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Sec. 1 Foreclosure Rate  

Owning a home is part of the American dream but high home prices make the dream seem out of reach and many people have to rent from private and public investors with decent credit.  The loss of a home is both devastating to the family and the community. For a family, owning a home is often their only piece of the "American Pie." The equity from owning a home is often the only means to secure funding for a new business, college tuition, or retirement. For the community, increased foreclosures often turn neighborhoods that were once vibrant into neglected, blighted areas which ultimately raise costs for local governments.  To end the slump in housing sales it is hoped that Congress will pass a nation-wide adjustable rate mortgage (ARM) ban to protect consumers and mobilize government sponsored community reinvestment in residential corrections, mental health and homeless shelters.   

Table 1: Home Sales and Foreclosure Estimates 2004-1st Quarter 2007

	Year
	Home Sales (annually adjusted)
	Change in annual Home Sales  
	Foreclosure Filings
	Change in Foreclosures

	2004
	6,778,000
	N/A
	677,586
	N/A

	2005
	7,076,000
	4.3%
	885,000
	25%

	2006
	6,478,000
	-8.5%
	1,259,118
	42%

	January 2007
	6,440,000
	-0.5%
	130,511
	24.4%

	February
	6,680,000
	3.1%
	130,786
	0.2%

	March
	6,120,000
	-5.5%
	149,150
	14%


Source: Total Existing Home Sales, National Association of Realtors; Foreclosures, Realty Trac. 

National home sales and the gross domestic product (GDP) growth plummeted in 2006 and the slowdown continues into 2007.  The 2006 U.S. Foreclosure Market Report, shows more than 1.2 million foreclosure filings were reported nationwide during the year, up 42 percent from 2005, a foreclosure rate of one foreclosure filing for every 92 U.S. households. The increase in the number of properties in foreclosure was driven partly by the general slowing of overall housing sales, and partly by the impact of monthly mortgage payments increasing dramatically for homeowners who held some of the riskier types of adjustable rate and sub-prime mortgages. If trends from the first quarter continue it can be estimated from the seasonally adjusted annual rate that there will be 1.6 million foreclosures 2007.  Immediate corrective action by Congress is needed to regulate the housing market that is critical to GDP growth.

After rising for three consecutive months, total existing home sales, including single-family, town homes, condominiums and co-ops fell 8.4% to the seasonally adjusted annual rate of 6.12 million units in March from a pace of 6.68 million in February and are 11.3% below the 6.90 million unit level of March 2006.  Sales of existing homes plunged in March by the largest amount in nearly two decades, reflecting bad weather in February and increasing problems from loans to people with poor credit.  It marked the biggest one-month decline since a 12.6 percent drop in January 1989. The drop left sales in March at a seasonally adjusted annual rate of 6.12 million units, the slowest pace since June 2003.  Looking as the overall activity in the first quarter home sales averaged 6.41 million, a figure that is moderately higher than the sales pace at the second half of 2006.  Total housing inventory levels fell 1.6% at the end of March to 3.75 million existing homes available for sale, which represents a 7.3 month supply at the current sales pace, up from a 6.8 month supply in February.  

As foreclosures rise and credit tightens U.S. home prices fell 1.5 percent in February from a year ago the eighth straight fall in median home prices, the longest such period of declining prices on record and steepest decline in nearly 15 years. The median home price fell to $217,000, a drop of 0.3 percent from a year ago.  Over the past ten years, we have seen extraordinary run-ups in house prices. From 1996 to the present, nominal house prices in the United States have doubled, rising at a 7-1/4 percent annual rate. Over the past five years, the rise even accelerated to an annual average increase of 8-3/4 percent. This phenomenon has not been restricted to the United States but has occurred around the world. For example, Australia, Denmark, France, Ireland, New Zealand, Spain, Sweden, and the United Kingdom have had even higher rates of house price appreciation in recent years.  Although increases in house price have recently moderated in some countries, they still are very high relative to rents.  Home prices are expected to finish down, the first drop since the National Association of Realtors started tracking values in 1968.  NAR projects a 1 percent decline in the median price of an existing single-family home, to $219,800.  Prices of new homes, at a median of $246,400, are expected to remain steady.
Table 2: Average Housing Prices by Region in US Dollars 2004 to 1st Quarter 2007

