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Chicago NHS Starts Loan Pool to Refinance Predatory Loans
By Keith Rolland, Community Development Advisor, Community and Consumer Affairs Department,
Federal Reserve Bank of Philadelphia

A Chicago community develop-
ment financial institution

(CDFI) has started the pilot phase of
a program to refinance predatory
loans with an initial $2 million loan
pool created from investments by 16
Chicago-area banks.

The CDFI, the Neighborhood
Housing Services of Chicago, Inc.
(NHSC), started the Neighborhood
Ownership Recovery Mortgage As-
sistance Loan (NORMALsm) pro-
gram in June 2000 and has ap-
proved 10 loans in the program’s
first few months. NHSC staff initial-
ly analyze borrowers’ existing loans
and related closing documents and
provide counseling, intervention,
and negotiation with the lender.

When necessary, pro bono and Le-
gal Assistance Foundation attorneys
negotiate pay-off amounts with
lenders and NHSC originates a
NORMALsm loan to refinance the
negotiated loan settlement amount.

Jim Wheaton, NHSC’s associate
director, explained in an interview
that NHSC’s involvement in the
predatory lending issue originated
with the foreclosure-intervention
counseling it began in 1996. NHSC
developed a foreclosure-interven-
tion program partly as a result of
the Federal Reserve Bank of Chica-
go’s Mortgage Credit Access Part-
nership task force on FHA lending.
As a counseling agency certified by
the U.S. Department of Housing and

Urban Development, NHSC
worked with borrowers, mortgage
companies, and banks to develop
renegotiated payment plans on con-
ventional loans and with FHA lend-
ers to ensure that FHA’s loss mitiga-
tion measures were employed
wherever applicable.

As part of its foreclosure-inter-
vention activity, NHSC used a loan
pool funded by a city of Chicago
community development block
grant appropriation to provide
loans averaging $6000 that enabled
90 families to reinstate their mort-
gages. In addition to these loans,
more than 400 other home owners
avoided foreclosure through
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Philadelphia Fed's Minority Entrepreneurs
Conference Called a Success
By Marilyn Wimp, Media Consultant, Public Affairs Department,
Federal Reserve Bank of Philadelphia

Philadelphia’s minority entrepre-
neurs discovered how to find

debt or equity financing, assess ur-
ban markets, and plan for company
growth during a day-long confer-
ence sponsored by the Federal Re-
serve Bank of Philadelphia.

The Bank’s Community and
Consumer Affairs Department orga-
nized the September 27 event to ad-
dress issues related to minority
business owners. The conference
was designed to introduce entrepre-
neurs to the resources they need to
start or expand their businesses.

Keynote speaker Dick Vermeil,
chairman of Bridge Tech Partners,
outlined the leadership qualities es-
sential to entrepreneurs. His
speech, peppered with his own ex-
periences as a football coach, held
the nearly 100 audience members
captive.

The conference was divided
into four sessions: financing op-
tions, government incentives, tech-
nical assistance, and emerging mar-
kets initiatives. Throughout the con-
ference, entrepreneurs had an op-
portunity to exchange ideas and
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Message from the Community Affairs Officer

Late this year, the Federal Re-
serve Bank of Philadelphia host-

ed three meetings on predatory
lending. Our co-sponsors included
The Reinvestment Fund, the source
for a considerable amount of re-
search on the issue in Philadelphia,
and the Federal Reserve Bank of
Cleveland, whose District covers the
western part of Pennsylvania. We
planned each of these day-long
meetings to highlight how The Rein-
vestment Fund identified the extent
and scope of the problem.  We hope
that interested organizations in oth-
er communities can use similar tech-
niques to determine if the problem
exists in their neighborhoods.

But once the problem is identi-
fied, what are the solutions? While
10 federal regulatory agencies are
developing a policy statement that
will recommend long-term solu-
tions, what can be done for the con-
sumer already in trouble? In many
cases, legal counsel should be the
first step.  But what about alterna-
tive financing options? Can this debt
be refinanced at a lower interest
rate, or are these borrowers truly
high-risk and the current rate re-
flects that fact?  Are there indepen-
dent parties that can help a borrow-
er determine what is best?

Two organizations we highlight
in this issue of Cascade are trying to

do just that.  Neighborhood Hous-
ing Services (NHS) of Chicago, Inc.,
and the Association of Community
Organizations for Reform Now
(ACORN) are working with borrow-
ers and lenders to resolve the prob-
lem. NHS has a long history of help-
ing home owners to make choices
about needed home improvements
and then to finance the same with
an affordable loan. Over the years, it
has helped some 300 families avoid
foreclosure. Now it is trying to help
those people who have obtained
high-cost loans and are at risk of los-
ing their homes if they fall behind in
payments.  It is a labor-intensive, ex-
pensive effort.

ACORN has taken a different
tack—it is working with a subprime
lender, Ameriquest, to achieve a
better balance between a high-risk
borrower’s need for financing and a
lender’s need to price a loan based
on risk.  The details are included in
our story.

Whatever these organizations’
level of success, consumers must
still protect themselves.  Under-
standing financial terms and prod-
ucts is critical to any individual’s
long-term prospects for wealth, no
matter how small. As regulators, we
can do our best to outlaw certain de-
ceitful practices, but every consum-
er needs to understand the financial

services he or she is using. First-
time home owners and the parties
that help them achieve ownership
need to recognize that getting a
house is only the starting point, not
the finish line. Maintaining that as-
set and being financially stable re-
quire constant attention.

Out of the heartbreak of preda-
tory lending stories we hope will
come more efforts to support exist-
ing home owners, as well as new
ones.
 ...continued from page 1
Chicago NHS Starts Loan Pool to Refinance Predatory Loans
NHSC’s intervention and counsel-
ing.

