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1.0 Introduction

Over the past couple of years a foreclosure crisis has been intensdrosg the United States.
According to RealtyTrac’s 2007 U.S. Foreclosure Market Report, a total of 2i@mill
foreclosure filings were reported on 1.3 million properties nationwide during 2007, up 75
percent from 2006. This crisis has had a significant impact in Sacramento Coumgy, whe
foreclosures increased by nearly sixfold in 2007, while default notices newmldyt With a
mission of revitalizing communities and providing affordable housing opportunities @itihe

and County of Sacramento, the Sacramento Housing and Redevelopment Agency (SHRA) is
concerned about the area’s high foreclosure rates that threaten the hebalthliy of families,
neighborhoods and the local economy.

This report summarizes and analyzes foreclosure trends and impacts wit@itythed County
of Sacramento and recommends local policy responses to support homeowners and
neighborhoods based on the analysis. It builds from the research that was conducted for
Foreclosures and the Subprime Mortgage Crisis: A Sacramento Perspaci8idRA in
December 2007. Section 2 details Sacramento’s foreclosure and high-cogj tesmiils.
Section 3 quantifies the direct and indirect costs of foreclosures in Sacramection 8 offers
policy strategies to help delinquent borrowers avoid foreclosure and minimizarthafs
effects of foreclosed properties based on the local context. Finally,i5&girovides
concluding remarks.

Most of the analysis in this report relies on data regarding notices of def@il)(Notices of
trustee sale (NOTS) and Real Estate Owned (REO) filings. While sat@salrces report
findings that double or triple count properties that are the subject of multiples fitmg analysis
in this report focuses instead on a non-duplicated count of properties in distress.

2.0 Foreclosure and High-Cost Lending Trends in Saamento
2.1 Who are the players?

There are several different actors playing key roles in today’s mortgagetmit is helpful to
know which institutions are most active in a community and to consider engagimgnthae
dialogue about how to stem foreclosures. For the purpose of this analysis, we naitewiegf

Lenders originate or fund loans. Often, lenders originate a loan and then selhtte loa
another institution or investor. This is especially true in the subprime marketdér)e
whether it holds onto the loan or sells it, may retain the rights to service the loan.
Servicers are the companies that process mortgages on behalf of the mortgarge hold
Frequently, the servicer will be the only party with whom the homeowner has any
contact® Servicers receive and record borrower payments, and are in the position to work
with borrowers in distress, consistent with pooling and servicing and any other

! Foreclosure filings include default notices, anrtsale notices and bank repossessions.
2 DataQuick Information Systems.
% For more information, see National Consumer Lawt€e www.nclc.org.
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agreements that may apply. Companies may service the loans they originatedea

and/or service the loans originated by other companies.

Trustees are companies, often national banks, which have contracts to represent the
interests of investors in pools of mortgage backed securities. Often, when loatts go |
foreclosure, the court filings will be in the name of the trustee. When propgoties

through the foreclosure process and revert back to the “owner” of the loan, the property
may be listed in the name of the trustee.

Sometimes, these labels are used interchangeably or differently. As suttdtathave certain
limitations in that companies sometimes appear to be mislabeled, and thiscatesp@ifforts to
understand who is doing what at the local level.

Top Servicers in the Countased on estimates from Notices of Default filed, the top six
servicers of delinquent mortgages in Sacramento in 2007 based on volume were:

Wells Fargo

Countrywide

Washington Mutual

Litton Loan Servicing

Chase

GMAC.

Top Holders of Foreclosed Properfyjne three companies with the most real-estate owned
(REO) properties in Sacramento in 2007 were:

Countrywide

Wells Fargo

GMAC.

2.2 Foreclosure statistics and trends

Filings are upFollowing regional and state trends, default and foreclosure activity soared in
Sacramento last year, as detailed in the table and figure below. Ndtiefaut (NODS),

which typically indicate that homeowners have missed several payments amdamger of
foreclosure, rose 159 percent in 2007 in Sacramento to 17,828, with a default rate of one filing
for every 28 households Sacramento foreclosures jumped 482 percent in 2007 to 7,472, with a
foreclosure rate of one filing for every 67 households. These trends can be sdda harad

Figure 1, below. Nationally, Sacramento was ranked as the fifth top metioyai@aclosure

rat€’ in 2007 by RealtyTrac.

