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THE MORE YOU KNOW, THE BETTER BUYER
YOU BECOME: FINANCIAL LITERACY FOR
TODAY’S HOMEBUYERS

THURSDAY, MAY 1, 2008

U.S. SENATE,
SUBCOMMITTEE ON EcoNoMmiIc PoLicy,
COMMITTEE ON BANKING, HOUSING, AND URBAN AFFAIRS,
Washington, DC.

The subcommittee met at 2:03 p.m., in room SD-538, Dirksen
Senate Office Building, Senator Thomas R. Carper, (Chairman of
the Subcommittee) presiding.

OPENING STATEMENT OF CHAIRMAN THOMAS R. CARPER

Chairman CARPER. The hearing will come to order.

I want to welcome warmly our three witnesses today. We have
been joined by Senator Menendez from New Jersey. We will be
joined, I am told, by Senator Jim Bunning a bit later, and others
of our Members may drift in and out. I just checked in with our
cloakroom to see if we are likely to have votes during this hearing,
and I am told that we will not likely have votes. So we can just
focus on what you have to say and listen to you or take in your
chl)r}(lls and ask you some questions. We are delighted that you are
all here.

Our hearing today, as you will know, will focus on financial lit-
eracy and education efforts in our State and other States for both
first-time homebuyers and for existing homeowners. The recent
subprime mortgage crisis has put a spotlight on and has raised
questions regarding the financial knowledge of homebuyers and
homeowners. Buying a home is perhaps the most complicated fi-
nancial transaction that most Americans will ever undertake. Stud-
ies have shown that most Americans lack a certain knowledge
about the basics of buying a home.

Financial innovation is generally a good thing. We should encour-
age markets to become more efficient and better able to manage
risk. However, the fundamentals of the game tend to remain con-
stant. Potential homebuyers will always need to determine if buy-
ing a home makes financial sense.

Often, the potential homebuyer is not sure they are financially
ready to buy a home or how much they can afford to borrow. Many
times the homebuyer seeks advice from those also involved in the
transaction, maybe the real estate agent, the real estate broker,
perhaps the lender. And there is nothing wrong with soliciting the
advice of brokers or lenders, but sometimes potential homebuyers
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need more than advice. Homebuyers need to know that they can
and should meet with a qualified, independent counselor before
starting down the path to homeownership.

It is often said that homeownership is the American dream. I
have said that myself. I suspect my colleagues have, too. But for
many Americans, that dream is fast becoming something of a
nightmare. The real American dream is sustainable hospital.

Before sitting down with a lender, some homebuyers should meet
with a qualified, independent counselor to look at their credit his-
tory, to examine how much debt they have, and to examine their
income to determine whether they should remain a renter or
whether they should purchase a home. The buyer also needs to
have access to a counselor who can walk them through the many
mortgage products available on the market. For some families, a
fixed-rate product is best, and for some families, an adjustable-rate
mortgage is better. The best decision depends on the buyer’s per-
sonal circumstances. However, the buyer should look at their abil-
ity to repay the loan regardless of changes in interest rates.

Again, these are things that a potential homebuyer should exam-
ine before purchasing a home. The more we know, the better buyer
we become.

Financial education is not stopped once a home is purchased.
New homeowners receive a number of solicitations every day in the
mail. They used to receive them every day on the phone as well.
But some of these mailings urge the new homebuyers to refinance
at a much lower rate and have some cash left over. Refinancing a
mortgage can make great financial sense, but a homeowner needs
to look at more than the new interest rate or how much cash they
can pocket. Homeowners should also seek the advice of an inde-
pendent, qualified counselor if they have questions about the pros
and about the cons of refinancing.

Many of the subprime loans now currently in foreclosure were re-
financed. The homeowner started off with a fixed-rate mortgage,
but opted for the exotic mortgage to pay less in the short term and
get cash out of their home. As a result, many homeowners, too
many homeowners, have little or no equity in a home that they can
no longer afford because their adjustable-rate mortgage is due to
reset to a much higher rate. Many of these homeowners must now
try to get back to a fixed-rate product in order to keep their homes
and to avoid foreclosure.

On April 10th, the Senate passed the Foreclosure Prevention Act
of 2008, which included some $100 million for housing counseling.
We will hear today from our witnesses about the state of our Na-
tion’s financial education. I hope we will hear testimony on not
only the importance of financial education, but also on ways to im-
prove the many literacy programs around our country. I also hope
that we will hear how it can make financial education more acces-
sible.

Before I introduce our witnesses, let me yield to Senator Menen-
dez and just say we are delighted you are here. Thank you so much
for coming.
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STATEMENT OF SENATOR BOB MENENDEZ

Senator MENENDEZ. Thank you, Mr. Chairman, and thank you
for holding what I think is a very important hearing. I really think
it should be packed, as we have had other hearings packed, be-
cause at the end of the day—we are here. Don’t worry about it.

[Laughter.]

But the reality is this is at the root of a lot of our challenges,
and I really appreciate your leadership in bringing this up, because
as we continue to work to help homeowners who are suffering from
the subprime meltdown, I think it is equally important that we
look at why so many Americans ended up entangled in mortgages
that they could not afford in the first place.

Over the last year, we have examined a number of factors that
contributed to the crisis, and while there is no single specific cause,
the lack of financial literacy is clearly at the top of the list.

Let’s be honest. I think no one knowingly accepts a bad deal.
More often than not, they are misled into something they do not
understand or led into an arrangement that sounds good but is not.
And despite this, we have heard time and time again that because
people signed agreements that they could not afford to pay, they
are somehow accomplices, not victims. I think this assessment gen-
erally is not just wrong, but it is offensive. The vast majority of
people facing foreclosure are in my mind, as I see it in my office
increasingly, victims of unscrupulous mortgage lenders who really
got snookered into contracts they did not understand. And the rea-
son so many lenders were able to get away with it is because finan-
cial literacy in this country is below what it should be.

Mr. Chairman, in a recent banking hearing, I asked our wit-
nesses to gauge the average American’s financial literacy on a scale
of 1 to 100, and across the spectrum, they gave me all low scores,
something along the lines of 20 or 30. Well, 20 or 30 in making the
major financial decisions of our lives is not a good score. We are
talking about people trying to understand what they are signing.

When I used to practice law, Mr. Chairman, I would go to great
pains to describe to individuals who are entering for what them is
probably the single financial transaction of their lives, purchasing
of a home, what it is that they were getting into, both in their con-
tract in the first place, what were the contingencies, what were the
challenges, and in their mortgage commitments, what they were
getting into there. And, generally, they did not know. It was only
because of something that I saw as a responsibility to do, which I
would say many of my colleagues did not necessarily spend as
much time in telling their client what, in fact, they were getting
into. They depended upon the mortgage lender or the broker to do
that. But, in fact, these people were not getting the right informa-
tion.

How many understand their credit card agreements? They are
very complex. There are layers and layers—I am, you know, an at-
torney, a legislator. I get those multiple-page forms and look at it
and say, “My God, how thick is it?” They are designed to be com-
plex and to be difficult because the harder to read, the harder to
understand, the easier it is for unscrupulous lenders to get away
with higher rates, extra fees, and terms that are not what they
seem.
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There is no doubt that we have to punish predatory lenders who
took advantage of homebuyers and tricked them into signing con-
tracts they could not afford. But perhaps most importantly, what
we need to do is arm the American people with the financial know-
how so that they can continue to make—so they can ultimately
make the right decisions.

Finally, Mr. Chairman, I have introduced a bill, the Financial
Education Counseling Assistance Act, that would help Americans
with more tools, especially those Americans most at risk of finan-
cial peril. The bill will help organizations such as NeighborWorks
to expand financial counseling services and help new organizations
offer these services. These are vital for people who need some fi-
nancial assistance but who, like the majority of Americans, cannot
afford to hire a personal adviser.

We have learned from the subprime crisis that often families in
trouble hold on as long as they can until they are too deep in the
hole to get out. We have also seen how a housing crisis not only
takes people’s homes away but their financial stability as well.

So I look forward to the discussion that is going to be held, and
I appreciate all of our witnesses coming forth, especially Mr. Wade
from NeighborWorks. We have worked with NeighborWorks quite
a bit on counseling issues, and I certainly appreciate seeing Com-
missioner Raskin here, who I understand is a former Senator Sar-
banes staffer, sat behind here, so you know what this is all about,
what is going on up here.

Thank you, Mr. Chairman.

Chairman CARPER. Thank you, Senator Menendez.

Senator Bunning, welcome.

STATEMENT OF SENATOR JIM BUNNING

Senator BUNNING. I apologize, Mr. Chairman. I had a group from
Kentucky and I could not get away, and I am sorry I was late, but

I

Chairman CARPER. We understand.

Senator BUNNING. Thank you for holding this hearing. Today’s
topic is obviously very timely. We only need to look at what has
happened in the housing market over the last few years—more
than a few, to know how important financial education is for home-
buyers.

There is a role for Government in protecting investors, but home-
buyers must also arm themselves with information about financial
services. And our school system, God rest it, ought to be able to
help out here. We do not have good financial literacy being taught
in our school systems. And I say that as a grandfather of 39 kids
that they better learn what is going on when they get to the world
and have to live in it and buy homes, because everybody wants to
buy a home.

I have some doubt that Government can be both a neutral and
effective financial educator without giving consumers a false sense
of security. We do not want to do that. We want to make sure that
they are armed, or at least are wise enough to arm themselves
with somebody who, like Bob just said, knows what the heck is in
that contract or is in that mortgage or in whatever they are re-
quired to sign.
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I hope we can shed some light on resources available to new and
repeated homebuyers in today’s market. Maybe you and I will even
learn something today, Mr. Chairman. I look forward to hearing
from our panel of witnesses. Thank you all for being here.

Chairman CARPER. Senator Bunning, thank you.

The first thing I would like to learn is when you have 39 grand-
children, how do you remember everybody’s name?

Senator BUNNING. My wife has a great memory.

Chairman CARPER. God bless her. All right. We are delighted you
are here. It is good to be with you.

Let me just provide a brief introduction for our witnesses and
start off by saying to Sarah Bloom Raskin, Commissioner, welcome,
welcome back, currently the Commissioner of Financial Regula-
tions for the State of Maryland. I understand you are here today
representing the Conference of State Bank Supervisors. As Senator
Menendez has suggested, you are not a stranger to this Committee.
How long did you serve here on the staff when Senator Sarbanes
was here?

Ms. RASKIN. About 4% years.

Chairman CARPER. OK, 4 years. All right. We are glad you are
back. It is a testimony to your legacy and to his legacy that you
are now the Banking Commissioner for the State of Maryland. Con-
gratulations. How long have you been in that post?

Ms. RASKIN. Only since August 28th.

Chairman CARPER. All right. Good enough.

Ms. RASKIN. It feels like an eternity.

[Laughter.]

Chairman CARPER. I guess it does these days.

Kenneth Wade, Kenneth D. Wade, Chief Executive Officer of
NeighborWorks, and someone who was kind enough to come to our
State—I want to say 1 or 2 years ago—when a nonprofit called
INCALL, which is part of NeighborWorks’ national network, was
celebrating their anniversary, and we very much appreciated your
coming there on that occasion. But as we all know, NeighborWorks
America is a public nonprofit corporation established as the Neigh-
borhood Investment Corporation by an act of Congress in 1978, and
its Board of Directors includes a number of senior people in the
Federal Government, as I recall. It is an interesting structure
there.

Ronni Cohen—all the actual words on this sheet of paper that
are said about you, they do not begin to tell the story, but currently
the Executive Director of the Delaware Money School. The Money
School is part of the Delaware Financial Literacy Institute, which
was created by our State Treasurer, Jack Markell. And for my col-
leagues, I would also say that Ronni Cohen is also one of the finest
educators that we have had in Delaware in the last several dec-
ades. And every year in our State, as I am sure in your States, we
have teachers that are nominated to be Teacher of the Year, and
we have 19 school districts, so we have 19 nominees each year, and
Ronni Cohen was selected as our Teacher of the Year, I want to
say about 8 or 9 years ago.

Ms. RAskIN. Exactly.

Chairman CARPER. And I was privileged to be there as Governor,
I believe, when the presentation was made. But when we are try-
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ing to think about how to better educate people young and not so
young with respect to financial literacy, we probably could not have
anybody better at the table or in the venues than you. So thank
you so much for coming today.

Commissioner Raskin, I am going to recognize you. I want to say
take no more than 30 minutes for your opening statement.

[Laughter.]

Chairman CARPER. No. We are not going to be real tight on the
clock today. I do not think we have any votes, so if you go over 10
minutes, we will probably rein you in, but your entire statement
will be made part of the record. Thank you for joining us.

STATEMENT OF SARAH BLOOM RASKIN, STATE OF MARYLAND
COMMISSIONER OF FINANCIAL REGULATION, ON BEHALF
OF THE CONFERENCE OF STATE BANK SUPERVISORS

Ms. RaskIN. Well, thank you. Thank you for inviting me today,
and good afternoon, Chairman Carper, Senator Bunning, Senator
Menendez, and distinguished Members. My name is Sarah Bloom
Raskin, and I serve as Commissioner of Financial Regulation for
the State of Maryland. I am happy to be here today to testify on
behalf of the Conference of State Bank Supervisors on the impor-
tance of financial literacy counseling for potential homebuyers and
new mortgage borrowers.

Chairman Carper, I certainly do not need to tell you what an im-
portant role States have always played in the development and
oversight of essential financial services in our country. Your under-
standing and support of the State’s role in financial regulation is
well known and longstanding, and we deeply appreciate it.

But for Members of the Committee who may not be familiar with
this role, I want to emphasize the importance of maintaining a sys-
tem of local oversight and accountability for this most personal of
financial products. For more than 4 years, we at the State level
have been working on solutions to the challenges raised by the rev-
olution in mortgage finance during the 1990s and the fragmented
system in place to supervise its players.

CSBS is implementing a national licensing system, and we have
a framework for a system of coordinated regulatory policy with the
Federal banking agencies. Our goal is a streamlined consistent sys-
tem of oversight that protects consumers and enforces best prac-
tices while maintaining a stable flow of credit through our markets.
Pre-loan counseling and follow-up counseling to new borrowers is
a key element of these best practices.

Homebuyer and homeowner counseling and education are nec-
essary, but they are not sufficient. It is important to combine such
counselling and education with regulatory initiatives to bring
greater transparency and accountability to the mortgage origina-
tion process.

For the homeowners in trouble, though, counseling alone may not
be enough. This is a multi-faceted problem with many routes and
implications and demands a multi-faceted approach. In Maryland,
we have learned that we need, and we are now providing, housing
counseling offices that provide not only counseling but also other
basic services, such as litigation support.
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Something else we are learning is that even at the point of fore-
closure, there are important opportunities for counseling and edu-
cation. In particular, we are seeing distressed homeowners become
victims to foreclosure rescue scams and equity skimming scams.
These scams are often complicated and intricate transactions that
no homeowner should navigate alone. Maryland, for example, has
enacted strong consumer protections now that ban these types of
scams.

One ironic benefit of the current crisis is that it is showing us
what borrowers did not know and needed to. Thus, the architects
of financial literacy programs can learn from this experience and
readjust to help prevent future crises. A good financial literacy pro-
gram includes at least three essential elements:

First, participant involvement. Consumers gain confidence when
they can identify the pieces of the process they already know. So
a good training program should begin with the instructor asking
practical questions that students can relate to.

Second, train the trainers. Financial literacy instructors them-
selves need to know not only the nuts and bolts of personal finance,
but also the psychology of money and how adults and young adults
learn about it.

Finally, financial literacy training is most effective when it can
capitalize on so-called teachable moments, that is, teaching when
the student wants the information and when the information will
stick. Clearly, purchasing a home is one of these moments.

Federal and State governments should endorse and promote the
national industry standards issued last fall by HUD, Neighbor-
Works, and a host of industry leaders. We are and we should be
looking for ways to help nonprofit counselors achieve and dem-
onstrate compliance with these standards. We can and should work
together to set similar standards for broader financial literacy pro-
grams. Federal and State governments should present a better
aligned approach to building the capacity of the homeownership
and financial education nonprofit sector.

The national mortgage licensing system, proposed and developed
by CSBS and Armor, comes at the issue from the other side, re-
quiring standards of education for mortgage bankers and brokers
as a condition for licensure. While in forums like these we tend to
focus on the need to educate the consumer, in the structure and re-
alities of today’s marketplace, it is often equally important to edu-
cate the lenders and the lenders’ agents.

Any Federal initiative to improve consumer protection must rec-
ognize, support, and not interfere with the State’s ability through
legislative and enforcement authority to protect consumers from
emerging problems. It is crucially important not to undercut the
work we have already done and are continuing to do. Federal legis-
lation should build on State expertise and efforts to protect our
consumers. Our uniform licensing initiative is only one part of this
effort.

Congress has the ability and opportunity to create a new system
of State and Federal coordination for protecting homeowners and
enforcing best practices in the mortgage lending industry. Con-
sumer education and counseling are crucial elements of those best
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practices, and CSBS would support Federal efforts to support and
encourage these practices.

We ask, however, that you remember that when it comes to pro-
tecting consumers, even globally funded mortgages are originated
locally. Grass-roots outreach and education programs are more ef-
fective, more efficient, farther-reaching, and longer-lasting than
top-down initiatives.

Thank you for inviting me to testify on this important subject
today, and I am pleased to answer any questions the Committee
may have.

Chairman CARPER. Commissioner, thank you so much for joining
us today and for your testimony.

Mr. Wade.

STATEMENT OF KENNETH D. WADE, CHIEF EXECUTIVE OFFI-
CER, NEIGHBORHOOD REINVESTMENT CORPORATION, D/B/A
NEIGHBORWORKS AMERICA

Mr. WADE. Thank you, Senator Carper, Senator Bunning, and
Senator Menendez, for inviting me to be part of this hearing today.
The importance of financial education and counseling cannot be
overstated, particularly in light of the rise of non-traditional finan-
cial services outlets, and obviously the rising foreclosure crisis that
all of us are so concerned about.

Today I would like to highlight five areas that we are working
on that make a contribution in this broad area of financial literacy.
One is a financial fitness program that we are operating that deals
with basic financial literacy: a pre-purchase education counseling
program that we have; a post-purchase education counseling pro-
gram, which includes foreclosure prevention initiatives; the train-
ing that we do related to supporting all of these activities; and then
the national industry standards that we are supporting, along with
a broad set of other players in the industry, in order to create some
standards that help govern this activity.

First, in our financial fitness program area, we see that it is crit-
ical to help consumers and communities. For consumers, financial
education is the key to protecting their assets and building wealth.
For communities, it is clear that financial education programs pro-
mote stronger and more stable neighborhoods where residents are
more resistant to downturns in the economy and other threats to
their financial well-being.

Our financial fitness program teaches basic financial planning,
money management, both how to budget, save, invest, how to ac-
cess financial services and financial institutions; it teaches about
credit, taxes, and insurance. Those are all basic things that all con-
sumers need in order to be successful in navigating this very com-
plicated environment out here today.

We also know that financial education works. In our own efforts,
we have seen that financial education changes consumer behavior
and improves financial confidence. And it also dramatically im-
proves saving rates for consumers who participate in formal finan-
cial literacy efforts.

We have provided financial fitness training to more than 900
counselors since 2001, helping to create a network of fully trained
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people who are able to provide this kind of service to their local
communities.

We also have a very pre-purchase education and counseling ef-
fort. It is pretty clear that high-quality pre-purchase counseling
that adheres to national industry standards helps people with
budgeting, credit repair, making good decisions on their mortgage
products, and through pre-purchase counseling and education,
NeighborWorks organizations have been able to prepare fore-
closure-resistant borrowers who qualify for reasonably priced tradi-
tional mortgage loans and achieve sustainable homeownership. We
have been tracking the performance of the loans made through con-
sumers who have been assisted with organizations in our network,
and we have been able to demonstrate that there have been a sig-
nificant—or to think about it another way, these borrowers perform
better than subprime loans for sure, better than FHA and VA
loans, and on par with prime loans. So I think it demonstrates that
if people get good pre-purchase counseling, they can be successful
homeowners, even if they have limited incomes.

So we think the best defense against delinquency and foreclosure
is objective education and advice before the borrower begins shop-
ping for a home and selecting a product. In fact, the vast majority
of consumers that we are seeing in foreclosure today by and large
had no benefit of any pre-purchase counseling from anyone.

On the post-purchase education and counseling front, through
our post-purchase counseling efforts, new homeowners learned all
the things that you need to know when you become a homeowner
for the first time: you know, how the home maintenance issues will
affect you, how you have to set money aside to address that; how
to evaluate and in many cases turn down all the plethora of addi-
tional financing offers you are going to get when you become a
homeowner; how to evaluate refinancing opportunities to see if
they make sense for you and your family; and, obviously, mini-
mizing consumers’ becoming overleveraged with more debt than
they can handle.

NeighborWorks organizations also establish an ongoing relation-
ship with their customers so they know those customers know
where to turn when they do or if they do get into trouble. And, ob-
viously, like any other consumer, life events happen, illnesses, job
loss, and the like. And so oftentimes consumers need someone to
turn to that can help them work through those issues.

