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Chairman Carey, Ranking Member Miller, and members of the committee, thank you for your time today. I’m here to talk about some steps we can take as a state, to help slow the foreclosure crisis which continues to hurt our state’s homeowners, our state’s tax base, our state’s communities and our economy.

The most recent Mortgage Bankers Association numbers available show that delinquency rates for mortgage loans on residential properties hit an all time high at the end of third quarter 2009. Of the 1.478 million mortgages serviced in Ohio, 15.3% were either in foreclosure or at least 30 days past due in their payments during the third quarter. The mortgage delinquency rate in Ohio rose steadily this year from 13% in the first quarter and 14.3% in the second quarter. The numbers show that almost 1 in 6 Ohio homeowners with mortgages were delinquent or already in foreclosure.

This picture for 2009 is on top of 15 years of record levels of foreclosures in Ohio.

We have a mess. We all know it. I’m here to offer strategies that will help clean it up. Members of the Senate have already come up with a few. Members of the House have come up with a few.  The ones I offer today combines some of those under consideration, that will help stop unnecessary foreclosures for some of the 100,000 Ohioans who could lose their homes in 2010.

We’ve heard again and again that the first priority is jobs creation; that if people had jobs, they wouldn’t be losing their homes to foreclosure at a rate of 250 each day across Ohio. We agree. But they shouldn’t be mutually exclusive priorities; after all, housing and unemployment are inextricably tied and until we get our housing crisis under control, our economy will not fully recover.

Foreclosures fuel declining property values; they increase the number of homeowners who owe more on their mortgages than their homes are worth, they lower property taxes to fund basic services; and they drain municipality coffers by increasing safety and maintenance costs on vacant and abandoned properties. Foreclosures are a lead weight on our economy, and that weight is becoming heavier – not lighter -- with each passing day. 

Federal response held promise early on, but has proved disappointing. The $75 billion HAMP program is still a fundamentally voluntary effort for lenders, with numerous technical loopholes that permit servicers to decline modifications to struggling but qualified homeowners. Of the more than 852,750 HAMP trial modifications nationwide, a mere 66,427 have converted to permanent modifications.  Looking at Ohio’s situation, of the 121,177 homeowners who were seriously delinquent or already in foreclosure, only 1,477 received a permanent modification by the end of 2009.  That is a mere 1.2%.

It’s become clear that we can’t rely on Washington to fix Ohio’s problem; we have to take the steps available to us as a state.  We should pick those strategies that have a proven track record of success. 

We’re more optimistic that this can happen now that the Senate has taken up the issue. Senator Jones’ SB 197 (HB 306 in the House), the mediation bill, is a good beginning. Because foreclosure is a lose-lose situation for the lender and the homeowner, it makes good sense to have parties working toward successful loan modifications with qualified legal counsel outside the courts in a mediation process. 

I’d like to discuss additional measures for SB 197 that would make Sen. Jones’ proposed legislation infinitely more effective.

First, it’s critically important to continue HUD-approved homeowner foreclosure prevention counseling. You’ll be hearing more about this from other witnesses, so I’ll be brief: Counseling works, and it’s the smartest investment our state can make to stem the tide of foreclosures. For about $300, we can significantly increase the possibility of the homeowner keeping their home while significantly lowering the lender’s risk of losing a stable funding stream. With so much at stake on both sides, I can’t imagine a better investment.

Counseling makes every other foreclosure relief strategy -- including mediation -- more effective. It prepares and supports the homeowner through the incredibly complex financial nightmare of foreclosure and helps keep all parties working toward the best possible outcome. 

The National Foreclosure Mitigation Counseling (NFMC) Program released results of a 300,000 household study in August 2009. Here are a few highlights from that report:

· Counseled homeowners were about 60 percent more likely to stop or avoid foreclosure than homeowners who did not receive counseling

· Counseled borrowers received more favorable loan modifications, reducing their monthly payments by $454 more than other homeowners.

· Among those moderately delinquent homeowners who received counseling, 18% avoided foreclosure.

But we have an upside down federal funding formula that is not helping: Currently, only $1 is allotted to local NFMC counseling programs for every $155 of HAMP funding to mortgage servicers. More disappointing, the NFMC program is being reduced from its original appropriations level of $180 million to $63 million in 2010. 

There is no single panacea for this crisis, but data show that foreclosure prevention counseling through HUD-approved agencies actually works to guide homeowners through the complex maize of the servicers bureaucracies and process and ultimately helps keep homeowners in their homes and paying on their mortgages.  Sometimes it results in mortgages modified through the HAMP program but more often the mortgages get modified through more informal agreements between servicers and counseling agencies. Counseling engages troubled homeowners where they are, not where some arcane formula says they should be. Counseling works, and Ohio must find a way to support it after federal funds run out in March. 

HB 3 includes a fee of $750 that is paid by the lender, with some exemptions, for each foreclosure filing. This is a relatively small per-transaction fee, but when returned to our devastated communities and to homeowners in need of counseling, it helps save the wealth in our state and can help stabilize our housing market.

I would suggest some changes to HB 3 so that the funds be administered by the Ohio Department of Development to be used in a focused manner for two purposes: to be returned to communities to help fund the important of work counselors and to help the redevelopment of vacant properties. 

The second measure we would suggest is the regulation of servicers, and again, HB 3 takes a sound approach. Much has changed in the lending industry over the last dozen years. Gone for the most part are banks that service their own loans at the local level. Instead, servicers are hired to act as intermediaries between lenders and homeowners, collecting mortgage payments or, when that becomes an obstacle, pressing for foreclosure. In Ohio, unlike many other states, the servicing industry has never been regulated. 

The provisions in HB 3 require that servicers provide a 60-day notice to the homeowner that details the availability of resources to avoid foreclosure. Notices must include an itemization of all past due amounts causing the loan to be in default and any other charges the borrower must pay in order to be current on loan payments, contact person for the lender, servicer or agent and contact information for HUD-approved counseling agencies. 

The servicer regulation portions of HB 3 cleared the House without controversy.  Regulating servicers will provide more protections for consumers and create incentives to the industry to help prevent unnecessary foreclosures. Once again, small cost, high value.

Finally, we must protect tenants who are bystanders in the foreclosure process and find that something is terribly wrong only when the sheriff or lender representative appears at the door with an eviction notice requiring them to vacate in three days. This scenario is played out daily in Ohio; roughly 30 percent of all foreclosures are on non-owner occupied residential properties. The cost to tenants – frequently those who can least afford it – approaches $2,500 per eviction in lost damage deposit, last month’s rent, and relocation costs. 

HB 9, as well as the Senator Dale Miller bill, SB 13, require the landlord to provide notice of the foreclosure process and sheriff sale to the tenant; allow tenancy to survive the foreclosure; and convert the existing agreement to a month-to-month tenancy, which provides a minimum of 30 days for the tenant to vacate the property post-sheriff sale. I would suggest that we include provisions in HB 9 similar to provisions included in Sub SB 13 as it went through the Civil Justice Committee.  Most importantly those provisions would be to mesh Ohio’s statute with recently passed federal tenant protection legislation and to include a simple notice to the tenants from the clerks of courts to make sure tenants are notified about an upcoming foreclosure on their home.
You’ll be hearing more about each of these measures today and in upcoming hearings. I urge you not to stop short of the mark, choosing a single measure and calling it a solution. We have to attack this foreclosure problem from multiple fronts with a comprehensive approach – mediation, counseling, servicing and tenant protection. When working together each measure, including mediation, is magnified in its effectiveness. Thank you for your thoughtful consideration.