Wheaton said that in the course
of its foreclosure counseling, NHSC
began to see an increasing number
of consumers who had highly irreg-
ular loans and who were at risk of
foreclosure. NHSC encountered a
variety of scenarios in these loans:
consumers with substantial equity
who never had the capacity to make
payments on their loans; loans refi-
nanced several times in a year; loan
origination and other fees in excess
of 10 percent of the loan amount;
and overstated income used to qual-
ify the borrower. Most of the loans

involved refinances of existing
mortgages and were originated
through mortgage brokers, Wheaton
said. About one-third were linked to
a purported home improvement.

The loans were concentrated in
minority neighborhoods and in
neighborhood areas that had under-
gone or were experiencing racial
and ethnic change. Particular targets
for these kinds of loans were senior
citizens who had paid off a mort-
gage or long-term home owners
who had a small mortgage balance
or substantial equity in the house.

One person counseled by NHSC
was CS, a 70-year-old widow who

had lived in her home in Chicago’s
Austin community for more than 25
years. She had a fixed income that
was supplemented with part-time
work as a school crossing guard.
From 1993 to 1998, CS obtained
three separate loans from subprime
lenders to make repairs to her
house. In 1998, she responded to a
mortgage broker’s solicitation stat-
ing that loans were available in
amounts up to 125 percent of the
appraised value of a house, and no
income verification was needed. A
loan in the amount of  $93,500 at
12.5 percent interest was originated,
increasing her monthly obligation to
2



$1124. The mortgage broker re-
ceived a fee of $8925, and the lender
received additional fees of $1500.
After a lawsuit was filed against the
lender and broker, the lender ac-
cepted $70,000 as payment in full
for the outstanding mortgage bal-
ance. CS became the first home
owner to receive a loan through the
NORMALsm program, with a new
fixed-rate loan at 8.5 percent and
monthly payments of approximately
$665.

Eligibility for the NORMALsm

program requires that the borrower
be the owner-occupant of a one- to
four-unit residence who has refi-
nanced or purchased a home in the
past three years. In addition, the
property must be in a low- to mod-
erate-income neighborhood of Chi-
cago, or the borrower must have a
gross annual household income of
less than 120 percent of area median
income. NHSC counselors also iden-
tify loans that involve fraud or have
predatory characteristics and con-
sider the borrowers eligible for the
program.

Other considerations in deter-
mining eligibility are that the bor-
rower’s equity prior to refinance
was in excess of 50 percent of prop-
erty value and the loan-to-value is
now greater than 90 percent; the
borrower is 62 years or older or has

owned the property for 20 years or
more; and the refinance included
home improvements that were not
completed, were overpriced, or
were completed in an unacceptable
manner.

The first 10 approved loans in
the NORMALsm program averaged
$68,000. The negotiated settlement
amounts that were refinanced repre-
sented reductions in amounts owed
ranging from $5000 to $30,000.

The city of Chicago has commit-
ted $1.2 million for the ongoing op-
eration of the program and for a
loan loss reserve. The loss reserve is
equal to 6 percent of loan origina-
tions and protects participating
lenders against losses on a NOR-
MALsm loan for two years after orig-
ination. The city of Chicago became
the first municipality in the country
to pass an anti-predatory lending
ordinance. Lending institutions and
their affiliates that engage in preda-
tory lending practices are barred
from receiving city deposits or en-
gaging in other business with the
city.

Twenty NHSC employees (out
of a total staff of 120) are engaged
full or part time in various aspects
of the NORMALsm program, includ-
ing counseling, negotiating with
lenders, loan origination, loss miti-
gation activities, and accounting.

NORMALsm loans will be serviced
by NHSC for up to two years, with a
goal of selling the loans to a partici-
pating lender during that time. The
purchaser would then service the
loans.

Wheaton said that the NOR-
MALsm program could be replicated
elsewhere. Key ingredients would
be a lender or lenders that would be
willing to participate in a loan pool
and an entity that can provide coun-
seling and intervention services and
has the capacity to originate new
loans in a timely manner.

In the short time that NOR-
MALsm has existed, Wheaton said,
NHSC has learned that it is impor-
tant to keep borrower eligibility cri-
teria flexible and balanced. Eligibili-
ty criteria should be reviewed regu-
larly to ensure that the program re-
mains responsive to the need, he
said. Any nonprofit that wants to
start a similar program must have
the capacity to originate and pack-
age properly documented loans in a
manner that would be acceptable for
sale to a participating lender at a lat-
er date.

For information, contact Jim
Wheaton, Associate Director, Neighbor-
hood Housing Services of Chicago, 747
N. May St., Chicago, IL  60622; 312-
491-5101; fax:  312-738-2491; e-mail:
jwheaton@nhschicago.org.
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discuss investment opportunities
with the experts and other entrepre-
neurs during the networking ses-
sions.

“Minority businesses are an im-
portant part of our community, and
we’re concerned about reports that
minority businesses are being de-
nied credit more often than nonmi-
nority owners,” said Dede Myers,
vice president of the Philadelphia
Fed’s Community Affairs Depart-
ment.

“Finding the best financial re-
sources for small businesses may
mean looking at options beyond tra-
ditional banks,” Myers said. This
conference recognized venture capi-

talists; federal,
state, and local
government pro-
grams; and many
other types of
community devel-
opment financial
institutions that
serve small busi-
nesses.

Financing op-
tions for entrepre-
neurs were pre-
sented by Alan
Wilson, director of
the Commerical
Lending Group,
The Reinvestment

Minority Entrepreneurs Conference Called a Success  ...continued from page 1

Jeff Kiesel, president, GE Small Business Solutions, talks to an at-
tendee at the Minority Entrepreneurs Conference, which was held
at the Federal Reserve Bank of Philadelphia on September 27.



Minority Entrepreneurs Conference Called a Success  ...continued from page 3

Fund; Angela Brown, program direc-
tor for Jobs and Income, LISC Minor-
ity Venture Capital; and Rick Gess-
ner, general partner of GS Capital
LP.