“ The per-household calculation is based on 2008¢tmld estimates from the U.S. Census. This méansar

2007, the number of NODs for 2007 will be dividatbithe 2006 household estimate number (500,2923.Will inflate the final per-household
calculation since it does not take into accountgtteevth in total households from 2006 through 2@Wen though 2007 household numbers are
not yet available, the 2006 number was used toighecan opportunity to note the scope of the prohfe®acramento County.

® Based on all foreclosure-related filings, incluglitefault notices, auction sale notices and bapssessions.
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Table 1: NODs and REOs for Sacramento County, Region and State in 2006 and 2007

Filingand 2006 2007 NOD % Change| 2006 2007 % Change
Year NOD NOD Foreclosures Foreclosures Foreclosures
Sacramentg 6,884 17,828 159% 1,283 7,472 482%
Placer 1,498 2,723 82% 171 1,016 494%
Yolo 414 1,095 165% 41 387 844%
El Dorado 459 1,023 123% 54 375 594%
Yuba 289 851 195% 56 369 559%
Sutter 263 588 124% 49 247 404%
Amador 105 184 75% 12 59 392%
Nevadal 248 495 100% 20 124 520%
8-county| 10,160 24,787 144% 1,686 10,049 496%

region

Statewide 104,977 254,824 143% 12,672 84,375 566%

Sources: DataQuick Information Systems and Sacramento Bee

Figure 1: Foreclosures in Sacramento County, Region and State in 2006 and 2007
Explosive trend it Jara

Foreclosures in California jumped
sevenfold last year, while default
notices — which often lead to
foreclosures — more than doubled.

Huge increases were recorded in
the Sacramento area, too.
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Source: DataQuick Information Systems. Mitchell Brooks' mibrooks@saches com
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Recent loans are problematMore than 80 percent of the loans that went into default in 2007 in
Sacramento were originated between 2005 and 2006 when nontraditional and subprime loans
with relaxed underwriting guidelines were particularly common inf@alia. Of the owners

that were in default in 2007, an estimated 44 percent lost their homes through foréclosure

Recent construction provides a partial explanafidrere is concern that recent overbuilding in

the Sacramento region has helped to fuel the current foreclosure crisis.i®\0BREO data for

2007 suggests that the number of foreclosures on homes constructed in recent e @

the construction date approached 2005, as shown in Figure 2. But the vast majority of
foreclosures in the county—6,480 of the 7,472 REO filings in 2007—were on homes constructed
prior to 2000.

Figure 2: Recently Constructed Homes that Went into Foreclosurai2007, by Year Built

i

Owner Occupied v. Investor Owne®olicymakers may be quite interested to know whether
those most impacted by local foreclosures are owner occupant familgsitiviheir own

homes, or investors who have purchased additional homes to rent out. Generally, the former
group is thought of as more sympathetic and worthy of assistance. Investalsoathought to

be quicker to walk away from investment properties in which they do not reside. Imigortant
while investor owned properties may be quicker to go to foreclosure and may have few
resources available to them, these properties often directly impact thodelanusless —

tenants.

A quick review of REO data suggests that approximately 75 percent of homes thtiroegi
foreclosure were owner occupied, and 25 percent of these properties were invasthridve
percentage of investor-owned properties may be lower, as site addressewerkicot

¢ County Recorder data, accessed by New Century. Tithis estimate was calculated by dividing thenber of REOs by the number of NODs.
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recorded identically to mailing addresses for a particular borrower wweraet to be investor-
owned, though some of these addresses may have in fact been the same.

Figure 3: Owner Occupied v Investor Owned Properties

REO Properties in Sacramento County
2007: Owner Occupied v. Investor
Owned

B owner occupied

W investor owned

Latino households are impactatthile data on default notices by borrower ethnicity is lacking,
Latino ethnicity can be approximated by identifying borrowers with Spanish sesnddsing

this method, approximately 25 percent of delinquent borrowers in Sacramento in 2007 were
Latino.” This is slightly higher than the proportion of Latino residents in the county.

2.3 Impacted areas

City of Sacramento

Slightly more than one-third (35 percent) of all defaults in Sacramento Courgywitkin the
City of Sacramento in 2007. While defaults and foreclosures were spread herG#y of
Sacramento, they tended to be concentrated in lower-income and predominantly roemsis
tracts, as shown in the figures below.

