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Despite recent years of unprecedented national prosperity, many
American communities are fighting for their economic lives. In 
addition to high unemployment, low wages, aging populations and
limited opportunities, residents of those communities often lack
access to legitimate financial institutions and credit, making them
easy prey for predatory lenders. Through high interest rate loans,
excessive fees and deceptive conditions, unscrupulous lenders trap
low- to moderate-income people in unfair agreements that rob them
of their savings and sometimes their homes. The results are devas-
tating to families and their communities.

However, through broad-based partnerships and prevention 
strategies, residents, community organizations and elected officials
can curb predatory lending. This publication offers community
organizations and other groups specific tools and strategies – 
including background information and potential solutions – to com-
bat this practice.
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Section I: Overview of the Predatory Lending Issue
Introduction

Home ownership, with its proven social and economic benefits to residents and communities, is a goal
to which nearly every American aspires. For many people, a home is their largest investment and
greatest source of wealth. Homes provide safe, secure, stable places to raise families. Because home-

owners are more likely to maintain their properties and participate in civic affairs than renters, community
development organizations often use home ownership as a key revitalization strategy in distressed neigh-
borhoods.

Today, the home-ownership rate in the United States is higher than it’s ever been, thanks largely to public
policies, a strong economy, low interest rates and innovative financing.  For some Americans, though, preda-
tory lenders – through abusive practices that strip equity from homes – have turned the home ownership
dream into a nightmare. Borrowers who are short on cash but rich in equity are favorite targets, particular-
ly minority customers without access to traditional banking services. These lenders take advantage of their
inexperience and lack of information, manipulating them into high cost loans they can’t afford to repay.
Foreclosure and a destabilized housing market often follow.

Community-based organizations and others have developed prevention and intervention tools to curtail
predatory lending. Prevention helps to steer people clear of predatory lenders before any damage is done.
Intervention strategies help homeowners who have been victimized by abusive lenders.

Reasons for Predatory Lending

One of the most striking features of home finance in the late 1990s was the rapid growth of subprime lend-
ing, in part due to technological advances in analyzing borrower risk.1 The term “subprime” generally refers
to loans made to borrowers who have low credit ratings, but it also includes loans with very high loan-to-
value ratios.  Though most subprime lenders do not engage in predatory practices, the subprime market has
created new opportunities for lenders who do use predatory tactics.

Deregulation of the consumer credit industry and inflation of property values opened up a lucrative market
for financial institutions offering equity-secured lending.  Since the late 1980s, demand for home equity loans
and lines of credit has increased dramatically, as consumers attempt to consolidate mounting debts.2 At the
same time, lenders, in general, have moved aggressively into home equity-secured lending to take advantage
of inflated property values for their collateral.  Moreover, the 1990s witnessed huge growth of the home equi-
ty loan securitization market that was accompanied by relaxed underwriting standards by lenders.  As more
marginally creditworthy borrowers applied for financing, the subprime home equity market, with interest
rates higher than prime rates, grew rapidly, from 80,000 originations in 1993 to 790,000 in 1998.  In 1994, the
$35 billion in subprime mortgages represented less than 5 percent of all mortgage originations.  By 1999,
subprime lending had increased to $160 billion, almost 13 percent of the mortgage origination market.3

Rapid growth and profits in the subprime home equity market offered new opportunities for disreputable
lenders to enter the mix.  Unlike their more legitimate subprime counterparts, these unscrupulous lenders
are not offering a valuable service to credit-impaired borrowers.  The absence of strong consumer protection
laws, lack of regulatory enforcement, and limited options for legitimate and affordable credit in low-income
and minority markets, along with the potential for high profits, have allowed predatory lending to flourish.4

Today, home improvement loans are predominantly secured by one’s home, and many formerly unsecured
loans are now folded into higher-rate loans secured by homes.  The dangerous part about home equity
secured loans is that when borrowers default on the loan, they are susceptible to foreclosure.  Each foreclo-
sure of a residential mortgage is a personal, social and financial tragedy for the household.  It also has a
destabilizing effect on the neighborhood in which the home is located because absentee speculators or



vacant properties are likely to replace the family
who was forced from the home.

There is a variety of mostly anecdotal evidence that
predatory lending practices have been on the rise.
However, given the limitations of available mort-
gage data, it is not possible to quantify the extent of
predatory lending. However, one indication of the
magnitude of the problem is the rapid growth in
subprime foreclosures.5 Following the lead of the
National Training and Information Center (NTIC)’s
analysis of foreclosure trends from 1993 to 1998 in
Chicago, Abt Associates conducted studies of sub-
prime foreclosures in Atlanta and Boston and the
Department of Housing and Urban Development
(HUD) conducted a similar study for Baltimore.
Each of the studies found that foreclosures by sub-
prime lenders grew rapidly during the 1990s and
now exceed the subprime lenders’ share of origi-
nations.  Additionally, the studies show that fore-
closures of subprime loans occur more quickly
than foreclosures on prime loans and that they are
concentrated in low-income and African-American
neighborhoods.  The report suggests that the mag-
nitude and sharp growth rate of subprime foreclo-
sures is indicative of predatory lending practices.

The Coalition for Responsible Lending estimates
that U.S. borrowers lose approximately $9 billion
annually to predatory lenders based on one set of
assumptions.6 As a result of ample anecdotal evi-
dence, and increasing amounts of empirical data,
numerous national experts and public officials,
including Federal Reserve Chairman Alan
Greenspan, have spoken out against the prolifera-
tion of predatory lending practices.7

What Is Predatory Lending?

To date, there is no single agreed upon definition
for predatory lending, although most regulators,
advocates and industry experts refer to it as a type
of lending that combines certain products, terms,
prices and practices.  The Truth-In-Lending Act, for
example, defines predatory lending as “extending
credit to a consumer based on a consumer’s collat-
eral if, considering the consumer’s current and
expected income, the consumer will be unable to
make the scheduled payments to repay the obliga-
tion.”  Deborah Goldstein describes predatory lend-
ing as a set of loan terms and practices that fall
along a continuum between appropriate risk-based
pricing and blatant fraud.8

Thus, the term “predatory lending” has been
coined to describe a wide range of abusive, includ-
ing blatantly fraudulent, practices (see Common
Predatory Lending Practices below) used by
some lenders to lure borrowers into home-secured
loans that charge excessive interest rates and fees
that strip equity from homes, and sometimes weigh
down borrowers with such unmanageable debt
that they are likely to end up losing their homes.
Since borrowers are unlikely to enter knowingly
into abusive loans, predatory lenders combine
high-pressure and often deceptive sales tactics
with unfair lending terms that make it difficult for
borrowers to refinance the loans or sell their
homes.  In general, a predatory loan is not the
result of a single term or feature, but a combination
of factors that impose substantial hardships on the
borrower.

Difference Between Subprime
Lending and Predatory Lending

Although predatory loans tend to occur in the sub-
prime market, not all subprime lenders are preda-
tory.  Subprime lenders play a legitimate role in the
nation’s economy.  They rely on risk-based pricing
to serve borrowers who cannot obtain credit in the
prime market, which is reserved for borrowers with
highly rated credit histories.  Prime loans are often
described as “A” credits, and the mortgage industry
has adopted a grading scheme for subprime loans,
which range from A- through D.  Higher degrees of
risk for borrowers warrant higher costs for a loan.
Predatory lenders, on the other hand, charge exor-
bitant rates and fees, garnering returns well above
what is required to compensate for risks.  Their
high-cost loans are coupled with unscrupulous
practices that pressure borrowers into agreeing to
the unfavorable terms. Table 1 highlights some of
the key differences between subprime and predato-
ry lenders.

5

Lenders Subprime Predatory

Table 1: Key Differences Between Subprime and Predatory Lenders

Serve households with
credit problems

Target lower-income, 
minority and elderly
homeowners

Charge reasonable fees
based on risks

Charge exorbitant fees

Use aggressive but
ethical tactics

Use deceptive and 
sometimes illegal 
tactics

Customers

Fees

Practices
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Common Predatory Lending Practices

Predatory lenders combine a variety of tactics to
coax borrowers into high-rate, high-fee loans that
strip the equity from their homes.  Borrowers are
often unaware of unfair clauses in the loan docu-
ments or are led to believe that they are unimpor-
tant.  Common practices used by predatory lenders
that are cited, but not always listed the same way,
by numerous experts include:9

High-Pressure Sales  Tact ics  and
Steer ing
Predatory lenders combine appealing sales lines
with aggressive marketing techniques.  Their
offers of extra money or lower payments are
designed to ensnare borrowers with loans that
have high interest rates and fees.  Many predato-
ry lenders, sometimes working hand-in-hand
with home-improvement contractors or mort-
gage brokers, deliberately steer qualified borrow-
ers into loans with unwarrantedly high interest
rates and away from more affordable options.

High Interest  Rates and Fees
Predatory lenders charge interest rates well
above prime rates that are not justified by the
borrowers’ risk profiles.  Many also charge high
fees, or points, but do not give borrowers a reduc-
tion in the interest rate for paying these fees.
Often the fees are folded into the loan, increasing
the amount of money borrowed.

Bal loon Payments  and Negat ive
Amor t izat ion
Predatory loans may be structured to have nega-
tive amortization and/or balloon payments.
Negative amortization is when the monthly pay-
ment is not enough to cover the accrued interest,
and the unpaid interest is then added to the prin-
cipal balance, which results in a higher principal
amount due at the end of the loan period than at
the outset of the loan.  A balloon payment is a
lump sum payment due at the end of the loan
period, which is often beyond the borrower’s
ability to pay.  Thus, a homeowner could lose the
home or be forced to refinance for another term
at an additional cost.

“Packing” and Padding Costs  and Fees
Predatory lenders often quote excessive closing costs,
inflated appraisal costs and padded recording fees.
Some lenders also include expensive, and often

unnecessary, single-premium insurance as a condi-
tion to a loan, which provides high profits to the
lender.

Fl ipping
Predatory lenders repeatedly refinance loans,
charging new costs and fees each time.  By
rolling the existing balance of the loan and fees
into a new loan, the term of repayment is extend-
ed, resulting in higher monthly payments and an
increased loan balance.

Locking Borrowers In
Predatory lenders lock in borrowers to prevent
them from accessing market-rate financing by
imposing excessive prepayment penalties, mak-
ing loans in excess of 100 percent of the home’s
value, consolidating other debts into the loan,
delaying postings on payments and providing
inaccurate payoff information. While prepayment
penalties – if properly structured and disclosed –
are not necessarily bad, their application has been
abused by predatory lenders.

Equity  Str ipping
Some predatory lenders make loans with high
fees and monthly mortgage payments and other
debts exceeding 50 percent of the borrower’s
gross monthly income.  The loans are based on
equity in properties, rather than on borrowers’
affordability.  These loans with high fees and pay-
ments are designed to strip as much equity as
possible from homes, either through fee and
mortgage payments or foreclosures.

Decept ive Pract ices and Fraud
Some predatory lenders hide disclosures, finance
fees without the borrowers’ knowledge, convince
borrowers that credit insurance is necessary to
close loans and use unethical contractors as bro-
kers for high-rate loans.  Other predatory lenders
actually forge loan documents and signatures,
resulting in borrowers who get saddled with loan
terms they know nothing about.

In general, predatory lenders target low-income
homeowners, primarily women, seniors, minori-
ties and families in financial crises’ who are “equi-
ty-rich” and “cash poor.”  In many cases, individu-
als are not experienced or knowledgeable about

Targets of Predatory Lenders



7

complex financial transactions. Using aggressive
sales tactics, unscrupulous lenders lure people into
loans with excessive rates and fees and misleading
terms designed to gain as much equity from prop-
erties as possible.  Due to the ensuing unmanage-
able financial burden, some people lose their
homes and savings to foreclosure.

As documented in the media on predatory lending,
older homeowners are prime targets for home
improvement and home-equity fraud for a variety
of reasons.10 First of all, they tend to have a lot of
equity in their properties by paying down their
mortgages over time and from increasing house
prices in recent years.  Moreover, the elderly tend
to be an underserved population in the convention-
al lending market.  Older homeowners, especially
those with fixed incomes, may need to access their
equity for home improvements, medical expenses
or support of family members.  When in need of
home improvements, older homeowners are more
likely to hire contractors than to do the repairs
themselves.  Finally, the elderly are more likely to
be home for door-to-door salespersons and tele-
marketers. 

Predatory Lending Victim’s Story

Velda Durney, a widow living on a small pension
and Social Security income in California, applied
for an 8.5 percent adjustable-rate mortgage in the
amount of $52,493 to consolidate credit card bills
and lower her monthly payments.  However, the
actual loan she received contained 26 points,
increasing the loan amount to $64,590.The mort-
gage contained a provision that increases the inter-
est rate every six months.
Source: Henriques, Diana B. and Bergman, Lowell, “Profiting from Fine 

Print with Wall Street’s Help.”  New York Times, March 15, 2000.

1   Office of Thrift Supervision, “What About Subprime Mortgages?” 
Mortgage Market Trends: Vol. 4, Issue 1, June 2000.

2   Nathan, Luxman, “Borrower Beware: Equity-Strippers Are Preying on 
Elderly Homeowners.” Communities and Banking: No. 25, Federal 
Reserve Bank of Boston, Spring 1999.

3   U.S. Department of Housing and Urban Development, Unequal Burden: 
Income and Racial Disparities in Subprime Lending.  Series, Office of 
Policy Development and Research, 2000.

4   Brennan, William J., “Predatory Mortgage Lending Practices.”  
Testimony on New Dimensions in Home Ownership and Housing 
Finance, October 23, 1998.

5   Bunce, Harold et al., Subprime Foreclosures: The Smoking Gun of 
Predatory Lending. U.S. Department of Housing and Urban Development
on Housing Policy in the New Millennium, Crystal City, VA, October 3, 
2000.

6   Stein, Eric, “Quantifying the Economic Cost of Predatory Lending.”  
A Report for the Coalition for Responsible Lending, July 25, 2001.

7   Greenspan, Alan. “Economic Challenges in the New Century.”  Annual 
Conference of the National Community Reinvestment Coalition, 
Washington, D.C., March 22, 2000.

8 Goldstein, Deborah, Understanding Predatory Lending: Moving 
Towards a Common Definition and Workable Solutions. Neighborhood 
Reinvestment Corporation and the Joint Center for Housing Studies of 
Harvard University, October 1999.