Speakers covering topics related
to business plans and technical assis-
tance with startups included Della
Clark, president of The Enterprise
Center; Marion Zajac, project officer
of the New Jersey Entrepreneurial
Training Institute; Don Addison, di-
vision chief, Mercer County Office of
Economic Opportunity and Affirma-
tive Action; and Marjorie Anderson,
director of the Minority Business De-
velopment Center.

Lynn Whiteside, chief executive
officer of Social Compact, presented
new research on the growing
strength of minority markets in sev-
eral major cities. A panel of speak-
ers, which included Ivan Smith, a
partner with Avalon Capital Part-
ners; Clarence Mosely Jr., vice presi-
dent of Chase Business Resource
Centers; and Jeff Kiesel, president of
GE Small Business Solutions, ex-

plained the technical assistance their
companies can provide to business-
es.

Outlining economic develop-
ment programs for the group were
Curtis Jones, executive director of
the Philadelphia Commercial Devel-
opment Corp, and Tom Tolan, dis-
trict director of the U.S. Small Busi-
ness Administration.

Today, nearly 23 million small
businesses play a significant role in
America’s economic growth; togeth-
er they employ more than half the
private-sector workforce and gener-
ate nearly half the sales revenues of
all U.S. firms. Although Philadel-
phia is viewed as having a solid en-
trepreneurial base, more support is
needed to expand that base — espe-
cially when it comes to minority en-
trepreneurs. In the Philadelphia re-
gion, African American businesses
account for about 5 percent of all
firms in our region and generate less
than 2 percent of gross receipts, ac-
cording to research by the Pennsyl-
vania Economy League.

“Our role is to work for change
in Philadelphia and in the Fed’s
Third District. We want minority
business owners to know the Fed is
here to help guide them when it
comes to identifying credit needs
and sources,” Myers said.

Community Affairs depart-
ments in Federal Reserve Banks
across the country are working to
promote grass roots economic de-
velopment by partnering with com-
munity groups. The Federal Reserve
Bank of Boston held a national con-
ference that brought together Afri-
can American ministries to explore
ways in which the church can help
its members gain more financial se-
curity through investments like
home ownership. The Philadelphia
Fed gave its support to this confer-
ence, which drew 400 participants
from across the country.

“We plan to continue to bring
people and resources together here
in Philadelphia as well as support-
ing efforts around the country.
We’re already exploring our options
for next year,” Myers said.
Public-Housing Residents Become Home Buyers

A federal program that enables
public-housing residents to be-

come home owners presents oppor-
tunities for banks and nonprofit or-
ganizations to work with county
and small-city public-housing au-
thorities (PHAs).

About half of the 57 PHAs in
eastern and central Pennsylvania are
participating in the Section 5(h)
Home Ownership Program. Togeth-
er, they have 742 units for sale, of
which 439 have already been sold.
The Delaware State Housing Au-
thority, which developed a forerun-
ner of the 5(h) program, plans to sell
15 units and has sold 13. The Atlan-
tic City Housing Authority has the
only 5(h) program in southern New
Jersey.

PHAs work with buyers for sev-
eral years or more to prepare them

for ownership and most PHAs pro-
vide silent “soft second” mortgages
to modernize the units and make
them more affordable to low-in-
come buyers. Buyers’ maximum in-
come is 80 percent or less of area
median income in the 5(h) program,
which has been operational since
1992.

PHA 5(h) plans, which must be
approved by the U.S. Department
of Housing and Urban Develop-
ment, vary widely. PHAs may sell
existing units, acquire and rehabili-
tate units on the open market, or
fund new construction. They may
sell units to tenants who live in
public housing or who receive Sec-
tion 8 vouchers or certificates or to
eligible residents in the broader
community.

Banks are one of the sources of

permanent mortgages to the buyers.
Nonprofit organizations provide
home-ownership counseling and
case-management services and
sometimes acquire units and sell
them to PHAs. The PHAs use pro-
ceeds from the sale of the units to
build housing that meets current
needs.

In one of the most active 5(h)
programs in the Third Federal Re-
serve District, the Luzerne County
Housing Authority (LCHA) has
sold 203 units since 1992. David
Fagula, executive director of LCHA,
said that the program has worked
well and that LCHA has provided
buyers with a five-year warranty
covering major systems. LCHA has
used proceeds from sale of the units
to build 159 housing units for older
people and low-income families and

By Keith Rolland, Community Development Advisor, Community and Consumer Affairs Department,
Federal Reserve Bank of Philadelphia
4



holds, including many single heads
of households. Of 50 units targeted
for sale, 35 have been sold. Gulotta
said that there had been no defaults
in the CCHRA program but that he
did not have information on delin-
quencies.

A distinctive characteristic of
CCHRA’s program is a three-year
lease with an option to purchase,
which enabled most of its buyers to
save part of their rent for down pay-
ments. Another feature is a home
maintenance program taught by
staff at the local vocational-technical
high school.

The Lehigh County Housing
Authority (LCHA) has sold 20 units

to rehabilitate about
45 houses.

Since buyers in the
5(h) program obtain
mortgages from a
wide range of differ-
ent lenders, informa-
tion is limited on de-
faults and delinquen-
cies in 5(h) programs
such as that of the
LCHA. However, a
spokesperson for
Manufacturers and
Traders Trust Compa-
ny (M&T Bank), which
acquired Franklin First
Savings Bank in
Wilkes-Barre, Pennsyl-
vania, said that Frank-
lin First had made 153
5(h) loans, of which
129 were outstanding. The past due
balance on the 129 loans is 11.8 per-
cent – higher than an overall past
due balance of about 7 percent in
Franklin First’s CRA portfolio,
which encompassed the 5(h) pro-
gram and 10 other products, he said.
Default data were unavailable from
M&T Bank, but the LCHA reported
that the foreclosure rate on its 203
5(h) units was 4 percent.