Post-purchase counseling also helps people understand that if
they do run into trouble paying their mortgage, it is also important
to seek help early. That is one of the things that we have learned
through our foreclosure prevention efforts. As you probably heard
quoted, up to 50 percent of consumers who go to foreclosure every
year never have any contact with their servicer. They do not re-
spond to the phone calls, the outreach efforts, and the letters. In
addition to that, a good number of consumers who finally do show
up for assistance on average show up very late in the foreclosure
process. So, clearly, being able to reach out to consumers early
makes a big difference.

That is why one of the things that we did to contribute to this
issue in the foreclosure arena is develop a public education cam-
paign with the Ad Council that we launched last June. It is a na-
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tional public awareness campaign. It encourages struggling home-
owners to call the toll-free number of the Homeownership Preser-
vation Hotline, which is staffed by professional counselors 24/7, 24
hours, 7 days a week, which connects them with the kind of coun-
seling that is possible to help them maintain homeownership.

We also, as you know, have been charged with the responsibility
of administering a consolidated appropriations foreclosure preven-
tion counseling program. We have been pleased to be able to re-
spond to that responsibility. We set up a program where over $350
million worth of requests came in for that effort, which was $180
million appropriated. And we were able to, within the 60 days of
enactment of that legislation, award the first round of those grants,
roughly $130 million that went out to help support foreclosure pre-
vention counseling.

We also do a lot in the area of training. It has been one of the
areas that we have felt the need to make a contribution in for a
long time. In the area of financial education alone, since 2004, our
NeighborWorks America has issued 25,000 certificates of comple-
tion to housing counseling professionals, both in the pre- and post-
purchase counseling area.

And then, in addition, as you know, we are also supporting na-
tional industry standards. One of the challenges facing the coun-
seling community today is the ability to ensure that we are pro-
viding high-quality counseling to the consumers who need it. And
so together with many other industry players, we have developed
a set of national industry standards that helps set the bar, so to
speak, for performance benchmarks in the area of not only fore-
closure counseling but pre-purchase counseling as well. And those
standards have been attached to my written testimony, so they are
available to the Committee.

In closing, let me just say that an informed consumer obviously
knowledgeable of all the options available to them is key to sus-
taining and strengthening the family and their community. We
have been able to demonstrate that pre-purchase education and
counseling makes a real difference in terms of preparing consumers
for the responsibility of sustainable homeownership, and that post-
purchase counseling provides help to those families that run into
unexpected problems or face major challenges once they become
homeowners.

Funding this important service obviously continues to be a chal-
lenge, and I know many organizations struggle with the way that
you can pay for this service in order to make it broadly available.
So we are committed to ensuring that we can do all we can to help
ensure that every American who wants pre- and post-purchase
counseling gets access to it, and we look forward to working with
the Committee in any way we can to help ensure that becomes the
case. And, obviously, I am willing to answer any questions that the
Committee has.

Chairman CARPER. Mr. Wade, thank you. We will have, I sus-
pect, a number of questions. Just hold on tight there, and we will
recognize Ms. Cohen for her testimony, and then we will start our
questions.

Ms. Cohen, please proceed. Thank you.
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STATEMENT OF RONNI COHEN, EXECUTIVE DIRECTOR,
DELAWARE MONEY SCHOOL

Ms. COHEN. It is an honor to be here today, and Senator Carper
has been very important in my career as a classroom teacher,
where I did try to teach financial education for over 33 years. I did
get out of schools before the No Child Left Behind Act, and there
was more chance to teach financial education.

In my role now as Director of the Delaware Financial Literacy
Institute, our signature program is the Delaware Money School.
This is the vision of Delaware Treasurer Jack Markell, and it was
created in 1999, and it became a nonprofit in 2001. We offer now
over 600 classes a year free across the State of Delaware. We offer
classes in basic budgeting, credit repair, business startup, home-
ownership, and we offer the classes to a very diverse community
of learners.

In my position, I have been following, obviously, the exotic and
toxic mortgage dilemmas and the tragedies. I appreciate this oppor-
tunity to share these experiences that I have had. Mine basically
have been with low- to moderate-income people who are looking for
financial education.

Yesterday, of course, somebody called and asked if we taught
martial arts, and we do not, but other than that.

Most of grew up believing that homeownership was the American
dream, and if you did not believe in it, people said to you, “You
have to own. You are throwing your money away if you rent. This
is for your future. This is for your family’s future.” And we saw
that that dream became nightmares, as Senator Carper has said.
We saw people who would just go on the Internet, look at houses,
look at the multiple listings, and drive around to find their dream
home. They really did not educate themselves. So it was no wonder
the subprime market blossomed.

For those who thought it was never possible to own a home,
signs that said “No money down. Let us put you in the home of
your dreams” were very appealing. These were big billboards.
These appeared everywhere. In our culture of instant gratification,
many were tempted by these ads, the adjustable rate mortgages,
and they did not think or did not know to worry about the balloon
payments and the rising fees down the road.

With the low and zero down payments and lax document and
credit checks, many jumped at this chance and became instant
homeowners. And often these homebuyers were led to believe that
owning would be cheaper than renting, and it could be. But buyers
did not always check or understand the fine print or their capacity
to pay mortgages and living expenses before they jumped on this
bandwagon. No one thought about the taxes, the trash removal, the
maintenance, the upkeep, the utilities, the furniture to fill the
dream house, and the inevitable emergencies.

While these options provided opportunities for more consumers to
get into the housing market, they did pose considerable risk be-
cause of the higher monthly payments. And we know that the com-
plexity and variety of mortgage products require consumers to take
an active and informed role when evaluating products. And one of
the important parts of that role is to ask questions, and people
often are embarrassed to ask questions. Without this training or



12

education, making personal financial decisions is a confusing, frus-
trating, and dangerous road to maneuver for most Americans.

The Delaware Money School is able to offer its 600 classes across
the State because we have over 100 partners. We have 125 volun-
teers who are experts in the field that offer free introductory class-
es covering the basics of financial education. The problem is not all
people who need this financial education avail themselves of these
free classes. Some potential buyers decide it is not worth taking the
time when that dream house might not be available, someone else
may get it. So they skip the housing homeownership free financial
education classes. They skip the one-on-one counseling, and they
get right to the mortgage—and I have had people call me and say,
“When I got to sign my papers, the figures were not what I thought
they were going to be.” And one of the things the counselor can do
is help you prevent that from happening.

Often, a counselor can tell you that that $400,000 house that you
have been prequalified for is not the house you are going to be able
to afford. Two years ago, I had an AmeriCorps volunteer who made
$15,000 a year who prequalified for a $400,000 house. She thought
that was really funny, but she actually prequalified, and it was
scary that on $15,000 she could have the house of her dreams. She
did not buy the house. She just wanted to see what she
prequalified for.

It is ironic now that laws mandate that people declaring bank-
ruptcy have to study financial education, but not all first-time
homebuyers are required to participate despite the statistics show-
ing that informed buyers are less likely to encounter problems
making their mortgage payments. So the Delaware Financial Lit-
eracy Institute and my partners recommend financial education for
all first-time homebuyers, not just for those applying to special
products. And what should it look like? It is what has been men-
tioned here today. Budgeting: the old concept of spend less than
you earn, live within your means. Goal setting: Where do you want
to be? Is this the house of your dreams? Is this a good first house?
Where do you want to be 10 years down the road?

The concept of paying yourself first. One of my students said,
“Doesn’t that mean I take my spending money first and then I pay
my bills?” So there is a lot of education that needs to be done.

Financial education must include the wise use of credit, building
a positive credit history, repairing poor credit, and improving credit
scores. It should include banking basics, what account is best for
you. One important thing that we like to teach is being a respon-
sible renter. If you have a good rental history, that will help you.

Rational decisionmaking is something we do not teach, but that
is something that should be a part of financial education, looking
at pros and cons, costs and benefits; looking at loan products, pred-
atory lending practices, and, last but not least, financial education
should let people identify the people in the community who can
help them with financial decisions, people who are not motivated
by commissions and sales.

Many of our housing instructors teach these basics. We have peo-
ple who are from NeighborWorks that teach financial fitness. These
are free courses. They also offer a seminar for which they are be-
ginning to charge, and they bring in the major players: the mort-
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gage broker who can explain what points mean, what PMI is, about
closing costs; a realtor, an attorney, a home inspector, and an in-
surance agent.

And one of the best things about these pre-homebuying classes
is the opportunity to ask questions in a small group. And some-
times someone will ask a question that will spur your own ques-
tion. This targeted personal financial education itself often comes,
we find, during the counseling session, the one-on-one counseling,
where the information can be targeted to the individual buyer’s
needs.

There are books on the market: “Homebuying for Dummies,”
“The Idiot’s Guide to Buying a First Home.” There are many Inter-
net sites that will help you buy a home. They just do not provide
you with an adviser who can help you make the best choice.

Whatever the means, the potential homebuyer must have a grasp
of basic financial concepts and be able to grasp the meaning of
mortgage terms and the necessity to read and understand the
mortgage documents and requirements, to not be embarrassed to
ask questions when they do not understand. Delaware Bank Com-
missioner Robert Glen and his Deputy, Gerry Kelly, have worked
tirelessly on preventing foreclosures and building awareness of
predatory practices. From their experiences and from those we
have talked to with Money School instructors, it is clear that home-
buyers who have had basic financial education, counseling, and ac-
cess to counseling are significantly less likely to go into foreclosure
because they have made wise mortgage choices.

In Delaware, through the Community Reinvestment Act, cor-
porate sponsors sponsor the Delaware Financial Literacy Institute
and have made it possible for us to offer free financial education.
With Citigroup, we have a unique program targeting low- to mod-
erate-income women, getting them prepared for homeownership,
business startup, Purses to Portfolios. What it gives these women
is a cadre of professionals they can call for information at any time.

Two weeks ago, the President of Discover Bank approached us to
develop a housing program for Kent County, which has the highest
foreclosure rate in Delaware. Discover, Bank of America, and State
Farm fund financial education summits for high school juniors, get-
ting them ready to understand the rules of financial choices. And
JPMorgan Chase has provided funding for us to teach asset build-
ing and financial concepts to at-risk youth.

One strategy I think that was particularly helpful was developed
by PNC Bank with Interfaith Housing and NeighborWorks, a
homebuyers club that meets 11 weeks. Not only do they have class-
es, they provide dinner and child care, which is critical to the
young homebuyer. They go over all the basic concepts of financial
education, and during the duration of the club, buyers become ac-
quainted with counselors and get familiar with them and know
they can call for help. They learn to repair their credit, if nec-
essary, and the counselor helps them look at specific mortgage
products and what best suits the buyer’s needs. The best thing is
it is not an overnight decision to buy a home. There is time to
judge the merits of waiting to qualify for a mortgage with better
terms.
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Talking with my partners, in conclusion, I would like to say that
what we need is all first-time homebuyers, especially those in the
low- to moderate-income bracket, should be required to complete
basic financial education, including the pros and cons of different
types of mortgage products. They need to understand predatory
lending. The Deputy Bank Commissioner said I should ask that
you work to simplify the mortgage documents. When you get that
pile of documents and you are there by yourself, perhaps with your
attorney, and you are afraid to ask questions, if there were a sim-
pler form or one form, perhaps, earlier in the process, it would be
much more helpful.

We know that homebuying counselors must be certified and re-
quired to maintain and update their certification. And a number of
counselors have said to me, “We do not get people coming back to
the post-homeownership classes. They figure they are in the house,
they do not have to worry.” And in order to protect these people
so that they can keep their home, sweet home, there should be
some type of incentive, perhaps a tax credit, like the Home Energy
Improvement Credit, for people who do pursue this post-homeown-
ership education, because it is critical that we give homebuyers the
tools not just to buy that home, but to hold onto the American
dream.

Thank you all.

Chairman CARPER. Thank you, and I thank each of you for just
really wonderful testimony, excellent testimony.

Let me just make an observation. I think about my generation
or even my children’s generation, and I consider the generation of
my parents who grew up in the Great Depression. Today, when I
watch television—I do not watch a lot of it, but I think of this al-
most as an instant gratification society. I remember seeing com-
mercials that “You are worth it. It costs a lot of money, but you
are worth it.” And “Have it now,” and “Pay for your furniture in
3 years, but you can have it today.”

To what extent does that mentality, the notion that we can have
it all and we can have it now, we do not have to wait, to what ex-
tent does that play into this problem or lead to this problem?

Ms. CoHEN. I believe people right now, instead of having their
first starter home, when they find that they can pre-qualify for a
larger home in a great neighborhood with very little down, they
jump on the chance to get that home now, not starting with the
starter home and moving up, but starting right away with the
home above their means.

Chairman CARPER. I remember when I was looking for my first
home, the advice I got was buy the biggest home that you can, the
biggest home that you can qualify for, because the expectation is
that housing prices will go up, they almost always have, at least
in the long run, and you will be able to, you know, trade out of that
at some point in time and into another house, but buy the biggest
house you can in terms of your buying power. I remember that ad-
vice. I did not do it, but probably a mistake.

[Laughter.]

Other thoughts on this notion of instant gratification? To what
extent does this play into it, Mr. Wade?
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Mr. WADE. I mean, I think clearly that is a challenge we have
in this country. We have got a negative savings rate. I think Amer-
icans are saving less now than they have ever saved in the coun-
try’s history. I think the revolution in financial services is a good
thing, because obviously today there are more financial services
products than ever before.

The downside, it seems, to that new environment is that people
basically are financing today’s activity with tomorrow’s money, and
that is a big challenge we have and something that I think, you
know, we need to do a little public education around. And I think
all of us know that—I know when we were created 30 years ago,
the big challenge was access to financial services. That is what the
Community Reinvestment Act was all about. Today it is not so
much access. It is whether you are going to get the financing that
is right for you.

Chairman CARPER. Commissioner Raskin?

Ms. RASKIN. Yes, I would just add in terms of the instant gratifi-
cation, there has been a delinking really of ability to repay, right?
So because of this instant gratification mentality, the notion that
there should be the ability to repay comes across as foreign to a
lot of people. And in Maryland, we were successful in actually leg-
islating an ability to repay, but I have to say it was not particu-
larly easy. And you would think that it would be just, you know,
complete common sense.

I think another aspect of the instant gratification argument is a
lot of people were using their home equity as really an ATM, and
the sense that the run-ups in home values was a good source of
cash. And, you know, the pairing of the instant gratification is real-
ly clashing with that as we see downward pressure on home val-
ues.

Chairman CARPER. All right. Thank you.

Ms. Cohen spent—did you say 3 years of your life as an educator
in schools, but you continue to be certainly very much of an educa-
tor. In our State, in fact, I think in almost every State in this coun-
try, we have all adopted academic standards that say what we ex-
pect our students to know in math, science, English, and social
studies, and other subjects, and we basically say we are going to
measure their ability to master certain skills in those subjects, cer-
tain knowledge in those subjects. And we leave it—not entirely, but
we leave it largely up to schools and to teachers to figure out how
to teach the math or how to teach the science and so forth.

I am wondering if—it seems to me like particularly in sort of like
basic math and maybe pre-algebra, the notion of buying a house
and figuring out what compound interest is, those kinds of subjects
just really lend themselves to taking academic standards, particu-
larly in math, and being able to apply them in our everyday lives.
Are you aware, whether it is Delaware or Maryland or other
States, are we actually doing that?

Ms. COHEN. We are trying. In Delaware, we do not have required
economics or consumer economics. Some consumers economics is
taught in family and consumer science. We find that people do not
know the rule of 72. They do not know compounding interest. But
those are not measured in our State standards. Very few of the eco-
nomic concepts, consumer economic concepts, are measured in our
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standards. And basically one of the things is teachers who learn to
integrate those concepts across the math and English curriculums,
science curriculums, can get in some economic financial education,
but it is basically under social studies. And social studies is on the
back burner. We, unfortunately, do not think it is—we do not put
our values in civic education, financial education. But they are crit-
ical life skills, and a lot of teachers in Delaware will say to you,
“I do not do anything until after the test is over. And then I only
have 2 months to teach.”

So it is tight. In Delaware, we have a wonderful elective, Keys
to Financial Success. It has been copied in Pennsylvania. It has
been copied in some other States. But it is an elective, and the Uni-
versity of Delaware has just said they would not accept it as college
credit. So we are working on that. But it can be taught. It can be
taught effectively. And what they do is look at homebuying. They
look at learn more, earn more, looking at the U.S. Department of
Labor statistics on higher education will impact your earnings over
your lifetime.

There are lots of ways we can teach children if we make the
time, but I guess it goes back to the fact that we do not educate
teachers in financial education. So they come out of colleges with
no financial education themselves.

Chairman CARPER. And as a result, it is difficult for them to cre-
ate a lesson plan that actually relates an academic standard in
math to lessons in life, whether it is buying a home or handling
your credit cards or your personal finances.

Anybody else on this before I yield to Senator Bunning?

Ms. RASKIN. I would just say that that idea of integrating finan-
cial literacy concepts into an existing curriculum is—that is quite
an original concept, so that even if we hit resistance in building a
core curriculum that focuses just on financial literacy, you would
think that at least financial literacy concepts could become inte-
grated into the existing curriculum. And I think that is a good idea.

Chairman CARPER. All right. Thank you.

Senator Bunning.

Senator BUNNING. I am just going ahead of you because I have
got to get to a meeting. Sorry.

First of all, Kentucky has been very not well educated. I mean,
we are about 46th in education in the 50 States. But on this sub-
ject, on foreclosures, I want you to know that we are the sixth best
in the United States, 1 to 2 percent foreclosure rate. And why? We
are only first in horseracing. We will prove that Saturday.

Why are we doing well in foreclosures, or as well as we are? I
just had a meeting with the community bankers and our banking
community, our realtors, our homebuilders, our mortgage brokers,
which were a major problem in this crunch and crisis that we have
had, and our regulators. And it is because of the cooperation of all
of those people that we did not go off the trolley—I mean, we kept
on the tracks.

My question is on this: From your perspective, can Government
stay on the track without going overboard? In other words, can we
as the Federal Government, which is what we are talking about,
keep things in perspective without taking sides here? Anybody.
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Ms. RASKIN. Sure. I think that that is what we all achieve—what
we try to achieve as regulators. We never want to overreact, and
the tendency as a regulator is to always be behind the eight ball.
So we are often in a position where we did not catch it when we
should have caught it, and we need to compensate, and we over-
compensate. And that clearly is not ideal, and I think that what
good regulators try to do is try to have measured responses and tai-
lored responses, and to react appropriately to the situations that
they find themselves in.

I happen to believe that, with good regulation, you can do it. You
can achieve a balance, and you will not create more problems, you
know, than you started with.

Senator BUNNING. But the situation we find ourselves in now is
because we did not. The Fed, who was responsible since 1994 for
governing mortgage brokers and all banks, did not regulate prop-
erly, and we got into sophisticated ARM, sophisticated non-tradi-
tional mortgages. And we also had a lot of personal pride come into
the effect, and I liked his opening line where he said, “Did we try
to overextend?” Well, I don’t know anybody in the world that
doesn’t try to buy the biggest house with the least money down.
But, in fact, when I grew up, you could not do that. They would
not give you a 30-year mortgage if you did not have a certain
amount down.

The people that were put into $400,000 homes, prequalified for
them, were actually renters. They rented for 5 years, and then
when all of the bills came due, they got stuck with the bill. And
so they became what we call foreclosed, or about two-thirds are
going to be foreclosed out of their homes, and they were actually
renters during the 5 years or 6 years that they were in the home,
not paying—or not having enough money down to pay for it.

We have to do some solving of some problems of those who can
not afford the home they are in, and we are going to do that in the
Banking Committee. This hearing will help us.

Can you think that the FHA—and I ask everybody—can have a
role in solving this problem without getting way overboard on the
amount of money that they can borrow from the FHA?

Mr. WADE. Sure. We generally feel that the FHA has a role to
play. We think it has been an underutilized resource. It is a re-
source that exists, created by the Government basically to serve
this niche. They have not been very competitive in recent years, so
we think expanding the FHA’s ability to serve more people would
be a great contribution that can be made to help address this issue.

There is no question there is room for, I would say, modernizing
the regulatory regime. I think with regulation it oftentimes lags be-
hind innovations in the market. That is just the way it works. I
mean, that is just the nature of——

Senator BUNNING. Nobody is watching the store.

Mr. WADE. Right. Absolutely, Senator. And in a sense, I think
the current regulatory environment needs to come up to the cur-
rent—and recognize the current innovations in the market and be
modernized to address that. And one of the challenges we have
today, and I think while I do not know a lot about the specifics in
Kentucky, at least what we have heard from some of our members
there is that you still have a robust community banking network.
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People have primarily relied on those institutions for financing
home purchases. Typically, that is not where the problem has been
in the market.

Senator BUNNING. Zero problem. None.

Mr. WADE. Right. It has been traditionally, you know, primarily
in the subprime sector. That has been the main driver. And I
would say that the regulatory environment just was not adequate
to address the innovations that the subprime market brought for-
ward. So I think that is one of the things that I know the Com-
mittee is wrestling with. Where is the right balance to strike be-
tween enhancing the regulation that is necessary, and obviously
not impeding innovation that is necessary that has made financial
services more broadly available in this country than it has ever
been before?