9 Brennan, William J., 1998. Saunders, Margot, “Testimony from National 
Consumer Law Center.”  House Committee on Banking and Financial 
Services, September 16, 1998.

10 Nathan, Luxman, 1999. Goldstein, Deborah, Understanding Predatory 
Lending: Moving Towards a Common Definition and Workable 
Solutions. Neighborhood Reinvestment Corporation and the Joint 
Center for Housing Studies of Harvard University, October 1999. 
Friedman, M.  “Confidence Swindles of Older Consumers.”  The Journal
of Consumer Affairs: Vol. 26, No.1, 1992. Brown, Helen, “AARP 
Consumer Home Equity/Home Improvement Lending Survey.”  
November, 2000. Survey.”  November, 2000.
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Section II: Organizations Working Against Predatory
Lending and the Tools They Use

Predatory lending has become an increasing threat to communities throughout the nation and has
caught the attention of government agencies, consumer advocates, nonprofit housing groups, legal
services, financial institutions, regulators and others.  Different entities are addressing the issue nation-

ally and locally with a range of prevention and intervention tools.  Prevention aims to reduce the number of
predatory lending victims by stopping abusive practices, closing information gaps and offering lending alter-
natives.  Intervention seeks to help homeowners who have been victimized by abusive lending practices keep
their homes.

THE ORGANIZATIONS

Some federal government initiatives include forming task forces and working groups to establish coordinat-
ed attacks on predatory practices, identify such predatory practices that could be limited by tightened regu-
lations or legislative changes, and strengthen the enforcement of existing statutes.  For example, the
Department of Housing and Urban Development (HUD) has acted through education, regulation and
enforcement actions to combat predatory lending. The Federal Reserve is part of a nine-agency working
group that also involves the Office of the Comptroller of the Currency (OCC), Federal Deposit Insurance
Corporation (FDIC), Office of Federal Housing Enterprise Oversight (OFHEO), HUD, Department of Justice,
Federal Trade Commission (FTC), Office of Thrift Supervision (OTS) and the National Credit Union
Administration (NCUA).  In the absence of federal legislative changes, a number of states and local jurisdic-
tions, such as North Carolina and Chicago, respectively, have taken action by lobbying for and creating their
own regulations.

Secondary market outlets are combating predatory lending in multiple ways.  Both Fannie Mae and Freddie
Mac are offering newly crafted mortgage products aimed at consumers with marginal credit histories to pro-
vide options other than predatory lenders.  Freddie Mac has also sponsored education and financial literacy
programs in 24 major metropolitan areas across the nation, such as the “Don’t Borrow Trouble" public
awareness campaign and the Home Equity Loss Prevention (HELP) refinancing loan product that includes
intensive counseling.  Financial industry trade associations, such as the Mortgage Bankers Association
(MBAA), American Bankers Association (ABA) and National Home Equity Mortgage Association (NHEMA)
have all adopted lending best practices, or a code of ethics, for member associations.

Consumer law groups and advocates, such as the National Consumer Law Center (NCLC), Consumers
Union, American Association of Retired Persons (AARP) and others, have been at the forefront of the issue
because they have direct contact with borrowers who have been affected by predatory lending practices.
Their efforts frequently involve preventive strategies, such as consumer education, outreach and advocacy.

Many local nonprofit housing and community development organizations are including consumer aware-
ness components and financial management training along with their home-ownership program services,
and a smaller subset of them have developed more specific tools for addressing predatory lending, usually
in collaboration with other organizations as part of a multi-faceted approach.

The appendix contains a representative matrix of national and local entities working on predatory lending,
and the types of tools and strategies they are using. 
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THE TOOLS

From an analysis of 21 case studies on local organ-
izations that have developed anti-predatory lending
strategies, the tools for combating predatory lend-
ing in local communities have been divided into
two broad categories: prevention and intervention.
Tools aimed at prevention include consumer edu-
cation, regulatory enforcement and competitive
loan products.  Intervention tools include legal
services, intensive individual counseling and loan
refinance products.  Used together, they have max-
imum impact to prevent community devastation.

Both tools are necessary
components of any
attempt to combat preda-
tory lending.  In fact, the
best solution involves a
holistic approach that
includes a wide range of
prevention and interven-
tion tools, and partners
from private, public and
nonprofit sectors (see
Figure 1).  Preventive
tools are cost effective
and reach a large num-
ber of people, while inter-
vention strategies offer
critical, but costly, solu-
tions for individual
homeowners who are in
difficult situations and
need help.  

As shown in figure 1, the
foundation for a holistic
approach is increasing
public awareness and
building coalitions, which
are cost-effective methods
of reaching mass markets
to reduce the total number
of victims.  This founda-
tion is a necessary starting point from which to build
other programs and strategies that, in tandem, form
a comprehensive approach to address predatory
lending.  While moving up the pyramid of strategies
to address predatory lending, costs increase while
the number of people served decreases.

Preventive tools, with their relatively low delivery
costs and ability to reach mass markets, line the

bottom of the pyramid, while intervention tools,
which require increased resources for a more lim-
ited audience, form the top. A comprehensive effort
maximizes impact, since no single approach is
enough to solve the predatory lending problem.
Preventive strategies cannot increase awareness of
the problem without including tools for individuals
who need assistance with predatory loans, nor
would it make sense for approaches to offer high-
cost intervention services without including pre-
ventive measures for the mass market to reduce
the overall number of victims.

PREVENTION TOOLS

PUBLIC AWARENESS CAMPAIGNS

Public awareness campaigns make homeowners
aware of the potential threats to their homes and
savings and create more informed borrowers in
general.  These are generally carried out by local
government agencies in cooperation with a wide

REFI

Debt y Rehab

LEGAL

WORKOUTS

1:1 COUNSELING

Victims y Potential Victims

GROUP EDUCATION

Financial Management Training  

Consumer Seminars

POLICY CHANGES

Federal/State/Local Legislation y Enforcement   

Market Competition

PUBLIC AWARENESS CAMPAIGNS

Local Coalitions y Ad Campaigns y Brochures y Hotlines

Scale Cost

Financial institutions 
Nonprofit housing organizations

Individuals high per 
person

low per 
person

mass
market

Nonprofit housing organizations
Credit counselors

Nonprofit housing organizations
Financial institutions
Consumer groups
Local government agencies
Public officials
Regulators

Lawyers 
Legal services

Nonprofit housing organizations
Consumer groups

FOUNDATION

INTERVENTION

PREVENTION

Figure 1: Holistic Pyramid of Strategies with Multi-Sector Partnerships  
to Combat Predatory Lending



range of local partners.  These campaigns use a
combination of ads, billboards, Web sites and pub-
lic service announcements to educate borrowers
about predatory lending practices. They often
direct victims of predatory lenders to a toll free hot-
line for referrals to local government and nonprof-
it agencies that can help them understand and
resolve specific lending problems.

j Ad Campaigns: large-scale marketing and
media campaigns aimed at raising the public’s
awareness of predatory lending to prevent people
from becoming victims of unscrupulous lenders.

The “Don’t Borrow TroubleSM” campaign is the first
comprehensive consumer  awareness/ foreclosure
prevention campaign of its kind — combining pub-
lic education and counseling services to help
homeowners avoid lending practices that strip
away their home’s equity. A person who calls the
toll-free number is connected to a counselor who
has been trained to identify and assist in preventing
or resolving predatory lending issues. “Don’t
Borrow Trouble” was pioneered by Boston Mayor
Thomas M. Menino and the Massachusetts
Community Banking Council in 1999 to educate
homeowners and homebuyers about predatory
lending practices and the dangers of excessive
debt. This multi-faceted program links an educa-
tional campaign to existing home-ownership pro-
grams and new foreclosure prevention services.
All advertisements include the phone number for a
call center, whose staff members counsel home-
owners on the risk of high-cost loans and refer
callers to housing agencies that can help with addi-
tional counseling or loan restructuring. Freddie
Mac is expanding the program to communities
nationwide. For more information, visit the Web
site at www.dontborrowtrouble.com.

j Brochures and Videos: publications that are
distributed to homeowners to warn them about
predatory lenders and provide tips on finding good
loans.  These may be done in a variety of languages
as victims of predatory lending may be recent
immigrants.

The New York State Banking Department created a
video entitled, “Don’t Lose Your Home: Don’t Be a
Victim of Predatory Lending, Avoid Home Equity
Fraud,” which is available in English and Spanish
for free to nonprofit organizations and government
agencies.  The Banking Department also created

informational brochures in English, Spanish,
Chinese and Russian.  These resources along with
additional information for consumers are available
on the Banking Department’s Web site at
www.banking.state.ny.us.

j Local Coalitions: broad-based partnerships,
which involve traditional lenders, nonprofits,
housing organizations, consumer and seniors
groups, legal services, regulators, public officials,
local government agencies, funders, homeowners
and others, to conduct research, change policy and
execute comprehensive approaches to combating
predatory lending.  A broad coalition can have sig-
nificant political clout and to affect policy changes
improve legislation, regulation and market compe-
tition.

The Coalition for Responsible Lending in North
Carolina was formed in early 1999 and currently
includes 118 organizations with more than 2.5 mil-
lion members.  The coalition is an advocate for its
members and protects consumers by providing
them with the most up-to-date tools and resources
through education, outreach and advocacy.  The
Coalition for Responsible Lending – with its large
size and representatives from many lending insti-
tutions — has strong political clout, and in 1999 the
coalition worked diligently to pass the first state
anti-predatory lending legislation in North
Carolina.

The Coalition for Responsible Lending’s Web site at
www.responsiblelending.org has the latest infor-
mation on fair lending issues, as well as tools for
practitioners to use in their own communities,
such as fact sheets, information and updates on
state and federal fair lending reforms, links to other
fair lending sites and more.

POLICY CHANGES

Federal Regulations

Federal regulations and their enforcement can play
a key role in eliminating predatory lending. The
laws cover a range of predatory lending tactics and
provide a formidable regulatory structure for curb-
ing predatory lending.  However, Federal laws do
have a weakness.  Due to the variety of laws that
cover different predatory lending practices, it is
often difficult, time-consuming and costly to deter-
mine which particular law may have been violated

10



in a particular case.  Simplifying Federal law to tar-
get predatory lending directly could make curtail-
ing unfair and abusive lending behavior easier.11

However, preserving access to capital for under-
served markets through subprime lending while
prohibiting predatory practices can be a delicate
balance.

“Curbing Predatory Home Mortgage Lending” by the
U.S. Department of the Treasury and HUD is a com-
prehensive federal examination of predatory lending
that discusses predatory lending tactics and a wide
range of recommendations to limit unfair and decep-
tive lending practices.  The full report is available on-
line at www.huduser.org/ publications/hsgfin/curb-
ing.html. See also Commit- tee of Banking, Housing
and Urban Affair Chairman Gramm’s response on
August 23, 2000, “Predatory Lending Practices: Staff
Analysis of Regulators’ Responses.”

Current federal laws that address predatory lend-
ing are:

j Home Ownership Equity Protection Act (HOEPA):
defines a class of “high-cost” home equity loans as loans
that charge closing fees of eight points or more, or have
annual percentage rates (APRs) that are 8 percentage
points (10 percent for junior lien loans) above prevailing
Treasury rates for loans with comparable maturities.  For
HOEPA-protected loans, there are thorough disclosure
requirements and prohibitions of many practices.
(Governed by the Federal Reserve.)

j Truth-In-Lending Act (TILA): requires all creditors
to calculate and disclose costs and other informa-
tion in a uniform manner, such as payment sched-
ules, prepayment penalties and the total cost of
credit, expressed as a dollar amount as an APR.
(Governed by the Federal Reserve.)

j Real Estate Settlement Procedures Act (RESPA):
prohibits lenders from paying fees to brokers that
are not reasonably related to the value of services
performed by the broker, and requires that the
nature and costs of the real estate settlement
process be disclosed to borrowers.  (Governed by
the U.S. Department of Housing and Urban
Development.)

j Equal Credit Opportunity Act (ECOA) and the Fair
Housing Act: prohibits discrimination in lending
and housing transactions, respectively, on the basis
of several characteristics, such as age and race.
(Governed by the Federal Trade Commission.)

j Federal Trade Commission Act (FTCA): prohibits
unfair and deceptive practices.  (Governed by the
Federal Trade Commission.)

Local Ordinances and State Legislation

Many states and local jurisdictions have recently
enacted or have begun to discuss streamlining
their state statutes to address predatory lending
directly. 

The city of Chicago became the first city to address
predatory lending by passing a local ordinance that
applies to city depositories and contractors.  It pro-
hibits the city from doing business with deposito-
ries, contractors and/or their affiliates that engage
in predatory lending.  For more information, visit
www.ci.chi.il.us/housing.

MARKET COMPETITION

Market competition promotes and provides alterna-
tives to predatory loan products through affordable
financing with legitimate terms.

j Deed Restrictions: restrictions in loan documents to
prevent customers from using the equity in their
homes for the term of the loan that is provided by a
community-based organization, usually as a second
mortgage.  Customers are often willing to sign lien
agreements because they understand that it is a tool
to protect their homes and they want to receive all the
subsidies for which they are eligible.  Deed restric-
tions have proven to be extremely successful tools for
preventing customers from losing their homes due to
excessive equity loans.

In 2000, Pathfinder Services, a nonprofit organization
in Northern Indiana, created and implemented a
mandatory lien agreement for any customer who
obtains a first-mortgage from a lending partner at 75
percent loan-to-value (LTV) with an accompanying
subsidy from Pathfinder Services.  The agreement
restricts the customer from using the equity in the
home for the term of Pathfinder’s forgivable loan.  If
the customer sells or refinances the home within five
years, s/he must repay the total loan to Pathfinder.
After five years and compliance with the term of the
lien agreement, the loan is 100 percent forgiven.  

j Loan Subordination Policies: policies that accom-
pany second mortgages provided by community-
based organizations and local governments that
require individual counseling prior to refinancing
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and/or limit the circumstances which the second-
mortgage lien holders will allow for subordina-
tion depending on the terms of the refinance loan.

j Best Practices Lending Guidelines: a code of ethics
adopted by financial institions to not engage in predatory
lending practices and to provide credit in a fair manner.

j Competitive Loan Products: affordable mortgage
products offered by credible financial institutions that
are aimed at customers who have experienced credit
difficulties to provide them options other than preda-
tory loans.  These loan products create and encour-
age responsible competition in markets targeted by
predatory lenders for credit and financial services so
that consumers have more options for avoiding
predatory lenders.