	Year
	US
	Northeast
	Midwest
	South
	West

	2004
	195,400
	243,800
	154,600
	170,400
	286,400

	2005
	219,600
	271,300
	170,600
	181,700
	335,300

	2006
	221,900
	271,900
	167,800
	183,700
	342,700

	January 2007
	210,900
	262,200
	161,300
	175,200
	321,700

	February
	213,600
	263,000
	155,300
	178,600
	336,700

	March
	217,000
	268,000
	160,400
	180,700
	330,600


Source: Total Existing Home Sales, National Association of Realtors

As this year ends, 2.2 million households in the sub-prime market will either have lost their homes to foreclosure or hold sub-prime mortgages that will fail over the next several years. These foreclosures will cost homeowners as much as $164 billion, primarily in lost home equity.  An estimate 15.6% of all sub-prime loans originated since 1998 either have ended or will end in foreclosure and the loss of homeownership. This rate is nearly double the projected rate of sub-prime loans made in 2002, and it exceeds the worst foreclosure experience in the modern mortgage market, which occurred during the “Oil Patch” disaster of the 1980s. Additionally only about 1.4 million of 15.1 million loans analyzed from 1998 through 2006 were for first-time home buyers. Most were for refinancing. To date, more than 500,000 of those sub-prime borrowers have lost their homes to foreclosures. An additional 1.8 million are likely to follow as the market deteriorates. That’s nearly 2.4 million lost homes.  

To protect current homeowners and the economy in general Congress and state legislators will need to co-operate in regards to the Adjustable Rate Mortgage (ARM) ban.  Both federal and state legislators and financial agencies should be prepared to assist their constituents and clients to fix affordable prices on ARM loans to preclude foreclosure and should legislate a ban of all such adjustable rate mortgage loans that are causing so many people to foreclose on their homes.  To ameliorate the housing slump Congress will need to avail of eminent domain and the federal, state and local governments will need to sponsor enterprises in community corrections, community mental health, hospice care, homeless shelters and veterans mortgages.  

Sec. 2 Economic Expectations

The Federal Reserve estimates that at the end of 2006 there were $13.3 trillion in US mortgage loans. $10.2 trillion were in one to four family residences, $731 billion in multifamily residences, $2.2 trillion in non-farm nonresidential, commercial real estate and $163 billion in farms.  In 2005 the total output of housing services, meaning the income derived from mortgages, was estimated at $1.23 trillion, $928.8 billion from owner occupied units, $250.7 billion net income from rental properties and $54.6 billion other, mostly trailer parks and farms.  The annual statistics are highly debated and are roughly equal with the total price of mortgages closed, although there is not need for equality between home sales and rental revenues.   

Table 3: Outstanding Mortgage Debt 2007 (in millions of US dollars)

	Type of holder and property
	2003
	2004
	2005
	2006

	All holder
	9,368,870
	10,672,100
	12,133,840
	13,315,070

	One- to four-family residences
	7,168,933
	8,237,910
	9,367,860
	10,199,330

	Multifamily residences
	555,697
	609,099
	680,072
	731,039

	Non-farm, nonresidential
	1,510,655
	1,683,373
	1,937,991
	2,221,260

	Farm
	133,586
	141,718
	147,914
	163,440


Source: Statistical Supplement to the Federal Reserve Bulletin, April 2007, 1.54
After rising for three consecutive months, total existing home sales, including single-family, town homes, condominiums and co-ops fell 8.4% to the seasonally adjusted annual rate of 6.12 million units, an estimated $1.3 trillion, in March, from a pace of 6.68 million, $1.4 trillion, in February and are 11.3% below the 6.90 million unit level, $1.5 trillion of March 2006.  Total housing inventory levels fell 1.6% at the end of March to 3.75 million existing homes, $814 billion, available for sale, which represents a 7.3 month supply at the current sales pace, up from a 6.8 month supply in February.  

