226 (Fax) 410-821-4889



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

85
institutions include banks, savings banks,

savi ngs associ ations, bank and trust conpanies
and stand al one trust conpani es.

Financial institution regulation in
the United States is extremely complex. A
bank's primary federal regulator can be the
Federal Reserve Board, the Office of the
Comptroller of the Currency, the Office of
Thrift Supervision or the Federal Deposit
| nsurance Corporation within the Federal
Reserve system al one there are 12 districts
and 12 different regul atory exam nation
staffs. State chartered institutions also
answer to one of the 50 state regul atory
agenci es.

The |ist of regulations issued by
t he Federal Reserve al one extends beyond the
al phabet. We are now up to regulation FF,
whi ch regul ates obtaining and usi ng medi cal
information in connectin to credit.

Financial institutions' burden of
complying with federal and state | aws and
regul ations is staggering, running well into

the billions of dollars industry-wi de.
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The PBA appreciates the opportunity

to appear today as the Commonweal th considers
the important issue of residential nmortgage

| ending in the Commonwealth. We wish to state
emphatically the PBA abhors predatory | ending.
It will not be tolerated by our members and
certainly not by the regulators who would take
swift and sever action against any financi al
institution which preyed on consuners. | t
woul d not tolerated by our nmenmbers. At the
same time we realize there are sonme
unscrupul ous individuals ignore existing | aws
agai nst fraud for personal gain.

In certain instances those who
colluded to deceive consumers as well as
ultimte purchasers of residential mortgages
such as banks, such as investment houses, such
as pension funds, escape discovery until a
nunber of home buyers face financial
difficulty and |l earn their home purchases
i nvol ve fraud.

Resi dential real estate fraud nmust
be prevented, but when it is occurs, it must

be vigorously prosecuted. W strongly support
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enforcement of existing federal and state

statutes against those who violate them

We are encouraged by the Office of
the Attorney General's prosecutions of
residential nmortgage fraud cases referred to
it. We believe that strong enforcement of
existing laws is the best means to
dramatically reduce the incentive to create
such fraud.

As you know, banks that purchase
residential real estate | oans which they | ater
di scover were made by fraud face significant
financial | osses and reputation damage that
are rarely recover ed.

A brief coment, if | mght, on
home ownership statistics. According to the
U.S. Census Bureau, home ownership in
Pennsyl vania rose from 59.7 percent in 1950 to
71. 3 percent in the year 2000. There is no
doubt this dramatic increase was due in part
to significant advances in the econony,
technol ogy and the housing markets, but it is
al so due to the extensive efforts of banks and

their affiliates made to offer home | oans to
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| ow and moderate income home buyers.

Turning to the subject of
forecl osure.

According to the FDIC which
mai ntai ns data on all insured depository
institutions, despite the fact that one-third
of the banks and thrift institutions in the
m d-Atlantic states specialize in residenti al
| endi ng and the econom es of the md-Atlantic
states are somewhat dependent upon the housing
sector, job growth in the financial services
i ndustries and education and health care
sectors may insulate our regional econonmy from
a housing market sl owdown.

The Mortgage Bankers Associ ation of
America otherwi se known as MBA, a nati onal
trade group not affiliated with PBA conducts
compr ehensi ve, ongoi ng nmortgage market
statistical research. MBA' s chairman recently
commented on the national mortgage foreclosure
rate in congressional testinmony.

He stated: \While overall
del i nquencies rose in fourth quarter 2006,

assertions that delinquency rates are at
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crisis levels and that a greater percentage of

borrowers are losing their honmes are not yet
supported by data. In fact, delinquency and
forecl osure rates have remained relatively | ow
as a percentage of the total nortgage market.
And total nortgages outstandi ng over the | ast
year. Consistent with the housing market
correction.

I n congressional testinmony earlier
t his week, FDIC chairwoman Sheila Blair
expl ained that there is no silver bullet to
rescue all homeowners defaulting on sub prinme
| oans.

Pl ease hear us. Banks and their
affiliates want their borrowers to stay in
t heir honmes. No one wants a foreclosure.
Everyone | oses. Hi ghly regul ated | enders such
as PBA menbers have absolutely no econom c
incentive to make | oans they do not believe
borrowers will be able to sustain because
their regulators closely monitor their | oan
portfolio risk, as does the market.

Earlier this week the federal

financial institution regulatory agencies
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i ssued guidance to the institutions they

regul ate encouraging us to consider prudent
wor k- out arrangements that increase the
potential for financially-stressed residenti al
borrowers to keep their hones. However, the
regul ators also stated that there may be
i nstances where work-out arrangements are not
econom cally feasible, viable or appropriate.
Since those instances are primary
causes, |I'msorry, the vast majority of

residential nmortgage foreclosures result from

econom ¢ downturns, job |osses, incone
reductions or other life events such as death
or illness of a famly member and often a

di vorce.

Since these instances are the
primary causes of nmortgage default reducing
the resulting foreclosure rate significantly
can only be acconplished by addressing these
precipitating events directly. Legi sl ati ng
statutory restrictions on residential mortgage
product features cannot make a significant
i mpact in mortgage foreclosure rate which

generally tracks the overall economc cycle.
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Financial literacy is inmprovenent,

IS paranount. PBA actively supports the
Ameri can Banker Association's nationw de
efforts each spring to educate children and
adul ts about personal finances. PBA members
vol unt eer countl ess hours in schools and
community events to educate custonmers, and
prospective customers every chance they get by
as many means as they can including comunity
and non-profit housing affairs, first time
home buyer prograns, budgeting and credit
counseling sem nars, bank foundations that
fund Consumer Credit Counseling Services and
Nei ghbor hood Housi ng Services as well as
general financial literacy education,
providing instruction using the FDI C' s Money
Smart Program supporting Fam ly Savings and
| ndi vi dual Devel opment Account Programs,
participation in community action and
re-investment coalitions and anti-predatory

| endi ng task forces, and bank websites that
have links to financial planning tools and/or
contact information to support virtually every

personal financial need a consumer may have.
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One example is the link to the ABA

Educati on Foundati on's Consumer Connecti on
site and the website is in the packet
di stributed.