CONSUMER EDUCATION

Education helps consumers make sound financial
choices and develop banking relationships with
legitimate and affordable financial institutions.
Educated borrowers who understand and know to
exercise their rights during the lending process can
be a solid defense against predatory lenders.
Consumers must understand the basics of money
management and realize that they have the power to
say no.  As consumer knowledge increases, opportunities
for predatory lenders should diminish.

Tools for consumer education include:

j Consumer Awareness Seminars: interactive one-
to two-hour workshops that teach money manage-
ment skills. They often include segments on how to
manage debt and avoid predatory lending and
other financial pitfalls. These courses are general-
ly aimed at low-income, minority and senior
homeowners, and teach participants how to recog-
nize fraud or abuse.

The Consumers Union West Coast Regional Office
in San Francisco, California, created a predatory
lending awareness seminar to supplement its
brochures and other materials on home-equity
fraud, reverse mortgages and alternative services
and lending products. The curriculum includes
how to weigh the pros and cons of a particular loan
product, how to find loan alternatives and where to
seek help.  The course also defines terms com-
monly used in home equity lending fraud and
abuse, and discusses who is at risk, how lenders
identify their targets, the most common sales

strategies and what the consumer can do, rather
than fall victim to these loans.  The curriculum is
flexible, and the length of the seminar depends on
program participants.  The brochures, resource
guides and consumer information can be found on
the Consumers Union Web site at www.consumer-
sunion.org.

j Financial Management Training: multiple work-
shops providing in-depth training on financial
management to increase consumers’ knowledge,
confidence and skills with managing their money,
financial planning and decision-making. Courses
give participants the tools they need to get their
finances in order and keep their finances manage-
able and secure. Classes tend to concentrate on
budgeting, credit and mortgage lending but also
may include homebuyer education and informa-
tion on predatory lending.

Rocky Mountain Mutual Housing Association in
Denver, Colorado, has developed a financial fitness
training entitled “$Your Money, Your Life!” to pro-
vide high-quality financial education; increase
awareness of financial products and services that
can strengthen the economic status of participants;
bring households utilizing high-cost financial serv-
ices into the financial mainstream; and help indi-
viduals to make informed financial decisions.
$Your Money, Your Life! consists of five two-hour
classes that focus on money management topics,
such as budgeting, bank services, establishing or
repairing credit history, financial planning, avoid-
ing predatory lending situations, and taxes and
insurance.  

j Freddie Mac’s CreditSmartSM: A consumer
credit education initiative formed by a joint part-
nership with five historically black colleges and the
American Homeowner Education and Counseling
Institute. CreditSmartSM was developed to help con-
sumers understand the importance of good credit
and how a poor credit history can limit the ability
to attain financial security. In the fall of 2001,
Freddie Mac in conjunction with the National
Urban League’s housing arm began their strategic
rollout initially to seven cities to expand the finan-
cial education campaign. Shortly thereafter,
Freddie Mac and the Rainbow/PUSH Coalition
expanded this “financial word” through 1000
Churches Connected, a financial literacy program
to be carried out by religious leaders across 
the country. For additional information, 
visit the Freddie Mac Web site at http://www.fred-

12



diemac.com/community/Creditsmart. In addition,
Freddie Mac launched CreditSmartSM Español in
December 2002. This comprehensive bilingual
education program is designed to focus on
Hispanic families. Freddie Mac partnered with the
Cuban American National Council, the Hispanic
Association of Colleges and Universities, the
League of United Latin American Citizens, the
National Association of Hispanic Real Estate
Professionals, the National Council of La Raza, the
National Puerto Rican Coalition and the United
States Hispanic Leadership Institute 

j Hotlines: toll-free phone numbers included on
advertisements that refer homeowners to local
organizations for counseling on the risks of high-
cost loans and foreclosure prevention.

jFreddie Mac’s Homebuyer Education: comprehen-
sive Web site designed to inform families on home-
ownership topics, including the importance of
credit, shopping for a lender, understanding loan
terms and selecting a real estate professional. 
For additional information about the program, 
visit the Freddie Mac Web site at www.fred-
diemac.com/community/Homebuyer.

INTERVENTION TOOLS

INDIVIDUAL COUNSELING AND WORKOUTS

Homeowners who are experiencing financial diffi-
culties and may have been victimized by predatory
lenders need resources and options for addressing
their situations.  Individual counseling allows for
organizations to offer potential solutions for miti-
gating financial problems based on each cus-
tomer’s situation.

j Counseling: individual sessions that are used to
assist customers who are having financial prob-
lems and may have been taken advantage of by
predatory lenders.  Counselors can review loan
documents and then create action plans or make
referrals for additional help.

j Complaint Letters: templates that can be adapted
and sent to the appropriate regulators for cus-
tomers who would like to file a complaint against
predatory lenders and their practices.
Neighborhood Housing Services of New York City is help-
ing households preserve their investment through its
Foreclosure Prevention Program, which provides educa-

tion and one-on-one counseling for customers in danger
of foreclosure, as well as loan workouts that reduce out-
standing balances or waive late charges, legal fees and
interest in arrears.  Delinquent loans are usually refi-
nanced through the existing note holder, but if the lender
is not willing to work out the problem with the borrower,
Neighborhood Housing Services of New York City uses
home improvement programs for necessary repairs and
tries to refinance through member banks. The ultimate
goal is to keep homeowners in their homes.

LEGAL SERVICES

Legal remedies and referrals generally occur
through partnerships that allow for consumer and
housing advocates, who suspect cause for litiga-
tion, to refer victims of unfair lending practices to
legal professionals and services.  Some organiza-
tions will help with investigations aimed at deter-
mining whether lenders can be sanctioned for reg-
ulatory violations.

REFINANCING PRODUCTS

These loan products are designed to assist cus-
tomers who needed refinancing in order to resolve
financial problems brought on by predatory
lenders. Loans are used for refinancing existing
predatory loans, refinancing with rehabilitation, or
for foreclosure intervention.  

In 1999, Neighborhood Housing Services convened
a task force of local lenders, city government offi-
cials, housing advocates and NHS of Chicago staff
to plan and build a partnership that became the
NORMALSM program.  The NORMALSM loan fund
provides counseling, foreclosure intervention and
financial resources for homeowners who obtained
financing from a predatory lender where the terms
and conditions of the loan exceed the customer’s
ability to maintain ownership of the property.  A
NORMALSM loan will typically be used to refinance
a first mortgage, although an existing predatory
second mortgage may be included in the refinanc-
ing as well. A requirement of the loan program is
that any refinanced mortgages must be negotiated
to a “short sale,” or reduced payoff.  The loan can-
not be used to repay other revolving or installment
debt.

11 Carr, James H. and Kolluri, Lopa, "Predatory Lending: An Overview."
Financial Services in Distressed Communities, August 2001.\
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Section III: Lessons Learned about the Implementation and
Effectiveness of Existing Strategies Used to Combat
Predatory Lending

While an evaluation of the effectiveness of the programs examined in the case studies is beyond the
scope of this paper, a number of “lessons learned” can be drawn from an examination of the cases.
These lessons arise from either being present in a number of the case studies, or from the experi-

ence of those implementing the program.  The key to curbing predatory lending is to utilize a holistic
approach that includes a wide range of prevention and intervention tools and partners from private, public
and nonprofit sectors.  However, some strategies, particularly those focusing on intervention, are resource
intensive.  Therefore, the lessons learned are divided into three sections: overall lessons learned, lessons
learned about prevention tools and lessons learned about intervention strategies.

OVERALL LESSONS LEARNED

USE A WELL-PLANNED, MULTI-FACETED APPROACH. While consumer education is a good solution in
the long run, a massive outreach campaign is needed for the greatest impact in expanding consumer knowl-
edge, particularly within the socioeconomic groups most frequently affected by predatory lending.12

Collaborative education efforts can improve financial market efficiency and protect against predatory lend-
ing.  The best efforts generally combine steps in the following order:

1. Form local coalition or task force;
2. Do research to build a case study archives;
3. Develop organizational capacity and/or partnerships to provide intervention services, such as 

counseling, refinancing products and legal services;
4. Get media attention and conduct outreach to troubled borrowers (only after capacity is in place);
5. Create consumer education programs and other preventive tools;
6. Lobby for legislative and regulatory changes or increased enforcement; and
7. Conduct program evaluation.

CREATE BROAD-BASED PARTNERSHIPS. Given the complexity of the issue and the need for a multi-
faceted approach to address it, no one organization is capable of fighting predatory lending in a given area
successfully on its own.  The different strategies involved in a holistic approach require a different level of
expertise, and thus, different types of organizations. Engaging a range of stakeholders who promote eco-
nomic and social stability through home ownership — financial institutions, nonprofit housing organizations,
consumer and seniors groups, legal services, lawyers, regulators, public officials, local government agencies,
funders and homeowners — is key for curbing predatory lending practices because leveraged resources will
make the greatest impact.  Partnerships increase public awareness of the issue, build support of efforts and
reduce duplication of services, thereby creating a united front for combating predatory lending.  Many
approaches begin with forming a local coalition or task force of concerned parties, which then serves as the
foundation for a multi-pronged approach to curtailing predatory lending practices.

DO RESEARCH. Developing a multi-faceted approach and creating strong partnerships take considerable
time and effort.  Research is needed up front to identify the scope of the problem locally, analyze the target
audience and determine the best strategies for addressing predatory lending.  It is important to connect with
the most vulnerable populations and to develop programs that meet their needs.  For example, organizations
working with immigrant populations will need to hire multilingual, multicultural staff to provide appropri-
ate and relevant education and counseling.  Program planning is essential for successful implementation.
Not only can issues move quickly but the opposition is strong. Organizations need to be prepared on all
fronts.  



LOOK FOR SUSTAINABLE FUNDING.
Combating predatory lending is not a money-mak-
ing prospect. However, it is an important piece of
any home-ownership or community development
initiative because ending predatory lending prac-
tices helps families sustain home ownership and
prevents community destabilization.  To offer anti-
predatory lending tools, it is critical for organiza-
tions to find a reliable source of funding.

DON’T REINVENT THE WHEEL. As more organ-
izations are addressing predatory lending, they are
developing tools and strategies upon which others
can build.  It is important, however, to tailor tools to
the audience and location.

LESSONS LEARNED ABOUT 
PREVENTION TOOLS

A LITTLE EDUCATION GOES A LONG WAY.
Some organizations have developed short, focused
seminars aimed at making consumers aware of
predatory lending and the potential risks for home-
owners. Organizations that do not have the
resources to offer regular, targeted workshops, or
financial management training should include a
short consumer awareness segment in their home-
buyer education and financial management train-
ing programs.

USE THE MEDIA. The media is a useful tool for
advocacy and education on predatory lending, as
stories put faces on the issue for residents, public
officials and others.  Moreover, the media can help
enforcement agencies take action and convince
lenders to settle cases.  Organizations attempting to
curb predatory lending practices should develop
press contacts and conduct extensive outreach to
the media to publicize both individual cases and
predatory practices by lenders.

IDENTIFY GOOD TRAINERS. Organizations
offering education workshops must identify good
trainers with knowledge of content and the ability
to relate to target audience.  Trainers should incor-
porate adult education techniques, use materials
with real-life examples  in simple, easy-to-under-
stand language and include information on abuses
and alternatives in the seminars.

BE STRATEGIC ABOUT MARKETING CLASSES
AND SERVICES. Organizations should begin by
identifying and researching the target audiences

for their anti-predatory lending programs.  It is
important to recognize the most vulnerable popu-
lations, develop programs that meet their needs
and then create outreach strategies to connect the
target audiences to the programs.  Most people do
not want to admit they are not financially savvy,
which makes marketing consumer awareness
seminars and financial management trainings a
challenge.  A good outreach strategy for organiza-
tions is to market their programs and services
through affiliates of the target audiences – such as
faith-based institutions, neighborhood associa-
tions, schools, employers, senior citizen groups and
ethnic organizations – because affiliates have
already formed trusting relationships with the
audiences organizations are trying to reach.  It is
especially important for organizations to reach out
to seniors in the neighborhoods in which they live,
as they are less likely to travel for programs and
services.

OFFER INTERVENTION TOOLS WITH EDUCA-
TION AND OUTREACH EFFORTS. Education and
outreach generally act as preventive tools, as they
increase consumer awareness of the issue.
Increased consumer awareness, however, can also
result in existing borrowers identifying themselves
as victims and needing assistance.  Without identi-
fying tools to help homeowners who are experi-
encing financial problems, organizations risk cre-
ating a lot of frustrated borrowers with nowhere to
turn.  Any anti-predatory lending campaign should
include a toll-free hotline for counseling and iden-
tify alternative loan sources.

LESSONS LEARNED ABOUT 
INTERVENTION STRATEGIES

OFFER A RANGE OF STRATEGIES. Intervention
tools are a necessary component of any plan to
combat predatory lending.  Homeowners experi-
encing financial difficulties who may have been
victimized by predatory lenders need resources
and options for addressing their situations.  As cus-
tomers’ situations will vary, organizations a on
their own or through collaborations a should offer
a range of intervention services and be flexible.
Develop specific forms and methods to analyze
customers’ situations, and plan intervention for dif-
ferent types of customers, such as refinancing, loss
mitigation, loan workouts, reverse mortgages, legal
assistance and foreclosure prevention counseling.
Counselors should be able to identify the difference
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between outright fraud and a bad deal.  Not all cus-
tomers requiring intervention will qualify for alter-
native loan sources or need legal services.  Some
customers may have trouble making their loan
payments but do not have predatory loans.
Organizations must be prepared to help such cus-
tomers, either through its own program or referral
services.

BE PREPARED FOR INCREASED WORKLOAD
AND COSTS. The major costs of intervention
strategies are staff time, as foreclosure prevention
counseling is a complicated and lengthy process
that requires creative solutions.  Once the program
is underway, additional staff resources may be
required to help victimized homeowners, and
organizations may need to adjust the areas they
serve.

MAINTAIN GOOD RELATIONSHIPS WITH
LENDERS. Counselors must be well acquainted
with local financial institutions, lending staff, local
and national servicing staff, and the bank’s proce-
dures for loan workouts.  Because counselors serve
as liaisons between lenders and borrowers, it is
very important to establish good relationships and
create uniform objectives and procedures.
Organizations should keep lending partners
informed of their program guidelines and get their
support for the program.  It is also critical for
organizations to help homeowners build strong
relationships with lenders.