Asset price bubbles have potential negative effects on the economy. The departure of asset prices from fundamentals can lead to inappropriate investments that decrease the efficiency of the economy. For example, if home prices rise above what the fundamentals would justify, too many houses will be built. Moreover, at some point, bubbles burst and asset prices then return to their fundamental values. When this happens, the sharp downward correction of asset prices can lead to a sharp contraction in the economy, both directly, through effects on investment, and indirectly, through the effects of reduced household wealth on consumer spending.  Home prices affect the economy in two primary ways.  First, when they begin rising, the expectation of further appreciation tends to become built into the market. That expectation boosts demand for homes, which stimulates new construction and aggregate demand. Of course, the sustained rise in prices can simultaneously sow the seeds of a market correction by making houses progressively less affordable relative to income, thereby limiting the demand for them and restraining additional construction.  Second, higher home prices increase household wealth, thus stimulating consumer spending, another component of aggregate demand.

As the result of the slump in housing sales in April, No. 2 home builder D.R. Horton (Charts, Fortune 500) reported a 37 percent drop in the number of new homes it sold in the latest quarter, citing continued weakness in prices and saying the typical start to the spring home buying season hasn't begun. While Horton is expected to still report a profit for the period, No. 3 builder Pulte Homes (Charts, Fortune 500) reported a loss in its latest quarter as did No. 4 Centex (Charts, Fortune 500) and New Jersey-based Hovnanian Enterprises (Charts, Fortune 500).  No. 1 home builder Lennar (Charts, Fortune 500) and No. 5 KB Home (Charts, Fortune 500) both reported losses in their quarters ending in November, although both returned to an operating profit in the next quarter. The CEO of KB Home said earlier this month that he expects the housing slump to get worse. The chief executive of KB Home (NYSE:KBH), one of the nation's largest homebuilders, said he “expects the housing slump to worsen, even though sales have improved in some areas of the U.S”.  

The bursting of asset price bubbles does not necessarily lead to financial instability. There are even stronger reasons to believe that a bursting of a bubble in house prices is unlikely to produce financial instability. House prices are far less volatile than stock prices, outright declines after a run-up are not the norm, and declines that do occur are typically relatively small. The loan-to-value ratio for residential mortgages is usually substantially below 1, both because the initial loan is less than the value of the house and because, in conventional mortgages, loan-to-value ratios decline over the life of the loan.  Foreclosures, also tend to benefit the bank that collects all the former buyer paid plus any money made on the resale. Hence, declines in home prices and increases in foreclosures are far less likely to cause losses to financial institutions, default rates on residential mortgages typically are low, and recovery rates on foreclosures are high. Not surprisingly, declines in home prices generally have not led to financial instability. The financial instability that many countries experienced in the 1990s, including Japan, was caused by bad loans that resulted from declines in commercial property prices and not declines in home prices. In the absence of financial instability, monetary policy should be effective in countering the effects of a burst bubble. 

Table 4: Gross Domestic Product and National Income Disputes (bill. US Dollars)

	Statistic
	2004
	2005
	2006

	GDP high
	11,713
	12,456
	13,247

	GDP low
	10,256
	10,812
	11,415

	GNI high
	9,731
	10,239
	10,883

	GNI low
	8,011
	8,105
	8,313


Source: Bureau of Economic Analysis

A leading cause of market stress are the national projections of GDP and GNI that are too high in the US.  Real gross domestic product, the output of goods and services produced by labor and property located in the United States, is estimated to have increased at the low annual rate of 1.3 percent in the first quarter of 2007.  In the fourth quarter of 2006, real GDP increased 2.5 percent.  In 2005 real GDP grew an estimated 3.75 percent.  The slowdown in the growth of real GDP largely reflects the cooling of the housing market.  The slowdown in growth can also be attributed to a long history of overestimating GDP figures to facilitate the closing of loans to the federal government.  For instance although growth was estimated .  Gross National Income (GNI) is also disputed because of the widening gap between the rich and poor demonstrated in the increasing inability of homeowners to afford their mortgages.  By acknowledging these disputes in regards to the national system of accounts the government can forestall a recession and enjoy greater immunity from inflation and debt by recalculating GDP and GNI to more realistic, lower rates, where investors, analysts and consumers would find greater accuracy and satisfaction.