Senator BUNNING. Thank you, Mr. Chairman.

Chairman CARPER. You are welcome, and thank you.

Senator Menendez.

Senator MENENDEZ. Thank you, Mr. Chairman. Thank you to all.
Ms. Cohen, I was interested in that story of the young AmeriCorps
individual. For $15,000 I cannot pay my rent in Washington, much
less own anything at the end of the day.

Let me ask you all, on a scale of 1 to 100, with 100 being the
best score, how would you rank the average American’s financial
literacy abilities?

Mr. WADE. You know, I had not really thought of it along those
terms, but I would say clearly probably less than 50 percent. But
I would say some of that is not necessarily the fault of the con-
sumer in this regard. We do not expect the consumer to understand
certain other kinds of things that are complex in the marketplace.
So most consumers when they have a legal matter, they need to get
an attorney.

I think one of the questions that I think we need to think about
today, particularly in the mortgage finance arena, has it become so
complex that consumers need a mortgage adviser at the time of
that transaction? And I think that is really the challenge that we
are facing in the mortgage arena. It has become so complex. The
average consumer does not do it often enough to become proficient.
I mean, it is not like, you know—you know, when you are buying
clothes and food, you do that often enough, you kind of know what
milk ought to cost. But in the case of mortgage finance, you do not
do it enough, and there are so many innovations in the market, it
is very hard for the consumer to be proficient. And so I think that
is one of the challenges that we have got to address.

Ms. CoHEN. I have a comment. I think that some Americans be-
lieve they know more than they actually do know, and I think that
is a problem.

When the Money School started in 1999, the first 12 classes were
on investing. When I became the director in 2002, the instructor
said to me, you know, “These people should not be investing.” Peo-
ple tell them, “You should invest. You should invest.” “These people
are deeply in debt. They need to be paying off their credit.”

So we have revamped what we offer, and we do still offer invest-
ment classes, but we have had to do—our big favorite is a crash
course in credit, Kiss Debt Good-bye. Those are the ones that are
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most popular, and those are the ones people take over and over
again.

We did a study of the Money School last year, and we found the
people who did take Money School classes on a consistent basis—
and that is what we are looking at—they were able to reduce their
debt, they were able to start saving, and they were able to begin
the road to homeownership. But I think if you look at Jump Start,
the average high school student is not well versed in financial edu-
cation. We do not teach it. We do not talk about money. That is
the whole problem. We do not talk about money. It is embarrassing
to tell people. We tell very intimate details of our life, but we do
not talk about our financial situations.

In Delaware, we have over 300 women who have now amassed
over 8,000 hours of financial education, and what we are working
on is not taking one course, not just taking 10 courses, but making
financial education lifelong learning.

Ms. RASKIN. I would really echo the sentiments of the other pan-
elists. Clearly, Americans are not well versed in these transactions,
and they are complicated. Even after the point of purchase, what
we are now seeing, as homeowners move closer into foreclosure, is
the complexity in which they have found themselves, because they
do not often just have first mortgages, they have got second mort-
gages. And now what we are asking them to do is to go into situa-
tions where they are going to enter into some kind of mitigation
possibilities with their servicer. It is mind-boggling trying to figure
out exactly what the borrower entered into and how they got to the
point that they now find themselves in.

One sort of interesting fact we are seeing—and we are going out
into the communities to talk to people who are in foreclosure, and
last night, for example, we had a meeting in Prince Georges Coun-
ty, right over the line here, and we have had a number of these.
And as we continue these seminars, these foreclosure fora, we are
finding that people know more. They are actually learning quite a
bit more than they probably knew when they bought their homes.
They are speaking at an increasing level of sophistication, which is
obviously—it is a good thing, but it is also evidence of how difficult
situations have become.

Senator MENENDEZ. Well, I appreciate your answers. I notice
that you all diplomatically did not score, but I will derive from your
answers some of the views.

You know, in my view, certainly I do not expect people to know
the nature of some of the mortgage transactions and whatnot in de-
tail. But I think part of the question is a baseline—although we are
focusing, Mr. Chairman, on mortgages today and homeownership,
the reality in my view is financial literacy widely spread. You
know, we are going to have a big, a huge credit card problem in
terms of growing debt of credit cards. We want people to have cred-
it cards. We want them to make the right decisions as to how they
do that. And there is a whole host of other financial transactions
that we make that are not necessarily as uncommon as the pur-
chase of a home, but that at the same time does not have the level
of financial literacy needed for people to make informed decisions.

So let me just close and ask two last questions. One is, Commis-
sioner, you talked about your State passing ability to pay as a
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State standard. If, in fact, we had that as the standard in a regu-
latory process, wouldn’t we, you know, cut through a lot of the
challenges of individuals? Certainly the AmeriCorps individual
would not have received their commitment. And we would actually
have a system in which people would likely qualify. They may not
buy the biggest house, but they will get to buy a house if they qual-
ify. And they are not going to end up losing their home. Wouldn’t
that be something significant?

And then, last—and anyone else who wants to respond to that.
Last, isn’t there some incentive, whether in the marketplace itself,
to get people to do particularly pre-purchase education, maybe even
post-purchase education, Mr. Chairman, isn’t there some incentive
that the marketplace—you know, like in driving insurance, you
know, car insurance. If you take certain courses, if you do certain
things, you actually get a benefit on your insurance premium. Is
there something along those lines that we can do in the private sec-
tor? And if not, what is there governmentally that might be done
to create an incentive for people to move to the pre-counseling? If
you could just talk about those two issues, I would appreciate it.

Ms. RASKIN. Sure. I will just back up to address some of your
comments. Credit cards clearly are something that is a much more
accessible and widely used tool that financial literacy can be geared
around, and I think that is just an excellent point, and it shows
quite a bit of foresight, because, you know, what we are learning
and what we are seeing in the housing context is that we now face
a very different marketplace when we buy a home than our parents
did when they bought homes and just dealt with a bank and it was
a bank that held onto the mortgage, and we did not have all these
different players.

Similarly, we are going to learn things, and we are starting to
see things in the credit card context, and I can speak just, you
know, from the perspective of my children who are, you know, pre-
teenage years, and they think that transactions all occur by swip-
ing plastic. To them, you do not hold onto cash; you actually use
plastic. This sort of ties in, also, to sort of the cultural pressures,
too. I mean, you know, the Barbie doll now has her own ATM that,
you know, she swipes and this is what children now see as the toy.

In terms of the ability to repay, yes, I mean, I clearly think that
that is a very important legislative solution, and it is not a silver
bullet, by any means. But we are hoping in Maryland that that is
going to be a big step forward. Lenders, too, benefit from an ability-
to-repay standard. You would think this is Banking 101, but good
credit risk management would indicate that an ability to repay is
something that lenders would support as well.

And then, finally, in terms of the incentives in the marketplace,
that is a very important thing to think about, and one thing that
just comes to mind, listening to you—and I am not sure this is
what you quite had in mind, but, you know, we do have credit
scores. Now, this isn’t an incentive, but it is something to watch
because credit scores are now the metric by which a lot of people—
it is determined whether a lot of people get access to certain kinds
of credit. And I think the way the credit system and the credit scor-
ing system works is something that we need to study.
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Mr. WADE. Sure. Let me start with the latter question there. We
support the notion of creating market incentives to help incent
counseling. A number of years ago, actually the FHA used to have
such an incentive. They would offer a discount to consumers who
participated in counseling. The notion was that obviously if a con-
sumer took advantage of pre-purchase counseling, they would be a
better customer for the FHA and would mitigate the risk. We are
recommending that Fannie and Freddie consider that sort of thing
as well, because to a certain extent I think, you know, while there
is anecdotal evidence from our own network, I think if you talk to
all of the local jurisdictions that have downpayment and closing
cost assistance, where they require counseling, they will also have
the same kind of positive loan performance with those consumers
as we have been able to indicate in our network.

So I think there is a value to ensuring that consumers get it up
front. It is good for the consumer. It is a risk mitigant for the insti-
tution. And there ought to be a way to create an incentive in the
marketplace to make that a more likely occurrence.

In addition to that, I would agree that on the broad financial lit-
eracy front, doing more better and earlier as well—I mean, there
is no question—I mean, I know when I went to school, I did not
know any college student that had a credit card, unless it was their
parents’. Today, college kids get solicited directly on their own
merit for credit. So we have, in a sense, less financial education oc-
curring today and access to more credit than ever before. And I
think that is part of the dynamic that we are struggling with.

I have heard that as well, having a couple of educators in my
family, that some of the focus on the standards today, reading and
writing, have crowded out some of the things that used to be part
and parcel of the curriculum that we had in all of our public
schools, and that is a challenge we have got in the public school
arena. It is one of the places that we obviously have an ability to
do a lot. And then I think the colleges need to do more as well for
students who end up there. I saw a statistic the other day that the
average college student comes out of college $5,000 in debt on con-
sumer debt, set aside the student loans. This is just consumer
debt—store charges, credit cards, and the like. It seems to me we
are not doing something right if that is the case.

Ms. CoHEN. I taught fourth, fifth, and sixth grade economics and
entrepreneurship, and the last year I taught, one little boy said,
“We are going to have a terrible Christmas.” And one little girl
said, “Why?” And he said, “Well, my father was laid off at Chrys-
ler.” She said, “So what?” And he said, “Well, we won’t have
money.” She said, “Just go to the man in the machine. He'll give
it to you.”

And I must have made a terrible face at her, and she said, “OK,
OK. It could be a woman in a machine.”

So I had done well with gender equity, but I had not done well
with the whole principle of banking.

When I was little, we went to the bank with our parents. We
walked through the bank. We actually saw our parents put cash in
the bank. Nowadays, the most children see is a drive-through
where the dog can get dog biscuits and they can get lollipops. And
they see the ATM machine, which dispenses cash. That is it.
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“Where are you going?” “I’'m going to the grocery store to get
money.”

So we really have to begin earlier. We have actually started in
Delaware the National Council for Economic Education, and the
Delaware Council on Economic Education have actually worked
with us to start lessons for daycare providers and pre-school pro-
viders on teaching financial education. And what we are teaching
is rational decisionmaking, making wise choices.

We just created a hundred Kkits for first-grade teachers which in-
tegrates financial education across the reading curriculum so that
teachers in the first grade can start working with children about
making wise choices about money. And it is being done in places,
but I agree, it has to begin earlier, and the other thing I would like
to say is we have these 300 women who get—we issue a little
award certificate if you finish 10, 20, 30, or 100 hours. We now
have people surpassing 250 hours. They earn volunteer hours in
the earned income tax credit as cash coordinators and tax pre-
parers. That certificate, which will not get them anything, is re-
warding to them, and learning can be its own reward. And I think
that is what we need to give people—the financial education to
have their dreams come true.

Senator MENENDEZ. Thank you very much.

Chairman CARPER. Well, these are great responses, aren’t they?
I am glad we are here.

Commissioner Raskin, you sat today on this side of the table, but
previously you sat on this side of the dais, and something that Mr.
Wade said—he was talking about—I think in response to your
question about FHA, maybe. He talked about FHA needs—maybe
there is some lesson there for Fannie Mae and Freddie Mac. And
we are going to be possibly marking up legislation in a week or so
here dealing with the creation of an independent regulator for Gov-
ernment-sponsored enterprises like Fannie Mae and Freddie Mac,
and we will have an opportunity to consider the very issue that I
think you have raised, Mr. Wade. And we have already adopted
and sent out of the Senate over to the House FHA reauthorization.
And we will end up, I suspect, in a conference with the House and
be able to consider further changes to FHA going forward as we try
to make it relevant for the 21st century.

That is sort of a lead-in to my question, Commissioner Raskin.
Having sat today now on both sides of the tables here, what lessons
are there maybe for us, a to-do list, if you will, for us as Federal
legislators, as we attempt to deal with these issues? One of the
things we have done is we have provided in the legislation, which
included FHA reauthorization, $100 million for housing counselors.
That is one of the things we have done. But what else could we do
or should we do in the context of the legislation, especially that we
are going to be considering here next week or so in this room?

Ms. RASKIN. Well, that is a great question, a great opportunity,
and I will say that to pick up on just a bit of the dialog that I had
with Senator Bunning, you know, we—it is an opportunity now. I
mean, what we are seeing at the State level is really heart-break-
ing. And we talk about, you know, the foreclosure crisis, and I
know there is an instinct to be very abstract about it. And we talk
about the importance of counseling and a multi-faceted approach.
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And, you know, one thing that when I—what is sort of hidden be-
hind these words is the fact that the foreclosure crisis has a very
human face. And when people call counselors and we say we need
a multi-faceted approach, it is because many people who call are
calling, you know, saying that they are about to commit suicide. I
mean, it is a very—it is a dysfunction in the market that has a
very human face to it.

I think that as you all go forward and contemplate and enact leg-
islation that is going to help in this set of issues, I would ask that
you, you know, very carefully consider the efforts that are being
done by the States. We are the lines of first defense, and we are
seeing it very close up and personal. And it is, again, I think there
is a lot that we are doing at the State level. I happen to believe
that the crisis that we are dealing with now is a failure of regula-
tion, and it is a failure of regulation up and down. I mean, I am
not going to say it was the Federal regulators or it was, you know,
the State regulators. It was a failure of regulation, and I think we
need to obviously correct that. And I think we need to correct it at
all levels, at the State level and at the Federal level. And I would
like to urge you as you move forward to consider carefully what is
being done at the State level, because I can say at least from the
perspective of Maryland and from very many other States that are
dealing with this that there are a lot of very, very strong initiatives
going on. We are dealing with this in our own backyards. It is very
complﬂicated, but we are acting, and we are acting, I think, quite
wisely.

Chairman CARPER. One of our colleagues, Senator Martinez, two
of our colleagues, I think Senator Feinstein, have put their heads
together, I believe on legislation dealing with mortgage brokers,
and the question is certification, licensing, continuing education for
mortgage brokers

Ms. RASKIN. And that is a very

Chairman CARPER [continuing]. Not for us to spell out what it
ought to be, but to direct—maybe to set some kind of minimum
standards, but to then say to States these are the minimum stand-
ards, and if you want to go beyond that, you are free to do that.

Does that kind of thing make any sense? Again, what I am look-
ing for in response to my question is: What are the kinds of things
that we should do? And I mentioned we provided an extra $100
million for NeighborWorks, this idea of the mortgage brokers’ licen-
sure, ongoing education, the question of FHA, should there be
something in FHA where people actually benefit financially if they
go through the pre-purchase counseling. Those are the kinds of
things I am looking for that you might think are good ideas that
we should pursue.

Ms. RASKIN. I would just add then, to be very concrete, that
something like Feinstein-Martinez, you know, would have the
full—it has the very full support of regulators on the State level.
That would, in essence, permit the States to coordinate better in
terms of their creating standards, licensing standards for brokers,
for originators, for many of the entities that have gone unregu-
lated. And that is a very good first step.

Chairman CARPER. Other ideas? Mr. Wade, you sort of opened
this up, at least in my mind.
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Mr. WADE. Well, I would say, you know, I think a lot of the
things you have commented on clearly, and other panelists, are
what is needed. You know, we need to modernize the regulatory re-
gime. I know that the Fed has out for comment regulations that
would govern these high-cost mortgages. That is something that ob-
viously we need clarity on in the market so that we can end up
with a clear set of rules. I think obviously regulations for brokers
at the national and State level are important.

I think one of the challenges with the regulatory environment
today, you know, the mortgage market used to be somewhat con-
tained State by State. You know, it is pretty much a national mar-
ket. So I think you have to do it in concert.

Chairman CARPER. Even international.

Mr. WADE. And international, absolutely. So I think the coordi-
nation between the Federal and the State is very important, and
we have seen even in some of the cases that have been—actions
that have been brought against brokers, they will leave one State
and hop right across the border and operate, you know, with a new
name, and it is just very hard, I know, for the States that have at-
tempted enforcement actions to keep track of that.

We also think that, you know, clearly being able to create a clear
way that the counseling resources or the counseling activities can
be paid for over the long term. I think in the short term the emer-
gency assistance that Congress has provided is going to be great.
I think over the long term we are going to have to be able to pro-
vide a sustainable way to support counseling.

Chairman CARPER. It is interesting you should say that because
as we consider creating a strong, independent regulator for Fannie
Mae and Freddie Mac, one of our principles is to be able to—for
them not to have to live from year to year on the appropriations
that we provide.

Mr. WADE. Right.

Chairman CARPER. But to have a source of independent funding.

Mr. WADE. Right. So those would be just some of the things I
would offer.

Chairman CARPER. All right.

Ms. COHEN. I guess my only concern is that we cannot regulate
ethics. The mortgage broker who says you can buy more house, the
realtor who says you can buy a better house, that is always going
to be. I guess it has always been. But that is why financial edu-
cation is so critical.

Chairman CARPER. We cannot legislate or regulate that. I wish
we could also have somehow the ability to rescind the laws of sup-
ply and demand when we watch what is going on in terms of com-
modity prices, although I suspect that some of that that is going
on is not really supply and demand but the work of speculators and
scam artists and so forth.

I want to come back to the point that I made early on, and that
is, virtually every State has established academic standards of
what students ought to know and be able to do. A lot of the times—
and my own Kkids, one of whom, Ms. Cohen, taught and who turned
out really well, in no small part because of your stewardship. But
any number of times I worked with my kids on their homework,
and they have said, “We have to learn this for the test”—and not
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the State test, but just for the test that they were preparing for.
And they would say, “I am not really sure I will ever use this in
my life.” But everybody, almost everybody in this country is going
to use credit cards. The lion’s share of people are going to own a
home. And in terms of using our academic standards and trying to
create lesson plans, a curriculum that helps students learn and em-
brace the standards and understand the math or science, but to
make it relevant in their lives, it just seems to be a no-brainer.
And I do not think it is appropriate for the State, certainly not the
Federal Government, but for States to say to teachers, “This is the
lesson plan you have to learn.” But it is tough when an educator
himself or herself is not especially financially literate to create a
lesson plan that enables us to make relevant that academic stand-
ard in the life of a person. They deal with their own personal fi-
nances.

I am not sure how to make—that is not one that the Federal
Government can do. It is not one that the Federal Government can
do.

Ms. CoHEN. I think we need to go back to teacher education. In
1972, I had the opportunity to study with Marilyn Kourilsky, who
invented the system called “mini-society,” which for some teachers
is all they have ever studied in economics, but children create a
community in the classroom, and they create the rules, they create
their currency, they set the prices. It made me change as a teacher
that I began to be a learner as well. But there are ways to inte-
grate this into our lessons. There are really clever lessons out
there. It is just giving teachers the liberty to do this. And we do
have Councils of Economic Education in every State, and they are
doing unbelievable things. It is just getting it to the teachers who,
at the end of a school day, are so tired they are not going to go
to in-service. We need to get those materials out. We need to get
workshops out. And they are there. It is just hopefully the testing
will get back in line and teachers can get back to teaching.

Chairman CARPER. All right. Thank you.

Are you all aware of any States that are doing a particularly ad-
mirable job with respect to financial literacy? We are very proud
of what Delaware is doing, and I suspect some other States are
equally proud of what they are doing. But are you all aware of
some States that are doing an especially good job, commendable job
from which the rest of us might learn?

Ms. CoHEN. I obviously think we are best.

[Laughter.]

But we do have a strong Delaware Council for Economic Edu-
cation. What I think we are missing is we need to teach children
entrepreneurship. That is the best way for them to learn why they
are learning, what they are studying, why it is important, and to
show them that they can build assets. And I think that is the
way—that is the exciting way for kids to learn.

You hear people say that economics is the dismal science, but
you can teach fourth, fifth, and sixth graders, and they think eco-
nomics is fun. We are in the 24th year of our economic competition
in economics, personal finance, and entrepreneurship where 500
kids across the State compete in economics, and they think it is
fun.
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So there are ways we can do this. California has some great eco-
nomic educators, personal finance educators. The State of New Jer-
sey actually has a very strong coalition of people teaching financial
education. The Federal Reserve is out there offering great, great
lessons plans. The U.S. Mint. There are materials out there. It is
jlﬁst getting the teachers to access them and finding the time to do
them.

Chairman CARPER. All right, thanks. OK.

I just have a couple more, and we will let you go. Something that
Senator Menendez said made me write down this question. My wife
and I never thought a lot about figuring out how to perform child-
birth, participate in childbirth, until my wife became pregnant.
And then we signed up for childbirth lessons. We never thought a
whole lot about parenting skills—hopefully we had some from our
own—being reared and all. But we never thought about learning
them until we actually had a child on the way.

I remember my boys who I think wanted to drive from the time
that they got in the car coming home from the hospital after they
were born, but we really focused on learning how to drive when
they were eligible and started to take driver’s education.

Some States are actually requiring people to go through coun-
seling when they are contemplating getting married to be able to
create more lasting unions.