OFFER FLEXIBLE REFINANCING PRODUCTS
THAT ARE AFFORDABLE. Alternative loan
sources are needed for victims, particularly refi-
nancing products.  Organizations can work with
local lenders and others to find sources for alterna-
tive loan products.  Ideally, these products should
include funds for housing rehabilitation and debt
consolidation, as these are often the reasons vic-
tims turned to predatory lenders.  Organizations
should accompany such loan products with coun-
seling and education to prevent future problems.

DEVELOP A NETWORK FOR LEGAL REFER-
RALS. Homeowners who have been victimized by
predatory lenders may require legal assistance that
is beyond the expertise and capacity of local com-
munity development organizations.  It is important
for organizations to develop a referral network for
legal services that includes a network of attorneys
and law firms that will take cases as pro bono as

well as nonprofit legal services.  By creating a large
network of referral sources for affordable legal
assistance, organizations will able to assist more
customers.

12 Gramlich, Edward M. “Tackling Predatory Lending: Regulation and 
Education.”  Bright Ideas, Summer 2001.
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Table 2: Summary Matrix of Case Studies on How Tools to Combat Predatory Lending Have Been Used in Local Communities

Name of Organization  Type of Agency Strategies and Tools                          Partners Year Created  Target Audience Served/Year

Coalition for
Responsible Lending
(North Carolina)

Coalition on
Homelessness and
Housing in Ohio

Consumers Union
West Coast Regional
Office (San Francisco,
CA)

Home Defense
Program of the
Atlanta Legal Aid
Society (Atlanta, GA)

National Training and
Information Center
(Chicago, IL)

Neighborhood
Housing Services of
Chicago (Chicago, IL)

Task force

Nonprofit
advocacy
organization

Nonprofit 
testing and
information
organization

Nonprofit 
legal services
agency

Nonprofit
training and
information
organization

Nonprofit
housing and
community
development
organization

Research

Prevention
1. Public Awareness Campaigns
j State coalition

2. Policy Changes
j Responsible lending agreement
j Principles for responsible lending
j State legislation

Prevention
1. Public Awareness Campaigns
j Task force

2. Policy Changes
j Principles for responsible lending
j State legislation

Prevention
1. Public Awareness Campaigns
j Brochures 

2. Group Education
j Consumer awareness seminars

Prevention
1. Group Training
j Consumer awareness seminars

Intervention
1. Legal Services
2.  Refinancing

Research

Prevention
1. Public Awareness Campaigns
j Task force

2. Policy Changes
j Local and state legislation

Prevention
1. Public Awareness Campaigns
j Task force

Intervention
1. Counseling and Workouts
j Foreclosure prevention counseling

2. Legal Services

3. Refinancing loan product

j Financial 
institutions
j Housing and
community 
development
organizations
j Consumer and
religious groups

j Legal services
j Housing and
community 
development
organizations
j Consumer and
senior groups

j Nonprofit 
housing 
organizations
j Senior 
organizations

j Private 
attorneys
j Nonprofit 
housing 
organizations

j Nonprofit hous-
ing organization
j Legal services
j Homeowners

j Financial 
institutions
j Government
agencies
j Consumer 
organizations

1999

2000

1998

1998

1998 

1999

Homeowners

Homeowners

Low-income,
minority and
senior home-
owners

Homeowners

Homeowners 

Homeowners 

N/A

N/A 

3,330 
educated in
1998-1999

N/A 

N/A 

15 in 1999-
2000
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Name of Organization  Type of Agency Strategies and Tools                          Partners Year Created  Target Audience Served/Year

Neighborhood
Housing Services of
New York City

New York State
Banking Department

Nuestra Comunidad
Development
Corporation (Boston,
MA)

Parodneck
Foundation

Pathfinder Services
(Northern Indiana)

Rocky Mountain
Mutual Housing
Association (Denver,
CO)

Rutland West
Neighborhood
Housing Services
(Rutland, VT)

Nonprofit
housing and
community
development
organization

State regulato-
ry agency

Nonprofit
housing and
community
development
organization

Foundation

Nonprofit
housing and
community
development
organization

Nonprofit
housing and
community
development
organization

Nonprofit
housing and
community
development
organization

Prevention
1. Group Training
j Financial management training

Intervention
1. Counseling and Workouts
j Foreclosure prevention counsel-
ing and education

2. Refinancing

Prevention
1. Public Awareness Campaign
j Ad campaign
j Video and brochures

2. Policy Changes
j State regulation and enforcement

3. Group Education
j Consumer awareness seminars

Prevention
1. Public Awareness Campaign
j Ad campaign
j Hotline

Intervention
1. Counseling and Workouts
j Foreclosure prevention counseling
2. Refinancing

Intervention
1. Counseling and Workouts
j Foreclosure prevention counseling

2. Legal services

3. Refinancing

Prevention
1. Policy Changes
j Deed restriction

Prevention
1. Group Education
j Financial management training

Prevention
1. Public Awareness Campaign
j Brochure

Intervention
1. Counseling and Workouts
j Foreclosure prevention counseling

2. Refinancing

j Employers
j Legal services
j Financial 
institutions
j Government
agencies
j Nonprofit
organizations
j Faith-based
institutions

j Community-
based 
organizations

j Government
agency  
j Financial
institutions

j Legal services 
j Financial 
institutions
j Senior groups
j Nonprofit hous-
ing organizations

j Financial
institutions

j Government
agencies

j Financial 
institutions
j Credit counsel-
ing agencies

j Financial 
institutions

1996

2000

1999

2000

2000

2000

2000

Renters and
homeowners

Homeowners 

Homeowners 

Homeowners 

Loan 
customers

Renters and
homeowners

Homeowners

j 13 edu-
cated
j 152 coun-
seled in
2001

Outreach to
thousands
in 2000-
2001

j 30 coun-
seled
j 3 loans in
2000-2001

j 5 loans 
j 25 coun-
seled in
2000-2001

65-70 loans
in 2000

75 educated
in 2000-
2001

70 coun-
seled in
2000-2001
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Name of Organization  Type of Agency Strategies and Tools                          Partners Year Created  Target Audience Served/Year

Salisbury
Neighborhood
Housing Services
(Salisbury, MD)

South Brooklyn Legal
Services (Brooklyn,
NY)

Volunteer Legal
Services Program of
the Bar Association
of San Francisco (San
Francisco, CA)

Nonprofit
housing and
community
development
organization

Nonprofit legal
services
agency

Nonprofit legal
services
agency

Prevention
1. Group Education
j Consumer awareness seminars

Prevention
1. Public Awareness Campaign
j Task force
j Brochures

2. Group Education
j Consumer awareness seminars

Intervention
1. Counseling and Workouts
j Foreclosure prevention counseling

2. Legal services

3. Refinancing

Prevention
1. Public Awareness Campaign
j Hotline

2. Group Education
jConsumer awareness seminars

Intervention
1. Legal services

j Financial 
institutions
j Senior groups

j Financial 
institutions
j Foundations
j Government
agencies
j Nonprofit
organizations

j Senior 
organizations

2000

1998

1997

Homeowners

Seniors and
other home-
owners

Seniors and
other 
homeowners

60 educated
in 2000

400 coun-
seled, repre-
sented or
referred in
2000

500 educat-
ed in 2000
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Section IV: Recommendations for Future Efforts on 
Combating Predatory Lending

While the case studies yielded some important information on the various ways consumer groups
and others are addressing predatory lending, they also pointed out some notable gaps in the
approaches.  Below are some recommendations for practitioners interested in conducting future

efforts to combat predatory lending.

INCREASE RESEARCH EFFORTS AND INFORMATION SHARING prior to program implementation.  In
general, local organizations tend to be quick at forming strategies to address the issue of predatory lending
without thoroughly examining their own markets or looking at national models.  Local research can be chal-
lenging, but recent studies of the Home Mortgage Disclosure Act (HMDA) and foreclosure data have pro-
duced empirical evidence that predatory lending is one the rise.  Gathering empirical evidence not only ben-
efits local communities but also the broader policy context.  Community groups need to understand the
extent and nature of the problem as it exists in their communities to design appropriate and effective local
solutions to address predatory lending.  Community-specific, quantifiable evidence can help to affect policy
changes locally and nationally.  As local organizations increase local market research efforts and communi-
cate their results, it is equally important for industry, state and federal government agencies and national
intermediaries to share information regarding predatory lending.

CONDUCT PROGRAM EVALUATIONS. Organizations working on predatory lending need to focus more on
outcomes measurement.  Although most tools that have been developed to address predatory lending are rel-
atively young, few organizations seem to have evaluation and follow-up strategies in place.  It is critical for
organizations to track results for a variety of reasons, including to help measure the extent of the problem,
identify patterns over time, attract funding and other resources, and determine which tools are the most
effective at ending predatory lending practices.  Generally speaking, anti-predatory lending strategies are
expensive endeavors; therefore, organizations must develop constructive solutions that are cost effective in
terms of cost-benefit analyses.

CONTINUE TO ENGAGE TRADITIONAL FINANCIAL INSTITUTIONS. Many approaches to addressing
predatory lending are advocacy based, and advocates need to keep in mind that traditional financial institu-
tions are key partners in helping to curtail predatory lending practices.  Lenders are stakeholders who have
a lot to lose from unscrupulous lending, such as decreased property values, lost equity and fewer creditwor-
thy borrowers.  Customers who are most frequently targeted by predatory lenders are often those who lack
access to traditional banking services and rely disproportionately on finance companies and other less reg-
ulated banks.  With positive advocacy efforts, community groups can work with traditional financial institu-
tions to help bridge the credit gap by offering competitive loan products and marketing them aggressively to
the populations most vulnerable to predatory lenders.  Increased market competition is a preventive strate-
gy that helps to reduce the number of predatory lending victims. Recognizing the benefits of that strategy,
Fannie Mae and Freddie Mac recently unveiled mortgage products aimed at consumers with marginal cred-
it histories to provide options other than predatory lenders.  Community-based organizations, with their
expertise on community need, can help local financial institutions develop appropriate loan products and
market them effectively.  Organizations can also partner with traditional financial institutions to create inter-
vention strategies that involve refinancing products for victims of predatory lenders.

CONCLUSION

Predatory lending is a difficult issue that causes obvious problems for borrowers and neighborhoods.  As
many predatory lending cases end in foreclosure, the results are devastating for families who lose their
homes a usually their most valuable assets a and ruin their credit ratings, making financial recovery a long
and difficult process.  A rise in the number of foreclosures can have a concentrated impact on a community
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by increasing the number of vacant homes that are poorly maintained for a prolonged period of time.  This
leads to neighborhood instability with depressed property values and increased crime.  Predatory lending
threatens to undo all of the hard work community developers have done to revitalize distressed neighbor-
hoods.

Unfortunately, there is not an easy solution to combating the threat of predatory lending.  Rather, curbing
predatory lending requires a coordinated approach from a wide range of partners along with substantial
resources to enforce existing laws, promote fair lending and give consumers the ability and knowledge to
make informed choices about credit.  The investment in ending predatory lending practices is clearly worth
the effort to protect families, their homes and their assets, as well as their neighborhoods.  Anti-predatory
lending strategies are part of larger picture of helping families sustain home ownership and preserving com-
munity stability and thus, are a necessary component to any community development strategy. 
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P U B L I C  A W A R E N E S S  C A M P A I G N S

ANTI-PREDATORY LENDING BOOKLET BY
RUTLAND WEST NEIGHBORHOOD HOUSING
SERVICES
Rutland West Neighborhood Housing Services
(NHS), a chartered NeighborWorks® organization
since 1993, developed an anti-predatory lending
booklet to warn consumers in Rutland, Vermont, of
unscrupulous lending practices.

The booklet provides clear, descriptive information on
predatory lending practices to educate borrowers and
practitioners about such tactics, and defines the terms
and methods used by some lenders to create predato-
ry loans. It also explains what victims should do and
identifies organizations that can assist them. 

Rutland West NHS distributes the booklets to con-
sumers at homebuyer education seminars and to
practitioners at trainings sponsored by Neighborhood
Reinvestment Corporation and Local Initiatives
Support Corporation (LISC).  The booklets are also
mailed to local and statewide lending partners and
participants in its foreclosure prevention program.

Since the creation of the booklet, Rutland West
NHS has received a steady stream of customers
with predatory lending issues.  Out of 70 foreclo-
sure prevention cases, 10 percent to 15 percent
have predatory lending components. It has also
increased  awareness of the issue and has success-
fully identified Rutland West NHS as the place to go
to for help. In addition, Rutland West NHS has built
partnerships throughout the local community and
statewide.  New lending partners are interested in
developing useful loan products for victims, and
other partners are providing funding for materials
and staffing resources.

Rutland West NHS also provides counseling through
its foreclosure prevention program, which guides
participants through a series of steps to help them
retain their homes.  They also participate in the
Freddie Mac Home Equity Loss Protection (HELP)
initiative, which allows them to refinance predatory
loans using more affordable loan products.

For More information, Contact:
Mary Rajda, HomeOwnership Center Director
Rutland West NHS, NeighborWorks® HomeOwnership 
Center of Vermont
PO Box 541, Town Hall
West Rutland, VT 05777
Phone: (802) 438-2303
Fax: (802) 438-5338
E-mail: mmaryrajda@vermontel.net 

NUESTRA COMUNIDAD DEVELOPMENT
CORPORATION’S “DON’T BORROW TROUBLE”
CAMPAIGN
Nuestra Comunidad Development Corporation of
Boston, Massachusetts, is participating in the  “Don’t
Borrow TroubleSM” campaign, a national public edu-
cation campaign that educates homeowners and
homebuyers about predatory lending practices and
the dangers of excessive debt. Created in 1999 by
Boston Mayor Thomas M. Menino and the
Massachusetts Community Banking Council, their
campaign is sponsored by Freddie Mac and
Neighborhood Reinvestment Corporation.

Through advertising and counseling, the campaign
strives to prevent foreclosures and discourage
predatory lending to preserve the growth of home
ownership in Boston.  This multi-faceted program
links an educational campaign to existing home-
ownership programs and new foreclosure preven-
tion services.  All advertisements include the
phone number for the Boston HOME Center,
whose staff members counsel homeowners on the
risk of high-cost loans and refer callers to housing
agencies that provide additional counseling or can
assist with loan restructuring.