Sales of both new and existing homes dropped sharply after their peak in the summer of 2005, the inventory of unsold homes has soared, and the number of single-family and multifamily housing starts has fallen nearly 30 percent since the beginning of last year. At the same time, homes are appreciating more slowly and in some markets prices are even declining.  In the U.S., about 80% of the value of the total commercial real estate market is held privately.  The number of home sales is also expected to dip from 6.48 million in 2006 to 6.29 million in 2007, a drop of 2.7 percent.  NAR expects interest rates, currently at about 6.16 percent for a 30-year fixed-rate loan, to rise gradually to about 6.5 percent by the fourth quarter, which should also have a dampening impact on home prices.  NAR is predicting that sales will recover gradually over the second half of the year and prices will begin to edge up again sometime after that. In 2008, NAR is forecasting price gains of 1.4 percent for existing homes and 2.2 percent for new homes.
Sec. 3 Demographics of the Real Estate Market 

The National Association of Realtors® (NARA), “The Voice for Real Estate,” is America’s largest trade association, representing more than 1.3 million members, including NAR’s institutes, societies and councils, involved in all aspects of the residential and commercial real estate industries.  From the initial search to the closing, real estate agents and brokers help guide home buyers through the many steps that culminate in a successful home purchase.  Real estate professionals also help home sellers by developing a marketing plan, pricing the home competitively and utilizing their experience to assist sellers through each step of the process.  

After more than a decade of setting one sales record after another the housing market entered a period of somewhat lower sales and less robust price gains in late 2005 and early 2006.  Existing-home sales peaked at over 7.2 million units in the second half of 2005 but have declined steadily through the first half of 2006.  At the same time, the inventory of homes for sale rose bringing with it a softening of home prices.  Home buyers are expected to benefit from the low prices.  Looking beyond to the intermediate term, the fundamentals for the housing market remain solid. 

Table 5: New and Previously Existing Home Sales by Region 2006

	
	All Buyers
	Northeast
	Midwest
	South 
	West

	New 
	22%
	13%
	21%
	26%
	22%

	Previously Owned
	78%
	87%
	79%
	74%
	78%


Source: National Association of Realtors Profile of Homebuyers and Sellers

The U.S. Census Bureau projects that more than one million new households will be formed annually over the next several years.  This pace of household formation is similar to the growth rate during the past decade.  Most of this increase will stem from the natural formation of new households as children leave home.  But some of this increase will also be attributable to population gains from immigration.  Homeownership of non-native born household meets and exceeds that of native-born households after about 25 years.  With the strong flow of legal immigrants to the United States over the past 30 years the gains in homeownership from this segment should continue.  In addition to the demand for housing based on increase in population, the aging of the US population is also an important factor.  The homeownership rate approaches 80 percent for households in their 60s and peaks at nearly 83 percent for households in their early 70s.  Baby boomers, now just reaching age 60 will continue to purchase homes.  Most will purchase a primary residence, but a significant share will also purchase a vacation home or investment property in the years ahead.

The typical home buyer was 41 years old.  Among first time buyers, the median age was 32.  More than one quarter of buyers reported a 2005 household income of at least $100,000.  Sixty one percent of recent home buyers were married.  For repeat buyers, the most important reason for their purchase was a desire for a larger home.  One in five homes purchased by recent buyers was newly built.  Three quarter of homes purchased were detached single family homes.  Neighborhood quality was the most important factor for buyers in selecting a location.  The typical buyer purchased a home that was slightly more than 1,800 square feet in size.   Eighty five percent of home buyers used a real state agent during their search for a home. Nearly three quarter of buyers viewed the Internet as a very useful tool in their home search.  A majority of buyers reported that they drove by a home viewed online.  Typical buyers searched for eight weeks before finding the home they purchased.  

More than half of real estate firms have been in business 15 years or more.  Ninety-two percent of residential brokerage firms with five or fewer licensees operate only one office, while over half of firms with 51 or more licensees operate three or more offices.  Ninety-one percent of firms opened no new offices in 2005, and 94 percent closed no offices.  Ninety-six percent of large firms, those with 51 or more licensees, report they are actively recruiting sales agents.  Franchised firms report being affiliated with a franchise for a median of 11 years.  Eighty percent of firms are active in residential brokerage and 36 percent are involved in commercial brokerage as a secondary activity.  Nearly half of firms offer home warranty services through outsourcing or relationships with another firm; 8 percent offer the service in-house.  Among residential brokerage firms with an affinity arrangement, 59 percent have an affiliation with a financial organization. Brokerage firms with an affinity arrangement report a median 5 percent of transactions result from this relationship. A majority of real estate firms report that residential brokerage is their primary business activity, accounting for at least 50 percent of firm revenue. Other business specialties trail residential brokerage by a significant margin. Among this smaller group of activities, the commercial brokerage specialty is the largest, accounting for 6 percent of all firms.