Chris Gulotta, executive direc-
tor of the Cumberland County
Housing and Redevelopment Au-
thorities (CCHRA), said that the 5(h)
program has worked extremely well
and has allowed CCHRA to make
loans to very low-income house-

in the 5(h) program and has had no
defaults or delinquencies. Features
of Lehigh County’s program include
a 100 percent guarantee of the first
mortgage as well as a three-year
warranty against systems failure.

John Seitz, executive director of
LCHA, said that the 5(h) program is
an attractive program for banks.
“Banks can get penetration in low-
income markets that they otherwise
might not reach,” he said. “Besides,
it’s a very protected situation. Buy-
ers usually have regular Section 8
payments, and the PHAs screen
carefully and follow up with buy-
ers.”

These houses are examples of the types of properties that public housing authorities rehabilitate for sale. The
Luzerne County Housing Authority fixed up the house at left, and the Cumberland County Housing and Re-
development Authorities rehabbed the house at right.
 ...continued on page 6

NJ State Government Funds Faith-Based Organizations
By El-Rhonda Williams Alston, Esq., Administrator, Office of Faith-Based Initiatives

A program in New Jersey offers
proof that communities of faith

and state and local governments can
work together to deliver quality ser-
vices to low- and moderate-income
families. Under Governor Christine
Todd Whitman’s faith-based com-
munity development initiative,
nearly $15 million in the form of
grants has been awarded to 100
faith-based community develop-
ment corporations (CDCs).

Throughout the Garden State,
these CDCs provide an array of ser-

vices from child care and job devel-
opment and training to adult/se-
nior citizen programs and health
care for the poor and working poor.
New Jersey is the only state that has
implemented and funded a faith-
based community development ini-
tiative.

A primary goal of this initiative
is to assist citizens making the tran-
sition from welfare to work. Many
of the grantees operate programs
geared to removing the barriers that
hamper former welfare recipients’

transition to work, and these pro-
grams have made an impact on the
success of these new employees.

As of August 1, 2000, grants are
funding programs and services that
assist low- to moderate-income fam-
ilies with the following:
• Job development and training
• After-school youth mentoring

and tutoring programs
• Transitional services to ex-of-

fenders (both juveniles and
adults)
5
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• Medical assistance to the work-
ing poor

• Support services for women
with AIDS and their children

• Drug counseling programs
• Services to support families

moving from welfare to work
• Adult day care and transporta-

tion
• Intergenerational programs
• Computer literacy
• Music appreciation

In addition to the above, the Of-
fice of Faith-Based Initiatives, under
the leadership of  Jane M. Kenny,
commissioner of the Department of
Community Affairs (DCA), will col-
laborate with the Department of
Human Services (DHS) to adminis-
ter a post-temporary assistance to
needy families (TANF) program.
This program will award federal
dollars to faith-based community
development corporations, houses
of worship, and community-based
organizations to engage in outreach
and referral services to the post-
TANF population to make them
aware that they may be entitled to
noncash benefits such as:
• Child care
• Transportation
• Food stamps
• Medicare
• Other services

Our partners — Public Service
Electric and Gas, The Chase Man-
hattan Bank, and the Center for
Non-Profit Corporations — have

 ...continued from page 5

helped the business and financial
communities embrace the gover-
nor’s faith-based community devel-
opment initiative. Furthermore,
their generous contribution helped
the Office of Faith-Based Initiatives
create the New Jersey Faith-Based
Training Institute, which provides
comprehensive community-devel-
opment training to all communities
of faith. It was designed to meet the
ever-increasing needs of communi-
ties of faith to respond to the rapid-
ly changing needs of the communi-
ties in which their houses of wor-
ship are located and to the changes
brought under welfare reform.  The
New Jersey Faith-Based Training In-
stitute began operations on March 8,
2000.
Funding

Houses of worship cannot re-
ceive state funding directly, but
community development corpora-
tions that are sponsored by faith-
based organizations and have
501(c)3 tax-exempt status are eligi-
ble to receive state funds. But hous-
es of worship are eligible for train-
ing from the New Jersey Faith-
Based Training Institute. Funding is
multi-year and based on perfor-
mance and availability of funds.

Houses of worship, however,
may compete equally with commu-
nity development corporations for
selected types of federal funding.
The DHS/DCA collaboration,
which is based on federal law, has

awarded funds to at least one house
of worship to do outreach and re-
ferrals for post-TANF families.
Advisory Groups

In addition to the Department
of Community Affairs’ Office of
Faith-Based Initiatives, the New Jer-
sey Department of Human Services
has a faith-based task force that ad-
vises its commissioner, Michele
Guhl, on policy matters that affect
New Jersey’s communities of faith.
The New Jersey Department of La-
bor has also created a new Office of
Interfaith and Community Partner-
ship under its commissioner’s di-
rective.
Legislation

The New Jersey legislature is
currently considering a bill that
would institutionalize the faith-
based initiative. The bill proposes
that New Jersey allocate $10 million
annually to support the faith-based
community development initiative.
Applicants/Grantees

Over the past three years, more
than 300 groups have applied for
funding under the faith-based ini-
tiative. More than 100 have been
awarded grants for programs and
services.  Grant recipients come
from different regions (urban, rural,
northern, southern) and represent
many different religious faiths and
ethnic groups.