We urge the commttee nenbers to
contact your | ocal banks, to offer to
acconpany their enmployees in classroons and
el sewhere and to assist in these inmportant
outreach efforts.

| would like to turn just as
quickly as | can to the Department of
Banking's request for statutory amendnents.

Wth respect to the specific
mort gage | endi ng proposals that have recently
been introduced in the House, PBA's Credit
Access Task Force reviewed the departnment's
proposals during their devel opment and advi sed
the Government Rel ations Policy Commttee to
establish PBA's positions on this |egislation.

The Departnment proposes to amend
the Loan Interest and Protection Law, Act 6 of
1974, to increase the nonetary cap in the Act
from $50, 000 to $197, 000 which the Depart ment

wi Il adjust annually for inflation. The
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primary inpact would be to prohibit prepayment

penalties on nortgage | oans covered by the
Act .

This bill would also permt the
Department to investigate and exam ne, issue
cease and desi st orders, suspend |licenses and
bar individuals from serving in capacities
regul ated by the Department for violations of
the Act.

It is PBA's view that free markets
are best means to govern products and
services. The mortgage market is extremely
conmpetitive. Most residential nortgages are
al ready obtained without prepaynment penalties.
Prepayment penalties are merely a means by
which a nortgage can be priced down as the
| ender mtigates prepayment ri sk. Borrowers
may choose the option or they may not.

The Department requested an
amendment to the Department of Banking Code in
1933 which delineates the Department's powers
and duties to permt the Department to
publicly release informati on regardi ng pendi ng

enforcement actions agai nst non-depository
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| icensees such as nmortgage bankers and

br okers. Under the current statute the
Department has stated its belief it may
rel ease information to the public only after a
final order is issued against a |licensee.

The PBA believes that the
Depart ment of Banking Code requires a number
of amendments to nodernize its adm nistrative
procedures and would |ike the opportunity to
el aborate on our suggestions at a |ater date.

Wth respect to the specific issue
of the release of information by the
Department regardi ng pendi ng enforcenment
actions agai nst non-depository |licensees, PBA
wi |l support the disclosure of final,
fully-adjudicated enforcenment actions.

The Departnment wi shes to amend the
Real Estate Appraiser Certification Act to
include the Attorney General and Secretary of
Banki ng on the State Board of Real Estate
Appr ai sers; increase the maximum civil penalty
t he board may assess from 1,000 to 10,000 for
each violation of this Act or who perforns

appraisals in any federally-related or
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non-federally-related real estate transaction

wi t hout being certified; and provide for
I i censure denial, suspension or revocation in
addi tional circunstances.

PBA has | ong advocated for
reformation of the State Board of Certified
Real Estate Appraisers. In addition to
changes the Department proposes, PBA requests
t hat experienced comrerci al and consumer real
estate | enders be added to that Board.

PBA al so notes that certified
apprai sals are not required by federal banking
regulators in de mnims transactions and we
woul d appreciate clarification that these
amendments are not an attempt to obviate the
federal financial institutions regul ators’
ability to govern bank real estate | ending.

There is a pending proposal to
amend the Pennsyl vani a Housi ng Fi nance Agency
statute that governs the Homeowner Enmergency
Mort gage Assi stance Program or HEMAP as we
heard it referred to.

Number one, to require lenders to

send copies of revised and expanded Act 91
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foreclosure notice to PHFA so that nortgage

forecl osures can nonitored on a state wi de
basi s. Such copies could be provided by mail,
fax or electronically. Lenders woul d have to
provi de copies of specified documents fromthe
original nortgage transaction to PHFA in order
to receive payments on behalf of nortgagors
approved for assistance.

Secondly, to extend PHFA's
temporary stay of foreclosure under the HEMNAP
programto include the period of
adm ni strative appeal .

Thirdly, reduce the interest rate
on HEMAP | oans from nine percent to the
interest rate under Act 6 of 1974.

PBA's position is we should note
that only a very small percentage of Act 91
notices result in mortgage foreclosure.

PBA believes that its members would
be unable to provide in the time allotted all
of the information specified by the expanded
notice as well as those documents specified
from original mortgage | oan and cannot support

such requirenents.
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PBA members will agree to supply
PHFA a quarterly summary of Act 91 notices
sent to nmortgagors in their current form
arrayed by zip code versus county or census
tract.

PBA cannot support extending the
stay given that very few HEMAP applications
are approved after an admnistrative appeal.

The Departnment proposed anendi ng
t he Mortgage Bankers and Brokers and Consunmer
Equity Protection Act and the Secondary
Mort gage Loan Act to: Create a new licensing
category for individual nortgage originators.
This is an individual who deals directly with
t he consumer by soliciting, accepting or
offering to accept | oan applications or

negoti ating mortgage | oan terns.

97

Secondly, to create a pre licensing

education and testing requirement for nmortgage

originators -- in addition to continuing
education requirements currently in place by
| aw.

Thirdly, elimnate the real estate

licensee, builder and insurance conpany
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exemptions fromthe Act;

And fourthly, to strengthen and
make uniform the |licensing requirements and
enforcement provisions of the Acts.

The PBA's position. As noted
above, financial institutions and their
affiliates are already highly regul ated and
routinely exam ned for conpliance with those
rules by federal financial institution
regulators in addition to state banking
departnments in the case of state charters.

Wth respect to the issue of the
extent to which states can regulate or |icense
nati onal banks or their subsidiaries, earlier
this week the United States Supreme Court
deci ded t hat:

In accord with the Court of Appeals
t hat have addressed the issue, we hold the
nati onal bank's nortgage busi ness, whether
conducted by the bank itself or through the
bank's operating subsidiary is subject to the
OCC' s superintendence, and not to the
l'icensing, reporting and visitorial regimes of

the several states in which the subsidiary
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oper at es.

Thi s deci sion avoids a patchwork of
duplicative and conflicting federal and state
regul ati on. Now t he banking industry can
focus on the nore inmportant issue of
conpliance versus which set of rules apply.

PBA t hanks the commttee for this
opportunity to present its views. We | ook
forward to working with you on this and other
I ssues. | will be happy to field any
guestions the commttee m ght have.