Table 6: Primary Real Estate Activity of Firms 1990-2006

	
	1990
	1992
	1996
	1999
	2004
	2006

	Residential Brokerage
	71%
	83%
	69%
	76%
	68%
	80%

	Property Management
	6%
	3%
	8%
	6%
	8%
	5%

	Appraisal
	5%
	5%
	7%
	4%
	4%
	3%

	Commercial Brokerage
	8%
	5%
	6%
	6%
	8%
	6%

	Other
	10%
	4%
	10%
	8%
	12%
	6%


Source: National Association of Realtors Profile of Real Estate Firms
Whatever the national trends are with regard to real estate - whether they are booming or busting - what really matters is what the market conditions are in your region, town, or neighborhood. What does that mean? Even during the real estate boom of 2001-2005, a great many cities and regions did not participate in the boom - they lagged behind, or even decreased in value. Similarly, when prices began to fall nationally, there were plenty of regions and locales where prices rose, and sales boomed. The most important factor in buying or selling a home isn't what is going on nationally - it is what is going on in your local market. Evaluating present and future trends and influences in your region or neighborhood is essential to creating long term wealth, whether you are in a buyer's or a seller's market.  

Sec. 4 State and Metropolitan Foreclosures 

RealtyTrac™, the leading online marketplace for foreclosure properties, today released year-end data from its 2006 U.S. Foreclosure Market Report, which shows more than 1.2 million foreclosure filings were reported nationwide during the year, up 42 percent from 2005 and a foreclosure rate of one foreclosure filing for every 92 U.S. households. RealtyTrac publishes the largest and most comprehensive national database of pre-foreclosure and foreclosure properties, with over 800,000 properties from nearly 2,500 counties across the country.  The number of total foreclosure filings rose from about 885,000 in 2005 to 1,259,118 in 2006.

Colorado documented the nation’s highest state foreclosure rate for the year, one foreclosure filing for every 33 households - or 3 percent of the state’s households. The state reported a total of 54,747 foreclosure filings during the year, an 85 percent increase from 2005 and the eighth highest total among all the states. Georgia and Nevada both reported one foreclosure filing for every 41 households in 2006, but Georgia edged out Nevada with a slightly higher percentage of households in foreclosure - 2.5 percent compared to 2.4 percent in Nevada. Georgia reported a total of 75,975 foreclosure filings during the year, the sixth most of any state and a 67 percent year-over-year increase. Nevada foreclosures surged in fourth quarter, pushing the state’s total for the year to 21,045 - nearly three times the number reported in 2005. Other states with foreclosure rates among the nation’s 10 highest included Texas, Michigan, Indiana, Florida, Ohio, Utah and Tennessee.

Texas reported 156,876 foreclosure filings for the year, the most of any state and nearly 13 percent of the national total. The state consistently reported big foreclosure numbers throughout 2006, documenting the highest monthly total eight times, and foreclosures for the year were up more than 14 percent from 2005. Texas’ foreclosure total represented nearly 2 percent of the state’s households - or one foreclosure filing for every 51 households - giving the state the nation’s fourth highest state foreclosure rate. Rising foreclosure activity in the fourth quarter pushed California’s 2006 foreclosure total to second highest among the states. The state reported 142,429 foreclosure filings during the year, more than twice the number reported in 2005 and accounting for more than 11 percent of the national total. California’s 2006 foreclosure rate of one foreclosure filing for every 86 households - or 1.2 percent of households - ranked 14th among the states. Florida foreclosure activity remained relatively flat in 2006, up just 2 percent from 2005, but the state’s foreclosure total still placed third highest among all the states. Florida reported 124,721 foreclosure filings during the year, a foreclosure rate of one foreclosure filing for every 59 households - or 1.7 percent of households. The state’s foreclosure rate dropped to seventh highest in 2006 after claiming the top spot in 2005.  In Ohio the foreclosure epidemic went from bad to worse as the number of new cases grew by nearly 24% from 2005 to 2006 to a rate of one per 59 mortgages. Cuyahoga County led the state in new cases with 13,610 new filings last year. This ranking has attracted national attention with Ohio's foreclosure rate currently at 18% which is higher than the national average of 17%.  