For more information, contact the
Office of Faith-Based Initiatives at 609-
984-6952 or e-mail your questions to
faithbased@dca.state.nj.us.
National City Community Development Corporation Creates
Affordable-Housing Partnership in Pennsylvania
By Jim Gutowski, Vice President, National City Bank of Pennsylvania

Since 1982, National City Com-
munity Development Corpora-

tion of Pennsylvania (NCCDC) has
been involved in developing afford-
able housing that, in turn, has con-
tributed to the renaissance of neigh-
borhoods. However, the need for
more affordable housing in the 22
counties of western Pennsylvania
that comprise NCCDC’s market
area far exceeds what NCCDC and
other lenders, working individually,

can meet. So, in 1997, NCCDC de-
veloped a model of an equity part-
nership for housing rehab/new
construction projects designed for
low- and moderate-income resi-
dents. Projects are under way in
Pennsylvania in Beaver County,
Mercer County, and, most recently,
Lawrence County. This article fo-
cuses on the structure of the part-
nership, using the Lawrence Coun-
ty project as an example, and iden-

tifies the multiple funding sources.
Needs Assessment

NCCDC begins the process in
any community by assessing local
need. Through meetings with local
government officials and communi-
ty and housing groups, information
is gathered to determine current
housing conditions and residents’
needs and expectations. Next,
NCCDC looks for a local organiza-
tion that has both a commitment to ...continued on page 8
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Subprime Lender Adopts Best Practices in Agreement with ACORN

In the midst of national debate
about predatory lending,

Ameriquest Mortgage Company, a
leading subprime lender, and the
Association of Community Organi-
zations for Reform Now (ACORN)
are beginning to implement an
agreement in which Ameriquest will
make loans totaling up to $360 mil-
lion and follow “best practices” and
ACORN Housing Corporation
(AHC) will provide low-income res-
idents with financial education and
counseling.

The agreement, which followed
ACORN’s demonstrations against
Ameriquest and months of negotia-
tions, applies to targeted zip codes
in 10 cities, including Philadelphia,
from 2000 to 2003. Ameriquest
agreed to provide loans to AHC-
counseled borrowers with an inter-
est rate 50 basis points below mar-
ket, to avoid prepayment penalties,
and to limit points to 3 percent.

Ameriquest’s best practices in-
clude a one-week rescission period
instead of the required three days,
full and timely disclosure of loan
terms in simple English, and report-
ing of borrowers’ repayment histo-
ries to credit bureaus.

Ameriquest also agreed to con-
tinue to avoid some of the most con-
tentious subprime industry practic-
es, such as single-premium credit
life insurance, balloon payments,
negative amortization loans, and
“flipping” – frequent refinancings
that result in new fees and deplete
owners’ equity. Adam Bass, senior
executive vice president and general
counsel of Ameriquest, explained
that the company did not engage in
these practices prior to the agree-
ment and had a policy of refusing to
refinance a loan for its own borrow-
ers within a two-year period.

Ameriquest will provide simpli-
fied early disclosure and contact in-
formation on housing counseling
agencies certified by the U.S. De-
partment of Housing and Urban De-
velopment, he said. At closing, the
borrower will receive a one-page
summary of the salient loan terms.

Bruce Dorpalen, director of
housing counseling for AHC, said
in an interview that AHC counse-
lors are working “to match products
with what people’s needs are.”
AHC will try to be “an honest bro-
ker” that explains an array of prod-
ucts from different companies, he
explained. “AHC is committed to
tracking the payment performance
of all such products and to assisting
delinquent borrowers to become
current with their loans.”

Dorpalen, who supervises 64
AHC counselors around the coun-
try, said that AHC’s experience is
that inner-city subprime borrowers
often are taking inappropriate and
very expensive loan products. Typi-
cally, many such borrowers have
substantial equity in their houses
and need to borrow, for example,
only $5,000 to put in a new furnace
or repair a car, Dorpalen said. How-
ever, what often happens is the
subprime lender gives the borrower
a cash-out refinance of his or her ex-
isting mortgage and an expensive
new adjustable rate mortgage with
high fees, he explained. A common
practice, he added, is a 3/27 loan in
which the first three years are at a
lower fixed rate and the subsequent
27 years are at a
higher adjustable
rate.

Bass said
that Ameriquest
“was trying to
address the larg-
er question of
bait-and-switch”
through the sev-
en-day rescission
period and the
simplified disclo-
sures. All lenders
are required by
federal law to
send borrowers a
good faith esti-
mate within 72
hours of accept-
ing the applica-
tion. However,
after this time,

lenders often receive credit and in-
come documentation, as well as ap-
praisals, lien verifications, and pre-
liminary title reports, that may give
a different picture and risk profile
of a borrower, Bass said.

The situation is more complicat-
ed in the subprime market, Bass ex-
plained.  Whereas loan applicants in
the A market are either approved or
denied, applicants in the B/C mar-
ket often are offered any of a wide
range of products in which price
and terms are related to risk.

“We want our borrowers to un-
derstand their loans, and we decid-
ed to give them more time to con-
tact loan counselors, other lenders,
or advisors and to provide simpli-
fied loan documents as a remedy to
the perceived problem,” Bass said.

Bass noted that he thinks that
subprime lenders legitimately pro-
vide access to credit in traditionally
underserved markets and that the
instances of abuse in the subprime
market were relatively few. He add-
ed that other subprime lenders who
have called Ameriquest about the
agreement are particularly interest-
ed in the seven-day rescission, sim-
ple English disclosures, and refer-
rals to housing counseling agencies.

By Keith Rolland, Community Development Advisor, Community and Consumer Affairs Department,
Federal Reserve Bank of Philadelphia

Officials of Ameriquest Mortgage Company and the Association of
Community Organizations for Reform Now (ACORN) celebrate a
joint lending agreement in July in Washington, D.C. Shown from
left to right are Kirk Langs, president, Ameriquest Mortgage Compa-
ny; Maude Hurd, national president, ACORN; and Wade Hender-
son, executive director, Leadership Conference on Civil Rights.
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als, and borrowers to do highly tar- gage Education Consortium. The www.acorn.org.
meeting these housing needs and
the ability to coordinate a housing
project. This organization then be-
comes the general partner in the
partnership, and NCCDC serves as
limited partner. In the case of
Lawrence County, the Lawrence
County Family Center was identi-
fied as having the commitment and
capacity to address housing condi-
tions in its county.