Citing all those is a way of—the notion of when somebody is pre-
paring to buy a house, who wants to buy a house, is that the time
for States to say, “And, by the way, before you buy this house, you
have got to go through this counseling.” Is that appropriate or in-
appropriate? Mr. Wade and then others.

Mr. WADE. I would agree that we need a better job of baseline
financial literacy for all citizens, I mean, no ifs, ands, or buts about
it. But I think there are certain things that do provide the teach-
able opportunity, and clearly at the time of a home purchase—you
know, you can sit through a class, and if you are not interested in
really purchasing a home, it is not clear that the complexity of a
home purchase will stick enough with you when you are actually
ready to make the transaction. So we think for at least the home
purchase, that is the kind of financial education and counseling
that is best handled at the time that the consumer is thinking
about purchasing a home. It seems to have the best payoff. People
value it, clearly, and it does seem to have an effect.

There are some baseline things you can do to help teach people
about generally, you know, what APR is and how, you know, inter-
est rates work. But I think the complexity of the mortgage market
suggests that you do need something also at the point in time that
the consumer 1s ready to take action.

Chairman CARPER. I remember when we were refinancing our
home—there was a time when interest rates were going down, and
we wanted to refinance our home. We also wanted, I think, to build
a room or something onto our house, a garage onto our house. And
we took it as an opportunity to refinance at a lower mortgage rate,
to take some money out of the house and use it for building onto
our house. And we were asked by the bank at the time if we want-
ed to pay our mortgage payments through automatic deduction
from our—they basically said you will get a lower interest rate if
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you use your checking account and we just automatically deduct
twice a month, once a month. And so that was a real incentive, and
we said OK, we will do that.

I wonder if rather than for States to mandate this kind of thing,
this kind of training, but to say if you go through it, there is a fi-
nancial advantage for you. How might that work? How might we
incentivize folks to do this kind of thing? Any ideas?

Mr. WADE. Well, clearly on the pre-purchase side, as I said, his-
torically the FHA did provide a concession on rate for consumers
who took advantage of counseling. We think another variation on
that theme, rather than a rate concession, might be a rebate to the
consumer. I think if you look at the way the auto finance world
works, they have kind of figured out that consumers seem to value
a rebate back to them more than a slight break on the rate, even
sometimes when the break on the rate will be more.

So I think there are a lot of creative ways that you can think
about how to create an incentive to get consumers to take advan-
tage of the counseling and to a certain extent reward them because
it 1s going to create a better credit risk for the lender anyway. So
it seems to me that some value ought to accrue to the borrower.

Chairman CARPER. So kind of a related item, we learned when
our boys were actually old enough to start driving that we could
realize—even though our insurance rate was going to go up, it
would not go up by as much if our kids were good students.

Mr. WADE. Right.

Chairman CARPER. We learned that it would go up, but it would
not go up as much if they would not only just take driver’s ed in
school, but also take a defensive driving course, and that
incentivized us all. I am sure it does others, too.

Anybody else on these points before we move on? Yes, ma’am.

Ms. RASKIN. Yes, I would just add in terms of, you know, the
teachable moments, at the time of a home purchase, that clearly
is a teachable moment. And we have considered and there is a task
force in Maryland that has been established for looking at improv-
ing financial literacy. But there can be gradations, too, because
some of the proposals that have been put out have to do with home
purchases involving a subprime loan or home purchases involving
a certain kind of adjustable rate loan. So you can tie the literacy,
obviously, the counseling, to particular kinds of purchases, and you
can consider gradations.

Chairman CARPER. I am going to direct this question—I want to
telegraph a pitch. I am sitting next to a guy who is in the Hall of
Fame, the Baseball Hall of Fame, Jim Bunning, who has actually
pitched no-hit games in both the American and National Leagues.
With deference to him, I am going to telegraph a pitch, and the last
question I am going to ask—I am not there yet, but the last ques-
tion I will ask is in terms—three of our colleagues were here. There
are probably four or five who did not come on the Subcommittee
to be able to hear, although they have the ability in many cases
to watch on television from their offices, and I am sure some of
them and their staffs do.

The last question I will probably ask is a take-away for those of
us who are here on this Committee, on our staffs, and those who
did not come in person, take-aways from what you have heard said
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here today that you really think we should take to heart as Federal
legislators. There are some things we can do. There are a lot of
things we cannot do. We are not classroom teachers. We are not
principals in schools. We do not write lesson plans for schools. But
we can provide some money for counseling, for housing counseling.
We can do some things with respect to reauthorization of FHA or
providing regulations through a strong regulator for Fannie Mae
and Freddie Mac. There are some things we can do, but there is
a lot we cannot.

But just be thinking, if you will, as we come here to the end,
about some things that you would really want us to take away.
And it could be in sort of a form of a to-do list, but just lessons
learned for us that you think you would especially like to empha-
size.

And while you are thinking of that, Ms. Cohen, let me just say,
you identified a number of initiatives where the Delaware Money
School has partnered with a private sector financial institution. Let
me just ask, how important do you feel these partnerships are?
And does this contribute to making the courses that you offer more
effective?

Ms. COHEN. The funding we receive is critical to the Financial
Literacy Institute. Basically, the people on our staff are adminis-
trators, and we have these volunteer instructors. But the contribu-
tions we have make it possible for us to offer free classes. We do
not offer anything that costs money. So we have had a problem
now with the housing counselors who charge a fee. We can no
longer advertise the class that has the fee because that is not the
Money School policy.

If we did not have funding from our corporate sponsors, we
would not exist. We have a small grant in aid from the State. I was
told it was a big grant in aid, but according to our budget, it is
small. But we subsist on these contributions.

Chairman CARPER. What are the incentives for financial institu-
tions or others to make these contributions?

Ms. CoHEN. CRA.

Chairman CARPER. Talk a little bit about that.

Ms. CoOHEN. I learned about this when I took this job. I did not
realize that MBNA gave grants to schools when MBNA was in
Delaware and existed. But the CRA officers look for ways to pro-
vide funding to programs that will meet their requirements for
CRA credits, Community Reinvestment credits. Avanta called us
last year—no. AIG called last year and said they wanted to put
monﬁy in financial education, could I use $50,000? Well, I am a
sma

Chairman CARPER. What did you say?

Ms. CoHEN. I said, “Oh, no, I am not interested.”

[Laughter.]

I wanted to start a program in prison, so I got money from AIG.
We think financial education is critical in prisons.

In 2004, Citigroup came to us and said, “We do not want a 1-
day women’s conference. We want an ongoing financial program.”
Their sponsorship, which will be about a half million dollars
through the end of this year, allowed us to create—to put momen-
tum into our financial education program. And not only do we have
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a huge—we have a 1,500-women conference every other year, but
we are able to advertise. We do not have a marketing budget un-
less someone gives us money with marketing dollars. We were able
to bring the Purses to Portfolios program across the State. It is now
being replicated in Philadelphia. It has been replicated in Florida.
We were able to advertise. And not only did that bring women in,
it increased the visibility of the Money School.

And so we really rely on corporate dollars. Our individual donors,
we have generous individual donors, but that is a very small por-
tion of our budget.

Chairman CARPER. I remember when I was in the House of Rep-
resentatives on the House Banking Committee, and we had a big
debate in the Committee on whether or not Community Reinvest-
ment Act evaluations, CRA ratings should be made public or re-
main at the time private. And we had quite a debate in Committee
and later on the floor, and those of us who felt that it was probably
a positive thing for them to be made public prevailed. And we are
really blessed in our States with a number of financial institutions
who—it is almost a badge of honor for them to earn outstanding
on their CRA.

Ms. COHEN. It is.

Chairman CARPER. And we have figured out by virtue—I am not
sure if they would be quite as ardent about it if no one ever knew
what an institution’s CRA rating was. But it is public knowledge,
and the institutions take great pride in not a race to the bottom
but a race to the top.

Ms. CoHEN. I think one of the things that people do not realize
is we get our dollars from corporate sponsors. We also get a huge
amount of volunteer help. We have a new finance director this
week. We had somebody from one of our corporate sponsors come
in and work with her.

When I first opened our office, we had no equipment. One of the
corporate sponsors sent us a fax machine and a computer.

So they provide technical advice. They provide marketing advice.
They will chaperone and judge our events. So it is a lot of time
commitment. Our board is almost 50 percent corporate sponsors;
the gest are from nonprofits and just public citizens who are inter-
ested.

So I think people do not realize how really vital community rein-
vestment is.

Chairman CARPER. Well, we do in our State.

Ms. CoHEN. We do.

Chairman CARPER. All right. And this is really a chance for you
to just tell us some of your closing thoughts along the lines that
I outlined before when I telegraphed that pitch. Just take-aways
for those of us who are here and those of us that are not.

Ms. RASKIN. Sure. Well, first of all, I do commend you for holding
this hearing, and it really is quite forward-looking. And what I
have most appreciated listening to the other testimony and listen-
ing to the comments of your Committee and your views is how you
have been able to put financial literacy really into the context not
just of the current crisis, which clearly has all our minds com-
pletely focused, but into the context of really the whole notion of
consumer debt and the problems to come from that and looking



30

back to see whether financial literacy can be made into an effective
tool that can help mitigate the next set of issues that come our
way. And for that I do really commend your vision.

In terms of another take-away, I would say that I would urge the
Committee in its deliberations in considering reform to really build
on what the States are doing in terms of enforcement, in terms of
building an important set of tools to license and register and track
and examine mortgage originators and lenders and the other play-
ers in this very diverse field. And I think you are considering legis-
lation that does that, and, again, that the States do have a very
strong base in this, and I think to build on top of that would be
exemplary.

Chairman CARPER. All right. Thank you, Commissioner Raskin.

Mr. Wade.

Mr. WADE. Sure. I also would like to commend you for this hear-
ing. It is pretty timely given what is happening in the market
today. I would just highlight, you know, five things right quick that
I would see as take-aways from our perspective.

One, pre- and post-purchase counseling works, and so I think to
the extent that we can make it more broadly accessible, it will help
us avoid these kinds of problems in the future.

We have got to modernize the regulatory framework so that it,
you know, obviously is set up to deal with the market that we have
today, which is very complex and much different than we have ever
had before.

Modernize FHA. It is a resource that the Federal Government
has. It has been underutilized. It is right there, and it seems like
it is an easy win.

Help us promote the industry standards so that we can ensure
that the kind of counseling that is out there is high quality so that
we can ensure consumers get something that will work for them.

And then you could also help us with the community outreach.
We have offered the opportunity to have folks publicize the toll-free
number that we are supporting, that belongs to the Homeowner-
ship Preservation Foundation, as well as, you know, help co-brand
the Ad Council ads so that we can reach many more consumers
who are in trouble out there so they can get the kind of help that
they need.

Chairman CARPER. I am going to go back to one of your points,
and that is modernization of FHA. Any particular do’s or don’ts
there that you would especially like to emphasize or underline?

Mr. WADE. Well, no particular dont’s. I think the things that
seem to be on the table all make sense: Increase the loan limits so
the FHA can be much more competitive in a lot of the markets.
Allow the FHA to be able to, obviously, adjust its risk premiums
to take into account additional risk it might be taking on. Allow the
FHA, particularly in this crisis, to be much more flexible than it
would have been, than it would be normally, recognizing that we
are in a crisis and we need every tool available to help consumers.
And then, you know, clearly, if the FHA—and I know that they are
thinking this through, but obviously finding a way to create incen-
tives so that we can ensure consumers get access to counseling.

Chairman CARPER. Good. Thank you very much.

The last word to Ronni Cohen. Ms. Cohen?
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Ms. COHEN. One of my very good sponsors has a big poster that
says “Knowledge is your greatest asset.” And so I really do urge
you to do what you can for pre- and post-homeownership education.
I think it is critical. And in Delaware, we have found it has been
very successful, significantly helping the homebuyer.

Thank you.

Chairman CARPER. Thank you. This has been a wonderful hear-
ing, and it is because of the testimony that you brought to us
today, the ideas that you have brought to us today. Sometimes you
have folks who testify, and it is almost like they are a silo or a
stovepipe, and the interaction between the two and the interplay
between the two is not that great. That has not been the case here
at all today. And I think there has been a bit of a synergy that has
flowed out of your testimonies, which has been most welcome and
I think most helpful.

My colleagues and I may be submitting some additional ques-
tions in writing. We would ask that if you receive those, you re-
spond to us promptly so that we could have the full record for this
hearing.

And, with that having been said, again, it is great to see all of
you. Welcome back to the scene of your earlier crimes when you
were telling Paul Sarbanes what to say and what to do. You man-
aged him well. We miss him.

Mr. Wade, thank you for the leadership that you provide in an
important organization. And thanks for coming to Delaware to help
celebrate INCALL’s anniversary a few years ago.

And to Ronni Cohen, thank you for continuing to be just a ter-
rific educator, even though you are no longer in the classroom of
our schools where you were, again, just a terrific, a widely admired
teacher. Thank you for continuing to have the heart of an educator
and the heart of a teacher and making sure that a lot of folks in
our State benefit from that.

With that having been said, I think this hearing is adjourned.

[Whereupon, at 3:48 p.m., the hearing was adjourned.]

[Prepared statements supplied for the record follow:]
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PREPARED STATEMENT OF SENATOR DOLE
Thank you, Chairman Dodd and Ranking Member Shelby, for holding this
important hearing. Ever since my days as a Federal Trade Commissioner and as Deputy
Assistant to President Nixon for Consumer Affairs, [ have taken a great interest in
financial literacy and how the American people can increase their financial acumen,

especially when it comes to buying a home.

During my time in the Senate, I have made homeownership one of my top
priorities. It is amazing how getting the keys to one’s own home is like getting the keys
to a better quality of life and a brighter future. Parents who own their homes provide a
more stable environment for their children. These children do better in school and
become more involved in the community, and the families are able to build wealth, many
for the first time, thereby helping secure funds for higher education and retirement.
Families who own their own residences are more likely to spend the money necessary to
properly maintain the home, thereby improving the quality of their neighborhoods. These

positive results have a ripple effect throughout the community...and the economy.

According to the United States Census Bureau, the homeownership rate in the
first quarter of 2008 was 68.7 percent, unchanged from the fourth quarter of last year.
This is down from its record high of 69.2 percent in the fourth quarter of 2004,
According to RealtyTrac, as of March, foreclosure filings had increased 57 percent from
the prior year. These national statistics point to the alarming fact that foreclosure filings
continue to rise, and it appears that this trend may not end in the near term. However, in
my home state of North Carolina, the situation, although serious, is less severe at the
moment. Across our state, over the same period of time, foreclosure rates increased just

1.8 percent from a year ago and are down 18.6 percent from February.
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By now, many of us have heard the stories of people who steered away from
traditional mortgage products to more exotic financial vehicles in the hopes of lowering
their monthly mortgage payment, or worse, to qualify for a larger mortgage than they
could otherwise afford to repay. As a result, many consumers have been “stung” when
their initial teaser or introductory mortgage interest rate reset to a higher level. If
consumers have a better understanding of the terms and conditions of the mortgage
products that they purchase, it is logical to assume that they might not enter into such

contracts.

Furthermore, the forms that potential homebuyers have to complete when they are
applying for a mortgage are quite complex — lengthy documents that are often laden
with “regulatory-ese” and other legal jargon. These forms can confuse the person who is
purchasing a home, which can result in folks not having a clear understanding of the
terms of their lending agreement. I look forward to working with members of this

committee to find common sense solutions for simplifying mortgage disclosures.

Again, Chairman Dodd and Ranking Member Shelby, thank you for holding this

important hearing on financial literacy for homebuyers.
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Good morning, Chairman Carper, Senator Bunning, and distinguished members
of the Subcommittee. My name is Sarah Bloom Raskin, and I serve as Commissioner of
Financial Institutions for the State of Maryland. 1am happy to be here today to testify on
behalf of the Conference of State Bank Supervisors (CSBS) on the importance of

financial literacy counseling for potential homebuyers and new mortgage botrowers.

CSBS is the professional association of state officials responsible for chartering,
supervising, and regulating the nation’s 6,127 state-chartered commercial and savings
banks, and 400 state-licensed foreign banking offices nationwide. For more than a
century, CSBS has given state bank supervisors a national forum to coordinate,
communicate, advocate and educate on behalf of state bank regulation. In addition to
banks, most CSBS members also have licensing and supervisory responsibilities for

mortgage companies.

States have been active in mortgage regulation since the 1980s, when the first
states passed mortgage broker licensing laws. All 50 states, plus the District of
Columbia, have now adopted some form of regulatory oversight of the residential
mortgage industry. By the most recent count states have jurisdiction over more than
88,000 mortgage companies nationwide, with 68,000 branch locations and around

360,000 loan officers and other professionals.

Chairman Carper, [ certainly do not need to tell you what an important role states

have always played in the development and oversight of essential financial services in
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this country. Your understanding and support of the states’ role in financial regulation

are well known and longstanding, and we deeply appreciate them.

But for members of the Committee who may not be familiar with this role, I want
to emphasize the importance of maintaining a system of local oversight and
accountability for this most personal of financial products. For more than four years, we
at the state level have been working on solutions to the challenges raised by the
revolution in mortgage finance during the 1990s, and the fragmented system in place to

supervise its players.

CSBS began with a vision for a national licensing system, and has moved on to
coordinated regulatory policy with the federal banking agencies, enhanced examiner
training, and pilot programs for coordinated examinations of mortgage lenders. Our goal,
like yours, is a streamlined, consistent system of oversight that protects consumers and
enforces best practices while maintaining a stable flow of credit through our markets.
Pre-loan counseling, and follow-up counseling to new borrowers, is a key element of

these best practices.

The traditional mortgage loan was an exercise in trust and partnership between
borrower and lender, with both parties having a stake in making sure that the borrower’s
decision to buy and finance a home was prudent and sustainable over a considerable
period of time. Securitization fundamentally changed the role of traditional depository

institutions, as new players entered the origination and funding business. Much of the
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current difficulty in today’s mortgage industry stems from the changes securitization
made in the industry’s incentives. Securitization rewarded volume and speed, not only in
the making of first mortgages but also in the refinancing of these loans. It also rewarded

and encouraged the creation of exotic mortgage products.

In short, these are not your parents’ mortgages, and even a moderately informed
consumer might be confused at the options now available to finance or refinance a home.
I say “refinance” advisedly, because we see this as a major gap in mortgage education
efforts. Borrowers who might have had a good understanding of their original, traditional
mortgage often refinanced into exotic instruments that were very different from the loans

they’d been paying for years.

Today’s consumers have the advantage of choosing from a wide range of
mortgage products, which allows informed borrowers to select a product that best meets
their financial situation and long-term plans. Given the variety of these choices and their
complexity, several states have included suitability-type requirements in their licensing

standards for mortgage lenders.

Without minimizing the importance of homebuyer and homeowner counseling
and education, I want to note that the importance of combining these efforts with
regulatory initiatives to bring greater transparency and accountability to the mortgage
origination process. I mentioned the CSBS/AARMR Nationwide Mortgage Licensing

System, which launched this past January in seven states. This program already tracks
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more than 4,000 mortgage companies and 9,600 loan officers. This tracking is a crucial
complement to consumer education. By year-end, we expect to have 18 states in the
system, and will begin to build a structure that allows consumers to check on the license
status of a company or a loan officer, and find out about enforcement actions taken by

participating state regulators,

While many efforts are now underway to counsel borrowers in trouble, we all
understand that by the time a borrower faces foreclosure, we have already missed many

opportunities for education and outreach.

For the borrowers in trouble, in fact, counseling alone may not be enough. This is
a multi-faceted problem, with many roots and implications, and demands a multi-faceted
approach. In Maryland, we now see the need for housing counseling offices that provide
not only counseling, but also other basic services, such as litigation support. Borrowers
who have been victims of predatory lenders need help in determining whether and how
they can seek redress and remediation. Of greatest concern, we are now exploring
staffing these counseling offices with social workers who can help with such drastic
situations as foreclosure-related suicide threats and emergency shelter. These are not the
traditional functions of a state banking department or a housing counseling agency -- but
at the state level we are used to doing whatever the situation calls for, and we generally

have the flexibility to do so.
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And borrowers are not the only ones who need counseling. As I said, my agency
and others are now being asked to cope with unprecedented circumstances; so are many
housing agencies and housing advocates. The Massachusetts Attorney General’s office,
for example, has set up the Pro Bono Foreclosure Assistance project in cooperation with
the state’s bar association leaders. The project held a two-day seminar on foreclosure
defenses, and trained more than 110 people; the fee for admission was an agreement to

accept one foreclosure case on a pro bono basis.

The key, therefore, is to make sure that borrowers have the information they need
to choose the product most appropriate for their needs and their financial condition. One
ironic benefit of the current crisis is that it is showing us what borrowers didn’t know,
and needed to — thus, financial literacy programs can learn from this experience and

readjust to help prevent future crises.