Hot Spot Sacramento City Council Districts
District 1 (963 notices of default filed)
District 8 (826 notices of default filed)
District 2 (675 notices of default filed)

Hot Spot Sacramento City Zip Cod@s order from highest to lowest)
95823 (819 NODs)
95838 (493 NODs)

" County Recorder data, accessed by New Century, Titiich was tested against a list of 11,500 Shdaisguage surnames generated by the
U.S. Census. This methodology can approximate tingoer of Latino borrowers. However, it may inadeatly identify Filipino households as
Latino. Filipinos constitute about three perceithe population in Sacramento County.
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95835 (389 NODs)
95820 (374 NODs)
95822 (362 NODs)
95828 (344 NODs.

Figure 4: Distribution of Notices of Default Within County, 2007

Other Incorporated Cities
Incorporated cities other than the City of Sacramento accounted for more ofahksdgithin
the county, with 37 percent of all defaults within the county. The two cities witivedyahigh
default counts were:

Elk Grove (1537 default notices filed) and

Citrus Heights (621 default notices filed).

8 Each zip code listed accounts for more than thezeent of total filings for Sacramento County.
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Figure 5: Defaults and Foreclosures in the City of Sacramento in 2007 as
Distributed Across Median Income Levels by Census Tracts

2007 Dafachis
* A0 Foeciosres
Median Income
by Gensus Tract
B s
I 500001 10 340,00
I <0010 555,000
5,001 1o $70,000
570,000

; e DR SN
Propuarnd by the Gl Racesstiman] Cosigon S the Sacamaents Hesng and Redeyaipmind Sgency GIS Data Source: County Recorder and 2000 US Census
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Figure 6: Defaults and Foreclosures in the City of Sacramento in 2007 as Disuted
Across Racial Concentrations by Census Tracts
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Unincorporated County of Sacramento
Approximately 15 percent of all defaults in Sacramento County were in the unirategbor
County of Sacramento. The communities with the highest number of default notiees wer
North Highlands with 371 default notices filed; and
Antelope, with 329 notices filed.

10
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2.4 High-cost lending trends

Based on historic patterns of default, areas with large numbers of high-edsiriginations in
2005 and 2006 would be the most likely to have higher default and foreclosure rates in 2007.
This pattern holds true in Sacramento. The data for the City of Sacramento and unitexbrpora
County of Sacramento show that the distribution of high-cost loans originated in 200G#gsenti
mirrors the distribution of default and foreclosure activity in 2007. “High-cost Joauit

annual percentage rates (APRs) above those charged for prime rate loans, hage becom
synonymous with “subprime” loans.

Just under one third of borrowers in Sacramento County received high-cost loans in 2005
(32,856 high-cost loans out of 114,793 total loans made) and 2006 (24,256 high-cost loans out of
80,463 total loans made). The levels of high-cost lending were not uniform acrosse®&aram
County. Minority households, which comprise relatively low shares of the population in
Sacramento County, had considerably higher rates of high-cost loans than white lisusehol
Additionally, predominantly minority and low-income census tracts had much higbsrofa

high-cost loans than predominantly white and higher-income census tractslad detae table

below.

Borrower and Neighborhood % of loans that Disparity
Characteristics are high-cost Ratio
American Indian/ Alaska Native 32.8% 1.5
Asian 29.5% 1.3
Black or African American 48.4% 2.2
Native Hawaiian/ Other Pacific Islander 40.2% 1.8
Hispanic or Latino 45.6% 2.1
White, non-Hispanic 21.9% -
Census Tract Racial/ Ethnic Composition

>80% Minority 48.7% 2.5
<20% Minority 19.7% -
Census Tract Income

Low-Moderate (<79.99% Area Median) 40.5% 1.5
Middle-Upper (>80% Area Median) 26.2% -

The top four lenders that originated high-cost loans in 2006, which together accountedefor m
than a quarter of the market share in Sacramento County, were:
- WMC Mortgage Company (1,940 subprime loans made)
Long Beach Mortgage Company (1,746)
New Century Mortgage Corporation (1,707), and
Fremont Investment and Loan (1,102).

9 A “high-cost loan” is defined in this report agoan that was reported as a “rate spread” loanntheéeHome Mortgage Disclosure Act

(HMDA) reporting requirements. More specificaltifis includes first lien loans with annual perceeetaates (APRs) that exceed the rate on
Treasury securities of comparable maturity by threeent and second liens with APRs that exceetatieeon Treasury securities of comparable
maturity by five percent. Using the Federal Finahinstitutions Examination Council “Treasury Setias of Comparable Maturity under
Regulation C” Table, it is estimated that the agereomparable Treasury rate for 2006 was X pewrghthat high-cost loans in 2006 therefore
carried APRs of X percent or higher for first lilmans and X% or higher for second lien loans. \Be&we.ffiec.gov.

