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Program Name: Neighborhood Ownership Recovery Mortgage Assistance Loan Program (NORMAL)

NORMAL was a foreclosure-intervention loan program created by NHS of Chicago in 2000 to respond to a wave of foreclosures on properties with FHA-insured and other mortgage loans.
Federal Reserve District(s):
Chicago
Program Location:
Chicago, IL
Program Geography:
Local

Program Start Year:
2000
Program End Year: 
2003 (succeeded by new funding source and capital commitments as the NHS Chicago Neighborhood Lending Program)
Lessons Learned Highlight:

1. Predatory lending solutions must include financial intervention in addition to individual counseling and intervention/advocacy on behalf of the borrower with the lender/servicer. 

2. Replicability depends on lender willingness and nonprofit capacity.

Project Description:

In 1996, Neighborhood Housing Services of Chicago, Inc. (NHSC), a community development financial institution, developed a foreclosure-intervention program to respond to a wave of foreclosures on properties with FHA-insured and other mortgage loans.  Starting in 1998, NHSC began seeing a pattern of loans in which home equity was rapidly being depleted by refinancings that included fees in excess of 10 percent of the loan amount. The loans, located throughout Chicago but heavily focused in low/moderate income and minority neighborhoods, were typically originated by sub-prime lenders through mortgage brokers.  NHSC became concerned that a proliferation of such loans could undermine its 25 years’ work in developing affordable housing and preparing low- and moderate-income people for home ownership. Therefore, it developed NORMAL as a tool to maintain the viability of Chicago’s neighborhoods.

NORMAL’s purpose was to provide counseling, intervention, and access to more affordable loans to preserve home ownership.  NORMAL focused on owner-occupants of one- to four-unit residential buildings in Chicago who met one of three criteria:

· The borrower either purchased or refinanced a house in the prior 3 years with financing terms that appeared overpriced for the customer’s credit history
· The borrower had a history of mortgage transactions that involved such characteristics as “flipping” (repeated refinancings in a short time), equity-stripping, or excessive and unreasonable fees, or
· The borrower contracted for home improvements that were not completed or were substandard.

NHSC’s assistance consisted of three main elements:  analyzing owners’ loans, counseling owners, and negotiating with existing lenders.  One of the criteria for NORMAL loans was that the existing first mortgagee had to accept a reduced payoff.  NHSC’s negotiations with lenders resulted in reduced loan-payoff amounts by a range of $5,000 to $60,000.  NHSC staff members worked with the Legal Assistance Foundation and pro-bono attorneys to negotiate reduced payoff amounts; and with lenders/servicers to negotiate payment and loss mitigation plans for borrowers.  NHSC also worked with owners to obtain conventional refinance loans.  The NORMAL loan fund itself was the source for refinancing some of these borrowers.
At the inception of NORMAL, approximately 20 FTE’s of NHSC’s 120 staff members were engaged in some aspect of foreclosure intervention and NORMAL lending. NHSC staff spent up to 55 hours on some individual cases, working with owners and attorneys, negotiating with loan servicers and lenders, and providing post-NORMAL credit counseling.

The financial commitments from conventional lenders to be used as loan capital in NORMAL totaled $2.2 Million.  The NORMAL loan fund was the centerpiece of an NHSC home-ownership preservation initiative that included foreclosure-intervention counseling and strategies, financial education, pre-purchase and refinance counseling, and ongoing individual and group education about credit,.
Residents became aware of availability of NHSC assistance through a public-awareness campaign conducted by the city of Chicago, referrals from attorneys, and a network of block clubs, community organizations, and church groups.

Chicago-area lenders, the city of Chicago, and the Neighborhood Reinvestment Corp. funded the NORMAL program in June, 2000.  Sixteen financial institutions made commitments to participate in the form of $100,000 shares of the NORMAL loan pool; and the city of Chicago committed $1.2 million for operational expenses and a loan-loss reserve equal to 6 percent of loan originations.  The 16 financial institutions signed a participation agreement with NHSC, whereby each agreed to invest their pro-rata share in each NORMAL loan originated.  The NORMAL loan pool was capitalized at $2.2 Million. 