A good financial literacy program includes at least three essential elements:

1. Participant involvement. The process of buying a home and applying fora
mortgage is intimidating, but it’s not rocket science. Consumers gain confidence
when they can identify the pieces of the process they already know, so a good
training program should begin with the instructor asking questions that students
can yell out the answers to. New York State’s financial literacy training, for
example, starts with asking students what they spent money on before getting to
class, or what they spent money on the day before. They differentiate between

spending on needs and spending on wants, and go on from there,
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2. Training the trainers is essential, and often neglected. Financial literacy
instructors need to know not only the nuts and bolts of personal finance, but also
the psychology of money and how adults learn. How does peer pressure affect
decisions? How does advertising affect decisions? What is the difference
between needs and wants? How have they decided what type of house to look
for? How have they decided how much money they can afford for mortgage
payments?

3. Financial literacy training is most effective when it can capitalize on “teachable
moments” — that is, teaching when the student wants the information, and when it
will stick. Purchasing a home should be one of those moments when people are
paying attention and trying to learn, and willing to change their behavior when

necessary.

States have launched a wide range of education efforts for homebuyers,
homeowners, and their advocates, and put measures in place to require or encourage
lenders to educate borrowers themselves. Federal and state governments should endorse
and promote the National Industry Standards issued last fall by HUD, NeighborWorks®,
and a host of industry leaders; we are and should be looking for ways to help nonprofit

counselors achieve and demonstrate compliance with these standards.

We can and should work together to set similar standards for broader financial
literacy programs. Maryland’s Cooperative Extension Service, based at the University of

Maryland, has set standards for its Financial Education curriculum, and is providing
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train-the-trainer workshops that lead to certification of graduates as Financial Education
Specialists. The National Industry Foreclosure Counseling Standards include a
certification requirement; it would be appropriate for broader financial education
standards, as well. Basic homeownership education includes a great deal of financial
education, and default counseling includes even more. Any default counseling program,
for example, should begin with the borrower’s laying out a budget and prioritizing

expenses.

Federal and state governments can and should present a better-aligned approach
to building the capacity of homeownership and financial education nonprofit sector. For
example, HUD could establish a matching grants fund to encourage states to raise or
pledge funds to financial education; HUD could make "Financial Education Block
Grants” for states to pass through to the counseling organizations best equipped to reach
the borrowers who need these services most. HUD currently offers housing counseling
grants directly to nonprofit counselors and to large jurisdictions through CDBG grants,
which in turn sub-grant out to counseling organizations. This does not help us achieve
our broader aims, because states need the leverage of controlling the funding in order to
persuade applicants to commit to industry-wide standards. If federal-level coordination is
not realistic, states should develop an approach to setting standards in exchange for
sustained support to the counseling sector (including finding a renewable funding

source).
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The National Mortgage Licensing System proposed and developed by CSBS and
AARMR comes at the issue from the other side, requiring standards of education for
mortgage bankers and brokers as a condition for licensure. While in forums like these we
tend to focus on the need to educate the consumer, in the structure of today’s

marketplace, it is often equally important to educate the lenders, or the lenders’ agents.

As I mentioned, the initiatives currently underway to provide counseling and
education for troubled borrowers will give us insight into the most effective strategies for
financial education going forward. I want to mention several programs now underway at

the state level:

¢ The Lieutenant Governor of Delaware, John Carney, established a task
force on foreclosure prevention last year, which maintains a website that
aggregates information and resources for consumers. The Delaware
Office of the State Bank Commissioner has an active consumer education
program, which works in partnership with several community-based
organizations, including the Homeownership Preservation Foundation and
NeighborWorks® America.

e Illinois’s Anti-Predatory Lending Database Program provides for
mandatory housing counseling when certain triggers occur, and the state’s
High Risk Home Loan Act requires lenders to advise borrowers that
counseling may be in the borrower’s best interest if a high-risk home loan
becomes delinquent by 30 days. The Office of the Governor, the Illinois

Housing Development Authority, and the Department of Financial and
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Professional Regulation are sponsoring a series of Homeowner Outreach
Days, where counseling is available.
A new law in Massachusetts requires the Massachusetts Division of Banks
to grant $2 million to non-profit counseling agencies to establish at least
10 regional foreclosure-prevention counseling agencies. Part of the grant
money was also awarded for subprime ARM counseling, for borrowers
not yet in default. The grant money comes from licensing fees, so that the
industry is funding these services through the Division. The Division has
also established a partnership with NeighborWorks® and several area
counseling agencies to help homeowners in difficulty by seeking 30- to
60-day stays in the foreclosure process for borrowers who avail
themselves of counseling. MassHousing is making $250 million available
to help refinance qualified lower-income borrowers who may have been
victims of predatory lenders, after the borrower completes screening and
counseling with one of several approved counseling agencies. The
Massachusetts Attorney General’s Office, working through the Legal
Advocacy and Resource Center and the Volunteer Lawyers® Project, has
established a foreclosure hotline that screens callers for eligibility for legal
support, and refers them where appropriate.
The New York State Banking Department has joined with state legislators
to sponsor daylong foreclosure prevention forums throughout the state,
bringing borrowers face-to-face with their loan servicers, housing

counselors and government agencies. The state legislature has just
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designated $25 million for housing counseling and legal services to
prevent foreclosures; this is on top of the $1.5 million now being awarded
by the Banking Department to not-for-profit organizations to provide
direct foreclosure prevention counseling or legal services. That §1.5
million is funding provided from settlements of enforcement actions
against subprime lenders. Additionally, a new state law requires that the
commencement of every foreclosure action include a notice that
encourages the homeowner to seek advice from a housing counselor or
lawyer. Pending legislation would extend this notice requirement to
delinquent borrowers who are still at least 60 days ahead of legal action.
North Carolina law requires independent counseling for high-cost home
loans and reverse mortgages. For borrowers facing foreclosure, the state
has developed a network of 20 local housing counseling agencies that can
provide face-to-face counseling with homeowners who need more
assistance than the national HOPE hotline can offer.
Pennsylvania Secretary of Banking Steven Kaplan recently issued a series
of radio PSAs that invite callers to contact the agency’s consumer services
division, which can refer them to the network of housing counselors
approved and funded by the Pennsylvania Housing Finance Agency
(PHFA). PHFA has its own housing counseling initiative, which includes
consideration of two loan products (REAL and HERO) that were

developed in response to the current mortgage crisis.
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e Washington State’s Homeownership program includes a broad media
campaign to inform pre-purchase, post-purchase and delinquent
homebuyers about how and where to obtain counseling and legal
assistance. The state’s Homeowners Security Task Force has
recommended that the state provide financial resources to make more
education and counseling available to first-time homebuyers and
delinquent borrowers, and providing tax credits and other incentives to
mortgage originators that provide financial resources to recognized

consumer education and counseling providers.

One theme that recurs throughout these initiatives is our recognition that the
lender is not always the best, or even the most appropriate, provider of financial
education or counseling. Especially once a borrower becomes delinquent, a real or
perceived adversarial relationship with the lender can make meaningful communication
difficult. Therefore, our agency and others seek opportunities to cooperate with third
parties such as the NeighborWorks affiliates, faith-based organizations, and other not-for-

profit consumer advocacy groups, and we encourage our licensees to do the same.

While CSBS has advocated a more systemic nationwide system for working with
delinquent mortgage borrowers and homeowners in foreclosure, we believe that any
federal initiative to improve consumer protection must recognize, support and not
interfere with the states’ ability, through legislative and enforcement authority, to protect

consumers from emerging problems. It is crucially important not to undercut the work
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we have already done and are continuing to do. Federal legislation should build on state
expertise and efforts to protect consumers. Our uniform licensing initiative is only one

part of this effort.

Congress has the opportunity to create a new system of state and federal
coordination for protecting homeowners and enforcing best practices in the mortgage
lending industry. Consumer education and counseling are crucial elements of those best
practices, and CSBS would support federal efforts to support and encourage these
practices. We ask, however, that you remember that when it comes to protecting
consumers, even globally funded mortgages are originated locally. Grassroots outreach
and education programs are more effective, more efficient, farther-reaching and longer

lasting than “top down” initiatives.

Thank you for inviting me to testify on this important subject today. I will be

pleased to answer any questions the Committee may have.
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Chairman Carper, ranking member Bunning and Members of the Subcommittee, my name is
Ken Wade. I serve as Chief Executive Officer of NeighborWorks America, and I appreciate the
opportunity to talk with you today about the importance of financial literacy (particularly for
homebuyers) and the work that NeighborWorks America is doing to help Americans not only
buy a home, but stay in their homes and build their futures.

NeighborWorks America was established by Congress in 1978 as the Neighborhood
Reinvestment Corporation and is the original community/public/private partnership model, with
locally-driven, highly-leveraged and efficient community development as its hallmark. Our
Board of Directors is comprised of the heads of the federal financial regulatory agencies (the
Federal Deposit Insurance Corporation, the National Credit Union Administration, the Federal
Reserve System, the Office of the Comptroller of the Currency, and the Office of Thrift
Supervision) along with the Secretary of HUD.

NeighborWorks America works with a national network of 234 community-based nonprofit
organizations, serving more than 4,450 urban, suburban and rural communities across the United
States -- in all 50 states, the District of Columbia and the Commonwealth of Puerto Rico.

Let me state at the outset that the importance of quality consumer education and counseling
cannot be overstated; particularly when working with low- and moderate-income and/or credit-
impaired borrowers, or non-traditional mortgage products.

In talking about financial education, I’d like to highlight five specific areas that NeighborWorks
America has focused on:
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Financial Fitness

Pre-purchase Education and Counseling

Post-purchase Education and Counseling

Training, related to these activities; and

National Industry Standards for Homeownership Education and Counseling

DB

1. Financial Fitness:

NeighborWorks America developed its “Financial Fitness” education program to help individuals
and families develop sound money management skills. Currently, 90 NeighborWorks
organizations are participating in the financial fitness program, and are providing services such
as formal classes, individual counseling sessions for personal issues and questions, and peer
support groups for continued sharing and learning. The program provides participants with
general information about today’s financial system, so that they will have the skills and
knowledge to access financial products and succeed within the economy.

Common topics covered in the Financial Fitness program include:
«» Setting financial goals and making decisions
. Knowing the importance of savings and investing
« Developing a budget and spending plan
- Tracking expenses
«  Getting credit and using it wisely
» Understanding and repairing credit reports, stressing the importance of paying bills on
time
» Using banking and other financial services
« Protecting oneself against consumer scams and predatory lending

Financial education is a critical need both for consumers and for communities. For consumers,
financial education is the key to protecting their assets and building wealth — regardless of their
incomes. For communities, financial education programs can help promote stronger and more
stable neighborhoods, where residents are more resistant to downturns in the economy and other
financial threats.

Financial education can help families avoid common pitfalls, and help them to learn the financial
management and planning skills needed to make the most of their income, savings and assets.

A recently released study, 4 Longitudinal Evaluation of the Intermediate-term Impact of the
Money Smart Financial Education Curriculum Upon Consumers’ Behavior and Confidence,
(conducted by the FDIC, and administered by the Gallup Organization) revealed the following
about our program participants:

m Over 50% realized a reduction in debt

® Retirement account payments increased from 14% to 31% participation
69% increased savings;

84% reduced the number of credit cards currently accessible;

91% feel in control of their money

95% that used a budget at end still use one
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In addition to supporting the 90 NeighborWorks organization currently involved in this initiative:

= NeighborWorks America offers Financial Fitness training at NeighborWorks Training
Institutes, four times each year. Since 2001, more than 900 counselors have been trained
through this course.

= A Financial Fitness e-learning pre-requisite course for practitioners has been developed
to optimize facilitated classroom learning; and

= A web-based reporting tool has been developed to accurately track the work of all 90
participating organizations.

2. Pre-Purchase Education and Counseling

NeighborWorks America, as a national public nonprofit organization working to expand
affordable housing opportunities and revitalize communities, has a 30-year history of supporting
lending to non-conforming borrowers — including lower income families, borrowers with
impaired credit and others who would not normally qualify for a conventional mortgage.

By providing quality pre-purchase housing education and comprehensive individual counseling
to more than 500,000 first-time and ethnic minority buyers and by working with borrowers to
improve their credit rating, when warranted, local NeighborWorks organizations are able to
prepare borrowers who qualify for reasonably priced traditional mortgage loans and achieve
sustainable homeownership.

It’s important to point out, particularly in this time of rising foreclosure rates, that
NeighborWorks America has been tracking the loan performance of the many families assisted
by NeighborWorks organizations over the years, and these loans continue to perform well.

Our research has shown that the best defense against delinquency and foreclosure (or having a
borrower obtain an inappropriate mortgage product, or a predatory loan) is objective education
and advice before the borrower begins shopping for a home and selecting a mortgage product.
And our research has shown that the best comprehensive homeownership counseling is provided
through third-party nonprofit agencies (including local NeighborWorks organizations and other
HUD-approved nonprofit housing counseling agencies) that put the consumers’ and the
communities’ interests first. We have also found that homeowners’ odds of success are
increased even further when they have access to post-purchase counseling and homeowner
education.

3. Post-Purchase Education and Counseling

While housing education and counseling before the purchase of a home is definitely one of the
best defenses against foreclosure, unfortunately that advice comes too late for the many families
already in a problematic mortgage product or currently facing foreclosure.

Post-Purchase education and counseling has long been a vital part of NeighborWorks America’s
homebuyer education process because it supports successful long-term homeownership,
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All local NeighborWorks affiliates include post-purchase education and counseling in their range
of services, and NeighborWorks America is a leader in providing post-purchase training and
certification at its national NeighborWorks Training Institutes and through the NeighborWorks
Center for Homeownership Education and Counseling.

For some buyers the move from renting to owning can be an easy transition, but for others it's a
challenging path through unanticipated repairs, life crises (illness, loss of a job, divorce, death of
a spouse) or other financial difficulties -- that sometimes end in foreclosure.

Post-purchase education and counseling help homeowners maintain the financial balance needed
to continue as successful homeowners.

Post-purchase education and counseling help new homeowners learn how to maintain the home
they're in and keep up with the payments. In the recent era of “too-easy credit”, it’s also
important for new homeowners to understand how important it is to resist the many offers they
will receive for credit cards, refinancing, home improvement loans, etc. Post-purchase
counselors typically advise against taking on any new debt for at least a year after buying a
home, to make sure the family is able to handle the mortgage payments and other costs
associated with homeownership.

Counselors also urge homeowners to budget for an “emergency fund” to set aside to pay their
mortgage and other bills if they run into unanticipated financial trouble.

Post-purchase education and counseling has also proven to be critically important in helping
delinquent borrowers establish a budget, set priorities and find the most appropriate strategies to
cure delinquencies and avoid foreclosure.

The FY 2008 Consolidated Appropriations Act named NeighborWorks America to administer
the National Foreclosure Mitigation Counseling program, which gives borrowers facing
foreclosure the opportunity to work with trained counselors to work through problems that would
otherwise result in the loss of their homes

4. Training

NeighborWorks America’s commitment to quality, objective homeownership education and
counseling is evidenced through the founding of the NeighborWorks Center for Homeownership
Education and Counseling (NCHEC) to train and certify housing counseling practitioners.

Since its launch in 2004, NCHEC has issued nearly 25,000 certificates of completion to housing
counseling professionals in pre and post purchase education and counseling courses focused on
homeownership and community lending, including more than 5,500 staff from HUD-approved
counseling agencies. Counselors are encouraged to pursue professional development through
targeted individual certification in pre-purchase homeownership education, individual
homeownership counseling, post- purchase education and foreclosure intervention, and a cadre
of other relevant topics.
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Our experience demonstrates a strong need to strengthen capacity, specialized training and
service delivery protocols for HUD-approved counseling agencies — particularly in the area of
foreclosure intervention counseling, which requires an integral understanding of loss mitigation
processes coupled with skilled customer service practices to achieve results.

In a survey of 1,800 participants, responding 3 to 18 months after they had attended
NeighborWorks America sponsored training:

« 96 percent reported that the knowledge gained at the Institutes enhanced their work skills.

e 95 percent said that their Institute training had a positive effect on their work performance.

* 85 percent revised or improved existing work practices based on what they learned at the
Institutes.

» 82 percent reported an increase in the number of resources they can use.

« 81 percent were more confident in their ability to perform their job as a result of their
training.

The same evaluation found that 80 percent said their training improved how their organization
operates.

Finally, the knowledge gained from training meant positive benefits for the community as well.
Seventy-three percent indicated that their organizations became more effective in the community
or with clients they serve as a result of the NeighborWorks training received.

5. National Industry Standards for Homeownership Education and Counseling

To ensure that consumers have access to the highest quality pre- and post-purchase
homeownership education and counseling, NeighborWorks America, together with our partners,
has developed National Industry Standards for Homeownership Education and Counseling, The
National Industry Standards, a set of uniform guidelines, advance the highest quality of service
across core areas ranging from competency of the counselor to performance in the delivery and
recordkeeping.

Organizations including local, state and national housing counseling organizations; financial
institutions, mortgage insurance institutions, the GSEs and government entities are encouraged to
endorse and adopt the National Industry Standards and National Industry Code of Ethics and
Conduct. These standards are a first step in evolving efforts to professionalize the
homeownership education and counseling industry. To date, hundreds of organizations
(including HUD, Fannie Mae, a significant number of major financial institutions and hundreds
of counseling agencies) have endorsed these Standards.

These National Standards will play a vital role in ensuring consistency for consumers, and
making homeownership education and counseling more broadly available will help borrowers
make informed choices.
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Closing

In closing, let me state that it is our strong belief that an informed consumer/homebuyer,
knowledgeable of all of the options available to them, is the key to sustaining and strengthening
both the family and the community.

NeighborWorks America has demonstrated, as have other nonprofit counseling agencies across
the country, that pre-purchase education and counseling make a real difference in terms of
preparing consumers for the responsibility of sustainable homeownership.

And post-purchase counseling provides the help needed when families hit unexpected problems
or face major challenges — including the prospect of foreclosure.

The availability of high quality, unbiased financial education and pre-purchase and post purchase
housing counseling continues to be a critically important element — and funding this important
service continues to be an industry-wide challenge.

I thank you for the opportunity to speak with you, and stand ready to answer any questions you
may have.
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The National Industry Foreclosure Counseling Standards are a set of
training and performance benchmarks designed to provide guidance to
those organizations and counselors providing foreclosure counseling
services to consumers. They were created through the dedicated
hard work of a group of leaders from lending institutions, community
development organizations, real estate, mortgage insurance companies
and the secondary mortgage market. These standards are an integral
component of the National Industry Standards for Homeownership
Education and Counseling and National Industry Code
of Ethics and Conduct (launched in May 2007).

in light of current market conditions, with an increasing number

of consumers failing into delinquency and facing foreclosure, the
National Industry Foreclosure Counseling Standards aim to increase
the professionalism, consistency and quality of service delivered by

organizations and counselors providing assistance directly to consumers

in delinquency and foreclosure. The standards ensure consumers are

provided reliable information from highly trained professionals to

combat the increasing wave of foreclosures, thereby
increasing sustainable homeownership.

To review the complete set of National Industry Standards for
Homeownership Education and Counseling, and National Code of Ethics
and Conduct, visit the Web site www.homeownershipstandards.com.
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National Industry Foreclosure Counseling Standards

The National Industry Standards for Homeownership
Education and Counseling allow organizations and
homeownership professionals to demonstrate that all

clients receive consistent, guality service in homsownership
aducation and counseling. The standards create a level of
consistency in the industry and add to the professionalism of
homeownership educators and counselors.

As the link between sustainable homeownership and
counseling/education becomaes increasingly clear, now
more than ever the housing industry recognizes the need
to ensure high quality education and counseling for
households throughout the country, Seizing on the sver-changing market conditions, in 2005 a
Nationat Advisory Council {see Exhibit C for a list of member organizations) collaborated with
other industry partners such as homeownarship professionals; nor-profit executive directors;
local, state and national housing counseling organizations; financial institutions, mortgage
insurance institutions, GSEs’ and government entities to develop National Homeownership
Industry Standards {including benchmark recommendations) and National Industry Code of Ethics
and Conduct for Homeownership Professionasls.

Organizations, counselors and educators are encouraged to endorse and adopt the voluntary
National Industry Standards and National industry Code of Ethics and Conduct. These standards
are a oritical first step in evolving efforts to professionalize and elevate the visibility of the
homeownership education and counseling industry.

How to Utilize National Industry Foreclosure
Counseling Standards

Oy izati Providing Forect ion & 1 Organizations providing
services in the highly-specialized area of foreclosure intervention counseling are encouraged to
endorse and adopt the National Industry Standards for Homeownership Counseling-Foraclosure
intervention Specialty and sign the National Industry Code of Ethics and Conduct. At & minimum,
organizations should integrate the recommended benchmarks from the National Industry
Foreclosure Counseling Standards into their everyday business operations, Organizations and
individual counselors are encouraged 1o strive 1o exceed the benchmarks.

The National Industry Foreclosure Counseling Standards are integral to the Nationat industry
Standards for Homeownership Education and Counseling and the National industry Code of
Ethics and Conduct. The Foreclosure Counseling Standards are integrated into the National
Industry Standards for Homeownership Education and Counseling as an added specialty
that counseling organizations can adopt, based on service delivery. For example, if an

'GSE is an acronym for government-spansored enterprise.
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organization provides comprehensive services including pre-purchase education, counseling and
foreclosure intervention, they will be encouraged to adopt the standards in all three categories
{homeownership education, homeownership counseling, foreclosure counseling). For those
organizations that only provide foreclosure intervention counseling, this affords the opportunity to
adopt the National Foreclosure Counseling Standards directly related to that specialty, along with
signing the National industry Code of Ethics and Conduct.