CHAI RMAN DALEY: M. Bennett, thank
you very much for your very detailed
testinony. Up and down this direction. We
will go to Jesse first, any questions.

REPRESENTATI VE WHI TE: No
guesti ons.

CHAI RMAN DALEY: Ni ck?

REPRESENTATI VE KOTI K: Thank you,
M. Chair man. Thank you again for your
testinony. My main question it seens to me we
have a | ot of very reputable people hel ping
people to obtain nortgages. My question, and

| think the intent of this commttee is to
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find the bad apples. Those are the ones that

are ruining the reputation of the industry as
a whol e. | think that is the concern of this
commttee, you know, we want to make that, we
want to make the bad apples go away and |
think that if we all work together in that
regard, we can acconplish that.

MR. BENNETT: We would agree with

t hat .

REPRESENTATI VE KOTI K: Thank you.

CHAI RMAN DALEY: Representative
Longenetti.

REPRESENTATI VE LONGENETTI : | have
a comment, | want to thank M. Bennett for

bei ng here, First National Bank of

Pennsyl vania is headquartered here in nmy
district. |"m here to say that over the years
| have noticed they are very good corporate
citizens, very involved in the community.

That is where | have my personal account, by

t he way.
MR. BENNETT: We appreciate that.
REPRESENTATI VE LONGENETTI : They
make a | ot of jobs to nmy area as well. It is
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good to see you here today.

MR. BENNETT: Thank you.

CHAI RMAN DALEY: Representative
Benni ngt on.

REPRESENTATI VE BENNI NGTON
Not hi ng.

CHAI RMAN DALEY: Do any ot her
members, staff have questions? Thank you very
much for your testinmony.

MR. BENNETT: Thank you.

CHAI RMAN DALEY: The next testifier
will be M. Jim Bulger, Pennsylvania
Associ ation of Mortgage Brokers. There is a
typo in the agenda instead of nmortgage banker.

MR. BULGER: Thank you for
clarifying that M. Daley, | appreciate that.
My name is JimBulger, I'mthe president of
Pennsyl vani a Associ ati on of Mortgage Brokers
and an account executive Homecom ngs
Fi nanci al . | thank Chairman Dal ey for the
opportunity to speak to you today about the
mort gage i ndustry and the issues that
currently affect consumers of the

Commonweal t h.
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| would |ike to applaud the
Department of Banking and this body for
getting in front of the foreclosure issue |ong
before it becane a national one. At the
request of the General Assembly the Depart ment
comm ssioned a task force to study the
foreclosures in which our organization was a
part of. | believe that much of what is being
di scussed here today is a direct result of
t hat task force. In addition, | am happy to
be a continuing contributor in the process of
hel ping to ensure a stable housing market for
t he Commonweal th of Pennsyl vani a.

Wth all of the |atest press that
has been given to the foreclosure situation
and the sub prime market changes that have
been taking place, | fear there will be a
knee-jerk reaction to some of the issues
t aki ng pl ace. | do applaud the commttee for
taking a noment to pause and listen to al
involved in this matter.

The nortgage industry is conplex.
It involves many players that ultimately have

t he same goal, providing affordable housing
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finance to consumers so that all may achieve

the American dream home ownership. The
recent closing of many sub prime conpani es
have | ed many public officials to question
some of the programs and practices that we,
the menbers of the industry use on daily bases
to achieve these goals. ' m here to report to
you that the practices and products of the

i ndustry are not the problem rather,
unscrupul ous people are.

Mort gage | enders only want to make
| oans that they believe will be paid back
according to the terms set out at origination.
When | oans are not repaid in a timely manner,
it affects us all. The consuners, the
mor t gage i ndustry, and indeed you, our elected
officials. This is precisely why you have
seen conpani es go out of business and
compani es start to pull back product. The
mar ket has a tendency to correct itself on
products and guidelines to mrror the changing
climate of the econony. Pennsyl vani a' s
economy al so plays a factor into why we have

seen a rise in foreclosure rates. We have
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seen job |l oss, fuel and property tax

increases, many Pennsylvania consumers are not
able to make their nortgage payments on tinme
because of this. This is why we see a raise
in foreclosure rates. Wth that said, we all
here on the news the unfortunate stories about
consumers who were placed into situations that
caused themto suffer injury. W have seen
some of that today. The nmembers of ny

associ ation are disturbed with some of the

t hi ngs we hear about and prom se you we want
to do everything in our power to education the
consumers of Pennsylvania how to avoid

forecl osure. The consumer, however, wll not
be protected by knee-jerk regul ations and the
renmoval of products designed to help a certain
segment of consumers.

Each nortgage property offered is
uni qgue and is intended for a certain borrower.
Removi ng a whole classification of products
fromthe tool box of the nortgage originator
cause disaster in the housing market.

It could make it harder for current

homeowners to nove up to better housing and
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then create a | ack of affordable housing for

first time home buyers. This would end up
hurting the very consumer that this body and
our association wish to protect.

So what is the solution? | turn to
the m ssion of our association which is to
provi de education to our menmbers and consumers
and to ensure that only the nost ethical
standards of mortgage | ending are foll owed,
whil e all ow ng greater consumer choice to
ensure favorable market conditions for
consumers. This can be achieved by regul ation
of people, not product.

The exotic products that are under
scrutiny such as interest only | oans, paynment
option ARMs, and reduced income docunentation
| oans all have a place in the housing market.

I nterest only | oans are a great way for a new
prof essi onal who knows that his income wil
increase over time, due to the nature of his
profession, to obtain financing for his dream
home now i nstead of waiting for his career to
progress. Payment option ARMs are a wonderf ul

tool for the financially perceptive borrowers
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who have fluctuating income and need the

flexibility to meet their housing needs.

Reduced documentation | oans are
wonder ful for self-enployed, comm ssioned or
tip borrowers to obtain financing.

Oftentimes, these borrowers have income that
is simply not docunented by traditional nmeans.
Therefore, the removal of these | oans would
cause serious housing gap making by making it
near i mpossible for borrowers with these
income streans to obtain financing.