Since 2000, Freddie Mac expanded the “Don’t
Borrow Trouble” campaign to 24 major U.S. cities
by providing seed funding and technical assistance
for local campaigns and special hotlines for con-
sumers. A combination of ads, billboards, Web sites
and public-service announcements in English and
Spanish educate borrowers about predatory lend-
ing. A toll-free hotline directs victims to local gov-
ernment and nonprofit agencies that can help them
understand and resolve specific lending problems.
Government agencies and a wide range of local
partners carry out the campaign.
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Nuestra Comunidad participates in the program,
along with another local NeighborWorks® organi-
zation, the Neighborhood of Affordable Housing
(NOAH), and the City of Boston. Advertisements
encourage homeowners with credit problems to
contact the Boston HOME Center for help, where
individuals living in southwest Boston are referred
to Nuestra Comunidad or NOAH if they live in
other parts of the city. The organizations do inten-
sive counseling and coordinate and package loan
refinances through Wells Fargo, if necessary.
Freddie Mac then buys the loans from Wells Fargo.

Nuestra Comunidad is also part of the Home Equity
Loss Prevention (HELP) initiative and offers loan
and counseling services to residents citywide. 

For More Information, Contact:
Evelyn Friedman, Executive Director
Nuestra Comunidad Development Corporation
56 Warren Street
Roxbury, MA 02119
Phone: (617) 427-3599
Fax: (617) 989-1216
E-mail: ncdcfriedman@earthlink.net 

NEW YORK STATE BANKING DEPARTMENT’S
OUTREACH CAMPAIGN TO PREVENT 
PREDATORY LENDING
The New York State Banking Department’s cam-
paign to address predatory lending  combines new
regulatory examination and criminal enforcement
initiatives with an outreach program that educates
consumers about subprime and fraudulent lending
practices. The Banking Department is the oldest
bank regulatory agency in the United States. It is
the principal regulator for state-licensed and state-
chartered financial entities and institutions. These
include commercial and savings banks, credit
unions, mortgage bankers and brokers, sales
finance companies and check cashers.

The campaign began during the summer of 1999
with five statewide public hearings to gather input
on an informal regulatory proposal concerning
high-cost home loans.  At that time, the department
also enhanced its examination and criminal
enforcement activities targeting predatory lending.
The Banking Department launched its public edu-
cation campaign in the beginning of 2000.

One component of the campaign was the adoption
in 2000 of a regulation that restricts and limits cer-

tain practices in connection with high-cost home
loans. These include making loans without due
regard for the borrower’s ability to repay, “flip-
ping,” or repetitive refinancings, and other
unscrupulous lending practices designed to strip
the equity from the homes of targeted groups. Part
41 of the General Regulations of the New York State
Banking Board, “Restrictions and Limitations on
High Cost Home Loans” strives to end abusive
lending, and protect consumers, while preserving
the availability of credit to individuals who do not
qualify for traditional credit. 

The campaign’s financial education program teach-
es consumers about banking basics, how to use cred-
it responsibly, and how to avoid predatory loans and
common scams.  Public education forums are held
throughout the state for both practitioners and con-
sumers. Training-for-trainers courses target organi-
zations that work with populations that are most at
risk of becoming victims of predatory lending.

The Banking Department also created a video
(“Don’t Be a Victim of Predatory Lending, Avoid
Home Equity Fraud”) about predatory lending and
brochures in several languages about subprime
lending that cautions borrowers against fraudulent
lending practices. The Department also distributes
materials via public forums, direct mailings, and
its Web site (www.banking.state.ny.us).

In addition to creating Part 41 and consumer infor-
mation materials, the Banking Department has
increased its examinations of subprime lenders
and its criminal investigations into fraudulent
practices by bankers and brokers.  

For More Information, Contact:
Gail Bernstein-Gold, Director, Community Affairs Unit
New York State Banking Department
1 State Street
New York, NY 10004
Phone: (212) 709-3573
Fax: (212) 709-3582
E-mail: gail.bernstein-gold@banking.state.ny.us

or
Jennifer Carucci, Community Reinvestment Analyst 
Phone: (212) 709-3575
Fax:  (212) 709-3582
E-mail: jennifer.carucci@banking.state.ny.us 

For Educational Materials, Contact:
Glenda Gonzales, Consumer Services Division
Phone: (212) 709-3566
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NORTH CAROLINA COALITION FOR RESPONSIBLE
LENDING
The Coalition for Responsible Lending (CRL) in
North Carolina is protecting home ownership by
eliminating predatory practices through model
state legislation, technical assistance and tools for
members and practitioners, and strong advocacy at
the state and federal levels. Formed in early 1999,
the coalition includes 118 organizations with more
than 2.5 million members.  

CRL is dedicated to the principles of fair lending,
including equitable treatment of all borrowers, fair
and reasonable financing terms, accurate loan
servicing, and a commitment to building up disad-
vantaged communities.  Although its initial focus
was on mortgage lending, the organization has
become committed to tackling other related issues,
such as payday loans.  

The coalition accomplishes its main goal of pro-
tecting consumers through education, advocating
for fair-lending legislation, and providing victims
and practitioners with the resources to prevent and
intervene in predatory lending scams. Coalition
staff and strategic members help to draft legislation
and gain political support for fair-lending bills.
They also educate consumer groups and help them
understand how predatory lending affects their
customers and neighborhoods.  

CRL created the “Principles for Responsible
Lending” to guide its efforts. These principles
include the prohibition of financed credit insur-
ance, fee limits, prepayment penalties on subprime
loans, yield-spread premiums and “flipping”
through repeated refinancings. Avoidance of
mandatory arbitration clauses and reduction of
steering in the loan process are also included.

CRL also created a “Responsible Lending
Agreement” for borrowers to ensure they are not
being victimized by unfair lending practices.  The
agreement is a legal contract between the con-
sumer and the mortgage lender or broker that
guarantees that the proposed mortgage loan does
not contain certain predatory lending practices.

CRL’s Web site at www.responsiblelending.org has
the latest information on fair-lending issues, and
tools for practitioners to use in their own commu-
nities, including links to other fair-lending sites
and more.

For More Information, Contact:
Susan Lupton, Coalition for Responsible Lending
P.O. Box 3619
Durham, NC  27702
Phone:  (919) 956-4485
Fax: (919) 956-4600
E-mail: CRL@self-help.org
Web site: www.responsiblelending.org

NATIONAL TRAINING AND INFORMATION
CENTER’S CHICAGO LOAN SHARK TASK FORCE
The National Training and Information Center
(NTIC), along with the support of other communi-
ty groups, formed the Chicago Loan Shark Task
Force (CLSTF) in 1998 after discovering signs of
predatory lending practices. The organization was
studying home ownership in the Chicago metro
area and noticed a dramatic increase in foreclo-
sures, mostly through subprime lenders. At the
same time, Neighborhood Housing Services (NHS)
of Chicago experienced a dramatic increase from
residents needing default and foreclosure counsel-
ing.  

As part of its study, NTIC compiled a list of foreclo-
sures by area subprime lenders.  The organization
invited homeowners who experienced default or
foreclosure to a meeting on local resources, such
as counseling and refinancing loan products from
NHS of Chicago or pro bono legal support from the
Legal Assistance Foundation of Metropolitan
Chicago.

At this initial meeting, residents shared stories of
their involvement with predatory lenders.
Together, with the support from NTIC, NHS of
Chicago and the Legal Assistance Foundation of
Metropolitan Chicago, the residents decided to
advocate for an end to predatory practices and cre-
ated the Chicago Loan Shark Task Force.

Thus, the task force is comprised largely of home-
owners facing foreclosure as a result of predatory
lending schemes. The group’s charge was to find
solutions to residents’ lending problems and
address predatory lending on the local, state and
national levels. With the help of other grassroots
organizations, public leaders and consumer
groups, the task force’s advocacy efforts have
resulted in city and state predatory lending legisla-
tion and regulations.
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In the fall of 1999, task force members, with sup-
port from NTIC, met with state representatives urg-
ing them for legislation to prohibit predatory lend-
ing practices. At the same time, NTIC released
Preying on Neighborhoods, a hallmark study of
foreclosures in the Chicago area that links rising
foreclosure rates to subprime lending.  Also in the
fall, NTIC held a national conference on predatory
lending, where CLSTF and other stakeholders
formed the statewide Illinois Coalition Against
Predatory Lending.

Through state testimonies, meetings with political
leaders and ongoing advocacy, task force members
helped Chicago to become the first city to pass an
anti-predatory lending ordinance in August 2000.
The task force, NTIC and the Illinois Coalition con-
tinued their advocacy efforts in 2001, which helped
to pass a county ordinance in Cook County, Illinois,
that is based on the Chicago ordinance.  Later that
year, state regulations also went into effect.  The
legislation is regarded as one of the strongest and
most comprehensive in the country.

For More Information, Contact:
Amalia Nieto Gomez, Predatory Lending Organizer  
National Training and Information Center
810 North Milwaukee Avenue
Chicago, IL  60622-4013
Phone: (312) 243-3035
Fax: (312) 243-7044
E-mail: Amalia@nationaltraining.org
Web site: www.ntic-us.org

or
Tracy Leary, Housing Specialist
E-mail: tracyleary@ntic-us.org

ANTI-PREDATORY LENDING TASK FORCE IN OHIO
The Coalition on Homelessness and Housing in
Ohio (COHHIO) raised the level of awareness of
predatory lending practices by organizing a large
campaign of key consumer groups, including
local, state and national organizations.  The task
force successfully advocated for and assisted in
drafting consumer-friendly fair-lending legisla-
tion in the state of Ohio.

COHHIO, primarily through the Ohio Community
Reinvestment Project (OCRP), organized a statewide
anti-predatory lending campaign in the spring of 2000.
Joined by representatives from several other organiza-
tions, COHHIO is working to create a statewide strate-
gy designed to put predatory lenders out of business.

Headed by the COHHIO housing policy director
part-time, the task force has 120 organizational
members. These include AARP of Ohio, Ohio State
Legal Services Association (OSLSA), Ohio
Community Development Corporation Association
(OCDCA), Toledo Fair Housing Center,
Metropolitan Strategy Group, Coalition for
Reinvestment in Lorain County, Columbus
Housing Partnerships, Ohio Chapter of the NAACP
and Columbus Urban League.

The task force has a steering committee that is
divided into five work groups that address current
tasks and issues: 

Grass Roots Organizing: Collaborates with other
organizations and advocacy groups to educate peo-
ple on current issues and gain their support for leg-
islation.

Research: Gathers data to support new legislation
and identify lending abuses.

Lobbying: Meets with legislators to further sup-
port their cause, alerts them of new information
and checks the status of current bills.

Legislative Drafting: Drafts and redrafts fair-lend-
ing legislation.

Media Public Relations: Works to gain media sup-
port for the predatory lending issue through press
releases, interviews and designated point persons to
update status. AARP put together a large public aware-
ness campaign against predatory lenders.  

The task force encourages communities to adopt res-
olutions in support of legislation regulating predatory
lending and recommends that community-based
organizations modify the model resolution to address
their specific communities, and then have it adopted
by their boards of directors, neighborhood associa-
tions, city councils and county commissioners.

The task force is also encouraging communities to
endorse their “Principles of Responsible Lending”
and to use these principles as a foundation for anti-
predatory lending legislation.

Largely through the work of the task force, public
awareness of predatory lending has increased, and
the task force has gained more supporters.
Although the task force was satisfied to get a mort-
gage broker bill signed into law recently, it was not
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completely satisfied with the bill.  The task force
has been extremely successful in alerting the pub-
lic and other interested parties that this piece of
legislation is not the final remedy, and continued
advocacy is necessary. Also through the work of the
task force, mortgage brokers now must be licensed
to do business in Ohio.  

For More Information, Contact:
Rick Taylor, Housing Policy Director
Coalition on Homelessness and Housing in Ohio
35 East Gay Street, Suite 210
Columbus, Ohio 43215
Phone: (614) 280-1984
Fax: (614) 463-1060
E-mail: ricktaylor@cohhio.org
Web site: www.cohhio.org/predatory.html

P O L I C Y  C H A N G E S

PATHFINDER SERVICES’ COMMUNITY
CONNECTIONS
Pathfinder Services in Northern Indiana began in 1966
as the Association for Retarded Citizens and has grad-
ually expanded its mission to include community
development. Community Connections, the home-
ownership division of Pathfinder, was created in 1997.
It has been extremely successful in educating rural
customers on the homebuying process and avoiding
predatory lenders.  The organization has developed
systems that support clients from prepurchase to post-
purchase, and helps to prevent them from refinancing
their loans through a predatory lender.  

Community Connections has helped more than 175
families become homeowners through the Rural
Home Loan Partnership with USDA Rural
Development, the Indiana Housing Finance Authority
and Rural LISC. Community Connections has pro-
vided extensive home-ownership counseling, along
with down-payment assistance. So far, only one fam-
ily has defaulted on their loan.

A few years ago, program staff noticed that an increas-
ing number of their customers were refinancing their
loans through predatory lenders to get quick cash.  As
a result,  Community Connections set up prevention
and intervention strategies in 2000 to protect their cus-
tomers and keep them in their homes.

The organization offers both pre-purchase and post-
purchase education. The pre-purchase portion has a
mandatory education component with two tracks for

customers who receive home loan subsidies through
Pathfinder Services. One track is for customers that
have good credit and have some understanding of the
homebuying process, and the second track is for cus-
tomers without the necessary credit who need extra
help in understanding the process of obtaining a
home. Both programs contain information on creating
a household budget, addressing credit issues, shop-
ping for a home, obtaining a mortgage, closing the
deal, and life as a homeowner. The curricula also
include information on predatory lenders and their
tactics, as well as other fringe banking services, such
as payday lending.

Pathfinder recently received a grant from the USDA to
work with customers one-on-one for up to five years
after they purchase their homes.  On a quarterly basis,
Community Connections staff call homeowners to
make sure they are not missing payments or having
any other related troubles. 

In 2000, Pathfinder created and implemented a
mandatory lien agreement for any customer who
obtains a first-mortgage from a lending partner at 75
percent loan-to-value (LTV) with an accompanying
subsidy from Pathfinder Services.  The agreement
restricts the customer from using the equity in the
home for the term of Pathfinder’s forgivable loan.  If the
customer sells or refinances the home within five
years, s/he must repay the total loan to Pathfinder.
After five years and compliance with the term of the
lien agreement, the loan is 100 percent forgiven.