Many organizations that currently provide foreclosure intervention counseling may find their
programs meet or exceed the recommended benchmarks for industry standards and can readily
adopt these National industry Standards and National Industry Code of Ethics and Conduct.

For more information on how to demonstrate adoption of the National Industry Standards for
Homeownership Counseling-Foreclosure Intervention Specialty and the National Industry Code
of Ethics and Conduct, visit www.homeownershipstandards.com.

Purpose of Standards: To ensure consistency in the quality of foreclosure intervention
counseling efforts nationwide, and adopt industry best practices.

In order to best serve clients, organizations providing homeownership counseling and
individual homeownership counselors providing foreclosure intervention services agree
to adopt the following:

Core Operating Standards

1. Competency: Possess a strong knowledge in the area of mortgage default and/or foreclosure
intervention counseling, specifically relating to the current industry practices of loss mitigation
to include loan repayment, forbearance, modification, refinance, loan assumption, short
sale, deed-in-lieu, community referrals, and other remedies available to the homeowner
to avoid foreclosure. The counselor should understand the structure of the primary and
secondary markets, the collection and loss mitigation functions of those entities collecting
mortgage payments, financial management and budgeting, and be familiar with state and
federal regulations regarding the foreclosure process. The counselor should possess the
skills to obtain pertinent client information, analyze financial and property data and draft a
comprehensive written Action Plan (see Exhibit B} based on the client’s goals outlining the
resultant recommendations for foreclosure avoidance or sale.

s R jod B "

k: Individuals new to the field of foreclosure intervention
counseling should obtain appropriate orientation, introductory level training and
prerequisite curricula during the initial 6-months of employment.

n R ded Bench k: Those counselors new to foreclosure intervention and
default counseling should {prior to seeing clients) be involved in an on the job training/
coaching/mentoring program for at least 90 days.

2. Skills: Exhibit professional communication (written and verbal), organizational, listening,
customer service, cultural competency and time management skills, Foreclosure Intervention
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Counselors must demonstrate a “hands-on” knowledge of the remedies availabls to the
homeowner 1o avoid foreclosure including negotiation and oritical thinking skiils, and
demonstrate an shility to provide timely crisis counseling to familiss in need,

3. Training: As soon as pessible but no later than within 12-months of being hired, Foreclosure
Intervention Counselors will obtain minimum training squivalent to no less than 30 howrs
of facilitated instruction, utifizing a variety of methods including lacture, interactive,
demaonsiration, on-line and case study.

® Be : Those counselors new to foreclosure intervention and
defaulf counseling should {prior to seeing clients) be involved in an on the job training/
coachmg/ mentoring program for at least 90 days. To best meet the (:hu'et s needs in

his highly specialized field, facilitated training in foreclosu ¢ intervent nd defanlt

®  Hesommended Benchmark: Certification ‘shguidbé‘aoﬂ‘

leted as soon as feasonab
possible, but no later than within 18-months of employmean :

5. Continuing Education: Complete a minimim of 10:hours of camin\:ing sducation an nuatly
in subjects primarily relative to the core content and deiwery of foreciosnm iterventionand
default counseling.

B R ed Bencl mee%mna zemﬂcaimn nommumg educan@n
requirements may mest or exc,eed ah's standatd

8, & Intervention Co ing Gpe lm \emem eﬁ*?ctsve program
oper&tmns for foreclosure counseling irigliding technigues; gutreach and marketing of services
available to the community, partnership building with p::vate sector pmtners including

servicers and {enders, fundraising, customer service; cmmm v tracking, reportifig, pmgram
evatuation, and program design. : «

E ] S ard: These skills San be obtained through traini
and experience.

7. Code of Ethies and Tt : Sighoand adopt the written National Industry
Code of Ethics and Conduct policy that specifically addresses any real and dpparent conflicts of
interest, guidelines for professional behavior, privacy and conﬁderatsamy, payment-for servsces,
consultation, referrals, quality assurance and integrity.
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Performance Standards

1. Delivery: Perform individual, personalized foreclosure intervention and defauit
counseling to clients.

by

Re: : Content, delivery and format of the counseling is tailored
to meet the needs of the dlient. Content and delivery should be done so in a culturally
competent manner and in the preferred language of the client. Use of a translator or
referral to an agency that provides adequate service in the appropriate language

is recommendad.

#® «d : Clients should be counseled immediately {if possible)
particularly when a high degree of certainty that foreclosure is imminent. At a minimum,
upon request, clients should recaive acknowledgement of inguiry within 48 hours of initial
contact. Whean initial contact is made, clients should be assessed to determing the status
of the client’s mortgage and client urgency. Those clients that have a high degres

of foreclosure should be prioritized for appointments,

Recommended SBenchmark: Foreclosure Intervention Counselors must complete
appropriate intake of client information to make proper and timely recommendations to the
client to assist in avoiding foreclosure. Counselors must provide a comprehensive written
Action Plan {see Exhibit B} to the client summarizing a statement of the problem, steps to
be taken by the client, steps to be taken by the counselor, and the timeline necessary to
accomplish these tasks.

1 °
Foreclosure Intervention Counsaiors
should always instruct the client
of the importance of making and
keeping contact with the lender.
Where possible, the counselor should
attempt to contact the lender on
behalf of the client to assess status
and to further inform the lender of
the proposed recommendations as
specified in the written Action Plan
{see Exhibit B).

] e 3 EERRE-S -
Active, open client files should
be closely monitored, with timely
follow-up in accordance with the
stated Action Plan. When no contact
from the client has taken place for 3
consecutive months, the file may be
classified as inactive.
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2.

= R ded B t k: Where there is no mortgage delinquency, Foreclosure
Intervention Counselors should provide basic financial management or credit counseling
and encourage further homeownership education as a deterrent to future
mortgage default.

m  Recc ded B ¥ k: Client satisfaction surveys are used fo evaiuate the
effectiveness of the counseling.
Expected C ling O Upon completion of foreclosure intervention counseling,
clients will understand the various options available to assist them to avoid foreclosure, the
need to keep constant communication with their lender, and will have received a written Action
Plan {see Exhibit B} outlining the necessary steps to achieve their desired objectives. After
counseling, if the client determines that either they cannot afford to keep their home or no
fonger desire to keep their home, they will receive information relative to each of these options
and how this action might have resultant civil and/or tax liability.

= R ded B: h k: Foreciosure Intervention Counselor should collect pertinent
information as outlined in Exhibit A.

n R led B h k: Comprehensive, effective delivery should be determined
based upon the individual needs of the client to reach their desired outcome. The minimum
standard for delivery of individual foreclosure intervention counseling should be at least
one session of at least 30-60 minutes, utilizing either face-to-face or telephonic mediums.

Recordkeeping: Collect and maintain specific information from clients in accordance with all
laws and governing organizations {i.e., HUD, Intermediary, etc.)

a R ded B h k: An intake form should be completed and collected with
client profile information to include contact information, services sought/provided,
household size, ethnicity (optional), and household income. Additional information to
collect from the client is outlined in Exhibit A

» R ded B f k: Aggregate information for clients should be maintained
including total number of persons served and other demographic information.

® R ded Benck k: A checklist should be utilized to ensure files are consistently
maintained and meet reporting standards and quality assurance.

® R ded B h k: Files should be maintained in secured file cabinets and/or
electronically in a secure data system in order to protect client privacy.

a R ded Bench t Files should be maintained for a minimum of three (3)
years. Longer file retention requirements may be required if the household has received
grant or loan assistance through state or federal subsidy programs. At the time of disposal,
files should be shredded or electronic copies should be deleted.



60

Natjonal Industry Standards for hip C ling ~ Forecl Intervention Specialty

Reporting: Utilize an electronic Client Management System for collecting and reporting data.

R ded B t k: An electronic method in place for coliecting reporting data
may be as basic as an Excel spreadsheet or Access database application that captures
needed data fields from each client, but preferably should be a saftware application
compliant with HUD's CMS vendor Jist or equivalent. Visit www.hud.gov and refer to
HUD's CMS vendor list.

Service Thresholds: Establish referral networks for individuals and families seeking services
that the Foreclosure Intervention Counselor does not provide or possess sufficient competency
to adequately and effectively deliver.

" R ded Bench

k: The Department of Housing and Urban Development (HUD)
maintains a list of organizations and corresponding services (www.hud.gov). In addition,
legal aid, tax professionalis and other state or local agencies that may provide needed
services aligned with foreclosure intervention including rescue funds should be sought.
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Exhibit A

Minimum Standard Activities for Foreclosure
Intervention and Default Counseling

1. Perform intake by gathering baseline information from client including:

Client's goals/intent

Reason for delinquency or default

Client's financial situation and possibility of workout

Client’s loan type

Home's value/condition

Credit report

Original loan documents, if available

Demographic information: contact information, household size, household income,
ethnicity-optional, etc.

Fe@mopoow

2. Assess client's mortgage, payment status and urgency in the delinquency and
foreclosure process

3. Develop loss mitigation options

4. Communicate with the servicer*

5. Submit loss mitigation package to servicer*

6. Negotiate with junior lien holders and Homeowners Association*

7. Create written action plan for foreclosure avoidance or client’s preference
8. Provide follow up to client

8. Provide client with contact information for additional community services that
might be available.

* When Applicable, Foreclosure Counseling can include a range of the activities depending on the client’s financial situation
o -

and the severity of the mortgage deli ey, Y ities 4, 6 and/or 6 from Exhibit A vary, and may not always
be performed for a client.




62

National Industry Standards for He hip C fing — Foreclosure Infervention Specialty

Exhibit B

Foreclosure Intervention Counseling-
Recommended Content for Written Action Plan

Recommended Features of the Action Plan

State briefly why the homeowner is delinquent or in danger of becoming delinquent,
including the involuntary inability to pay, unexpected increase in expenses, decrease
in income, loan reset and/or other factor.

Include an assessment of the property's condition and a discussion and calculation
of equity, if any.

include a financial assessment that leads to the recommendations for resolving the
delinquency {assuming that the client wants to and can afford to keep the house).
Otherwise, discuss foreclosure in general, sale of the property, deed in lieu, short sale and
possible tax consequences and/or deficiency judgment issues.

State what steps the hameowner will take to resolve the delinquency and what steps the
counselor will take to assist in this process.

Include other contact information for community referrals which may be able to
assist the client,

Issued within 24 hours of counseling session {and immediately if face-to-face)
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Exhibit C
National Advisory Council convened by NCHEC?

The National industry Standards were developed by a broad representation of industry
stakeholders comprising the National Advisory Council {facilitated by NCHEC). Companies
and organizations include:

Bank of America

Chase

Chrysalis Consulting Group, LLC

Citi

Cammunity Development Corporation of Long Island, Inc.
Consumer Credit Counseling Services of San Francisco
Countrywide Financial Corporation

Fannie Mae

The Housing Partnership Network

Federal Reserve Board

Freddie Mac

Minnesota Housing

Mortgage and Credit Center

Mortgage Guaranty Insurance Corporation (MGIC)
NAREB-National Investment Division (NID)

National Association of Realtors®

National Council of State Housing Finance Agencies
National Council of La Raza (NCLR}

NeighborWorks® America

NHS of Great Falls

University of North Carolina Chapel Hill

U.S. Department of Housing and Urban Development

Welis Fargo

2NCHEC is an acronym for the NeighborWorks® Center for ¥ 3] ion and Cs



64




.

e
.

.
‘:




66

12 ational Industry Standards for Hor ip Counsaling ~ Foreclosuyre Intervention Speciaity

Mational Industry
Code of Ethics and Conduct
for Homeownership Professionals®

The Nationa! Industry Code of Ethies and Conduct for Homeownership Professionals? is a
valuntary, self-governing standard for professional performance/conduct for homeownership
counselors and educators that provide homeownership education and counseling services to
COnSuMers.

A National Industey Codeaf Ethics and Conduct for Homeownership Professionals offers g set

of va§ue$\and‘;§rinci {as to gﬁ?d&c nduct and decision-making in the homeownership education
and;ﬁﬁd‘r‘aseiing fig awnershiprprofessionals who adhere 1o the National industry Code of
vide quaﬁi‘{f aducation and counseling to clients.

& Nat nali dusiry Code of Ethics and Conduct should be
Htors aﬁd adhered o in their everyday business operations.

ko more sm‘ormatmn on how toderaonstrate adoption-of these documents, visit
WL homeownemhwpstanda;dscom.

sdeof Ethics and Conduet and ensure compliance
s and educators,

f hdfneawnership educators and counselors is to provide high
iseling services 1o prospective and existing homeowners,

ars will act on behalf of a client and observe his/her

will provide necessary tools, resources and
iaking decisions about finances, home buying or
fent’s iweds and preferences.

ence htcracy or language challenges, homeownership

¥ educators/counsslms will take'steps to ensure clients’ comprehension. This shall include
arranging fora qualified interpreter or translator or referring the client to a qualified
fanguage educator/counselor,

e Natjonal Industey God of Ethics and Conduct wero developsd by o oollsborative group of indusiry partners.
hip Professionais includes bath ! hig s and coun
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3. Competence

Homeownership educators/counselors will provide services only within the boundaries of
their education, training, certification or other relevant professional experience. Referrals
will be provided to clients when essential services are beyond the scope of the individual
or agency 1o provide.

Homeownership educators/ counselors shall be culturally competent in their service area
and sensitive to cultural differences and needs.

4. Conflicts of Interest

a.

b.

c.

Homeownership educators/ counselors will avoid actual and the appearance of conflicts
of interest. They will inform clients when a real or potential conflict of interest arises and
take all necessary steps to resolve the issue in a manner that makes the clients’ interests
primary and protects clients’ interests. In some cases, protecting clients’ interests may
require termination of the professional relationship with proper referral of the client.

Homeownership educators/counselors will not take unfair advantage of any professional
relationship or exploit others to further their personal, religious, political, or business
interests.

Any potential conflicts of interest (such as a counseling agency providing low-cost loans),
will be disclosed to clients in a written disclosure document.

5. Privacy and Confidentiality

a.

b.

Homeownership educators/counselors will respect clients’ right to privacy. Private
information will not be requested from clients unless it is critical to providing services.
Once private information is shared, privacy laws apply as well as client confidentiality.

Homeownership educators/counselors will disclose confidential information only as
specified by a valid written consent of client.

Homeownership educators/counselors will not discuss confidential information in any
setting unless privacy can be ensured. Counselors and educators will abide by privacy laws
and keep information confidential and protected.

Homeownership educators/counselors will not disclose clients’ information, including
their identity when responding to requests from members of the media without the client's
express consent.

Homeownership educators/counselors will protect the confidentiality of clients’ written
and electronic records and other sensitive information. Clients’ records shall be stored
in a secure focation and not made available to others who are not authorized to have
access.
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£, Homeownership educators/counselors will take precautions to ensure and maintain the
confidentiality of information transmitted to other parties through the use of computers,
electronic mail, facsimile machines, telephones and telephone answering machines, and
other electronic or computer technology. Disclosure of identifying information will be
avoided unless specifically permitted by client.

g. Homeownership educators/counselors will dispose of clients’ records in a manner that
protects clients’ confidentiality and is consistent with state statutes governing records and
social work licensure.

h. Homeownership educators and counselors will be familiar with relevant laws and
regulations with regard to local, regional, national privacy and confidentiality.

a. Homeownership educators/counselors will not practice, condone, facilitate, or collaborate
with any form of discrimination on the basis of race, ethnicity, national origin, sex, sexual
orientation, age, marital status, political belief, religion, or mental or physical disability.

b. Homeownership educators/counselors will not use derogatory language in their written or
verbal communications to or about clients. Accurate and respectful language will be used
in alt communications to and about clients.

c. Homeownership educators/ counselors will not participate in, condone, or be associated
with dishonesty, fraud, or deception.

d. Homeownership educators/ counselors will not permit their private conduct to interfere
with their ability to fulfill their professional responsibilities.

7. Payment for Services
a. When setting fees, homeownership educators/ counselors will ensure that the fees are fair,
reasonable, and commensurate with the services performed. Clients will be informed of

any applicable fees prior to the delivery of any services.

b, Homeownership educators/ counselors will not solicit a private fee or other personal
remuneration for providing services to clients.

8. Discontinuation of Services
a. Homeownership educators/ counselors will close files and discontinue services to clients

when such services are no longer required or no longer serve the clients’ needs or
interests.
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4. Consultaiion

Homeownership educators/ counselors will séek the advice |
experienced colleagues whenever such cansultation is in
Consultation will only be sought from collsagues 'who ha
expertise, and competence related to the subject of the g

ounsel of more
stinterestsof clients,
snonstrated knawiedqe,

When consulting with colleagues about clients: homeownership educators/ colnsslors
will disclose the least amount of information necessary 1o ai“meve the purpaseg afthe
consultation. .

Client information will only be shared with other colleagues with the wntten consem: of the ‘
client, .

10, Reforrals

11, Integrity of the Homeownership Edisation

&

Homeownership sducators/ courselors mi limit services to those Wit%\‘in'their tratning
and expertise and refrain from giving b y
so. Non-homeownership issues should b

clients fully.

Homeownership educators/ counse
outside source for a referral unlesspro
provided,

il ésaﬁ%iéng‘ N&ﬁasgé “n o

Homeownership educators/ counselors will work toward the mam?:ename aﬂd promotian -
of high standards of practice forths industry. :

Homeownership educators/ counselors willuphold and advan‘ & th Vaiues, athics,
knowledge, and mission of the profession: They will protect, enl
the integrity of the profession through bemce deve!egm‘ :
participation in the industry.

Homeownership educators/ counsalors wilk contriby
activities that promote respect forthe value, integrity,
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National Industry Standards Tor
Homeownership Education
and Counseling

Code of Ethics and Conduct
By signing below, | acknowledge receipt of the
Mational Industry Code of Ethics and Conduct for
Homeownership Professionals and agree to adopt
and adhere o the guidelines as outlined.

Signature:

Print Name:

Company:

Addrass:

Telephone:

Email:

Web Address:

Date:

Each staff member providing homeownership services must
complete and sign the Code of Ethics and Conduct agresment.
{Photocopy this form as needed.}

Return completed forms to:
National Industry Standards
/o NeighborWor America
1325 G Street, NW., Suite 800
Washington, D.C. 20008

Or, fax to: 202-376-7276, Attn. National industry Standards.
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To adopt the National Industry Foreclosure Counseling Standards
and the National Industry Code of Ethics and Conduct
visit www.homeownershipstandards.com

For more information and to download a copy of the
National Industry Standards for Homeownership Education
and Counseling visit www.homeownershipstandards.com
or call 1-866-472-9477
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Advisory Councilfor thkeNaé:icmal Tndustey Standards
- for Hemeowneiship Education and Counseling

Bankof Amierica
: Chase : :
Chrys& is Consulting Group, LLE
FERAE O | (BRI
CQmmumW Developmem Cotporationof Long s and ing.
Comumer Credit Counseling Services of San ancsseo
i i Countrywzde Firancial Corporation:
sFannieMae :
The Holsing Partnership N&twmk
Federal Reserve Board .~
Freddie Mag -
WMinnesota Housing
: WMortgage and Credit Catiter
Mcﬂgage Guaranty Insurancs Corporation {MGIC
: NAREB:National Investment Division {NID}
. National Association of REALTORS?
- Nationat Council-of State Housing Finance At;enc
: National Councibiof La'Bara (NCER)
NeighborWarks® Amsrica
NHS of Grest Fal :
- Umversxty of:North.Caroling hape% Hilt
s erartmem of Housing and Urban Development
Wells Fargo:

The Adwsory Council forthe National Induqtry Standards for
i Homeoy ShipE fortand Cmmse!mg was.convaned and staffed by the
Neighborw.:}rks@ Centerfor rwovenership Education ahd Counseling (NCHEC).

MskP Hatey, Misnesota Hommq
coGRalrman

Cova Futmore, Mortqage & Cradit Csnter
Vige-Chair

Jayna Bowaer, Neighbot\Works® Ametica
Director, NLHEC : B

National Industry Standards for.
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National Industry Standards’

{ The National industry Standards for Homeownership
Education and Counseling allow arganizations and
fhomeownership professionals to demonstrate that all
clients receive consistent, quality service in homeownership
education and counseling. The standards create a level of
consistency ity the industry and add to the professionalism
of homeownership educators and counselors,

As the link between sustainable homeownarship and
counselingfeducation becomes increasingly clear, now

more than ever the housing industry recognizes the

need to ensura high quality education and counseling for
households throughout the country. Seizing on these market conditions, in 2005 a National Advisory
Council {see Exhibit C for a list of member organizations) collaborated with other industry partners
such as homeownership professionals; non-profit executive directors; local, state and national
housing counseling organizations; financial institutions, mortgage insurance institutions, G8Es® and
government entities to develop National Homeownership Industry Standards {including benchmark
recommendations) and National Code of Ethics and Conduct for Homeownership Professionals.