Once the local agency is identi-
fied, meetings are held with city and
county officials on the subjects of
funding sources, home-owner coun-
seling, job training, and determina-
tion of potential target areas for the
project.  When these participants are
deciding on which geographic area
is best suited for a renaissance
project, they consider a number of
factors: presence of infrastructure;

National City Community Development Corporation Creates
Affordable-Housing Partnership in Pennsylvania

presence in the neighborhood of an-
chor institutions such as churches,
schools, hospitals, and stores; and
the willingness of government offi-
cials to seek community develop-
ment block grant (CDBG) funds to
build or repair infrastructure, and
HOME funds, both of which come
from the U.S. Department of Hous-
ing and Urban Development.

While different geographic ar-
eas are being considered, NCCDC
representatives schedule meetings
with local residents, most of whom
are renters interested in owning
homes. At these meetings, represen-
tatives from local banks discuss the
various mortgage products, rates,
the application process, and the
credit standards required to secure
financing. From the meetings,
NCCDC determines into which ar-

eas of the community current resi-
dents would or would not relocate
as well as the extent of formal cred-
it-counseling and home-ownership
classes needed to facilitate qualify-
ing the residents for mortgages.

Another important step is to
meet with banks that have a pres-
ence in the community to determine
their interest in taking part in the
project as limited partners that pool
their funds.  The banks provide the
funds on a flat-fee basis rather than
on a daily-interest basis, which pro-
vides the general partner with a
fixed cost from which to negotiate
contracts and keeps the accounting
process as simple as possible.
Partnership

Once a partnership agreement
is set up, the project can move for-
ward.  The general partner runs the

 ...continued from page 6
Subprime Lender Adopts Best Practices in Agreement with ACORN

Some B/C borrowers could
qualify for A products. “Subprime
lenders who have loan applicants
with good credit do not refer them
to the A market but charge them
high fees as if they belong in the
B/C market,” Dorpalen comment-
ed. Some B/C borrowers have expe-
rienced a single negative event, such
as a divorce, loss of a job, or a rela-
tive’s unpaid loan, possibly result-
ing in a judgment, and many find it
difficult to move up to the A mar-
ket.

ACORN’s goal is to standardize
the subprime market, Dorpalen
said. He explained that the average
life of subprime loans is less than
two years because of loan flipping
and that typical pre-payment penal-
ties make these loans very expen-
sive. He said that ACORN wants
such loans to be stabilized into long-
er term products and that it is very
important for low- and moderate-in-
come buyers to have 30-year fixed-
interest mortgages so they can af-
ford payments over the long term.

Subprime lenders have great
technological capacity, using data
on outstanding mortgages, apprais-

geted marketing to inner-city resi-
dents, Dorpalen pointed out. This
capacity is coupled with sales peo-
ple who work in a very personal,
purportedly helpful manner with
elderly and other isolated borrow-
ers, he said. The result is that bor-
rowers trust loan sales people who
are not looking out for their finan-
cial interests, he added. ACORN
plans to do mailings, hold credit
fairs, and work with housing con-
tractors to educate low-income resi-
dents.

Dorpalen said, “Predatory lend-
ing threatens the ability of African-
Americans and Hispanics to contin-
ue to be home owners and jeopar-
dizes the security of the elderly.” A
recent ACORN report said that in
1999 subprime lenders made 45.1
percent of all conventional refinance
loans made to African-Americans,
compared to 19.5 percent of those
made to Latinos and 12.1 percent to
whites.  (The data exclude loans for
manufactured housing.)

The best practices code of con-
duct was developed in meetings
among officials of Ameriquest,
ACORN, and the Consumer Mort-

consortium – which is composed of
the Leadership Conference on Civil
Rights, the National Association of
Neighborhoods, and the National
Fair Housing Alliance – is providing
ongoing information on the B/C
credit market.

Ameriquest’s primary product
is a first mortgage loan for purchase
or refinance of a one- to four-family
residence. It is one of the nation’s
largest lenders for this type of prod-
uct.  Ameriquest has made approxi-
mately $380 million of such loans
during the past three years in Phila-
delphia and in Bucks, Chester, Dela-
ware, and Montgomery counties,
Bass said.

For further information, contact
Adam Bass, Senior Executive Vice
President and General Counsel, Ame-
riquest Mortgage Company, 1100
Town and Country Road, Suite 1100,
Orange, CA  92868; e-mail:
abass@ameriquest.net; web site:
www.ameriquest.net; or Bruce Dor-
palen, Executive Director, ACORN
Housing Corporation, 846 North Broad
Street, Philadelphia, PA  19130, 215-
765-0048; fax: 215-765-1299; e-mail:
ahclcdirect@acorn.org; web site:

 ...continued from page 7
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project locally, which involves locat-
ing real estate; negotiating contracts
for purchase, rehabilitation, and/or
new construction of housing units;
and, ultimately, selling the homes to
qualified buyers. The general part-
ner also applies for and receives
funds to bring the actual cost of the
project down to an affordable level
for the home buyers. The limited
partners provide equity for the gen-
eral partner to buy land and build
houses and/or to buy properties
and renovate them. The partnership
takes ownership of each property
during construction or rehabilitation
and transfers the home to the pur-
chaser at time of sale. If a property
does not sell immediately, interest-
carrying costs do not increase be-
cause the funds were provided on a
flat-fee basis.
Specific Projects

In the Lawrence County Family
Center project, the partners have
committed themselves to develop-
ing 41 affordable-housing units over
the next three years, with a mix of
16 new-construction units and 25 re-
habilitated units. The first units to
be completed will be eight new-con-
struction units in the city of New
Castle. To date, in addition to the
$2.4 million committed as equity by
the six limited-partner banks, the
project has secured CDBG and
HOME funds for housing construc-
tion/rehabilitation costs as well as
funds from the Federal Home Loan
Bank’s Affordable Housing Program
(AHP) and Home Buyer Equity

Fund (HBEF) program, which
help finance home buyers’ costs.
The partnership is awaiting final
determination from the Pennsyl-
vania Department of Community
and Economic Development
(DCED) on a request for a  Com-
munity Housing Development
Organization (CHDO) operating
grant.