Table 7: U.S. Foreclosure Market Report 2006 

	Rate Rank
	State Name
	Q1
	Q2
	Q3
	Q4
	2006
	%
HH
	1 for every #HH
	YOY % 
Change

	 
	United States
	323,101
	272,108
	318,355
	345,554
	1,259,118
	1.1
	92
	42

	37
	Alabama
	358
	914
	1,215
	1,861
	4,348
	0.2
	452
	1

	26
	Alaska
	273
	219
	291
	284
	1,067
	0.5
	192
	-24

	12
	Arizona
	6,232
	5,818
	7,505
	8,331
	27,886
	1.3
	79
	4

	16
	Arkansas
	3,706
	2,383
	2,696
	2,533
	11,318
	1.0
	104
	-2

	14
	California
	29,537
	27,606
	37,317
	47,969
	142,429
	1.2
	86
	131

	1
	Colorado
	13,267
	11,599
	14,374
	15,507
	54,747
	3.0
	33
	85

	17
	Connecticut
	2,503
	3,159
	2,634
	3,436
	11,732
	0.8
	118
	6

	43
	Delaware
	80
	106
	140
	114
	440
	0.1
	780
	36

	 
	DC
	27
	33
	23
	30
	113
	0.0
	2,432
	-30

	7
	Florida
	29,636
	25,853
	40,136
	29,096
	124,721
	1.7
	59
	2

	2
	Georgia
	24,419
	15,309
	15,841
	20,406
	75,975
	2.5
	41
	67

	42
	Hawaii
	134
	199
	158
	182
	673
	0.1
	684
	-79

	27
	Idaho
	760
	528
	675
	545
	2,508
	0.5
	210
	-9

	11
	Illinois
	13,691
	18,690
	19,358
	20,716
	72,455
	1.5
	67
	55

	6
	Indiana
	15,261
	10,775
	10,836
	10,678
	47,550
	1.9
	53
	56

	35
	Iowa
	978
	526
	564
	1,377
	3,445
	0.3
	358
	64

	31
	Kansas
	600
	1,220
	1,113
	1,186
	4,119
	0.4
	274
	116

	29
	Kentucky
	1,423
	1,475
	2,310
	1,915
	7,123
	0.4
	246
	43

	40
	Louisiana
	341
	375
	957
	1,241
	2,914
	0.2
	646
	-24

	48
	Maine
	43
	24
	74
	56
	197
	0.0
	3,309
	42

	38
	Maryland
	1,081
	1,153
	1,285
	1,003
	4,522
	0.2
	474
	-12

	25
	Mass.
	972
	2,335
	4,270
	8,310
	15,887
	0.6
	165
	226*

	5
	Michigan
	22,742
	15,188
	20,777
	22,212
	80,919
	1.9
	52
	127

	34
	Minnesota
	1,131
	1,355
	1,591
	1,918
	5,995
	0.3
	345
	167

	46
	Mississippi
	237
	154
	246
	405
	1,042
	0.1
	1,218
	-45

	20
	Missouri
	5,014
	3,372
	4,029
	5,284
	17,699
	0.7
	138
	53

	36
	Montana
	317
	198
	229
	322
	1,066
	0.3
	387
	18

	28
	Nebraska
	740
	368
	951
	975
	3,034
	0.4
	237
	47

	3
	Nevada
	5,037
	3,499
	5,561
	6,948
	21,045
	2.4
	41
	172

	49
	New Hampshire
	26
	34
	47
	40
	147
	0.0
	3,721
	-2

	13
	New Jersey
	10,460
	6,745
	8,938
	13,877
	40,020
	1.2
	83
	14

	22
	New Mexico
	1,836
	1,776
	756
	896
	5,264
	0.7
	148
	-28

	21
	New York
	13,794
	12,733
	11,643
	13,876
	52,046
	0.7
	148
	40

	24
	North Carolina
	7,664
	4,862
	5,420
	4,530
	22,476
	0.6
	157
	41

	47
	North Dakota
	65
	34
	35
	43
	177
	0.1
	1,637
	7

	8
	Ohio
	22,860
	16,041
	19,748
	22,868
	81,517
	1.7
	59
	64

	15
	Oklahoma
	4,727
	3,669
	4,178
	3,012
	15,586
	1.0
	96
	15

	23
	Oregon
	2,025
	3,952
	1,764
	1,832
	9,573
	0.7
	152
	40

	19
	Pennsylvania
	12,255
	7,532
	8,943
	9,603
	38,333
	0.7
	137
	34

	33
	Rhode Island
	9
	327
	551
	390
	1,277
	0.3
	344
	3,015*

	30
	South Carolina
	2,552
	1,830
	1,252
	1,321
	6,955
	0.4
	252
	-9

	45
	South Dakota
	76
	71
	80
	63
	290
	0.1
	1,115
	47