Organizations, counselors and educstors are encouraged to endorse and adopt the voluntary
National industry Standards and National industry Code of Ethics and Conduct. These
standards are a first step in evolving efforts to professionalize and elevate the visibility of the
homeownership education and counseling industry.

Howe to Utilize National Industry Standards

Or fzath roviding ¥ hip E. i Organizations providing
homeownership education are encouraged to endorse and adopt the National Industry Standards
for Homeownership Education and sign the National industry Code of Ethics and Conduct, At

a minimum, organizations should integrate the recommended benchmarks from the National
industry Standards for Homeownership Education into their everyday business operations.
Organizations and individual educators are ehcouraged to strive to exceed the benchmarks.

Most organizations that currently provide homeownership education and counseting will find their
programs meet ot exceed the recommended benchmarks for industry standards and can readily
adopt the National Industry Standards and National Industry Code of Ethics and Conduct.

For more information on how to demonstrate adoption of the National Industry Standards
for Homeownership Education and the National industry Code of Ethics and Conduct, visit
www homeownershipstandards.com.

“National industry Standards for Ip Education and Gt ling are adopted on 8 voluntary basls by organizations and
practitionars, incrementally aver a pericd of tme.
258E ks an acronym for government-sponsared anterprise.
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Purpose of Standards: To ensure consistency in the quality of homeownership education efforts
nationwide, and adopt industry best practices.

in order to best serve clients, organizations providing homeownership education and individual
homeownership educators agree to adopt the following:

Core Operating Standards

1.

Competency: Possess a strong knowledge in the area of homeownership- specifically the
homebuying process, budgeting, money management, credit, banking, mortgage financing,
down payment assistance, insurance, community involvement, home maintenance, loss
mitigation, foreclosure prevention, fair housing, delinquency intervention, refinancing, anti-
fraud or anti-predatory fending and relevant local, state and federal laws.

s R ded Bench k: Individuals new to the field of Homeownership Education
should obtain appropriate orientation and introductory level training during the initial 6
months of employment.

Skills: Demonstrate an understanding of adult education techniques and training, cultural
competency, facilitation skills and training methods, presentation skills, audio/visual
techniques, planning and designing trainings, and participatory training techniques.

Training: As soon as possible, but within 18 months of being hired, homeownership
educators will obtain minimum training as a homeownership educator equivalent to no less
than 30 hours of facilitated instruction covering topics included in Standards 1 and 2 above,
utilizing a variety of methods which could include lecture, interactive, demonstration, on-fine
and case study.

Certification: A certification standard is critical to establishing professionalism and value to
homeownership education. After completing minimum training, certification will require a
homeownership educator to take and pass a comprehensive exam demonstrating at least 80%
proficiency. The exam will test the skilis and core competency areas identified in Standards 1
and 2 above, as well as the related content and activities identified in Exhibit A and B herein.

2 R ded B: h k: Certification must be completed as soon as reasonably
possible, but no later than 18 months from the start of employment.

Continuing Education: Complete a minimum of 10 hours of continuing education annually in
subjects relative to the core content and delivery of homeownership education.

= R fed Bench k: Continuing education requirements for most certification
programs will meet or exceed this standard.

Homeownership Program Operations: Implement effective program operations, including
outreach and marketing, partnership building, fundraising, customer service, customer
tracking, reporting, program evaluation, and program design.
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2, 2

: These skills can be obtained through training and

aexperience.

7. National Industry Code of Ethics and Conduct Statement: Sign and adopt the written
National Industry Code of Ethics and Conduct policy that specifically addresses any real and

apparent conflicts of interest, guidelines for pro

sional behavior, privacy and confidentiality,

payment for services, consultation, referrais, quality assurance and integrity.

Performance Standards

1. Delivery: Perform face-to-face group homeownership sducation fo clients, utilizing a variety of
interactive technigques.

contract is signed in pre-purchase educaltion:

W Contenit, délivary and formiat of the U
meet the needs of the participents. : : :

3 %

ided servicein &t
rtisipants should
act; and deliv

arficlpanis sk
requisite with the service need. At gy :i;rmm; 3
acknowtedgement of inquiry within twobusiness days of ini
education within a two-week timefrairie: o

B ¥ : Homaown

and make materials availabls to attendees;

: A certificats of completion is provided to custamers who
successfully complete the training, : LN ‘ y

=,

e Custoniersatisfaction surveys sre used to avaluste the
effectiveness of the homeownership edugat

2, w "

s Offer and enmij?agg individual counseling in conjurction
with the provision of alt group educitivn, e ‘

i A code of ethics'is {m}ézad for all volunteer trainers, coupled
with an orlentation regarding the mission, philosophy antl delivery of the training...

2. Currioutuny Utilize a comprehensive curriculutncontaining the following ﬁjihimum core
content:® :

Pra-Purchase Education

Assessing Readiness to Buy a Home
Budgsting and Credit

*See Detailed list of accoptable content and 1opice
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Finanging a Home
Selecting a Home

Maintaining a Home and Finances

F e Eds fony {fwhen offered)
Community Involvemnent

Budgeting for Homeownership
Maintaining a Home and Home Improvement
Financing and Sustaining Homeownership

% B B B 8

Avoiding Delinquency and Foreclosure

® R : There are a number of excallent consumer curricula that
have been developed by various organizations, service providers, state collaboratives,
ete, which may meet or exceed the standard
for curriculum content, These curricula must
sontain the above mentioned components.

s SO0y : Specialty Topics
such as financial {iteracy, reverse mortgage
lending, individual development accounts
{IDAs), foreclosure prevention may also at
times be delivered as group aducation. Use of
nationally developed and utilized curricuium,
andior an equivalent is recommended.
Homeownership Educators should secure
appropriate training in the appropriate
specially topic,

3. i fon O Upon completion
of homeownership education, cliants will be able
to demonstrate an understanding of the following:
preparing for homeownership; budgeting and
credit management; financing a home; selecting a
home; maintaining a home and finances®; avoiding
delinquency and foreclosure.

3 h ke Qptimally,
the time ailocated for comprehensive,
effective delivery of pre-purchase curriculum
to achieve a desired expected outcoms
and cover content adequataly is 8 hours of
education. In some circumstances {e.g., based

*See detailed criteria far core understanding
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on pre-assessment of learners’ needs) hours may vary, but in no case would less than 4
hours be sufficient.

Recordkeeping: Collect and maintain specific information from education clients in
accordance with all laws and governing organizations {i.e., HUD, Intermediary, stc.).

s R ded Bench k: An intake form should be completed and collected with client
profile information to include contact information, services sought/provided, household
size, ethnicity {optional), household income, date and type of workshop attended,
workshop format and length.

= R ded Benct k: Aggregate information for group education should be
maintained including total number of persons served and other demographic information.

» R fed Bench k: Utilize a checklist to ensure files maintained are consistent
and meset reporting standards and quality assurance.

= R fed Bench k: Files should be maintained in secured file cabinets in order
to protect client privacy. Scanned documents or electronic files should maintain the highest
levet of client security.

s R led Bench k: Files should be maintained for a minimum of three (3) years.
Longer file retention requirements may be required if the household has received grant
or loan assistance through state or federal subsidy programs. At the time of disposal, files
should be shredded.

Reporting: Utilize an electronic Client Management System (CMS) for collecting and
reporting data.

2 R fed Bench k: An electronic method in place for collecting reporting data
may be as basic as an Exce! spreadsheet or Access database application that captures
needed data fields from each client, but preferably should be a software application
compliant with HUD’s CMS vendor list or equivalent. Visit www.hud.gov HUD’s CMS
vendor list.

Service Thresholds: Establish referral networks for individuals and families seeking services
that Homeownership Educator does not provide or possess sufficient competency to
adequately and effectively deliver.

s R ded Benck k: Examples of such services may include: individual/personal
counseling services, housing search assistance, legal aid, relocation assistance, etc.
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Exhibit A

Pre-Purchase Standard Homeownership Education Content

Pros and cons of homeownership

Understand the benefits and responsibilities of

homeownership

Overview of the home purchase process

Conduct self-assessment of homeownership
readiness

Housing affordability

Calculate housing affordability

4 C's of eradit

Importance of goal setting

Understand how lenders determine mortgage
readiness

Set financial goals

Tracking expenses

Develop system to track expenses

Setting up a spending plan

Create a realistic spending plan

Budgeting and saving tips

identify ways to reduce expenses and increase
savings

Importance of good cradit

Understanding credit and how to protect credit
ratings

Understand the importance of good credit

Credit bureaus, reports and scores

Order credit reports and credit scores

i How 1o fix credit problems

improve credit rating

| Debt management tips

How a lender decides whether or notto lend

Reduce debt

Understand how lenders make loan decl

Housing affordability and gualification

Calcuiate housing affordabiiity

Sourges for mortgage loans

Understand where to obtain a mortgage ioan

Predatory loans and how to avoid them

Avoid high-risk foans

Types of morigage loans

Choose appropriate loan product and source

Special financing products

Understand resources available to assist with
home purchase

Steps in the monigage loan process

Loan application and approval process

Understand the loan process

Common lending documents

Assemble documents needed for loan
application
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What to do if the loan is denied

Address issue listed as the reason for inan
denial

Closing process

The homsbuying team

Understand the loan closing process

Understand the professionals involved in the
homebuying process

Real estate professionals

Understand the different types of real estate
professionals

Types of homes and ownarship

Understand housing and titling options

How to select a home and neighborhood

Determine housing wants versus needs

How 1o make an offer

Negotiating tips

The purchase contract

Understand the home purchase process

inspections

Understand the importance of & professional
home inspection

Escrow and closing process

How to maintain and protect a home after
maoving in

Understand the escrow and closing process

Understand costs associated with
homeownership, including taxes, insurance,
rmaintenance, etc.

Home safety and security

Create emergency plan

Energy efficiency

Reduce energy usage

Preventive maintenance

Create plan for routine maintenance

Home repairs and improvemenis

Understand the difference between repairs and
improvements

Working with a contractor

Understand how to work with a contractor

Community involvement

Get involved in the community

Record keeping

Set up a record-keeping systems

Taxas Understand tax issues associated with
homeownership
insurance Understand different insurance policies

associated with homeownership

What to do if you can’t make a payment

Cantact lender immediately if there are
financial issues

Pradatory lending and other financial pitfalls

Avoid high-risk loans
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Exhibit B

Post-Purchase Standard Homeownership Education Content

Staying financially fit as a new homeowner

Review spending plan and revise with new

Budgeting

expenses of mortgage payments, maintenance,
resarves, utilities, homeowners association fees
and investments

Maintaining good credit

Understand the importance of maintaining
good credit

Home equity: your home as an assel

Calculate home squity, and understand how to
manage it effectively

Hetirement savings

Understand options and technigues for saving
for retirement

Taxes: property and income

Understand tax fiabilities and ways to maximize
deductions

insurance: mortgage, homeowners, auto,
health and life

Home maintenance and improvements

Understand different types of insurance and the
importance of risk management

Develop plans for praventive maintenanee,
home repairs and replacements and/or home
improvements as neaded

Home safety

Create emergency plan

Energy conservation

! Building community

Reduce energy usage 10 save money

| Get involved in the community

Forsclosure prevention

Contact lender immaediately if there are
financial issues

Mortgage options: refinancing, home equity
ioans and home improvement loans

Know your aptions: refinance, home-equity
ioans, home improvement loans

Record keeping

Create record-keeping system

Lending abuses

Avoid high-risk loans

Landlord issues

Attend landiord training classes
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Exhibit C

National Advisory Council
convened by NCHEC®

The National industry Standards were developed by a broad representation of industry
stakeholders comprising the National Advisory Council {facilitated by NCHEC), Companies and
organizations include:

Bank of America

Chase

Chrysalis Consulting Group, LLC

Citi

Community Development Corporation of Long Island, Inc.
Consumer Credit Counseling Services of San Francisco
Countrywide Financial Corporation

Fannie Mae

The Housing Partnership Network

Federal Reserve Board

Freddie Mac

Minnesota Housing

Mortgage and Credit Center

Mortgage Guaranty Insurance Corporation (MGIC)
NAREB-National Investment Division (NID}

National Association of Realtors®

National Council of State Housing Finance Agencies
National Council of La Raza (NCLR}

NeighborWorks® America

NHS of Great Falls

University of North Carolina Chape! Hill

U.S. Department of Housing and Urban Development

Wells Fargo

SNCHEC is an acronym for the Neigh Center for H ip ion and C
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National Industry Standards®

The National Industry Standards for Homeownership Education and
Counseling allow organizations and homeownership professionals
to demonsirate that all clients receive consistent, guality service in
homeownership edueation and counseling. The standards create a
ievel of consistency in the industry and add to the professionalism of
homeownership educators and counselors.

As the link between sustainable homeownership and counseling/education
becomes increasingly clear, now more than ever the housing industry
recognizes the need to ensure high guality education and counsesling for
households throughout the country. Seizing on these market condlitions,

in 2005 a National Advisory Council {see Exhibit B for a list of member
organizations) collaborated with other industry partners such as
homeownership professionals; non-profit executive directors; local, state and
national housing counseling organizations; financial institutions, mortgage
insurance Institutions, GSEs? and government entities o develop National
Homeownership Industry Standards {including benchmark recommendations)
and National Code of Ethics and Conduct for Homeownership Professionals.

Organizations, counselors and educators are encoursged to endorse and adopt the voluntary
National Industry Standards and National Industry Code of Ethics and Conduct, These
standards are a first step in evolving efforts to professionalize and elevate the visibility of the
homeownership education and counseling industry,

How to Utilize National Industry Standards

Organizations Providing b hip 1 Organizations providing
homeownership counseling are encouraged to endorse and adopt the National Standards for
Homeownership Counseling and sign the National Industry Code of Ethics and Conduct. At a
minimum, organizations should integrate the recommendsd benchmarks from the National
industry Standards for Homeownership Counseling into their everyday business operations,
Organizations and individual counselors are encouraged to strive to exceed the benchmarks.,

Most organizations that currently provide homeownership education and counseling will find their
programs meet or excead the recommended benchmarks for industry standards and can readily
sdopt the National Industry Standards and Nationa! industry Code of Fthics and Conduct.

For more information on how to demonstrate adoption of the National Industry Standards
for Homeownership Counseling and the National industry Code of Ethics and Conducet, visit
www. homeownershipstandards.com,

National industry Standerds for H shi ion and ing wre adapted an 8 voluintary basis by orgenizations and
practitionsrs, incrsmentally over 3 periad of time.
SE {5 80 ssronym for government-sponsored enterprise,
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Purpose of Standards: To ensure consistency in the guality of
homeownership counseling efforts nationwide and adopt industry
best practices.

I order to best serve clients, organizations providing
homeownership counseling and individual homeownership
counssalors agree to adopt the following:

Core Operating Standards

1.

o

Competency: Possess a strong knowledge in the area of
homeownership- specifically the homebuying process,
budgeting, money management, credit, banking, mortgage
financing, down payment assistance, insurance, community
invalvement, home maintenance, loss mitigation, foreclosure
prevention, fair housing, delinguency intervention, refinancing,
anti-fraud, anti-predatory fending and relevant local, state and federal laws.

® R d : Individuals new to the field of Homeownarship Counssling

should obtain appropriate orlentation and introductory level iraining during the initial 6
months of employment.

Bkills: Exhibit professional communication and organization skill set, including fistening skills,
customer service, cultural competancy and time management. Homeownership Counselors
must demonstrate the skills necessary to obtain, review and analyze a tri-merged credit report,
calculate income and debt and perform an affordability analysis. A full command of calculations
for mortgage financing, down payment assistance and subsidy programs is required.

Training: As soon as possible but within 18 months of being hired, homeownership
counselors will obtain minimum training as 8 homeownership counselor equivalent to and
no less than 30 hours of facilitated instruction covering topics included in Standards 1 and 2
above, utiizing a variety of methods which could include lecture, interactive, demonstration,
on-line and case study.

a : Homeownership counselors providing spacialty counseling
such as reverse mortgage counseling, forsclosure prevention, and delinguency counseling
should seek the appropriste training to provide these services,

Certification: A certification standard is critical 1o establishing the professionatism and valua
of homeownership counseling. After completing minimum training, certification will require
a homeownership counselor to take and pass a comprehensive exam demonstrating at least
80% proficiency. The exam will test skills and core competency arsas included in Standards 1
and 2 above, as well as the related content and activities identifiad in Exhibit A herein,

® Ye: Certification must be completed as soon as reascnably
possible, but no later than 18 months from the start of employment.

Continuing Education: Complete a minimum of 10 hours of continuing education annually in
subjects relative to the core content and delivery of homeownership counseling,
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= R led B h e Continuing education requirements for most certification
programs will meet or exceed this standard.

6. H hip C ling Operati implement effective program operations of
homeownership counseling techniques, including outreach and marketing, partnership
building, fundraising, customer service, customer tracking, reporting, program evaluation, and
program design. Counselors should have a working knowledge of each of these subject areas.

s R ded Bench k: These skills can be obtained through training and
experience.

7. National Ind y Code of Ethics and Cond Sign and adopt the written National industry
Code of Ethics and Conduct policy that specifically addresses any real and apparent conflicts of
interest, guidelines for professional behavior, privacy and confidentiality, payment for services,
consuitation, referrals, quality assurance and integrity.

Performance Standards

1. Delivery: Perform individual, personalized homeownership counseling to clients.

s R ded Bench k: Pre-purchase counseling occurs before a purchase contract
is signed.
® R fed Benchmark: Content, delivery and format of the counseling is tailored to

meet the needs of the client.

m R ded Bench k: Clients should be consulted in a timely manner,
requisite with the service need. At a minimum, upon request clients should receive
acknowledgement of inquiry within 2 business days of initial contact, with the intake
appointment within a one-week timeframe.

® R ded Bench k: Homeownership Counselors must complete a formal intake,
needs assessment and develop a written Action Plan.

a R led Benct k: Active, open client files should be closely monitored, with
timely follow-up in accordance with the stated Action Plan. When no contact from the client
has taken place for 8 consecutive months, the file may be classified as inactive.

= R ded Bench k: Where appropriate, Homeownership Counselors should
review and analyze client’s credit report.

® R ded B hi k: Customer satisfaction surveys are used to evaluate the
effectiveness of the counseling.

n R jed Bench k: Offer and encourage homeownership education in
conjunction with the homeownership counseling services.
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2. B ling Qute : Upon completion of homeownarship counseling, clients
will be able to demonsirate an understanding of the following: preparing for homeownership;
budgeting and cradit management; financing a home; selecting a home; maintaining a home
and finances; sustaining homeownership; and avoid delinguency and foreclosure.

E | B : Comprehensive, effective delivery should be determined
based uypon the individual need of the client to reach the desired outcome. The minimum
standard for delivery of individual counseling should be at {east one session of at least 30-
60 minutes.

3. Recordieeping: Collect and maintain specific information from clients in accordance with ail
taws and governing organizations {i.e., HUD, Intermediary, ete.).

-] B 2 An intake form should be completed and collected with client
profile information to include contact information, services sought/provided, household
size, ethnicity {optional), househeld income, date and type of workshop attended,
workshop format and length.

] o » Aggregate information for clients should be maintained
including total number of persons served and other demographic information,

b 4 : Utitize a checklist to ensure files maintained are consistent
and meet reporting standards and quality assurance.

" o e Files should be maintained in secured file cabinets in order
o protect client privacy, Scarned documents or electronic files should maintain the highest

s may be required if the household has received grant
or faderdl subtidy. programs At the time of disposal files

relecironic msthid in place for colledting reperting data.
eadsheet oF Adcess database application that caphites .
nt, but preferably should be a sipﬁwaﬁe application
list.or equivalent Visitwiww hid.gav HUD's CMS

ich services may include: rental housing
sidd ;’elc;catiun asgistance, eto.
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Exhibit A

Minimum Standard Activities for Homeownership Counseling

pery

. Intake — gather baseline information from client
2. Conduct accurate needs assessment

3. Document the household income and expenses
4. Determine household debt level

5. Review client's credit report(s)

6. ldentify credit challenges

7. Determine and document household savings

eed

. Develop a household budget

“©

. Analyze budget and recommend modification
10. Conduct various calculations including affordability based on income and debt

1

-

. Develop a written action plan
12. Provide client follow up
13. Make referrais for additional services needed by client

14, Provide client information on delinquency/foreciosure services or information on a referral for
these services

Note: Speciaity counseling services such as reverse mortgage counseling, foreclosure prevention,
delinquency counseling should only be provided by counselors with the proper training and
certification.
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Exhibit B

National Advisory Council
convened by NCHEC?