Two partnerships preceded
the one in Lawrence County. In
Beaver County, seven banks com-
mitted $2.5 million as equity to
create 100 affordable units over
three years. In Mercer County,
three banks committed $1.08 mil-
lion as equity to create 25 afford-
able units, also over a three-year
period. For these two partner-
ships, federal and county govern-
ments committed CDBG, HOME,
and Act 137 (County Housing Trust)
funds, as well as AHP and HBEF
funds to ensure that the properties
would remain affordable.

By the end of this year, NCCDC
will be working on project rollouts
in Crawford and Erie counties. The
model is replicable because the role
of general partner can be filled by
any local housing or redevelopment
authority, social-service agency, or
for-profit developer willing and able
to take on the additional work. Gen-
erally, banks are favorably disposed
to these partnerships because the
banks can gain credit for all three
tests on a Community Reinvestment
Act (CRA) examination.  They can
infuse equity up front for rehab/re-

construction for investment test
credit, offer discounted mortgages
for lending test credit, and/or sit on
the partnership committee for ser-
vice test credit.  Federal and state
agencies, like HUD and DCED, have
shown support by releasing funds
for each project to date.  In this time
of acute need for affordable-housing,
NCCDC feels that it has developed a
unique process for delivering afford-
able housing while promoting the
continued viability of existing com-
munities.

If you would like to discuss this
concept in greater detail, contact Jim
Gutowski at (412) 644-7638 or via e-
mail at James.Gutowski@National-
City.com.

The house pictured is the first of five houses to be
built on a street in Wheatland, Pennsylvania, as
part of the Mercer County Housing Starts Part-
nership.  Hosanna Industries is the contractor.
Sale prices are $62,500 to $63,500.  Mortgage
amounts range from $38,000 to $44,000, depend-
ing on buyer’s income; subsidy money is $18,000
to $24,000.  Photo courtesy of National City
Bank of Pennsylvania.
Bank Makes Equity Equivalent Investment in CDFI
By Donald W. James, Community Development Advisor, Community and Consumer Affairs Department,
Federal Reserve Bank of Philadelphia

First Commonwealth Bank has
made an equity equivalent in-

vestment (EQ2) in The Progress
Fund, a community development fi-
nancial institution (CDFI) headquar-
tered in Hollidaysburg, Pennsylva-
nia. Under the agreement, First
Commonwealth will invest up to
$500,000 in The Progress Fund for
the next 15 years.  The entire
$500,000 investment will be used to
make small-business loans, support-
ing The Progress Fund’s goal of ex-

panding the number of living-wage
jobs in the region.

First Commonwealth Bank,
based in Indiana, Pennsylvania, op-
erates through nine division banks
covering 17 counties in western and
central Pennsylvania and is an affil-
iate of First Commonwealth Finan-
cial Corporation, a $4.3 billion fi-
nancial services holding company
also headquartered in Indiana,
Pennsylvania.

The Progress Fund, a federally

certified CDFI since July 9, 1998,
serves small businesses in nine
counties of southwestern and south-
central Pennsylvania. Its lending fo-
cuses on businesses involved in the
tourism industry, such as bed and
breakfasts, campgrounds, recre-
ational sites, visitor attractions, spe-
cialty grocery stores,  and other
tourism-related operations, or to
projects that involve the rehabilita-
tion of historic properties.

 ...continued on page 10
9



Equity Equivalent Investments
The equity equivalent invest-

ment, a relatively new financial in-
strument, is designed specifically to
function like equity for nonprofit
CDFIs. Traditionally, nonprofit
CDFIs raised the equity capital
needed to support their lending and
investment activities only through
capital grants or, in some instances,
from retained earnings. In 1995, Na-
tional Community Capital Associa-
tion (NCCA), a well-known CDFI in
Philadelphia, Pennsylvania, started
the Bank Equity Project to create a
new financial instrument that would
function like equity for nonprofit
CDFIs.  NCCA introduced the first
EQ2 when it closed a $1 million in-
vestment from Citibank in February
1997.  (See “EQ2 Essential At-
tributes.”) Like permanent capital,
the EQ2 enhances a CDFI’s lending
flexibility and increases debt capaci-
ty by protecting senior lenders from
losses.  Unlike permanent capital,
the investment must eventually be
repaid and requires interest pay-
ments during its term. Also, it must
have a rolling term and an indeter-
minate maturity. If the asset’s matu-
rity date is fixed, the investment
would be debt rather than equity.
In the case of First Commonwealth
Bank and The Progress Fund, at the
end of each of the first five years,

the bank is obligated to extend the
investment’s maturity date for an
additional year unless The Progress
Fund defaults. After the first five
years, the bank determines whether
it wants to extend the investment’s
maturity annually for another five
years or another 10 years.
Treatment Under CRA

The investing bank can choose
how its investment is treated under
CRA.  The entire amount of the in-
vestment in the CDFI could be con-
sidered a qualified investment un-
der the investment test. Or if the in-
vesting bank chooses consideration
under the lending test, the investing
bank is entitled to claim a pro rata
share of the community develop-
ment loans made by the CDFI, pro-
vided the loans benefit the bank’s
assessment area or a broader state-
wide or regional area that includes
the assessment area. The bank’s pro
rata share of loans originated is
equal to the percentage of equity
capital provided by the bank.  If the
bank opts for lending test consider-
ation, some of its investment may
still receive investment test credit,
but the amount recognized for in-
vestment test credit is “offset” by
the portion recognized under the
lending test.  (See CRA Q & A
.23(b), dated April 28, 2000.)