13



All of these companies are no longer originating home loans. New Century filedrfioruptcy
as too many of its loans went into default. A recent National Servicing N&ale agported that
New Century account executives allegedly instructed loan brokers to print up begsirsstor
loan applicants seeking stated income loans. Fremont Investment and Loan eetstsibjare
cease and desist order from the FDIC, and many of its loans were resamtigd
“presumptively unfair” by a Massachusetts state court. All this sugdpestehere are likely
many problematic loans sitting in Sacramento communities.

14



Figure 9: High-Cost Loans in the City of Sacramento Originated in 2006 as Disbuted
Across Median Income Levels by Census Tracts

15



Figure 10: High-Cost Loans in the City of Sacramento Originated in 2006 as Distrilied
Across Racial Concentrations by Census Tracts

16
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2.5 Property value trends

Consistent with State trends, Sacramento County experienced a housing marketrdiownt
2007. According to Multiple Listing Service (MLS) statistics from ther@aento Association

of REALTORS’, the median price for single-family home resales in January 2008 was
$255,000, down 28 percent from the median price 12 months prior, down 35 percent from the
median price peak at $392,750 in August 2005, and equal to the median price in November
2003. The zip codes with the most significant declines in median home price values over the
one-year period were 95626 (Elverta), 95815 (Sacto Arden, Arcade Creek), 95817 (East
Sacramento) and 95822 (South Land Park, Greenh&étwever, of these zip codes, 95822
was the only one experiencing relatively high default rates in 2007.

Another indicator of Sacramento’s declining housing market is the drop in the numhmeyeaf ¢
escrows. In January 2008, only 805 escrows from single-family home resaledoserk

which is down 17 percent from the number of closings 12 months prior and 61 percent from the
number of closings at the boom of 2,052 in August 2005. This data reflect resale actyvity onl

According to DataQuick Information Systems and Foreclosure.com (in th@n$ato Beg

there was a near-tie between the number of foreclosures and home sales n2R0&iar the
Sacramento region. While 1,815 homes were sold in Amador, El Dorado, Nevada, Placer,
Sacramento, Yolo and Yuba Countied,782 households in the same counties lost their homes
through foreclosure. The foreclosure volume in January 2008 translated to an av@&age of
families losing their homes through foreclosure for every business day egiba,rwhich is

nearly double the number of foreclosures from six months earlier.

2.6 Underlying causes of foreclosure

The high level of high-cost and risky lending in Sacramento during a hiskpst@ng housing
market from 2002 to 2006, in which prices rose to unsustainable levels, appears to be a large
contributor to the foreclosure crisis in Sacramento. The subprime loans odgma®o5 and

2006 were frequently combined with adjustable rates, artificially loas¥g’ rates, no or even
negative repayment of principal, no documentation of ability to repay, piggyback’laads

overly aggressive real estate appraisals. Based on the real eskatebhrmam, borrowers
anticipated high rates of return on their investments and the ability to refifmenceortgages
within a few years. However, as the housing market began to cool in 2006 and then decline in
2007, many borrowers found that their adjustable-rate mortgages (ARMs)eseting to

higher rates with unaffordable payments, they owed more than their homes wéreanothey
could not refinance their loans. This combination of factors certainly causedosmple to lose
their homes through foreclosure and may have helped to create a vicious cymledimstires.

The surge of foreclosures in Sacramento in 2007 forced home prices down, and in turn, the
declining market forced some people out of their homes.

Sacramento’s problems are expected to continue. The foreclosure surge tnémise of high-
cost, risky loans originated a few years ago. Although local and national repdits about the

10 Each zip code listed accounts for a decline iniamedome price of more than 39 percent over a @ae-geriod from January 2007-January
2008.

1 Figures for Sutter County were not available.

12 piggyback loans combine a primary mortgage wiseeond lien home equity loan, allowing borrowerfirtance more than 80 percent of the
home’s value without private mortgage insurance.