The National Industry Standards were developed by a broad representation of industry
stakeholders comprising the National Advisory Council {facilitated by NCHEC). Companies and
organizations include:

Bank of America

Chase

Chrysalis Consuiting Group, LLC

Citi

Community Development Corporation of Long Island, Inc.
Consumer Credit Counseling Services of San Francisco
Countrywide Financiaf Corporation

Fannie Mae

The Housing Partnership Network

Federal Reserve Board

Freddie Mac

Minnesota Housing

Mortgage and Credit Center

Mortgage Guaranty Insurance Corporation {MGIC)
NAREB-National Investment Division {NID)

National Association of Realtors®

National Council of State Housing Finance Agencies
National Council of La Raza (NCLR)

NeighborWorks® America

NHS of Great Falis

University of North Carolina Chapel Hiil

U.S. Department of Housing and Urban Development

Wells Fargo

3 NCHEC is an acronym for the NaighborWorks® Center for i) ion and Ci
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18 AMational industry Code of Ethics and Conduct for Homeownership Professionsls

Mational industry
Code of Ethics and Conduct
for Homeo hip Pro fonals?

The National industry Code of Ethics and Conduct for Homeownership Professionals? is a
voluntary, self-governing stendard for professionaf performance/eonduct for homeownership
counselors and educators that provide homeownership education end counseling services to
consumars,

A National nduatrv‘{‘nﬁ‘e of Ethics and Conduct for Homeownership Professionals offers a set
of values apdl pmw;:)ies 1w guidie conduct and decision-making in the homeownership education
and, wunse!mg sl Hdmeownershl i prof@ssmndh who adhere to the National Industry Code of
~Ethics and e quainy’ education and counseling to clients,

For mars mfcrmatxen anhowis demenwate adomxon of these documents, visit
W, hcmeewnershvpstandams sams”

ip educators and counselors is to provide high

n\mss mg sewices o prospective and existing homeowners.

‘ t;}ys and Gounsalors will act on behalf of a client and observe his/her

Al provide necessary tools, resources and
king-decisions about finances, home buying or
sgds and preferances.

ence ;kéméy or fanguage challenges, homeownership
rducators/couns E: steps to ensure cllents’ comprehension. This shall include
arranging for a qualified interpreter or translator or referring the client to a qualified
fanguage educator/counselor.

The Natianal lnd
Homeownarsh

onduct wers d?ve!owsd by a collatiorative group of industry parners,
ddas hoth hs and nselors,

try Code of
rofessionals
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3. Competence

a. Homeownership educators/counselors will provide services only within the boundaries of
their education, training, certification or other relevant professional experience. Referrals
will be provided to clients when essential services are beyond the scope of the individual
or agency to provide.

b. Homeownership educators/ counselors shall be culturally competent in their service area
and sensitive to cultural differences and needs,

4, Conflicts of Interest

a. Homeownership educators/ counselors will avoid actual and the appearance of conflicts
of interest. They will inform clients when a real or potential conflict of interest arises and
take all necessary steps to resolve the issue in a manner that makes the clients’ interests
primary and protects clients’ interests. In some cases, protecting clients’ interests may
require termination of the professional relationship with proper referral of the client.

b. Homeownership educators/counselors will not take unfair advantage of any professional
relationship or exploit others to further their personal, religious, political, or business

interests.

¢. Any potential conflicts of interest (such as a counseling agency providing fow-cost loans),
will be disclosed to clients in a written disclosure document.

5. Privacy and Confidentiality
a. Homeownership educators/counselors will respect clients’ right to privacy. Private
information will not be requested from clients unless it is critical to providing services.

Once private information is shared, privacy laws apply as well as client confidentiality.

b. Homeownership educators/counselors will disclose confidential information only as
specified by a valid written consent of client.

c. Homeownership educators/counselors will not discuss confidential information in any

setting unless privacy can be ensured. Counselors and educators will abide by privacy laws

and keep information confidential and protected.

d. Homeownership educators/counselors will not disclose clients’ information, including

their identity when responding to requests from members of the media without the client’s

express consent.

e. Homeownership educators/counselors will protect the confidentiality of clients’ written
and electronic records and other sensitive information. Clients’ records shall be stored
in a secure location and not made available to others who are not authorized to have
access.



20

96

National Industry Code of Ethics and Conduct for H:

Homeownership educators/counselors will take precautions to ensure and maintain the
confidentiality of information transmitted to other parties through the use of computers,
electronic mail, facsimile machines, telephones and telephone answering machines, and
other slectronic or computer technology. Disclosure of identifying information will be
avoided unless specifically permitted by client.

Homeownership educators/counselors will dispose of clients’ records in a manner that
protects clients’ confidentiality and is consistent with state statutes governing records and
social work licensure.

Homeownership educators and counselors will be familiar with relevant laws and
regulations with regard to local, regional, national privacy and confidentiality,

Homeownership educators/counselors will not practice, condone, facilitate, or collaborate
with any form of discrimination on the basis of race, ethnicity, national origin, sex, sexual
orientation, age, marital status, political belief, religion, or mental or physical disability.

Homeownership educators/counselors will not use derogatory language in their written or
verbal communications to or about clients. Accurate and respectful language will be used
in all communications to and about clients.

Homeownership educators/ counselors will not participate in, condone, or be associated
with dishonesty, fraud, or deception.

Homeownership educators/ counselors will not permit their private conduct to interfere
with their ability to fulfill their professional responsibilities.

Payment for Services

When setting fees, homeownership educators/ counselors will ensure that the fees are fair,
reasonable, and commensurate with the services performed. Clients will be informed of
any applicable fees prior to the delivery of any services.

Homeownership educators/ counselors will not solicit a private fee or other personal
remuneration for providing services to clients.

Discontinuation of Services

a.

Homeownership educators/ counselors will close files and discontinue services to clients
when such services are no longer required or no longer serve the clients’ needs or
interests.
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9. Consuliation

a. Homeownership educators/ counselors will seek the sdvice
experienced colleagues whenever such consultation isin g
Consultation will only be sought from-colleagues who h
expertise, and competence related to the subject of theit

nd counsel of more

b, When consulting with colleagues about clients, homeovinershi
will disciose the least amount of information necessary toachieve the purposes of the
consultation. :

¢, Client information will only be shared with other colleagues with the written cer}senfief the

client.
10, Referrals

a  Homeownership educators/ counselors will Hmit services to those within their trammg
and expertise and refrain from giving legal, tas tnless i ed to'do
so. Non-homeownership issues sha {atd abancies to serve
clients fully.

b, Homeownership educators/ counsaltng
outside source for a referral unless

provided,
11 Integrity of the Homeownership Edues

a. Homeownership educators/ counselors will work toward the
af high standards of practice for the industry.

b Homeownership educators/ counselors will uphold and adva
knowladge, and mission of the profession. They will protict, r-mhanée and
the integrity of the profession through service deveiopmémﬂ buictunale! \hipﬁ and active
participation in the industry, s

¢, Homeownership educators/ counsélors will contribie
activities that promote respect for the value, ihtegein
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Unify’mg the industry on the issus of education and counseling standards is the first step to
achieving that goal on a national level. An organization can make the commitment to incorporate
the National Industry Standards in their day-to-day business practives to help promoete an accepted
level of performance for homeownership counseling and training nationwide.

Your organization can adopt the standards by following these simple steps:

& Go online to v, rershi 1. Download and read through the
Nationa dlards Guideli and Code of Ethics and Conduct (each
staff member should also read and complete the Code of Ethics and Conduct),

£ Select the Sign Up button from the homepage (the executive director or highest ranking
decision maker for your organization must compilete the sign-up form).

& Choose the Adopt Standards link.
€ Read and check the authorization box that you are the decision-maker for your organization.

& Complete the Adoption Verification Page (be sure to include complete training and
certification information for each of your counseling staff).

£ Submit copies of your staff's training and certification details to

National Industry Standards
¢/o NeighborWorks® Amarica
1325 G Street, NW, Suite 800
Washington, D.C. 20008

Or, fax to 202-376-7278, Attn, National Industry Standards.
Upon review and verification of your submittal, vou will receive notification of

your adoption status and your organization’s name will be listed as an adopter on
the National ind v fords ¥ §

{f you have questions about the National Industry Standards, call 888-472-89477.
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24 National industry Code of Ethies and Conduct for Homeownership Professionals

MNational Industry Standards for
Homeownership Education
and Counseling

Code of Ethics and Conduct

By signing below, | acknowledge receipt of the
National Industry Code of Ethics and Conduct for
Homeownership Professionsis and agree to adopt
and adhere to the guidelines as outlined.

Signature:

Print Name:

Company:

Address:

Telephone:

Email:

Web Address:

Date:

Each staff member providing homeownership services must
complste and sign the Code of Ethics and Conduct agreement.
{Photocopy this form as needed.)

Return completed forms to:
National Industry Standards
¢/o NeighborWorks® Amaerica
1325 G Street, NW., Suite 800
Washington, D.C. 20005

Or, fax to: 202-3768-7278, Attn. National Industry Standards.
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by
&

Uﬂif\f%ng the industry on the issue of education and counseling standards is the first step to
achieving that goal on a national level. An organization can make the commitment to incorporate
the National Industry Standards in their day-to-day business practices to help promote an accepted
level of performance for homeownership counseling and training nationwide.

Your organization can adopt the ds by ing these simpl PS:
£ Goonline to wwaw. ownershi; com. Download and read through the
Mati H tr § ideli and Code of Ethics and Conduct (sach

staff member should also read and complete the Code of Ethics and Conduct).

£ Select the Sign Up button from the homepage (the exscutive director or highest ranking
decision maker for your organization must complete the sign-up form),

€ Choose the Adopt Standards link.
&€ Read and check the asuthosization box that you are the decision-maker for your organization.

& Complete the Adoption Verification Page (be sure to include complete training and
certification information for each of your counseling staffl.

€ Submit copies of your staff's training and certification details to:
National Industry Standards
cfo NeighborWorks® America
1325 G Street, NW, Suite 800
Washington, 2.C. 20005

O, fax to 202-376-7278, Attn. National industry Standards.

Upon review and verification of vour ittal, you will receive notification of
your fon and your organization’s name will be listed as an adopter on
the fonal v & is Websh

if you have questions about the National industry Standards, call 886-472-8477.
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National Industry Standards for
Homeownership Education
and Counseling

Code of Ethics and Conduct

By signing below, | acknowledge receipt of the
National Industry Code of Ethics and Conduct for
Homeownership Professionals and agree to adopt
and adhere to the guidelines as outlined.

Signature:

Print Name:

Company:

Address:

Telephone:

Emaill

Web Address:

Date:

Each staff member providing homeownership services must
compiete and sign the Code of Ethics and Conduct agreement.
{Photocopy this form as needed.}

Return completed forms tor
National Industry Standards
cfo NeighborWorks® America
1325 G Street, NW., Suite 800
Washington, D.C. 20008

Or, fax to: 202-376-7276, Attn. National Industry Standards.



103




104




BOARD of DIRECTORS
Gonnia Montafia
Frasident

Caral E. Amott

Vics President

Clinton Tymes

Secratary

John M. Koharl

Treasurer

B0 Backerman

Tara Backer

Sheresa Brewington-Car
Mary Caraccioll

Jeftrey P, Courtney
Lawrence §. Drexer, Esq,
Ron Duttery

Bemice M. Edivards
Christing Favilla

Raina Harper

Bonnie T, Meszaros, Ph.O.
Robert W, Fierce

Fl'odiﬁ' M. Schittier

Sonla 8. Stoan

Ronnl K. Cohery
Exectitive Director

ADVISORY COUNCIL

Tony Allen, Ph.D.
David G. Hakerlan
Thve Hon, Thurmas R, Carper
Theresa A Hesson
The Hon. Margaret
Rose Henry
Richard Kenny.
Wibert *Bunny” Miller
Rager P. Pryor, Sr,
The Hon. Teresa Schoolsy
Halen Stewart
Peggy Strine
“The Hon. Staphanie Ulbrich

1 am Executive Director of the nonprofit 501{c} (3} Dek Financial Litcracy Institute, the
Eome of the Delaware Money School. The Money School is.a unique program providing free
financial education across the state. With 2 volunteer faculty of over 125 professionals; more than
600 classes and events ranging from basic budgeting, credit repair, business startup; and kome
ewnership weére offered to 2 diverse community of learners in 2007

n my position, I have followed what has been called “exotic 20d toxic” (Consumer Frderation of
Ametics) morgage diletnmas and mgedms that have been unfolding. T appreciate this

opportunity to shire my experénces and indations and thosé of my partnessin
Delawate.
Most of us grew up believing home ownership is the American Dream. 1€ this was not our belief,

friends ind family mccumged us, pushed us 16 dream of ownihg our.own homes-one day. We'd
hear, “Stop renting; you'te throwing your money sway! Buya house, be the king of your own
castle; play loud music if you want, pnmt your walls sy color you wish; it's m investment in yout
future and the fature of your family.™

For thany, that dream could b —and ly did by - % nightmare as buyers bought as
fast as builders could build and sub-pritne, pohtely ealled “non-traditional” products; took center
stage.

If's stranige that we have to study to get & driver’s license and 2 real estate license, und now even
to declare bankruptcy, but many people do little more than scan the inteenet, the maltiple listings,
ot dtive around to loak for.their first home.

No wondet the sub-prime market blossorned: for those whe never thaught it possible to own 2
horne, it was hazd to resist the allure of huge billboards, commercisls, and ads that boasted NO
MONEY DOWN! LET US PUT'YOU IN THE HOME OF YOUR DREAMS TODAY! In
our culture of instant gratification, many wete tepapted by these ad;usmble ate motipages and
dido’t think or didn’t know to worry gbout the ballodn paymi lifes down the road and
their ability — or inability - to pay.

With low oz zero dawn papments and lax documient and credit checks, many jumped at this
chance to become instant home owners, Often these first time homebuyers wete léd to believe
that owning would be cheaper than renting - sometitues true, sémetimes not — buyers did nat
alweays check the fine print or their capacity to psy mofigages and living expenses before jumping
‘on the inviting mortgage terms. Little thought was given to costs such as tages, trash removal,
maintenance, upkeep, utilities, the furnirute to. fill the dreamn house, and the inevitgble

emeigencies —what d like 2 monthly p thiey could just barely afford spitsled but of
contzal,
Often new homebuyers lack an und; g of the traditional and the sub-ptime tmarkets; they

‘do not have a grasp of the fundamental concepu to-deal with moneg. Zero or law down
paymeiit options provide dpportutities for more corsumers to get into the housing market, but

pose tisks duc to the higher monthly pay The complexity and variety of mortgage choices
The Hon. Jack A Markel rcque consumess to tike an acmre, mfozmed role when ing products. Without training ar
Fresicent 5 P ia} decisions can bea fusing, & "Wmdcvm

d 10ad to-m:

B
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As.volunteets for the Money Schoul, many housing agendies offer introductory classes ccvatmg the
basics of financial educamm, but the potential buyer must avail himself of the opportunity for
education and the connseling that comies with jt Some potential buyets decide it’s not worth the
$50-§200 fee for financial education and one-on-one counseling, It is difficult to accept that such 1
sinall émount in relation to the cost of thc biggest purchase in most people’s lives is enough te tum
away potential students because not only do these buyers forfeit the counseling, they lase somiething
equally vahuable: the opportunity to have 2 knowledgeable and unbiased pemson anewer their
questiotis 2nd help them review ptoducts and understand tic fine print zad lead them through the
complicated process of buying 2 home. They do not have s-counselor to éxplain that though they
wete pre-qualified Tor say, 2 $400,000 mortgage, they would not be able to maintain the payments on
2 home priced that high, z counselor who might say, wait-4-6 months and you will be able to qualify
for 4 more fraditional martgage and 3 hotne you can more realistically afford.

1t's ironie that laws mandate those declaring bankeuptcy contplete basic financial education but not all first
time home buyeré‘are fequired to participate in financial education.
Required financial education for all first time homebuyers, not just for those with special products, should
include:

¢ Budgeting —what it means to Jez within your means; the concept of spending less than you esm, 2

clear understanding of one’s finances, income and expenses,

®  Next goal sctting. Where do you want to bie 1-2-3-5 or 10 yeais down the road?

®  The concept of paying yourself first ~ learning to put money aside before yon. spend, money for
education, the futute, money for opportunities and money for emergencies such as.a leaking hot
water heatée.
The wise use of credit, building a positive credit history by repaiting poot ctedit and improving
credit scores, credit and debt management:
Banking Basics — shopping for the account that suits your siceds and your pocketbook.
Being a responsible renter — and how it affects home buying,
Rational decision making — looking at the costs and benefits of financial choices.
Loan products and predatory lending practices.
And, last but not least, learning to identify the people in the community who can help with
financial decisions.

. s 0 & @

Housing counselors in Delawate, many of them instructors in the Delawire Money School, teach these
basics, often called “Financial Fitness.” Most also 6ffer a seminar with the major players: a mortgige
broker, a resltor, an sttomey, a home inspector, and an insurance sgent...and the opportunity to ask
questions, to leam about PMI and peints and traditional and nontraditional mortgage products,

Targeted and personal financial educstion ifself often commes during the onc on one counseling. With
concerns. for the Privucy Act and buyers with varying levels of knowledge, education is often best provided
on an individual basis. With the majority of Delaware’s housing counselors cettified by Delawate
Federation of Housing Counselots, first time home buyers who put in the time and effort will learn what to
expect duting the process anid what guestions to ask, They will learn about prepayment peralties and what
to look for eh the pre-purchase HUD 1 repoirt; they will leam about PMI'and polnits. They will have
someone lelp them review and evaluate morigige documents. They will have someone to call with
questions.

These ave books on the tarket such as-Honre-biying for Diveesies and The Idior's Gadde to Buying a Firs Home.

‘Thete arc even intertiét sites such ds getdownpayment.com where 2 home buyer can learn the basics of
home ownesship ~ if he ar she is willitg to do the work.

3301 Green §t « Claymont, Delaware 19703 - 302.792.1200 - Fax: 302.782.1050 « www.dffi.org  info@dfi.org
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Whatever the means, potentidl homebuyers must Have = grasp of basic financial concepts and be able to
grasp. the meaning of tortgage tertns and understand the necessity to read and understand the mortgage
documents and requirements. . .and to ask questions when they do not undersmand.

Dilawate Bank Commissioner Robeit Glen and his Deputy Getry Kelly have worked tirelessly on
preventing foreclosutes and building awareness of predatory practices.

Fiom their expetiences and from those we have had with Delaware Money School students, we find that
homebuyers who have had basic finsncial education, counveling, and access to counselors are significantly
less likely to go inte foreclosure because they learn to make wiser mortgage choices.

The Delaware Money School, with funding from the Citi Foutdation, created s unique ongoing financial
¢ducation prograny called Frum Pursés o Porifofisg, targeting low to moderate income women and providing
women not only with financial knowledge but-also a cadre of professionals a phone call awey willingto
provide free arid knowledgeable financial counseling to prepare for home ownership.

Discover Bank has approsched the Money Schiool to develop 4 housing progeats for Kent County which
his the highest foreclosure rate in Delaware: Discover, Bank of America, and State Farm provide funding
for 4 financial education summit for high school juniors.

JEMorgan Chase has provided Runding for the Money Schioo! to teach asset building and financial cofcepts
to at risk youth.

Ote strategy devclopcd by PNC Bank, Interfaith Housing of Delaware, and NeighborWorks Home
Owne:shsp Center is worth mentioning heve: The PNC Homebuyers Club offets an 11 week sesies of
meetings with dinner and childcare provided. The seriés provides éducation on the hotite buying process,
financial management, credit repair, spenamg plans that include saving, and the opportunity to compare
lenders and mortgage products and services. The dutation of the Club helps buyers become acquainted
with counselors, and repait their credit, if necessary, so they can be directed roward more conventional type
mortgages. The counselor and homebuyee actually lookdng at spca&c mortgage products and what best
suits the buyexs’ needs; thete is ime t6 judge the merits of waiting to qualify for a mortgige with better
terms, terms the buyer is more likely able to meet.

Some housing programs include 2 post purchase class covering basic home mainteoance guidelines as well
a8 learning the perils of losing the equity in the home tirough misuse of home equity and second
morigages. Few new hoimebuyers ke the time to pursue post purchase education since. they now have
their homes. But it is critical that homeowners be aware of tips to avoid bleeding out the equity in their
homes through overuse and misuse of second mortgage and home equity loans, Counselors liment that
once the homebuyer fsin the hosie, there is litle interest in this post purchase education.

To combine what we know works in 2 cohesave strategy to protect homeownership; my colleagues and I
have the following basic recor

o Low to moderate intome first Sime hame dityers thold b roquired ts tomplete basic Jinancial education including
the pros and cons of different types of morigages and predatory lending as well us one on one
counseling with a certified counselor.

o Thepaperwork assoated with home purchase shoutd be simpiified and made more understandable for the
aversge homebuyer, more on the line of the HUD1 forny which shauld be available earlier in the
mottgage process.

®  Home byying counsélors must be eertified and required to maintain and update certificstion.

3301 Graeh St + Claymant, Delawara. 19703 + 302.792.1200 » Faw: 302.792.1050 » www.dfil.org « info@dfli.org
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®  Some type of incentive should be offéred for postspurchare eduzation, pechaps a tax exedit s we give:
for mortgage payments and home energy improvements. We must give homebuyets the tools to
hold on to theit homes, the Atnerican Dream,

1 would like to thank Senator Carper and the Senate Committee on Banking, Housing, and Utban Affairs
for this opportunity to share my thoughts.
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