Pl ease keep in m nd that the
i ndustry already sets guidelines to help make
sure that these | oans are made available to
proper individuals. These guidelines are
al ways changing to ensure that they are in
line with current econom cs trends so that the
| oans that we originate are sellable in the
secondary mar ket .

Occasionally, there are individuals
who do get into these | oans who should not be
there. This is not the result of just these
products being offered. Rat her, it is the

result of uneducated, unregul ated individuals.
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This is where this body comes in.

We as an associ ation have been
wor king with the Departnment of Banking to help
make the industry a safer place for consunmers.
We believe that the Department has come up
with a good approach for meeting these goals.
Thi s body has introduced | egislation suggested
by the Department of Banking that will mandate
the Iicensure and education of all nortgage
originators. If this comes to fruition, we as
an industry will be able to ensure that the
peopl e who are hel ping consumers with the
bi ggest financial decision of their lives are
the, are only the ones of the highest ethical
and professional standards. This |egislation
will also ensure that we as an industry have
the teeth to make sure that the bad actors in
our business will be removed and unable to
practice our profession any | onger. Ct her
prof essions such as financial planners, real
estate agents and even autonmobil e sal espeopl e
are required to hold a license do business in
t he Commonweal t h. It is time to require

mort gage originators to do the sane. | thank

VWEBER REPORTI NG
Pi ttsburgh, Pennsylvani a
(Phone) 412-401-6226 (Fax) 410-821-4889



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

108
you for your time and will answer any

guesti ons.

CHAI RMAN DALEY: Thank you very
much, M. Bul ger, questions from members of
the commttee? Any staff have any questions?
| guess you said it all. That is a good
t hi ng.

MR. BULGER: Thank you Chair man.

CHAI RMAN DALEY: The next person to
testify will be M. Brian Hudson, executive
director of the Pennsylvania Housing Financing
Agency. Brian welcome to Western
Pennsyl vani a.

MR. HUDSON: Thank you,

M. Chairman comm ttee menbers, thank you for
giving me the opportunity to speak to you

t oday. | am Brian Hudson executive director
and CEO of the Pennsylvania Housing Financing
Agency. From an overview PHFA is the
Comonweal th's | eadi ng provider of affordable
housi ng t hroughout the Comonweal th. W
supply rental housing, mortgages for first
time home buyers and we al so operate the

Homeowner and Emergency Mortgage Assi stance
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Program which is funded by the Comobnweal t h.

We raise our funds for the first
time home buyer program in our rental
properties financing through the sale of
t axabl e and tax exenpt securities, typically
selling anywhere from 500 mllion to 700
mllion annually. MWhat | would like to do is
give you an overview of HEMAP program talk
about some of PHFA's initiatives to deal with
the issue and I will say with the Secretary,
concur with the Secretary of Banking | appl aud
your efforts to address this issue. HEMAP was
created in 1983 as a result of the downturn in
the steel industry and particularly in the
Sout hwestern part of the state. It is totally
funded by the Commonwealth. To date the
Comonweal th has appropriated over $200
mllion for the program

We have saved over 38,000 hones

from foreclosure. It is a revolving | oan
fund. We have lent almst 400 mIlion under
t hat particul ar fund. It has been recognized

as Harvard University and the Ash Institute as

this year one of the top 18 innovations in
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Ameri can gover nnment. We are hoping to make

the top seven which nmeans we will get some
sort of monetary stipend that comes along with
that. We do plan to put that into the fund.
Generally, the program works as
foll ows: Someone with a nortgage in the
Commonweal t h becomes 60 days or nore
del i nquent before foreclosing | enders are
required to extend what is called an Act 91
noti ce. | nform ng the homeowner of the HEMAP
program and directions of how to apply. W' ve
wor ked with 84 counseling agencies throughout
t he Commonweal t h. Now t hese counseling
agencies are trained by PHFA and we broadened
the network to include not just HEMAP
counseling but also credit, pre purchase, post
purchase and predatory | ending counseling.
Those counseling agencies will reviewthe
homeowner's records, credit and in some cases
when avail able or if they are able to, they
will try to structure some sort of work-out
with the mortgage | ender. As you heard
previously sometimes that can be difficult.

Upon recei pt of the application, the agency
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has 60 days to render an opinion or decision

of eligibility.

Typically, we try to turn that
around within 15 to 20 days. The followi ng
eligibility criteria must be met to obtain the
HEMAP | oan. Number one, the homeowner must be
60 days deli nguent or at | east one of their
mort gages. The homeowner has nore than one
mort gage not all the nortgages need to be
del i nquent however no nmore than two nortgages
can receive assistance because HEMAP can be in
no worse than third lien position. The home
must be | ocated Pennsyl vani a. Homeowner nust
reside, it nust be their primary place of
resi dence. And the home must be for one or
two famly residents.

Mort gage | oans insured by FHA are
not eligible over HEMAP because FHA has their
own | oss mtigation program Il will mention
here at this point that the average |oan for
t he HEMAP program is about $10, 000, the
average cost to carry an FHA loan is currently
around $35,000. That is one of the reasons

why HEMAP is recognized by the Harvard and the
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Ash Institute for its efforts.

The HEMAP | oan cannot exceed
$60, 000 or 24 months of nmortgage assistance.
This is a change that was inplenmented in 1998
and prior to that there was no |imt on the
HEMAP | oan and went up to 36 nonths of
assi stance.

Homeowners nust be suffering
financial hardship due to circunstances beyond
their control which render them unable to
correct the delinquency within a reasonable
period of tine. Loss of enployment due to
| ayoff, strike, medical reasons typically are
the circunstances we see out of the
homeowner's control. And t hey must
denonstrate the ability to be back on their
feet and resume their nmortgage payments within
24 mont hs. Since the programis tenporary, it
is counter productive to provide assistance to
applicants who can never regain or be able to
make their nortgage paynments.

| f approved, the homeowner can
receive 24 nmont hs of | oan help, nortgage

payments are made directly to the | ender and
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not to the homeowner but on their behal f. Or

assistance in the formof a | oan.