19



crisis have focused on borrowers with ARMs that will reset to higher raezsaafintroductory
period, creating so-called “payment shocks” and likely more foreclosures, thefhé resets

are predicted to occur in 2008 and 2009. See Figure 13, below, depicting when rate fesets wil
occur in ten of the County’s most active zip codes, and Figure 14, depicting that while&t per
of loans already saw interest rates reset, an additional 36 percent of loaesticaunties will

see interest rates reset in the next 2 y¥ars.

Figure 13: Number of Interest Rate Resets Coming and When, by Zip Code

Figure 14: Percent of Loans Facing Rate Resets in Sacramento County,
for Select Zip Codes

$&

# $ %

3 Based on loan performance data provided by therBéReserve Board. This data reflects a subsmitigrime loans in Sacramento County
that were securitized. Zip codes with too few loaese not included in this analysis.

20



3.0 Estimated Impacts

The direct and indirect costs related to foreclosure can be high for faamtlesommunities.

Figure 15 beloW estimates the economic impacts and potential ongoing social costs of the
7,472 foreclosures that occurred in Sacramento County in 2007. With the average cost per
borrower of a foreclosure due to lost equity and expenses equaling ‘$7ii8Gestimated that
homeowners in Sacramento County collectively lost nearly $54 million, in additionitto the
homes, credit ratings and dignity. Their neighbors, due to a 28 percent decline in median hom
prices over the course of the year, lost an estimated $7.4 billion in housing velliganwhile,
local government allegedly lost $40 million in administrative costs retatdte foreclosure
process.’ Due to lost revenues in the private and public sectors, the social impacts ofiadinger
foreclosure crisis could be devastating to Sacramento economically anty/soesallting in less
community services and infrastructure and more crime, blight and di$&ase Center for
Responsible Lending estimates that Sacramento County will lose $1,769,137,711 fitben
decrease in the County’s housing values and tax base as a result of subprimestdosures

in 2005 and 20067

One study suggests that foreclosures will reduce U.S. economic actidifysBybillion in 2008

due to declines in the real estate and construction industries, as well as copsmaieigs

These trends have multiplier effects, such as less job creation, additiona¢si@ciproperty

values, and lower local government tax revenues. Due to declining property valifem)i€#s
projected to lose $2.96 billion in property taxes and $39 million in transfer tax revenues in 2008.
An additional $994 million is expected to be lost in sales tax revenues due to weakening
consumer spending. In Sacramento, the projected economic loss from weakened consumer
spending and slowed employment growth in 2008 is $1.7 billion of nominal gross metropolitan
product (GMP)?°

14 This figure was adapted from Apgar, William & Dyddark, Collateral Damage: The Municipal Impact of Todalsrtgage Foreclosure
Boom 2005.

5 Moreno, AnneThe Cost-Effectiveness of Mortgage Foreclosure @rton Minneapolis Family Housing Fund, 1995.

'8 This estimate assumes there are 10 houses witkiblock of the foreclosed home.

¥ This estimate assumes there are vacant and uedgauaperty costs (for a total municipal cost of368). Apgar, William & Duda, Mark,
Collateral Damage: The Municipal Impact of Todaisrtgage Foreclosure Boarn2005.

18 According to an article on msnbc.com there hawmbiecreases in West Nile virus cases in areasanfbesclosures are high (November 11,
2007).

19 Center for Responsible Lending, “Subprime Spillowreclosures Cost Neighbors $202 Billion; 40.@ivh Homes Lose $5,000 on
Average,” CRL Issue Paper January 2008.

2 Global Insight,The Mortgage Crisis: Economic and Fiscal Implicatidor Metro AreasNovember 26, 2007.
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Figure 15: Social and Economic Impacts of 2007 Foreclosures in Sacramento Count
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4.0 Recommended Policy Responses

Local governments are playing an increasingly vital role in responding tedbsl levels of
foreclosures occurring in many communities. As foreclosures di@udyndirectly harm
families and communities, it is important for the city, county and SHRA to helptbgem
negative impacts from the rising tide of foreclosures across Sacramenty 6gsapporting
distressed borrowers before and during the foreclosure process and minimizipig-iié s
effects of foreclosed properties.