The deed restriction has been an extremely successful
tool that prevents customers from getting home equity
credit that could potentially cause them to lose their
homes.   Customers are willing to sign lien agreements
because they understand that it is a tool to protect their
homes.   They also want to protect and receive the full
subsidies they are entitled to through the Community
Connections program.

Because Pathfinder Services serves such a large rural
area, staff rely on referrals from local real estate pro-
fessionals, builders, banks, and USDA Rural
Development staff to reach new and current cus-
tomers.  They also provide these partners with current
education schedules and program information to pass
on to their customers.  

Community Connections plans its education ses-
sions in different areas according to the demand
for services.  In 2000, nearly 70 families received
home loans from Community Connections.
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For More Information, Contact:
Marsha Bursey, Director, Community Connections
Pathfinder Services
976 East Tipton Street
Huntington, IN 46750
Phone: (219) 356-0521 or (800) 310-9510
E-mail: mbursey@pathfinderservices.org
Web site: www.pathfinderservices.org

CITY OF CHICAGO PREDATORY LENDING
ORDINANCE
The city of Chicago became the first city to address
predatory lending by passing a local ordinance that
prohibits the city from doing business with deposi-
tories, contractors and/or their affiliates that
engage in predatory lending.  The ordinance
defines predatory lenders as institutions that make
high-cost loans and use certain predatory prac-
tices. 

In 1998, several groups became aware of predatory
lending problems around the same time.  The
National Training and Information Center (NTIC)
released a hallmark study that linked rising fore-
closure rates to subprime lending.  Neighborhood
Housing Services (NHS) of Chicago experienced a
rapid increase in requests for default and foreclo-
sure counseling from homeowners with loans that
had signs of predatory lending. At a meeting organ-
ized by NTIC with delinquent homeowners to dis-
cuss available resources, the homeowners banded
together to curb predatory lending by forming the
Chicago Loan Shark Task Force (CLSTF).  In 1999,
NTIC and CLSTF founded the statewide Illinois
Coalition Against Predatory Lending.

Around the same time, CLSTF members, with sup-
port from NTIC, met with state representatives urg-
ing them to pass legislation to prohibit predatory
lending practices.  Task force members testified in
state hearings, where Representative Daniel Burke
agreed to introduce legislation that passed the exec-
utive committee but not the House.  As a concession,
in May 2000, legislation was passed which gave state
regulators, the office of Banks and Real Estate
(OBRE), and the Department of Financial
Institutions (DFI) the power to make regulations
concerning predatory lending.  Soon after, task force
members, along with NTIC and the Illinois Coalition
Against Predatory Lending, met with Governor Ryan
about the need for stronger regulations.

The task force, along with NTIC and other commu-
nity groups, such as the South Austin Coalition,
were the driving force behind advocating for
Chicago to address predatory lending practices. In
August 2000 an anti-predatory lending ordinance
passed unanimously through city council.   

The ordinance defines high-cost loans by certain
triggers (APR and Fee). If loans meet one of the two
triggers, the lender is prohibited from including the
following practices:

j Prepayment penalties (after three years);
j Balloon payments (for loans under 15 years);
j Flipping (refinancing within 24 months without 

tangible benefit to the borrower);
j Loans not based on the borrower’s ability to repay 
(mortgage payments, insurance, property taxes 
and other debts cannot exceed 50 percent of a 
borrower’s monthly income);

j Financing more than 6 percent in fees;
j Including credit insurance in the loan without 

disclosing it;
j Fraudulent and deceptive practices;
j Negative amortization; and
j Direct payments to home improvement 

contractors.

Each participating bank or contractor signs a
pledge that neither it nor its affiliates is or will
become a predatory lender.  The ordinance also
requires banks and contractors to perform regular
data collection, which is to be provided separately
by the financial institution and its affiliate.

For More Information, Contact:
Stacie Young, Director, Research, Planning, and
Development
Chicago Department of Housing
318 South Michigan
Chicago, IL  60604
Phone: (312) 747-0782
Fax: (312) 747-9477
Web site: www.ci.chi.il.us/housing

NORTH CAROLINA PREDATORY LENDING LAW
North Carolina was the first state in the nation to
pass legislation defining predatory lending practices.
The bill sets parameters for what is acceptable,
encourages certain actions and discourages others,
including the abusive lending tactics that consumer
groups found most harmful to borrowers.
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Several groups developed the North Carolina
Predatory Lending law after more than five months
of intense discussion. They were: North Carolina
Bankers Association, North Carolina Mortgage
Bankers Association, North Carolina Credit Union
Network, North Carolina Association of Financial
Institutions, North Carolina Association of
Mortgage Brokers, Attorney General’s office and
the Coalition for Responsible Lending.  While most
sections of the law went into effect on July 1, 2000,
the prepayment penalty and flipping prohibitions
went into effect on October 1, 1999.

For all loans, the law prohibits prepayment penal-
ties for home loans of $150,000 or less, flipping
through repeated refinancings and the financing
upfront of single-premium credit insurance.

For high-cost loans, the law prohibits certain prac-
tices. These include:

j  Financing fees as part of the loan amount;
j  Lending without consumer counseling from an 

agency approved by the North Carolina Housing 
Finance Agency (HFA);

j Balloon payments, negative amortization;
j Lending without regard to the borrower’s ability 

to repay the loan;
j Increasing interest rates after default (except for 

on variable-rate loans); and
j Call provisions, advance payments and fees to 

modify or amend the loan to defer payment.

A loan is defined as  “high-cost” because of high
fees or a high interest rate. High fees denote the
borrower being charged more than 5 percent of the
loan amount in upfront points, fees or other
charges. In a high interest rate loan, the rate is 10
percent or more than the comparable Treasury
bond rate. 

Under this law, lenders are still allowed to make
“high-cost home loans,” but specific consumer pro-
tections apply.  This definition only applies to resi-
dential home loans, for consumer purposes, of
$275,000 or less.

The law includes a section that requires a
Legislative Research Commission to study the
implementation and enforcement of the act,
including whether the act is affecting the availabil-
ity of credit in the state and/or successfully reduc-
ing predatory lending practices.  Findings on these
two issues must be presented to the 2002 Session of

the General Assembly. This section also requires a
study of the possible consumer benefit of financing
credit life insurance premiums, with findings
reported to the 2000 Session of the General
Assembly. 

For More Information, Contact:
Coalition for Responsible Lending
P.O. Box 3619
Durham, NC 27702
Phone: (919) 956-4485
Fax: (919) 956-4600
E-mail: CRL@self-help.org
Web site: www.responsiblelending.org

For Full Text of North Carolina Law:
www.ncga.state.nc.us/html1999/bills/ratified/senate/sbil1149.
full.html

COALITION FOR RESPONSIBLE LENDING’S
RESPONSIBLE LENDING AGREEMENT
The Coalition for Responsible Lending (CRL) of
North Carolina created a Responsible Lending
Agreement to help borrowers choose loan products
free of abusive or predatory lending practices. The
coalition is comprised of 115 organizations repre-
senting over 3 million North Carolinians.  The goal
of the organization is to safeguard vulnerable bor-
rowers from untrustworthy or abusive lenders to
help them preserve their wealth and their homes.
The Responsible Lending Agreement, which pro-
hibits the most common and most abusive preda-
tory lending practices, is a legal document for bor-
rowers to submit to lenders to sign when shopping
for a mortgage loan.  The agreement imposes lim-
its and/or prohibitions regarding the following
practices:

j Total fees charged to the borrower are limited to 
between 1 percent and 3 percent of the total loan   
amount;

j No prepayment penalties are allowed;
j Financed credit insurance is prohibited; and
j No balloon payments are allowed, except for on loans to 
borrowers with seasonal incomes (like farm workers).

The borrower is provided with instructions on how
to fill out the agreement, which s/he then submits
to the lender.  The lender and borrower should
review the agreement together and two copies
should be signed, one for the lender’s file and one
for the borrower’s records.



Because the Responsible Lending Agreement is a
legal document, several lenders’ lawyers stated it
would be difficult to “sell” this product to lenders.
Even responsible and trustworthy lenders would
be uncomfortable signing a legal document pre-
pared by the borrower, so the agreement has not
been formally distributed to the public.  Still, CRL
believes a borrower should have a checklist similar
to the agreement that defines the features of a bad
loan and lending terms to avoid.  This checklist
could help borrowers examine loan papers for
predatory lending terms and numbers, such as bal-
loon payments or prepayment penalties.  It also
could show what to look for on lending documents,
such as the HUD-1 Settlement Form, the Good
Faith Estimate and the Truth-In-Lending
Statement. 

For More information, Contact:
Coalition for Responsible Lending
PO Box 3619
Durham, NC 27702-3619
Phone: (919) 956-4491
Fax: (919) 956-4600
E-mail: CRL@self-help.org  

ILLINOIS STATE REGULATIONS 
Illinois Governor Ryan, along with the two state regu-
lators, the Office of Banks and Real Estate (OBRE),
and the Department of Financial Institutions (DFI),
developed the statewide anti-predatory regulations
that went into effect in May 2001. These regulations
are the culmination of months of intense negotiations
and public hearings regarding abusive practices in the
mortgage lending industry and are modeled after the
city of Chicago’s anti-predatory lending ordinance. 

The regulations establish the criteria that define
“high-cost” mortgages. It is only when these high-cost
thresholds are breached that specific lending restric-
tions are triggered to prevent economic harm to con-
sumers.

The new rules apply to all state-licensed financial
institutions making residential loans in Illinois,
including state-chartered banks and credit unions,
savings and loans, savings banks, finance companies,
mortgage brokers and bankers. Previously, Governor
Ryan signed into law SB 355, which expanded the
authority of the Illinois Department of Financial
Institutions and the Office of Banks and Real Estate to
promulgate administrative rules to protect Illinois
consumers. 

The regulations define predatory lenders as those who
make high-cost loans and use one or more certain
predatory practices. Under the legislation, the State
will review “high-cost” loans if they meet either the
annual percentage rate (APR) or fee triggers. If loans
meet one of the two triggers, then the lenders are pro-
hibited from including any of the following practices:

j Prepayment penalties (after three years);
j Balloon payments (for loans under 15 years);
j Flipping (refinancing within 12 months without 
tangible benefit to the borrower);

j Loans not based on the borrower’s ability to repay 
(mortgage payments, insurance, property taxes, 
and other debts cannot exceed 50 percent of 
borrower’s monthly income);

j Financing more than 6 percent in fees;
j Financing single premium credit insurance;
j Fraudulent and deceptive practices;
j Negative amortization;
j Negative equity; and
j Direct payments to home improvement 

contractors.

Additionally, lenders must verify the borrower’s
ability to repay by having the borrower prepare a
statement in a form prescribed by the
Commissioner and submit it to the lender.

The regulation also created the Mortgage
Awareness Program (MAP) to promote counselors
meeting with clients to discuss income, expense
statements and terms of loans they have or are con-
sidering.  Lenders must inform borrowers of MAP
prior to making any loan, and upon approval, must
also notify borrowers of the option of a third party
review by OBRE.

When servicing a loan where a payment is more
than 30 days late, the lender must notify the bor-
rower about consumer credit counselors and how
to contact them.  If within 15 days of mailing the
notice a lender is notified in writing by an
approved credit counselor that the borrower is
seeking counseling, the lender may take no legal
action for 30 days.  Furthermore, if a debt manage-
ment plan is agreed to and complied with by the
borrower, the lender can take no legal action for
the duration of the plan.

Every six months, banks must report default and
foreclosure data on one- to four-family convention-
al mortgage loans secured by Illinois real estate.
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The report must include the average quarterly dol-
lar amounts and number of loans, 90-day defaults,
foreclosures, loan originations of less than 18
months before a complete foreclosure, and the
number of loans that had a note rate greater than
10 percent for first lien mortgage loans or greater
than 12 percent for junior liens on complete fore-
closures.

Upon loan approval, the lender must notify the bor-
rower of the option of a third party review by
OBRE.  The review has several components.
OBRE can review worksheets submitted by the
borrower to inform the borrower of the amount
s/he can afford to spend on a monthly mortgage
payment.  OBRE can also review loan information
pertaining to balloon payments, adjustable interest
rates and other provisions to help inform the bor-
rower about the proposed loan.  The result of the
review is a written report that is signed by the bor-
rower, and a copy is submitted to the lender prior
to the loan closing.  If the loan does not make eco-
nomic sense for the borrower, the reviewer makes
note of this to enable the borrower to withdraw
from the loan without any financial penalties.

For More Information, Contact:
Clare Thorpe, Public Information Officer
State of Illinois Office of Banks and Real Estate
500 East Monroe
Springfield, IL  62701
Phone: (217) 782-3000
Web site: www.obre.state.il.us

G R O U P  T R A I N I N G

SALISBURY NEIGHBORHOOD HOUSING SERVICES’
CONSUMER ALERT SEMINAR
Salisbury Neighborhood Housing Services (NHS)
in Salisbury, Maryland, developed a training pro-
gram to educate homeowners about predatory
lending practices to generate awareness of selected
“bad debt” scenarios favored by predatory lenders.
The training seminar, “Predatory Lenders and
Other Sharks in the Financial Waters,” also empha-
sizes financial literacy and explains lending terms
and procedures.

Salisbury NHS opened in 1994 to increase home
ownership in its community. The organization’s
many products and services are designed to create
safe and affordable housing in three target neigh-
borhoods.  Additionally, Salisbury NHS strives to

educate customers and the community on issues
and topics relevant to home ownership and neigh-
borhood stabilization. 

The training is a free, two-hour, interactive semi-
nar that shows participants how to become debt-
free, demonstrates solicitation traps and offers tips
and suggestions on finding respectable lenders.  It
also includes a 30-minute video of selected news
reports compiled by the Community Reinvestment
Association of North Carolina that profile predato-
ry lending victims and give tips on how to avoid
becoming victimized.  Role-playing and group
activities to teach participants how to avoid becom-
ing “prey” are incorporated in the training.   

At the end of the seminar, Salisbury NHS presents
resources for additional information, and offers
tips and suggestions on debt management.
Salisbury NHS recommends contacting the Better
Business Bureau, community-based nonprofit
organizations, or regulatory agencies when shop-
ping for credit to distinguish whether a lender is
suitable and trustworthy. 