One of the changes that we
recommend as part of House Bill 1083 which we
urge your support on also is to reduce that
rate currently at nine percent by law to
reflect current market conditions. I n today's
mar ket that rate would be about seven and a
quarter percent for those individuals who
obviously need the help the nost.

| f denied, a HEMAP applicant has 15
days to appeal that denial. W actually see
approximately 120 | oans appealed on a nonthly
basis, or about 1400 annually. We overturn or
reverse about 12 percent of those deci sions.
The program as | mentioned previously the
program has been very successful it has saved
over 38,000 Pennsylvania homes from
foreclosure. And over 18,000 | oans have been
paid in full to HEMAP. HEMAP has received
over 220 mllion in repaynents.

The Commonweal th's high foreclosure
rate and predator |ending issue has pressured

the programs over the |last two years resulting
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in a large increase of |oan disbursenents
during "'04, '"05, "06 fiscal years currently
receiving about 10,000 applications annually.
We will approve or close about 2200 | oans a
year. Approval and cl osing, approval will be
about 2700, we actually close about 2200.

We are in the budget for the
current budget for about 11 mllion in
f undi ng. And | ast year we received 10 mllion
in funding.

The changes that we recomend which
are part of the House Bill 1080. | ncr easi ng
the amount of information required to be
included in Act 91 notice requiring |lenders to
send a copy of that Act 91 notice to PHFA.

Now we heard a | ot of foreclosure pockets and
t hi ngs going on across the Commonweal t h. I
will say that we did work directly with the
Depart ment of Banking on the Monroe County

i ssue. Mysel f and former secretary Bill
Schink spent a lot of time in Monroe County.
This is one of the reasons why we are making
this recommendation. W would |ike to receive

the notice at PHFA directly to determ ne where
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t he hot pockets are and begin to i mediately

address the issues that may occur with regards
to those hot pockets around the Commonweal t h.

Continue to stay until the appeal
hearing. We would Iike the homeowner to have
t he opportunity to appeal that stay and cease
forecl osure proceedi ngs. It is already a
stressful situation the homeowner incurred at
t hat poi nt. If for some reason the question
that we received from sonme of the | enders were
woul d the | egal fees still be paid if HEMAP
approves the |l oan and the answer to the
guestion is yes.

Requiring |l enders to provide for
rei nstatement information. This has been an
i ssue that has been a problem for sonetime.
In some cases reinstatenent has been taking as
| ong as 60 days and in some cases six months
or nmore. So we want to beef up this portion
of the law so we can get the reinstatements on
a timely basis fromthe | ender which would
all ow PHFA to nove nore quickly.

Anot her piece of the |law requires

PHFA to do an ongoi ng anal ysis of foreclosures
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in the Commonweal th and provide

recommendati ons to address the problens. W
support this whol eheartedly and we are willing
to take on that role, take on that role very
ent husi astically. W have done some things |
would like to talk to you about that shortly
to determ ne where the hot pockets are in the
Commonweal th in doing foreclosure studies on a
periodic basis reporting that to the
Legi sl ature.

Some of the things that PHFA has
been doing, |I'm hoping to have in two nmont hs a
wor kout program a refinance program and this
doesn't deal with all the sub prime activities
right off the bat, but we are looking to
provide refinancing for those individuals who
are in the nortgage as a result of, not the
right mortgage for them I f their credit
score, for instance, was favorable prior to

t aki ng out that nortgage, we want to | ook at

t hat individual. W have had conversations

wi th both Fannie Mae and Freddi e Mac. | think
Freddi e Mac announced they are willing to put
20 billion into the market to refinance
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i ndi vi dual s.

The key on the federal side
certainly with Fannie and Freddie are they
going to go | ow enough on the credit score
basis to help some of the Pennsyl vania
homeowner s. If that's the case, we would |ove
to partner with them But we would like them
to go lower than 620 is typically where Fannie
may be. We want to go into the md fives or
| ower if need be. That is the refinance fund,
whi ch means that we will sell taxable bonds to
refinance individuals who are in the wrong
mort gage, a variable rate nortgage that may be
getting to reset, where the credit was good
prior taking out the nortgage, we want to help
t hat i ndividual .

The other type of fund I want to
tal k about is a restructuring fund. This is
clearly is someone credit has deteriorated to
t he point where maybe the credit score may be
in 400s or even lower. They are in
bankruptcy, there are issues with that. That
is clearly a different type of fund to totally

restructure. We are not suggesting a bail -out
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as termed in some of the other |levels for the

| enders, we think the | enders participate as
part of that. Put up some capital that would
be at risk capital.

PHFA would be willing to put some
of its capital at risk. | have had
di scussions with a nunber of foundations who
also would be willing to do the same thing put
capital on the table to restructure a work-out
fund for those individuals in such a
situation. So, | would hope to bring back to
you some information to share, positive
information that we devel oped these type of
products over the next few months.

I n addition, we are | ooking at we
announced | ast September a renovate and repair
product. One of the main reasons why we have
seen not only in HEMAP program but across the
Comonweal th why some homeowners get into
troubl e because they take out the repair | oan
that drives theminto foreclosure. As |
mentioned in my testinony, it can be the
second or third | oan that pushes a homeowner

into foreclosure. W devel oped a product
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call ed renovate and repair, it is a loan. W

will lend up to 120 percent of the loan to

val ue of the property to the homeowner at
fixed rates which is the key here. Because
most of the products on the market are

vari able. They move with interest rates. But
t hese would be fixed rates for five, ten, 15
and 20 years. We lend up to 35, 000.

We think that product is going to
be very attractive over the years to conbat
predatory | ending. I n addition, we have a
counseling agency network right now with over
100 counseling agents that we train predatory
| endi ng, home purchase. We hope that they
will be our first Iine of defense with regards
to hel ping sub prime homeowners not only to
direct themto the right program HEMAP
refinance work with the | ender but also
counsel them before they take out the | oan.
s this the right |loan. Get a second opinion
on the nortgage.

Those are sonme of the things we
| ook to do over the next few nonths to help

t he Commonweal th residents.
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One ot her product | would mention

also is a reverse nortgage. Ten years ago
PHFA was in a reverse nortgage program We
exited the market as a result of enough
private sector conpanies offering a simlar
product. | think we will be back in the

mar ket by the end of the year we will have a
product that offers a high payout for

i ndi vidual s who are house rich and cash poor
with |l ess points, |ess fees up front.