Recommended policy strategies include those that support homeowners and neighborhoods, and
can be divided into three categories: 1) helping borrowers in default; 2) redueingrm from
foreclosed properties and 3) preventing risky loans from being made in the future

4.1 Helping borrowers in default

This set of policies is intended to help borrowers who have missed mortgage [sagvogeht
foreclosure by connecting borrowers with available resources, facgitatin workouts with
servicers and offering alternative loan products to borrowers. Specifitelyinclude:

Increasing public awareness to seek help when in defaulyeneral, borrowers do not know
where to turn when they are unable to make their mortgage payments, and they cditld bene
from a range of social and financial services. Research shows that radiaolfythe

borrowers in foreclosure have not been in contact with their serdfdeuns nonprofit

counseling agencies have been successful in helping homeowners contact ticensservi
Helping homeowners to take action, seek counseling and make contact with theirsesvice
critical to any foreclosure prevention effort. Some cities have used theirsrtaygarner

media attention that encourages distressed borrowers to seek help. Actoulie include
statements issued by city officials, press releases, webndise informational brochures,

public service announcements, community events, loan document review clinics, town hall
meetings, paid advertisements, direct mailings to delinquent borrowers asbgta

outreach strategies. SHRA, in conjunction with the Sacramento Regional Partners
Homeownership, has already employed a number of these outreach straiegosgra

Costa County, the District Attorney’s office has been very successful imgltharrowers in
distress to local housing counseling agencies for assistance by seretieg t@ lall

homeowners who receive a Notice of Default and pointing out the resources that are
available. The City and County of San Francisco recently announced a sffaifar e

Investing in local counseling agencieGommunity-based nonprofit housing counseling
agencies play a critical role in preserving homeownership for familiescemhgnities, yet

often lack the capacity and funding to meet local demand. The availabilagestd-face
counseling services for difficult cases and underserved communities &l.cr@arrently,

there are four HUD-approved housing counseling agencies that provide foreclosure
intervention counseling in the greater Sacramento area via in-person and pkmms sda

2007, the agencies were stretched to capfcityd collectively served less than 2,000
delinquent borrowers, which is less than ten percent of households that received NODs. In

2L Apgar, William, Duda, Mark et alRreserving Homeownership: Community Developmenlidatipns of the New Mortgage Marke@004.
22 SHRA, Foreclosures and the Subprime Mortgage Crisis: ArSmento Perspectiy®ecember 2007.
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2008, special funding opportunities through the California Home Ownership Preservation
Initiative and the National Foreclosure Mitigation Program to expand foreelosur
intervention counseling services are expected to increase the finasoiataes, and thus
capacity, of the local counseling agencies. To supplement local counselingsehac

HOPE hotline is a national, 24 hour/7 days a week service that provides phone counseling
through HUD-approved housing counseling agencies.

Investing in legal servicesThe NeighborWorkd Centerestimates that between five and 15
percent of all default counseling cases involve legal issues that might beddgefine
predatory, such as fraud or deceptfomActual figures are likely higher. However, rarely do
these cases involve litigation, as the availability of nonprofit legal serg@edremely
limited in most communities. In Sacramento, Legal Services of Northdifor@ia (LSNC)
and Sacramento Senior Legal Services provide legal representation to a srball atim
homeowners in foreclosure and could benefit from additional resources and capacity,
especially since funding for real estate fraud investigations and prosecdnti®asramento
County has decreased while complaints have risen over the pa$t Additionally, local
County Counsel and City Attorney’s offices could bring cases to enforce exXating
housing, anti-predatory and consumer protection legislation. These efforts magdre/ay

in the county.

Creating regulations and supporting legislation that prevent foreclosure rescue stams.
rising foreclosure rates have spawned foreclosure intervention businesskesrtna

borrowers through foreclosure rescue scams. Homeowners are espeaiaigbiel given

that Notices of Default are public documents easily accessible by basl dé¢tese scams
normally involve “foreclosure consultants” who charge homeowners fees to avoid
foreclosure for work they could do on their own or offer homeowners lease- or buy-back
deals with high payments. Working with such consultants often leads to worse praislems f
the homeowner. Sacramento Detective Mark Freeman has seen a number of such cases
recently through the real estate fraud @nitNine states have enacted legislation aimed at
preventing foreclosure scams. These laws typically include provisions sooticasand
cancellation rights of contracts with foreclosure consultants; diselesditerms and
conditions; caps or prohibitions on compensation until all services are performeskiogsci

or prevention of property transfers to foreclosure consultants; and establisiroeminal

and civil penaltie$® The state legislature is currently considering a few bills that déal wi
the issue.