In 2000, Salisbury NHS held four “Predatory
Lenders…” seminars at different locations, with an
average of 15 people attending. 

For More Information, Contact:
Cheryl Minton Meadows, Executive Director 
Salisbury Neighborhood Housing Services
513 Camden Avenue
Salisbury, MD 21801
Phone: (410) 543-4626
Fax: (410) 543-9204
E-mail: cherylm@salisburynhs.org 

CONSUMERS UNION’S COMMUNITY EDUCATION
SEMINARS FOR SENIORS AND MINORITY
HOMEOWNERS
The Consumers Union West Coast Regional Office
in San Francisco, California, led a two-year public
education campaign to inform homeowners about
dangerous and fraudulent practices in the home-
equity lending business.

Consumers Union, publisher of Consumer Reports,
is an independent, nonprofit testing and informa-
tion organization that gives unbiased advice about
products, services, and issues that affect con-
sumers’ health, money and well-being. 
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Upon receiving funding for a two-year pilot pro-
gram (1998-1999), Consumers Union created a
predatory lending awareness seminar in addition
to brochures and other materials on home-equity
fraud, reverse mortgages and alternative services,
and lending products.  The goal was to help home-
owners understand the difference between a good
loan and a dangerous one, and to give them the
information to protect themselves and their homes.
The target audience was low-income, minority and
senior homeowners.

The “Homeowners Project” included a community
education seminar to prevent lending fraud or
abuse by providing information about home-equity
fraud and reverse mortgages in an understandable
manner.  The course provided written materials
and taught participants how to recognize signs of
fraud or abuse, how to weigh the pros and cons of
a particular loan product, how to find loan alterna-
tives and where to seek help.

It also defined terms commonly used in home-equity
lending fraud and abuse, and discussed who is at risk,
how lenders identify their targets, the most common
sales strategies and what the consumer can do, rather
than fall victim to these loans.  The instructor
reviewed a list of “do’s and don’ts” and identified
agencies and phone numbers with additional
resources. The instructor also covered information on
reverse mortgages and explained the different types,
who is eligible, what the benefits are and the potential
disadvantages of a reverse mortgage. 

The curriculum was very flexible, and the length of
the seminar was dependent upon the size of the
class and interest of the program participants. 

Consumers Union took the training and written
materials to senior centers and other service
providers, local organizations and neighborhood
groups throughout the Bay Area. Any individual or
organization could contact Consumers Union to
sponsor a free seminar or to order materials.
During the pilot, Consumers Union also conducted
training for direct service providers, to help them
identify victims of predatory lenders and know
where to refer the client for help. 

To further expand the anti-predatory lending train-
ing for seniors, Consumers Union shared the cur-
riculum with these direct service organizations so
they may facilitate their own trainings. 

Seventy-five seminars were conducted for con-
sumers during the two-year period, reaching about
3,300 seniors. In addition, 20 training sessions
were conducted for direct service providers with
about 600 representatives from those agencies in
attendance.

For More Information, Contact:
Norma Garcia, Senior Staff Attorney
Consumers Union 
1535 Mission Street
San Francisco, CA  94103
Phone: (415) 431-6747
Fax: (415) 431-0906 
E-mail: Please contact Ms. Garcia’s assistant, Liz Dunlap at
Dunlli@consumer.org 

NEIGHBORHOOD HOUSING SERVICES OF NEW
YORK CITY’S FINANCIAL FITNESS PROGRAM
Neighborhood Housing Services (NHS) of New York
City (NYC) created a financial fitness program to teach
the fundamentals of money management and the
basic steps that are needed to regain financial balance
and attain financial success. The organization opened
in 1983 and provides Full-Cycle LendingSM services to
low- and moderate-income households.  NHS of NYC
opened the first NeighborWorks® HomeOwnership
Center in 1995 and serves all of New York City.

NHS of NYC created the Financial Life Skills curricu-
lum in 1996 upon receiving funds from Neighborhood
Reinvestment Corporation to conduct an Individual
Development Account (IDA) program, a matched sav-
ings program that needed to include a financial litera-
cy component.  The curriculum was revised in 2000 to
add more up-to-date program information and pro-
vide a higher level of education for adults.  It focuses
only on financial topics that would help customers
make sound financial decisions and manage their
finances wisely.  The financial fitness course consists
of one, two-hour class per week, for five weeks. 

Module I of the curriculum concentrates on getting
participants’ finances in order — from financial
goal setting and developing a record keeping sys-
tem, to developing a budget, eliminating debt and
using credit wisely.  Predatory and subprime lend-
ing are included in credit and home-ownership
preservation discussions. The trainer provides
basic predatory lending information, including
lending terms, methods used, how to avoid danger-
ous loans and what to do when involved in a preda-
tory lending situation.  
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The second module builds teaches how to build a
financial plan. Topics include saving and investing,
the importance of time, consistency and compound
interest, stocks, bonds and mutual funds and
knowing how to use them; how to read the finan-
cial pages and how to select a professional money
manager. NHS collaborates with a local debt man-
agement program that provides services to class
members that are overextended in credit and need
assistance.  

As of April 2001, NHS of NYC has held one class
with 13 people in attendance. All the participants
were from corporate orientations. Within one
month, all participants were saving money and
feeling better about their financial direction.

For More Information, Contact:
Marcia B. Vacacela, Director of Homeownership
Services
Neighborhood Housing Services of New York City
1 Hanson Place 19th floor
Brooklyn NY 11243
Phone: (718) 230-7610
Fax: (718) 230-0032
E-mail: marcia_vacacela@nhsnyc.org 

FINANCIAL FITNESS TRAINING FROM ROCKY
MOUNTAIN MUTUAL HOUSING ASSOCIATION
Rocky Mountain Mutual Housing Association (MHA)
in Denver, Colorado, has developed a financial fitness
training entitled “$Your Money, Your Life!” to provide
education and support to households in need of finan-
cial management tools.

Rocky Mountain MHA, which became incorporated
in 1992, strengthens communities by developing, pre-
serving and managing affordable housing for low-
and moderate-income working families.  The organi-
zation owns and manages 1,500 affordable multi-fam-
ily units in Denver, Westminster, Leadville and Grand
Junction, Colorado, and Midvale, Utah. The financial
fitness classes began in the summer of 2000, and
classes are held in Mutual Housing community cen-
ters.  

Rocky Mountain MHA conducted a survey to better
understand the market for financial education.
Respondents were made up of mutual housing resi-
dents, participants in the home-ownership program,
and other individuals participating in their programs.
The survey identified the trends that demonstrated the
need to provide quality financial education.

The main goals of “$Your Money, Your Life!” are to
provide high quality financial education; increase
awareness of financial products and services that can
strengthen the economic status of participants; bring
households utilizing high-cost financial services into
the financial mainstream; and help individuals to
make informed financial decisions.

The program consists of five, two-hour classes that
focus on money management topics, such as budget-
ing, bank services, establishing or repairing credit his-
tory, financial planning, avoiding predatory lending
situations, and taxes and insurance. The core of the
class concentrates on budgeting, credit and mortgage
lending but also includes highlights from the home-
buyer education program and information on preda-
tory lending. Participants learn what to do if they are
involved in predatory lending situations and learn that
high-cost loans and programs are not in their best
interest.   Rocky Mountain MHA also provides articles
about predatory lending and shows segments from a
video produced by Neighborhood Reinvestment
Corporation.

Participants learn of community resources, receive
one-on-one consultation regarding their personal
financial situation and credit history and are encour-
aged to join the Savings Plus Individual Development
Account (IDA) program.  The Savings Plus program
provides matched savings to be used toward home
purchase, post-secondary education or capitalization
for a small business. The curriculum is supplemented
with additional handouts, lists of local resources and
items prepared by guest speakers.

“$Your Money, Your Life!” is marketed throughout
low-income neighborhoods in the Denver metro area
but is concentrated in neighborhoods surrounding
MHA communities.  Residents of these areas typically
have incomes of less than 80 percent of the area medi-
an income and are often minorities or immigrants.

So far, Rocky Mountain MHA has held four financial
fitness classes, with a total of 75 participants — a com-
bination of residents of Mutual Housing properties,
homeowners from the surrounding neighborhood,
and referrals from other agencies.  The average
income of participants is $20,000. Two-thirds earn less
than half of the area median income, and 77 percent
are people of color.
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For More Information, Contact:
Michelle Lewis, Education and Outreach Coordinator
Rocky Mountain Mutual Housing Association
1550 Park Avenue
Denver, CO 80218 
Phone: (303) 863-8651
Fax: (303) 863-8806
E-mail: lewism@rmmha.com
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FORECLOSURE PREVENTION PROJECT FOR
SENIORS AT SOUTH BROOKLYN LEGAL SERVICES
South Brooklyn Legal Services (SBLS) in Brooklyn,
New York, has developed a valuable program to
address predatory lending, which includes suc-
cessful methods of reaching senior citizens and
other victims of unscrupulous lenders.  The organ-
ization has been providing free representation to
low-income individuals in Brooklyn since 1968.  

Early in 1998, SBLS began a foreclosure prevention
project (the Project), to deal exclusively with
defending low-income homeowners in foreclosure.
The general goal was to use outreach, education,
and litigation to reduce unnecessary foreclosures,
especially among senior citizens.  The Project is
committed to ensuring that homeowners facing
foreclosure who have a possible legal remedy get
counseling.

The organization realized early that it would need
to develop a multi-faceted approach that combines
outreach, education and community advocacy to
address predatory lending. SBLS met with dozens
of community groups, nonprofits, local politicians,
and government agencies to identify existing
resources and inform partners about their services.
Thus, the City-Wide Foreclosure Prevention Task
Force was created.  Each partner helps homeown-
ers address the fundamental problems that lead to
foreclosure, and SBLS is the network collaborator. 

Task force members share information about
fraudulent lending practices and discuss methods
of dealing with these issues. The task force meets
every two months and subcommittees on home-
equity fraud, home-purchase fraud, media/out-
reach, and legislative/administrative advocacy
meet monthly.

Through the task force, SBLS created and distrib-
uted citywide an educational pamphlet in English
and Spanish that outlines warning signs of abusive
home-equity loans and provides a list of alternative
resources for low-income homeowners.  It has
conducted workshops for both advocates and
homeowners on how to recognize abusive lenders,
brokers and contractors and where to find alterna-
tive resources. 

The SBLS has worked closely with Fannie Mae, the
Parodneck Foundation, the City Department of
Housing Preservation and Development, and sever-
al conventional banks to develop an innovative
loan program to assist low- and moderate-income
homeowners who have been victimized by preda-
tory lenders.  Many SBLS clients are receiving
assistance through the program.

In 2000, SBLS provided representation, counseling,
or referral services to more than 400 low-income
homeowners at risk of foreclosure. They also con-
ducted training on predatory lending for attorneys
in New York City, Albany and Rochester, as well as
several trainings for community partners around
New York City.  In addition, the Project has con-
ducted dozens of workshops for senior and low-
income homeowners on how to recognize and
avoid abusive lenders, brokers and contractors and
where to locate alternative resources.  

For More Information, Contact:
Josh Zinner
South Brooklyn Legal Services
105 Court Street
Brooklyn, NY 11201
Phone: (718) 237-5500
Fax: (718) 875-8546
E-mail: joshZ@sbls.org

NEIGHBORHOOD HOUSING SERVICES OF NEW
YORK CITY FORECLOSURE PREVENTION PROGRAM 
Neighborhood Housing Services (NHS) of New
York City is helping households preserve their
investment through its Foreclosure Prevention
Program, which provides education and one-on-
one counseling for customers in danger of foreclo-
sure. The program was initiated in 1995 to inform
participants of the dangers of predatory lending
and identify ways to prevent foreclosure without
turning to high-cost lenders.

Neighborhood Housing Services of New York 
City opened in 1983 and provides Full-Cycle
LendingSM services to low- and moderate-income
households.  It opened the first NeighborWorks®

HomeOwnership Center in 1995 and serves all of
New York City.
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There are several features to NHS of New York
City’s home-ownership preservation program:
early delinquency intervention, an orientation ses-
sion on predatory lending awareness, one-on-one
foreclosure prevention counseling, and a five-week
class on foreclosure prevention. Customers are
encouraged (but not required) to participate in all
program components.  

The Foreclosure Prevention Orientation gives an
overview of all options related to delinquency and
loss mitigation, and emphasizes how delinquent
borrowers can prevent the loss of their home by
getting housing counseling and taking action.  

The Foreclosure Prevention Class provides hands-
on solutions for general delinquency problems and
covers what homeowners should do when having
trouble managing their income and debts and
making monthly mortgage payments. 

There is also a class on how to lose a home with dig-
nity if the household is unable to continue paying the
debt because of their financial situation. The class
goes into detail on how to avoid becoming a victim of
predatory lending by recognizing unethical business
practices, not borrowing out of desperation and not
using home equity to pay unsecured debt.

The organization also provides counseling to help
borrowers find the best solution to remedy the
default through refinancing, loss mitigation or loan
workouts that reduce outstanding balances or
waive late charges, legal fees and interest in arrears.

Neighborhood Housing Services of New York City
also collaborates with other organizations to pre-
serve home ownership in the five boroughs of New
York City.  Partners include pro bono legal services,
local and national lenders, secondary market out-
lets, employers/corporations, city, state and federal
government organizations, and nonprofit and faith-
based organizations. Each partner refers families
in need to NHS of New York City and/or helps with
presentations and classes.  In turn, NHS of New
York City serves as a liaison between organizations,
according to the customer’s needs.  A very impor-
tant partner in the Foreclosure Prevention Program
is South Brooklyn Legal Services.  

In addition, NHS of New York City participates in a
program with Fannie Mae and Parodneck
Foundation that provides relief to senior citizens
that have been victimized by predatory lenders.

They also participate in the Home Equity Loan
Protection (HELP) pilot program sponsored by
Neighborhood Reinvestment Corporation, Freddie
Mac and Wells Fargo, which provides counseling
and refinance assistance to victims of predatory
lenders in select cities across the United States.
Additionally, NHS of New York City is a member of
the loss mitigation team for HUD’s hot zones,
which provides special loss mitigation procedures
to reinstate FHA loans facing foreclosure caused by
loans originated by predatory lenders.  