So we hope to have a product that
will bring back to you to offer our elderly
Commonweal th residents so they can age in
pl ace and keep their home. We work with the
federal government | mentioned to create a
nati onwi de housing trust fund that would be a
portion of the Freddie Mac and Fanni e Mae
ear ni ngs. We | obbied in Washington very hard
to do that. On an annual basis it would be
about a billion dollars prorated among the
state's population. We hope it comes to PHFA
to do that. It will be part of to be
consi dered part of the workout fund.

I n addition, we will be bringing
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back to you for your support a creation of a

state-wi de housing trust fund, not | ooking for
an appropriation, some sort of fee that may go
along with the insurance. That could be

dedi cated to such a workout fund.

Last but not | east, we are just
about conpleting a state-wi de housing study
which we are | ooking at all the neighborhoods
across the Comonweal th. What type of housing

is needed and where is it needed? In some

communities it may be home ownership. I n
others it may be rental, in others it may be
m xed use a conbination of conmercial. W

basically commtted to dedicate our resources
to do just that. Not just to PHFA, but all

t he Commonweal th agencies. W submt that
report to the Governor and the Legislature for
your input on draft basis. W think a

coordi nation of all agencies helping in the
communities, we want to be proactive in terns
of what type of housing is needed. Typically
when we are approached by devel oper, we react
to his proposal as to where the devel opment

shoul d be. We want to incentivise those areas
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are hard to devel op and push devel opers to

t hose areas for the various communities. I
will be nore than happy to work with you in
the future and again | applaud you for taking
on the effort on sub prime nmortgages and are
willing to assist in any way we can, thank
you.

CHAI RMAN DALEY: M. Hudson, thank
you for your testinmony. You heard earlier
t here was suggesti on about, the suggested
possibility of doing a moratorium on
foreclosures in Pennsylvania. And we've
al ready started discussing that here at the
front table and sonme people in the audience.
If we had a voluntary programin which we had
a moratorium would there be any noneys
avail abl e through PHFA that we could set aside
to special emergency fund to help those
foreclosures, individuals in foreclosure pay
their interest rate for a period of time
during the noratorium or the stay so to speak
let's say six nonths until we come up with
some | egislation that may address that? |Is

t hat possible, is that something we can
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di scuss privately? 1Is it something we need to

research? | don't want to put you on the hot
seat .

MR. HUDSON: Somet hi ng we can
di scuss privately. Il will say that we have
t hrough the HEMAP program participated in a
moratorium as you heard earlier, the original
creation of the programthere was a
mor at ori um But also a moratorium about a
year and a half, two years ago in Phil adel phia
with regard to foreclosures. And again the
sheriff stepped up to the table, we were there
with HEMAP, not to offer anyone who had not
had an opportunity to apply to HEMAP. And
what we found out there were a | ot of
i ndi viduals that were not aware of the
program So we did not judge them that they
| aid out the case so we kind of weighed that
portion to allow applicants to come in. I
think we would be willing to participate. I n
terms of capital, | will have to take a | ook
at that what we can do in ternms of PHFA.

CHAI RMAN DALEY: \What we have done

we already made a call to Dwi ght Evans office
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on this issue that quickly to see what may be

appropriated in a special fund. | wondered if
there is something that may be avail abl e.
Woul d you | ook at that and please |et our
comm ttee know?

MR. HUDSON: Absol utely.

CHAI RMAN DALEY: Also you heard ny
guestion also to the Secretary of Banking
concerni ng PSAs. | think there is generally a
need of more public awareness of PSAs.
Brochures are great, it is so hard to get
t hose brochures out to people that really need
to see the brochures.

MR. HUDSON: Absol utely.

CHAI RMAN DALEY: Has the agency
devel oped | think | have seen some PSAs.

MR. HUDSON: Yes, we had had PSAs,
right now we are putting together an extensive
mar keti ng plan geared toward predatory | ending
i ssues which would deal with the sub prinme
issue. So we will be out there hitting very
hard, much harder than you have seen in the
past with regard to marketing efforts, and

pretty nmuch directing the homeowners to that
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counseling network. From t he counseling

network we will see how we can hel p,
absol utely.

CHAI RMAN DALEY: Representative
Benni ngt on.

REPRESENTATI VE BENNI NGTON: Have
t here been years where HEMAP was funded but
didn't have enough funds for all of the
applicants, and if so, are you requesting any
suppl ement al appropriations?

MR. HUDSON: That's a good
guesti on. Yes, there were years when HEMAP
did not receive any funds at all. And | wil
gi ve you a snapshot here, for instance, if you
go back to '98 which is actually when we
i mpl emented the | aw changes we received no
appropriations for '98, '"99 through 2003.
When Governor Rendell came in this actually
occurred in Philadel phia we had a meeting with
about 50 advocates and our approval rate at
that time was down bel ow 20 percent. | told
t he Governor we need nmore funding. And
funding was in 2004, $5 mllion appropriate,

$8 mllion in 2005, 10 mllion 06-07, and as |
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mentioned we are getting 11 mllion in the

budget for this year. When the program was
originally created in 1983-84, the
appropriation was 25,750, 000.

REPRESENTATI VE BENNI NGTON: Thank
you.

REPRESENTATI VE LONGENETTI : Ki nd of
as a follow-up to that response, you mentioned
11 mllion for HEMAP in this budget. What
amount did you request, is that --

MR. HUDSON: That is what we
request ed.

REPRESENTATI VE LONGENETTI : That is
what you requested.

MR. HUDSON: The previous year was
13. So you see I'"'mtrying to get back to
t hose | evels.

REPRESENTATI VE LONGENETTI : Do you
know whet her that anount is enough to cover
all applicants for HEMAP?

MR. HUDSON: Well, | think the 11
mllion will allow us to do about 3, 000
applications, as applications arise, we wil

see about 11, anywhere fromten-five to
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11, 0000 this year. Eligible criteria, no, if

we were trying to serve all of them that
woul dn't be enough.