Mandating early borrower notification of available assistance from servicéng mortgage
servicing industry has a long history of collecting payments from delinquenoiners but
lacks standard procedures for communicating with borrowers about available help. The
longer a borrower waits to take action after missing a mortgage paymemipihelifficult it

is to cure a default. The State of California is already working on havingwers receive
information about their options earlier in the foreclosure process, and regulatesoght
voluntary agreements with servicers to notify borrowers with high-risk ARsIt rate

2 Gorey, Rochelle NawrockRreserving Homeownership: Analyzing Elements oflireaForeclosure Prevention Programday 2007.
24 Jewett, Christina, “Sacramento Realty Fraud URit'sds Decline; Complaints Rise” in the Sacram&wte March 4, 2008.
25 |lhi
Ibid.
% Collins, Michael State Policy Responses to Foreclos2@08.
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resets so they can prepare for the corresponding payment changes. Thegiitatieileeis
considering a few bills which would require additional notice to homeowners faxtergst

rate resets. The city and/or county could work with servicers to identify and conduct
outreach to borrowers facing interest rate resets, with data from theesgtwt information
presented on letterhead and in envelopes that appear to come from government agencies or
trusted local nonprofits.

Encouraging lenders to modify defaulted loanost servicers offer loan modifications on a
case-by-case basis fairly far into the foreclosure process, when it éed¢dorl some
borrowers to take advantage of such offers. Yet, for borrowers with ARMs withicagif
payment increases, loan modification might be the only reasonable option for thesrdto a
foreclosure. California Governor Arnold Schwarzenegger has pushed for sewiadopt a
more wholesale approach of modifying ARMs that meet certain criteriewAofcal
governments have called on lenders and servicers to be more accountable at lineeldoal
offering long term loan modifications. Additionally, loan servicers can be gedwith
financial incentives to modify loans through creative refinancing proposaiedfby local
government and/or particular financial institutions. One California bank e atitey to
develop such a product.

Convening community and industry leaders to develop and refine local strategies.
foreclosure intervention task forces comprised of representatives from theidinadustry,
nonprofit agencies and local government have helped to assemble the resoussssynare
implement appropriate strategies. In Sacramento, the Regional PartHera@ownership

have been playing such a role. The city and county can also consider using the Community
Reinvestment Act to encourage depository institutions to aggressively offeragood |

products to local residents by commenting to federal banking regulators kamkdrfay

municipal deposits to positive bank performafice.

Supporting specific bills that protect borrowers and/or encourage loan modifications by
servicers. In California, several bills have been introduced in the Senate and Asgsembly
address the foreclosure crisis. SB 1137 would improve notices for owners factgggeor
rate resets, require lenders to meet with homeowners facing foreclodureprave notices
to tenants in distressed properties. AB 69 would require monthly reporting by redidenti
mortgage lenders on the types of loans they originate and service, including the number
being modified or in foreclosuré.

Supporting mortgage refinance funds for borrowers in defaréfinancing programs can

help borrowers pay off problematic loans with new, affordable mortgages witnedsdes

terms. To be an effective strategy, refinance programs need to be strgottinegt can meet

local homeowners’ needs. While some states have announced refinance programsy not man
homeowners have benefited from the programs due to credit issues, decliningyvalpes

and tightening underwriting guidelines from lenders.

2 Dan Immergluck, “From the Subprime to the Exoizcessive Mortgage Market Risk and Foreclosuresjtrial of American Planning
Association, 2007, p. 14.
% SHRA, Preserving Communities: Focus on Foreclosyudzsuary 2008.
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4.2 Reducing harm from foreclosed properties

This set of policies is intended to limit the spillover effects from foredlpseperties by

enforcing codes on vacant properties and supporting funds for acquisition-rehatitiégtle
programs. These strategies are designed to mitigate the impactsdblaisied homes may have
on the community by becoming blighted, a public nuisance, or otherwise contributing &, unsaf
unhealthy, and unlawful activity. Additionally, these efforts can reduce tluehdelt by tenants
living in owner occupied properties, who often have their utilities shut off and ar tasleave
despite existing tenant protections. Specific strategies include:

Enforcing codes to mitigate the harm of vacant foreclosed hoBa$ the City and County

of Sacramento have adopted ordinances to prevent vacant properties from becoimied. blig
These ordinances set minimum standards for the exterior maintenance ofpvaparties

and allow for fines to be imposed on owners who neglect to maintain their properties.
Increased foreclosure activity has resulted in a greater number of Re@nproperties.