	10
	Tennessee
	11,718
	7,459
	7,502
	10,117
	36,796
	1.5
	67
	33

	4
	Texas
	40,236
	39,690
	39,363
	37,587
	156,876
	1.9
	51
	14

	9
	Utah
	3,559
	3,487
	3,289
	2,707
	13,042
	1.7
	59
	13

	50
	Vermont
	21
	15
	6
	3
	45
	0.0
	6,542
	-25

	41
	Virginia
	1,038
	870
	1,311
	1,131
	4,350
	0.2
	664
	49

	18
	Washington
	5,399
	4,589
	4,243
	4,296
	18,527
	0.8
	129
	25

	44
	West Virginia
	229
	197
	208
	237
	871
	0.1
	970
	-15

	32
	Wisconsin
	1,951
	1,676
	1,796
	2,149
	7,572
	0.3
	304
	48

	39
	Wyoming
	61
	86
	126
	136
	409
	0.2
	547
	64


Source: More than 1.2 Million Foreclosures 2006, Realty Trac. 

As many as 2.2 million sub-prime borrowers are at risk of defaulting on their loans and losing their homes. As foreclosures rise and credit tightens, housing markets across the nation may suffer - though some are clearly more vulnerable than others.  According to First American Loan Performance, a leading research and data provider to the mortgage industry, the metro area with the highest percentage of sub-prime mortgage loans in the United States is McAllen, Texas, where 26.8 percent of all mortgages are sub-prime.  Other cities on the risky side of 20 percent include Memphis (26 percent), Sharon, Penn. (24 percent) and Miami (23 percent).
Table 8: Top 10 Metropolitan Sub-Prime Mortgages and Delinquency Rates 

	Metro Area
	State
	Sub-Prime Mortgages
	Metro Area
	State
	Delinquency

Rate

	McAllen
	TX
	26.8%
	Cleveland
	OH
	24.9%

	Memphis
	TN
	24.0%
	Detroit
	MI
	24.6%

	Sharon
	PA
	23.1%
	Jackson
	MS
	22.7%

	Miami
	FL
	23.0%
	Jackson
	MI
	22.0%

	Richmond
	VA
	22.3%
	Youngstown
	OH
	21.8%

	Brownsville
	TX
	21.6%
	Flint
	MI
	20.7%

	Merced
	CA
	21.6%
	South Bend
	IN
	20.3%

	Sumter
	SC
	20.7%
	New Orleans
	LA
	20.1%

	Bakersfield
	CA
	20.2%
	Kankakee
	IL
	20.1%

	Jackson
	TN
	20.2%
	Akron
	OH
	19.7%


Source: First American Loan Performance

Throughout the nation, the sub-prime loans recently made are performing very poorly. "What we're seeing is sub-prime 2006 loan originations are going delinquent much more quickly," said Bob Visini, vice president of marketing for First American Loan Performance. "2006 is way ahead of previous years." Even some of the metro areas with the lowest rates of sub-prime loans - including Iowa City (2.9 percent), Burlington, Vt. (4.0 percent) and Dubuque, Iowa (4.2 percent) - may be more vulnerable than they first appear.  In a lot of these places, a disproportionate number of owners refinanced with sub-prime loans during 2004 and 2005, according to Allen Fishbein, director of credit and housing policy at the Consumer Federation of America. In the Davenport, Iowa metro area, for example, 47.6 percent of all re-financings done in 2005 were sub-primes. In Peoria, Ill., the figure was 45.4 percent and in Omaha, 42.9 percent.