REPRESENTATI VE LONGENETTI : On the
sub prime nortgage issue, what percentage of
sub prime nmortgages in Pennsylvania do you
believe to be served by HEMAP?

MR. HUDSON: Percent of the sub
prime mortgages?

REPRESENTATI VE LONGENETTI : Ri ght,
if you are able to.

MR. HUDSON: I f the funding was
there, that is a key question. | f the funding
was there, we could probably help everyone.
But that |evel of funding would be somewhere
around $75 mllion.

REPRESENTATI VE LONGENETTI : Do you
do you have any estimate what percentage that
woul d cover?

MR. HUDSON: For the sub prinme
mort gages, again if we are tal king about sub
prime mortgages in foreclosure, you are
probably | ooking at maybe seven, 8,000 | oans.

We would | ook at those ones that are in
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foreclosure first and work our way back from

60, 90, 30 days delinquent. W could cut 75
percent there.

REPRESENTATI VE LONGENETTI : Thank
you.

CHAI RMAN DALEY: Representative
Kot i k.

REPRESENTATI VE KOTI K: Thank you
M. Chairman, |I'm followi ng up also on
Representative Longietti's questions, |I'm
wonderi ng how you were able to sustain the
program during those years when you didn't get
any appropriation.

MR. HUDSON: Strictly on the

repayments, we receive about, in today's
mar ket receive 1.4 mllion monthly in
repaynents. In '98 the | aw was changed to

require a mninmumrepayment of $25 per nonth
per homeowner. As interest rates dropped, we
actively go in and try to see what homeowners
can be refinanced in the current environment
so repayment were about 1.4 and it actually
t akes about 4.3, 4.5 mllion admnistrative

costs just to run the program annually. Of
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that 4.3 mllion, 1.3, 1.4 actually goes to

counseling agencies we pay themto counse
homeowners. Repayment has been the sustaining
force there.

That was a key question that came
up when we did not receive funding in those
years. Your nunmber of homeowners you were
able to serve drops from 22, 2500 down to
1,000 or less than that. And the questions
that we were dealing with, is that really a
progranm? But clearly repaynment were the
sustaining piece there at a mllion doll ars,
mllion four a month, to 12 mllion continue
operating limp along as we say.

REPRESENTATI VE KOTI K: Wel |,
| ooking at the situation we are tal king about
today, | don't see how 11 mllion is a
realistic figure.

MR. HUDSON: Ri ght, and that is
clearly what we have been seeing on the
advocate side but again it is better than zero
more than five not quite enough. So each year
| keep com ng back and asking for nore. I

would like to get it back up to the 25 mllion
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| evel quite truthfully.

REPRESENTATI VE KOTI K: Thank you.

CHAI RMAN DALEY: Representative
Whi t e?

REPRESENTATI VE WHI TE: Thank you
M. Chairman. | want to ask about somet hing
you touched on briefly regarding reverse
mort gages it was sonmething that grabbed ny
curiosity. |'m a private practicing attorney
and a lot of times | have | do bankruptcy
debt or worK. One of the things we try to do
the very first thing when we face a
foreclosure situation in the face, how can we
try to avoid it, what can we do, you very
el oquently hit on a | ot of the problenms we
have involving getting restatements and things
li ke that. MWhat | have noticed is reverse
mort gages which are primarily as you nmentioned
designed to help senior citizens, it is a
product tailored to a population that is
unbel i evably skeptical to begin with, doesn't
necessarily understand, you know, | have
peopl e canme in bought their house 30, 40 years

ago. They woul d have a hard time handling a
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traditional nortgage transaction |let alone

somet hing conmplicated like different like a
reverse nortgage

| wondered if you can maybe expl ain
alittle more how exactly that process works
and what you would be doing to tailor that to
make seniors nmore confortable.

MR. HUDSON: Yes, as | mentioned we
were in the market about 10, 12 years ago we
stepped out as a result of more private sector
comng in. What | heard over the |ast couple
years in terms of fees being charged up front
and then the payout that actually goes to
homeowner, how much is being paid has been
| owered. So, what we would do, and |I can't
stress this enough is education, education,
education, the homeowner and the famly
members if there is one key famly menber
needs to be basically go over all the
docunments.

The key with elderly homeowners
t hey have to understand you will not be put
out of your home which went back ten years ago

was the number one issue. You will not |ose
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your home. Again, we want to work this

t hrough the counseling agencies which are
community based, many of them CDC right in the
nei ghbor hood, faith based groups that the
homeowner is very confortable with, bring it
to the table, educate them how to go over this
with the homeowner. It is a great product
when done correctly.

They are very skeptical but we
woul d basically provide an extensive education
how it works how many points are charged up
front. | f you want a monthly ampunt versus a
| ump sum payout . In some cases they only want
to fix the kitchen, it is not really a
critical need to rehab a property. They want
a new kitchen. On a personal note, | actually
put my grandnmother-in-law into one of these
and it worked exactly like it was supposed to.

She wanted a new kitchen, a new
basement, where she spent nost of her time.
She has since passed away and the heirs got
the remai ning piece of the property and that
is how it should work.

What is not being done at the time
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taken to explain what it is the product to the

homeowner. We wouldn't be doing this as a
maj or |ine of business it just is an
alternative product to have for resident that
may fit. ' m not expecting a |ot of the
elderly residents, but we know there is a need
gi ven Pennsylvania has a | ot of elderly
citizens.

What | hear is it is not being
expl ai ned properly, there are a | ot of points
charged up front. We would take the time to
do that along with the counseling partner to
make sure it is done correctly. W want an
alternative product on the market.

REPRESENTATI VE VWHI TE: Now as a
follow-up to that, we tal ked about predatory
practices going on in the nortgage business,
do you think that the because it is kind of a
separate kind of entity, a specialized
product, do you think there are a | ot of
practices seeping their way into the reverse
mor t gage business and do you think that is a
growi ng problem as this business, this

subsection of the industry grows, do you think
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that will be a continuing problem and if so,

what can we do to fry to prevent that?

MR. HUDSON: Well, | think it is
anot her area that could be focused on.
Primarily just feedback | have been hearing
fromelderly residences and sonme of your
col | eagues who reached out to me went through
the process with their own famly members.