Each NORMAL loan was fully participated to the investing lenders on a pro-rata basis, through capital calls made at the time of loan origination.  NHSC originated and closed NORMAL loans through NHSC’s nonprofit residential-mortgage licensee, Neighborhood Lending Services, Inc. (NLS).  NHSC used lines of credit made available by lenders for NHSC’s various lending programs and then permanently funded each loan through the capital calls to NORMAL participants. The NORMAL loan committee, which met monthly, consisted of representatives of five financial institutions and the city’s Department of Housing.

NHSC conducted a credit and title investigation, appraisal, property inspection, and income verification, according to standard lending practice. In addition, it compiled a case study for the NORMAL loan committee that described the sequence of events resulting in the borrower’s situation.  LTV was flexible, but first lien position loans were originated at no more than 80% LTV of appraised value.  In some cases, subordinate financing was provided with CLTV up to 105%.  The maximum debt-to-income ratio was 45%, and the individual borrowers’ household income could not exceed 120% of area median income.
NHSC secured all loans with mortgage liens.  First mortgage loans were fixed-rate, 30-year term loans, with an interest rate of 50 basis points over Fannie Mae’s 60-day rate.  Subordinate loans were at the same fixed rate, but with 15-year terms.  NHSC charged the borrower a 1% loan origination fee or $500 (whichever was greater), and title and recording fees at closing.

Project Results:

From 1996 through the end of 2003, NHSC had counseled more than 4,500 homeowners, of whom about 40% were able to keep their homes with NHSC’s assistance.  Of these, approximately 35 percent obtained loan work-outs with their existing lenders or loans from either the NORMAL loan fund or an NHSC foreclosure-prevention pool that provided loans of up to $10,000, enabling owners to reinstate their mortgages.

The NORMAL loan fund was fully disbursed by the end of 2003 in loans to 34 homeowners.  The NORMAL fund guidelines were incorporated into the NHSC Neighborhood Lending Program (NLP) in 2003.  This new capital source includes $100 Million in commitments from 30 conventional lenders for a 3-year period, as well as $2.7 Million annually in capital from the City of Chicago.

In 2003, NHSC created the Home Ownership Preservation Initiative that brought new lender/servicer partners together to address the issues and problems of foreclosure, improvident lending, and mortgage abuse in Chicago neighborhoods.  The HOPI partnership includes many of the same participants from the NORMAL program.  The lessons of the NORMAL program informed the development of underwriting guidelines for Home Ownership Preservation, funded through the Neighborhood Lending Program.  Annually, NHSC now originates approximately $3 Million in foreclosure intervention and Home Ownership Preservation loans using the NLP capital pool. 
Lessons Learned: 

· Predatory lending solutions must include financial intervention. NHSC believes that the “solution” to predatory lending must be a three-part strategy involving consumer education, legislative or regulatory measures, and financial programs such as NORMAL.
· Repliciability depends on lender willingness and nonprofit capacity.  NHSC staff said that replicability of the NORMAL program depends on a lender or lenders willing to participate in a loan pool and a nonprofit organization that has the capacity to provide counseling and intervention services and can originate and package properly documented loans for later sale to a participating lender.
Program Lead:

Neighborhood Housing Services of Chicago, Inc. (NHSC)

Program Partners:

Financial institutions; City of Chicago; Legal Assistance Foundation, and other attorneys

Contact Name, Address, Phone Number and E-mail:

James Wheaton
jwheaton@nhschicago.org

1279 N. Milwaukee Ave.
(773) 329-4103
5th Floor
(773) 329-4120 - Fax

Chicago, IL  60622

Project Web Link:

www.nhschicago.org

Related Web Links:

www.responsiblelending.org

www.mbaa.org/resources/predlend

www.phil.frb.org/cca/capubs/tbriefs.html
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