EQ2 Essential Attributes
1.  The equity equivalent is
carried as an investment on
the investor’s balance sheet in
accordance with generally ac-
cepted accounting principles
(GAAP).
2.  It is a general obligation of
the CDFI that is not secured
by any of the CDFI’s assets.
3.  It is fully subordinated to
the right of repayment of all
of the CDFI’s other creditors.
4.  It does not give the inves-
tor the right to accelerate pay-
ment unless the CDFI ceases
its normal operations (i.e.,
changes its line of business).
5.  It carries an interest rate
that is not tied to any income
received by the CDFI.
6.  It has a rolling term and,
therefore, an indeterminate
maturity.
Source:  Margaret B. Lehr, “Eq-
uity Equivalent Investments in
Nonprofit CDFIs,” National
Community Capital Association
Technical Assistance Memo,
1998, p.2.

For more information on equity
equivalent investments, contact Allyson
Randolph, National Community Capi-
tal Association, at (215) 923-4754, or
David Kahley, The Progress Fund, at
(814) 696-9380.

Bank Makes Equity Equivalent Investment in CDFI  ...continued from page 9
Texas Banks Form Venture Capital Fund
By Sally Burke, Senior Editor and Publications Manager, Federal Reserve Bank of Philadelphia

In Texas, 56 small banks have gone
where small banks haven’t gone

before: they’ve formed a venture
capital fund. The Independent
Bankers Capital Fund, L.P. (IBCF),
sponsored by The Independent
BankersBank (TIB) of Irving, Texas,
is also licensed by the Small Busi-
ness Administration as a small busi-
ness investment company (SBIC),
making it the first SBIC owned by
small to mid-size community banks.
The participating banks are all cus-
tomers or shareholders of TIB,
which supplies correspondent bank-
ing services to small and communi-

ty banks in Texas and other states in
the Southwest.

Because of the limitations im-
posed by banking regulations, it’s
hard for small banks to come up
with venture capital funds on their
own. “Under regulatory limitations,
you need a relatively large bank to
make a viable investment on its
own,” explains Barry Conrad, the
fund’s manager. “TIB was a signifi-
cant help in getting this fund go-
ing.”

To participate in IBCF, an indi-
vidual bank must commit a mini-
mum of $200,000 or 5 percent of its

regulatory capital. The fund, which
had $70 million as of May 2000, has
made its first two investments: $1.5
million to a manufacturer of medi-
cal products in Tyler, Texas, and
$1.8 million to a producer of auto-
motive after-market products in
Fort Worth. In both cases, the mon-
ey was used to help a small compa-
ny buy a division of another compa-
ny, thus keeping jobs in Texas. In
fact, a California-based company
was interested in acquiring the Fort
Worth company. Had it done so, it
would have closed the operations
there and moved the company —
10



and its jobs— to California. Thanks
to the equity investment from IBCF,
at least 24 jobs will stay in Fort
Worth.

According to Conrad, the fund’s
targeted internal rate of return from
its investments is approximately 30
percent a year. Conrad cautions,
however, that this rate is realistic
only if the management teams of in-
vestee portfolio companies can do

what they say they can.
Can this type of setup work in

other parts of the country? Other re-
gions are, at least, interested in
finding out more. Thus far, Conrad
says, he’s fielded inquiries from
Wisconsin, Virginia, and Nebraska.
And the queries have come from
several quarters, including bank
trade associations.

Kevin Drew, senior vice presi-

dent of correspondent banking for
TIB, sums up IBCF this way: “Over-
all, we are quite pleased with the
progress of the fund and feel
strongly that we are providing an
equity source of capital to many
communities that are not actively
marketed by the national funds.”

For more information, call Barry
Conrad at 214-765-1351.
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Bank's Participation Recognized in CRA Exam
By Keith Rolland, Community Development Advisor, Community and Consumer Affairs Department,
Federal Reserve Bank of Philadelphia

The Bryn Mawr Trust Company
in Bryn Mawr, Pennsylvania, re-

ceived recognition in its latest Com-
munity Reinvestment Act (CRA) ex-
amination for its participation on a
task force exploring establishment
of a financing entity for cleaning up
and redeveloping brownfields and
other environmentally impaired
lands in Pennsylvania.

The bank’s participation in the
Financial Resources for the Environ-
ment (FRE) task force was men-
tioned in the public disclosure part
of the bank’s CRA exam, which was
conducted by the Federal Reserve
Bank of Philadelphia.  The bank re-
ceived recognition in the service test

portion of the exam, which evaluat-
ed the bank’s CRA performance as
of June 5, 2000.

One aspect of the service test in-
volves analyzing the extent and in-
novativeness of a bank’s communi-
ty-development services. These ser-
vices include activities that revital-
ize or stabilize low- or moderate-
income areas.

FRE’s goals are to promote com-
munity and economic development,
sustainable growth, public health
and environmental protection, and
economic and environmental stew-
ardship, according to its mission
statement. The stewardship goal en-
tails supporting clean-up and rede-

velopment efforts in disadvantaged
areas, minority communities, low-
and moderate-income neighbor-
hoods, or areas targeted for redevel-
opment by federal, state, or local
governments.

Two officers of Bryn Mawr
Trust Company, Robert J. Ricciardi,
executive vice president, and Geof-
frey L. Halberstadt, group vice
president, serve on the FRE task
force.  Halberstadt also served on
the task force committees that draft-
ed FRE’s mission statement and
proposed its organizational struc-
ture.

Calendar of Events

Rural Voices: Sharing Our Stories
San Diego, CA, March 12-14, 2001
Sponsored by Rural Community Assistance Corporation
For information, call RCAC at 916-447-2854.

Federal Reserve System Conference:
Changing Financial Markets and Community
Development
Washington, D.C., April 5-6, 2001
For information, call Lynn Elaine Browne, Federal Reserve Bank of Boston, at 617-973-3091 or send email to
Lynn.Browne@bos.frb.org.

Faith-Based Community Financial Education
Conference
April 25, 2001
Sponsored by the Federal Reserve Bank of Philadelphia
Location to be announced. For more information, call Rose Howe at 215-574-6116.
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