The city and county should be prepared to enforce the ordinances so that these doreclose
homes do not cause blight in the communities. In Buffalo, NY, a city prosecutor hghtbrou
lenders to court to hold them accountable for the maintenance of their vacant REO
properties. The City of Lawrence (Massachusetts) is seeking to requiezddo register
foreclosed properties with the City in order for the City to ensure the piexpare

maintained:’

Supporting fund for nonprofits to acquire, rehabilitate and resell foreclosed propeAgea.
result of the foreclosure crisis, many cities are exploring stratégieandle the volume of
vacant properties. Vacant properties can be costly for city governmentsite and
maintain. Some cities have been working to get these properties into the hands of nonprofit
housing developers to rehabilitate and resell properties to low- and moderate-sradm
minority, first-time homebuyers. Such strategies typically reqaiseng private investments
and accessing federal grants. The San Diego City-County Task Foggegddrcreate a
land bank where nonprofit organizations would buy empty houses in bulk from a lender and
reserve them for low-wage workers. The City of Brockton, MA is working withaaitable
foundation and a state agency to acquire bank owned properties and turn them into family
housing® Congress is currently considering a special CDBG allocation targetéubfar t
purposes. Additional best practices are available from the National \Rxcgdrties
Campaigrt

Educating tenants and banks about tenant rigiigny tenants do not know what their rights
are if their home is foreclosed upon. Many banks that take back properties through
foreclosure are either unaware of the rights of tenants, or choose to disregarajtitese

the hopes of reselling properties, preferably unoccupied. The City and County oh&aora
could conduct outreach to educate tenants and foreclosing banks about their respetsive rig
and responsibilities. The City of Boston has begun such efforts.

2 Janna Tetreault and Ann Verrilli, “Addressing fareclosure Crisis: State and Federal Initiatinelslassachusetts.” Citizens’ Housing and
Planning Association. March 2008, p. 16.

0d. at p. 17.

31 www.vacantproperties.org.

%21d. at p. 16.
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4.3 Preventing risky loans from being made in the future
This set of policies aims to reduce the number of loans that put families at risk@dd$ure
through regulation and consumer education. Specifically, they include:

Recommending or requiring consumer education and counselagroven in several
studies, housing counseling programs can help prevent foreclosures. Many mueipaliti
and public agencies, including SHRA in its mortgage assistance and developnstamessi
programs, promote or require pre-purchase homeownership education for their enortgag
assistance or affordable housing programs. AB1830 by AssemblymemberelieddLtild
require home loan counseling for certain borrowers on certain loans.

Supporting regulations on loan product§he Home Ownership and Equity Protection Act
(HOEPA) of 1994 includes provisions regarding refinance and equity loans with egh rat
and fees, such as requiring disclosures and banning certain product featuresdefale Fe
Reserve Board currently has an open comment period out on a proposal to enhance the
HOEPA regulations. California is one of 30 states to have passed a law to au@ri$hA H

Eliminating “bad actors”. When fraudulent activity occurs, it is important for legal action to
be pursued so that individuals or institutions will not be able to take advantage of others. Th
county district attorney or a city attorney could pursue legal action is ca$eaud or

deception. Recently, the cities of Cleveland and Baltimore filed lawsuitssatize lenders

with the most foreclosures for their municipal costs of the foreclosure. crisis

5.0 Conclusions

Ranked fifth nationally by foreclosure rate, Sacramento has been panitidedihit by the
current foreclosure crisis as its housing market progressed rapidly tradoggim and bust

cycle. In 2007, nearly 18,000 households defaulted, and more than 7,000 of them lost their
homes through foreclosure. It is estimated that the foreclosures that oco@€y ihave
already cost homeowners, neighbors and local government billions of dollars. hsisieg
market continues to decline and more ARM resets occur, it is anticipated thanitt®usore
families will enter into the foreclosure process over as long as the neyeaws. The ongoing
crisis threatens to create a number of negative social and economic imnp&zsramento’s
families and neighborhoods that could take years from which to recover.

The city, county and SHRA have an opportunity to play a key role in addressing Saoreament
foreclosure crisis by focusing on three types of policies — those that help erliavdefault,
those that reduce the harm from foreclosed properties and those that prevent mskiolna
being made in the future. Such policies can mitigate the harm of foreclosusesamgnto,

thus protecting the health and vitality of families, neighborhoods and the local economy
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