For More Information, Contact:
Marcia B. Vacacela, Director of 
Homeownership Services  
Neighborhood Housing Services of New York City
1 Hanson Place, 19th floor
Brooklyn NY 11243
Phone: (718) 230-7610
Fax: (718) 230-0032
E-mail: marcia_vacacela@nhsnyc.org

For Foreclosure Prevention Curriculum,
Contact:
Neighborhood Housing Services of New York City, Resource
Development Department
Phone: (212) 519-2515

L E G A L  S E R V I C E S

THE HOME DEFENSE PROGRAM OF THE ATLANTA
LEGAL AID SOCIETY
The Home Defense Program has successfully advo-
cated for fair-lending practices on local, state and
national levels.  It has provided relief for home-
owners victimized by unfair lending practices by
helping them cancel their predatory mortgage loan
or restructure their loan so that it is affordable. The
organization provides referrals and legal represen-
tation to more than 1,000 low- and moderate-
income homeowners who have been victimized by
home equity and home purchase scams, including
predatory mortgage lending. 

Program staff evaluates complaints for legal claims
and settles them with or without litigation. Most
often, because of their limited resources, staff helps
homeowners obtain private attorneys from a net-
work of lawyers who litigate cases pro bono.

When a client does not have a legal claim, or a
claim that will keep him/her from losing the home,
the Home Defense Program helps the client to
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obtain a below market rate refinance mortgage
loan through the Neighborhood Assistance
Corporation of America (NACA). Staff also helps
seniors obtain reverse mortgages, refer homeown-
ers to local nonprofit agencies for housing counsel-
ing and participate in a range of community edu-
cation efforts to educate homebuyers and home-
owners about home equity theft scams, including
abusive mortgage lending practices. 

The Home Defense Program was instrumental in
local, state, and national efforts to stop the alleged
predatory lending practices of a finance company
subsidiary of a major bank.  Several major lawsuits
were filed against the lender for Atlanta Legal Aid
clients, the vast majority of whom were older
homeowners living on limited Social Security and
SSI benefits. After two years of intense litigation
and a favorable court order denying the lender’s
motion to dismiss the borrowers’ racketeering and
fraud claims, they negotiated a settlement for the
Legal Aid clients.

In large part due to their media efforts and strong
advocacy, the Home Defense Program pushed the
Georgia General Assembly to enact a law that
requires mortgage lenders and mortgage brokers
to be licensed. The DeKalb County Commission
adopted an anti-predatory lending ordinance stat-
ing that the county will not deposit funds or do
business with predatory lenders.  

For More Information, Contact:  
William J. Brennan, Jr., Home Defense 
Program Director
Atlanta Legal Aid Society, Inc.
Clayton/DeKalb/Gwinnett Office
246 Sycamore Street, Suite 120
Decatur, Georgia 30030-3434
Phone: (404) 377-0701
TT/TTY users: (800) 255-0056 and TDD for the hearing
impaired: (404) 577-3727
Fax: (404) 377-2349
Web site: serv5.law.emory.edu/PI/ALAS/homedef.htm

THE BAR ASSOCIATION OF SAN FRANCISCO’S
VOLUNTEER LEGAL SERVICES PROGRAM
The Volunteer Legal Services Program (VLSP), a
nonprofit program of the Bar Association of San
Francisco, was created to provide free legal servic-
es to low-income families and individuals in San
Francisco.  Home-equity fraud services include
educating Bay area residents on common con-

sumer scams, especially related to home-equity
fraud and providing direct representation to clients
victimized by predatory lenders who lack the
financial resources to hire legal assistance. 

Volunteer Legal Services is the largest provider of
civil legal services in San Francisco, assisting near-
ly 30,000 people in 1997. Volunteer attorneys, para-
legal and law students assist a large volume of
clients in overcoming crises such as family vio-
lence, financial problems caused by catastrophic
illness, loss of housing, or unemployment. 

In 1994, VLSP experienced a dramatic increase in
calls from seniors who were victimized by preda-
tory lenders. Many of them were ineligible for the
program because they owned houses in a very high
cost  Bay area and could not be considered low
income. Thus, VLSP waived the income restriction
and set up a separate home-equity fraud hotline.
They offer a free legal clinic for non-seniors need-
ing free assistance with predatory lenders.  

Initially, the hotline was to serve as a preventative
tool to consult with seniors on reviewing loan docu-
ments before they signed.  Unfortunately, most who
called were already in default after refinancing their
home loans. In addition to intervention assistance,
VLSP created preventative education and outreach
programs aimed at the senior community. The edu-
cational curriculum focuses on avoiding consumer
fraud. 

Staff also works closely with organizations that pro-
vide services to seniors to alert them to predatory
lending issues, as well as police officers to get an
understanding of the latest schemes against seniors
and consumers in  general.  

In 2000, 6,358 volunteers provided 123,630 hours of
free legal services in almost every area of civil law. At
least 500 seniors received some sort of education on
predatory lending and the services available to them
through the Volunteer Legal Services Program.

For More Information, Contact:
Janet Seldon, Supervising Attorney
Volunteer Legal Service Program
465 California Street, Suite 1100
San Francisco, CA 94104
Phone: (415) 782-8953 
Fax: (415) 477-2390
E-mail: jseldon@sfbar.org
Web site: www.sfbar.org/vlsp/general.html
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Bar Association of San Francisco’s Legal Assistance Line: 
(415) 989-1616

Home Equity Fraud Issues Legal Assistance Line: 
(415) 782-8903 

R E F I N A N C I N G  L O A N  P R O D U C T S

NEIGHBORHOOD HOUSING SERVICES OF
CHICAGO’S NEIGHBORHOOD OWNERSHIP 
RECOVERY MORTGAGE ASSISTANCE LOAN
(NORMALSM )
The NORMALSM loan fund provides counseling,
foreclosure intervention and financial resources
for homeowners who obtained financing from a
predatory lender where the terms and conditions
of the loan exceed the customer’s ability to main-
tain ownership of the property.

Neighborhood Housing Services (NHS) of Chicago
promotes neighborhood preservation and afford-
able home ownership by providing financial and
technical assistance to residents of Chicago. NHS of
Chicago provides NeighborWorks® Full-Cycle
LendingSM services, including pre- and post-pur-
chase counseling, purchase and rehabilitation
lending, and homebuyer education.

In response to rising foreclosures tied to subprime
loans in its targeted neighborhoods, NHS of
Chicago initiated a home-ownership preservation
effort in 1997.  By early 1999, it was evident that
additional resources would be needed to address
the problem.  In the fall of 1999, NHS of Chicago
convened a task force of local lenders, city govern-
ment officials, housing advocates and NHS of
Chicago staff to plan and build a new partnership
that became the NORMALSM program.  This task
force developed policies and procedures for the
loan product, set underwriting guidelines, and cre-
ated a loan committee comprised of representa-
tives from lending institutions that invested in the
fund.  NHS of Chicago then created a loan partici-
pation pool and offered investment opportunities to
lending institutions, at the level of $100,000 per
share.  Eighteen lenders agreed to participate for a
total of 22 shares, or $2,200,000 available for loans
during the pilot phase.  The first NORMALSM loan
was approved and closed in June 2000.

As part of the home-ownership preservation effort,
NHS of Chicago created the NORMALSM loan prod-
uct to assist customers who needed refinancing in

order to resolve financial difficulties brought on by
predatory loan products.  NHS of Chicago works
with borrowers to address problems with their first
mortgages and to help them qualify for convention-
al refinancing using products developed with local
lenders or Fannie Mae and Freddie Mac.  NHS of
Chicago, often with the help of the Legal Assistance
Foundation, negotiates with the current lender,
servicer and/or investor to reduce the mortgage
amount. The objective is to prevent the loss of
home ownership and avoid property abandonment
that often follows foreclosure.

Loans are used for refinancing existing predatory
loans, refinancing with rehabilitation, or for fore-
closure intervention.  A NORMALSM loan will typi-
cally be used to refinance a first mortgage,
although an existing predatory second mortgage
may be included in the refinancing as well. A
requirement of the loan program is that any refi-
nanced mortgages must be negotiated to a “short
sale,” or reduced payoff.   The loan cannot be used
to repay other revolving or installment debt. 

Borrowers must be owner occupants.  Typically, bor-
rowers have been residents of NHS of Chicago’s tar-
get neighborhoods, but the NORMALSM loan is also
available to eligible borrowers throughout the city of
Chicago.  Successful loan applicants must have ade-
quate disposable income to repay the loan and
respectable credit histories.  Borrowers are expected
to have a modest amount of their own funds for the
transaction. 

A committee of participating lenders was created to
manage the NORMALSM loan program.  The commit-
tee meets monthly and is comprised of representa-
tives from five of the 18 financial participants.  Loan
decisions are based on a careful analysis of the appli-
cant’s income, indebtedness and credit history.

NORMALSM loans are fully amortizing, and the
loan amounts, rates and terms are recommended
to the committee by NHS of Chicago lending staff.
The borrower’s note rate is the Fannie Mae 60-day
rate plus 50 basis points (BPS), set at the time of
loan origination.  The loans are originated under
the NORMALSM program guidelines, funded from
the NORMALSM loan participation, serviced by NHS
of Chicago, and intended for future sale to a partic-
ipating lender.  The maximum loan amount cannot
exceed the Fannie Mae and Freddie Mac maximum 
loan amounts, and the loan-to-value (LTV) and
combined loan-to-value (CLTV) limits are as those
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used in NeighborWorks® products.  Closing costs
include a loan origination fee of one percent of the
loan amount or $500, whichever is greater, and
may be included in the loan amount.

The loan committee can consider exceptions, such as
deferred payment loans, on a case-by-case basis.  In
situations where property rehabilitation is part of the
loan package, the loan-to-value limit is that estab-
lished for NeighborWorks® loans.

So far, 15  NORMALSM loans have been approved, with
an average loan amount of nearly $70,000. Ten of the
15 loans prevented impending foreclosures.  All of the
loans resulted in a reduction of the previous mortgage
balances in amounts ranging from $5,000 to $45,000.  

This program has provided NHS of Chicago with a
great opportunity to expand its partnership with
lenders.  It has opened up dialogue with financial
institutions that previously had not been part of the
NHS of Chicago partnership, and has created a forum
wherein NHS of Chicago can communicate its goal of
preserving home ownership and protecting equity in
neighborhoods.

For More Information, Contact:
Jim Wheaton, Associate Director
Neighborhood Housing Services of Chicago
747 North May Street
Chicago, IL 60622
Phone: (312) 738-2227
Fax: (312) 738-2491
E-mail: jwheaton@nhschicago.org 

PARODNECK FOUNDATION’S SENIOR PREDATORY
LENDING REMEDIATION PROJECT
The Parodneck Foundation is part of the Senior
Predatory Lending Remediation Project, an anti-
predatory lending pilot program that provides
services and loan alternatives to low- and moder-
ate-income homeowners who have been victim-
ized by predatory lenders.  

The Foundation, which became incorporated in
1931 as a consumer-farmer cooperative, evolved
into an organization that administers and funds
programs that provide a variety of services, and a
fiscal agent for nonprofit organizations providing
youth and housing services. The Parodneck
Foundation also provides funding and technical
assistance to CATCH, the largest Mutual Housing
Association on the East Coast.

Specifically, the Remediation Project targets con-
sumers who had a decent credit history prior to
borrowing from predatory lenders but fell into
hardship after agreeing (most often unknowingly)
to the terms of a high-cost loan.  It was implement-
ed in November 2000 and is being coordinated with
Fannie Mae, South Brooklyn Legal Services (SBLS)
and several conventional lenders.

Common customers of the program are older
homeowners who are lured into taking on a large,
unaffordable mortgage — usually to pay for needed
home repairs — basically to strip the home of its
equity. The contractor/broker charges very high
fees and interest rates, and often includes payment
for unnecessary home repairs.  In some cases, the
broker fabricates the borrower’s income to qualify
them for a higher loan amount.  The mortgage pay-
ments often take most of the borrower’s income,
resulting in a homeowner who cannot afford to
make the payments or other monthly expenses.
The loan therefore becomes delinquent, and the
homeowner becomes at risk of losing the home
through foreclosure.

For delinquencies that can be traced to a predatory
practice, the remediation loan product is used to
pay off the existing first mortgage, delinquent taxes
and assessments, and property related expenses,
such as outstanding utility bills. The debts are
restructured, making the new loan affordable and
preventing default and foreclosure.

For victims of predatory lenders, South Brooklyn
Legal Services negotiates a reduced payout on the 
loan with the lender, either through litigation or
the threat of litigation.  The Parodneck Foundation
does the loan underwriting and coordinates a refi-
nance of the reduced payout through one of the
conventional banks at a prime interest rate. 

Fannie Mae then purchases the loans on the sec-
ondary market from the conventional banks, effec-
tively guaranteeing the banks against loss.  Fannie
Mae has already committed $5 million to the pilot
program, and is likely to commit more money if the
program is a success.  

After the refinance, borrowers are required to par-
ticipate in programs that offer technical assistance
including homebuyer education, budget and finan-
cial planning, post-purchase/early default counsel-
ing (for a minimum of 12 months), and landlord
counseling and support if they own a two- to four-
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unit property. These components of the program
are critical to its success.

Local, state and federal government offices, non-
profit agencies and legal services also partner with
the organization to provide a variety of resources
and services for customers. 

Five Remediation Loans have been made since the
program began in November 2000.  Three addi-
tional loans are ready to close. Every customer so
far has been in foreclosure, and each customer
with an approved loan has been saved from fore-
closure. Approximately 25 homeowners have been
counseled since the program began. The founda-
tion has been able to obtain additional funding to
create more diverse loans to include rehabilitation
work, loans for other demographic populations
and funds to write down the loan principal.

For More Information, Contact:
Howard Banker, Vice President for Programs
The Parodneck Foundation
121 Sixth Avenue, Suite 501
New York, NY 10013
Phone: (212) 431-9700 ext. 333
Fax: (212) 431-9783
E-mail: hbanker@parodneckfoundation.org
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Neighborhood Reinvestment Corporation
1325 G Street N.W., Suite 800
Washington, D.C. 20005-3100
(202) 220-2300
www.nw.org

LISC Center for Home Ownership
1825 K Street, N.W., Suite 1100
Washington, D.C. 20006
(202) 739-0893
www.liscnet.org

A Practitioner’s Guide to Combating Predatory Lending is available
online at the LISC Online Resource Library:  www.liscnet.org/resources,
and Neighborhood Reinvestment Corporation website:
www.nw.org/predatorylending.
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