So, it is an area that could grow because of
popul ati on base, what | would like to do is
get out in front of it and have an alternative
before it beconmes another area our residents
can be taken advantage of.

REPRESENTATI VE WHI TE: Thank you
very much.

CHAI RMAN DALEY: Dave

MR. CALLEN: This may sound |ike a
nai ve question, you mention going into
Phi | adel phia and finding |ots of folks who
weren't aware of the HEMAP program how did
they get to foreclosure or close to
forecl osure without being notified by |enders
that there was a program avail abl e?

MR. HUDSON: Well, in some cases
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Act 91 may not have been sent. I n some cases

t hey got one and put it aside not

under standi ng what it was. And that's pretty
much what we heard from some of the people
present.

MR. CALLEN: Is there a requirement
of some kind that there be, the Act 91 notice
be a certified letter or --

MR. HUDSON: Absol utely. Supposed
to be sent certified registered.

MR. CALLEN: If the |l ender can't
denmonstrate there is a certified letter, is
there a sanction?

MR. HUDSON: Pardon?

MR. CALLEN: If a | ender cannot
denonstrate that they properly notified the
homeowner of the availability of the progrant

MR. HUDSON: Then the homeowner
woul d not be held responsible, allow themtinme
to apply.

MR. CALLEN: |s there a sanction
for the | ender?

MR. HUDSON: No.

MR. CALLEN: Shoul d there be?
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MR. HUDSON: To allow themto do

t hat ?

MR. CALLEN: | mean it is a |aw.

MR. HUDSON: It is a law, should be
done. That's right, there is no teeth.

MR. CALLEN: Enf or cement .

MR. HUDSON: We shoul d, you know,
take a |l ook at fining the |l ender. \What we did
on the other end since we didn't have any
finding or levy, could not |levy any fines, is
to waive the homeowner's rights so they can
still come in HEMAP. Once we find out it is
an issue, the lender said he sent it, there is
no evidence you got it, we work with the
| ender we don't care, if you are in
forecl osure, apply to HEMAP. We even all ow
people to apply for HEMAP who were rejected to
apply again so we can take another | ook at
situation. So the nmoratorium could extend,
voluntary is probably a good approach if we
can bring sheriffs together to say let's do
t his.

CHAI RMAN DALEY: Brian, thank you

very much for your testimony today. | ask if
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you to check your schedule and see if you are

avai |l abl e on Wednesday to possibly review some
of this stuff in our office if we could talk
to Sandy. Let us know if you are avail able so
we can tal k about this privately.

Thank you very much for testinmony.
One nmore person to testify named John Anr hein,
presi dent of West Penn Financial Service
Center, Inc., also a representative of the
Pennsyl vani a Associ ati on Mortgage Bankers.

MR. AMRHEI N: M. Chairman, thank
you members of the Commttee, |I'm John
Anr hein, | amthe i medi ate past president of
t he Mortgage Banker Association and current
member of their governing board. ' m al so the
| egi sl ative chairman for the Mortgage Banker
Associ ation of Pennsylvania and the president
of West Penn Financial Service Center, Inc.,
mort gage banker licensed by the Pennsyl vani a
Department of Banking located in Pittsburgh,
Pennsyl vani a.

Our comments through our
| egi sl ative regul atory chairman and counsel

Bob Levy have been provided to the commttee
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and are included. VWhat | would |like to do,

the prior industry speakers to me really
identified a number of the issues very well.
Rat her than to be redundant to the comm ttee,
| would like to amplify a couple of items
relative to their testinmony.

One thing I think we all cone to
understand as is that the residential mortgage
process is very conmpl ex. It is not what it
used to be 20 years ago. One of the issues
that we | ook at today is the fact that
educati on and not only education of the
consumer, but al so education, testing and
Iicensing of individual nortgage | oan
officers. | do ask the commttee to be
m ndful that currently there are in excess of
20 different types of state and federal
regul ations that govern the manner in which
mort gages are originated within this
Comonweal t h.

Additionally, | would ask it be
m ndf ul of the Supreme Court case Wachovi a
Bank which sets forth the preenption of

federal institutions, thereby creating an
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uneven playing field for those conmpani es and

i ndividuals that will be lIicensed by the
Comonweal t h.

Merely | egislating a type of
mort gage program or product would not
necessarily protect the consumer. W believe
that it is a free market, and that the market
shoul d govern the types of prograns and
products that are available to the consumers.

Simply put, an unethical person is
an unethical person, a crook is a crook
regardl ess of the number of regul ations that
are apparent in an industry.

Wth respect to the group of bills
sponsored by the Department of Banking, there
are a number of issues that we al so echo.
Wth respect to the adjustnment to the State
Board of Certified Appraisers, we agree and
support the request by the Departnment of
Banki ng.

Wth respect to the changes to the
HEMAP programrelative to a moratorium the
Federal National Mortgage Associ ation Freddie

Mac has identified Pennsylvania as one of the
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most costly and time-consum ng states in which

to execute a nortgage foreclosure. W could
not and would not support a moratorium on
foreclosures.

As | stated, we absolutely support
the position of the Department of Banking
relative to the education, testing and
Iicensure of individual nortgage | oan officers
within the Commonweal t h.

We absolutely believe that the
education both on an industry side and a
consumer side will move the industry forward
and having the participants and consumers
understand the types of transactions that they
enter into today. Thank you.

CHAI RMAN DALEY: Thank you very
much. Are there any questions from any member
of the commttee? The staff? Hearing none,

t hank you very nmuch for your participation.
That will be the last testifier today. I
think in your packet you have one other
additional testimony offered in witing for
t he Busi ness Network League of Western

Pennsylvania, | will be submtting it to the

VWEBER REPORTI NG
Pi ttsburgh, Pennsylvani a
(Phone) 412-401-6226 (Fax) 410-821-4889



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

141

st enographer to be attached as a pen dunb or

addendum to this testimny today. Hearing no

ot her questions or comments, this meeting is

adj our ned.
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| hereby certify that the foregoing is a
correct transcript fromthe record of

proceedings in the above entitled matter.

WIlliam E. Weber, RDR
Court Reporter
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