Sec. 5 Predatory Mortgage Lending Practices Reduction Act of 2007
Sub-prime loans made during 1998-2006 have led or will lead to a net loss of homeownership for almost one million families. In fact, a net homeownership loss occurs in sub-prime loans made in every one of the past nine years.  History has shown that borrowers with lower incomes or blemished credit can be successful homeowners when given suitable mortgages with reasonable terms and fees. But lax underwriting practices, dangerous loan products, and a disregard for affordability have set up vulnerable homeowners to fail. As a result, millions of families with the most to gain from ownership have lost their homes and billions of dollars in equity. 

Because so many owners refinanced at roughly the same time, much of the sub-prime exposure was funneled into a very narrow time frame. Most sub-primes are so-called 2/28 (or 3/27) loans, meaning that the first couple of years of payments are at the low "teaser" rate. After that, the loans reset every six months or year to the higher, fully indexed rate, which can cost borrowers hundreds of extra dollars each month. The 3/27s done in 2004 and 2/28s from 2005 will all reset this year. Here's what the resets can do to monthly mortgage payments: At the original rates of, say, 6 percent, the payment on a $200,000 home was only $1,200 a month. Upon reset, however, at perhaps 10 percent, that monthly payment jumps to $1,755, a $555 increase
Predatory Lending is a leading cause of foreclosures across this country. It compromises the opportunity to own a home and hinders economic stability, creating greater disparities in wealth.   Sub-prime loans are three times more likely in low-income neighborhoods than in high-income neighborhoods and five times more likely in minority neighborhoods than in white neighborhoods. Additionally, they often prey on the elderly who have been in their homes all of their lives, and have a substantial amount of equity in their home. They promote balloon and adjustable rate mortgages that look attractive and are affordable in their initial stages, however, after 2 years or more, these loans readjust to much higher payments with higher interest rates.   

To make monthly mortgage payments more affordable, many lenders offer home loans that allow you to (1) pay only the interest on the loan during the first few years of the loan term or (2) make only a specified minimum payment that could be less than the monthly interest on the loan.  The Office of Thrift Supervision recently revised the Consumer Handbook on Adjustable Rate Mortgages (CHARM booklet) to help consumers avoid nontraditional mortgage products, including hybrid Adjustable Rate Mortgages (ARM).  

An adjustable-rate mortgage differs from a fixed-rate mortgage in many ways. With a fixed-rate mortgage, the interest rate stays the same during the life of the loan. With an ARM, the interest rate changes periodically, usually in relation to an index, and payments may go up or down accordingly.  With most ARMs, the interest rate and monthly payment change every month, quarter, year, 3 years, or 5 years. The period between rate changes is called the adjustment period. For example, a loan with an adjustment period of 1 year is called a 1-year ARM, and the interest rate and payment can change once every year; a loan with a 3-year adjustment period is called a 3-year ARM.  

The interest rate on an ARM is made up of two parts: the index and the margin. The index is a measure of interest rates generally, and the margin is an extra amount that the lender adds.  Lenders base ARM rates on a variety of indexes. Among the most common indexes are the rates on 1-year constant-maturity Treasury (CMT) securities, the Cost of Funds Index (COFI), and the London Interbank Offered Rate (LIBOR). A few lenders use their own cost of funds as an index, rather than using other indexes.  To determine the interest rate on an ARM, lenders add a few percentage points to the index rate, called the margin. The amount of the margin may differ from one lender to another, but it is usually constant over the life of the loan. 

An interest-only (I-O) payment, which pays the interest but does not reduce the amount you owe on your mortgage as you make your payments. A minimum (or limited) payment that may be less than the amount of interest due that month and may not reduce the amount you owe on your mortgage. If you choose this option, the amount of any interest you do not pay will be added to the principal of the loan, increasing the amount you owe and your future monthly payments, and increasing the amount of interest you will pay over the life of the loan.  

The fully indexed rate is equal to the margin plus the index. If the initial rate on the loan is less than the fully indexed rate, it is called a discounted index rate. An interest-rate cap places a limit on the amount your interest rate can increase. Interest caps come in two versions: periodic adjustment caps, which limit the amount the interest rate can adjust up or down from one adjustment period to the next after the first adjustment, and lifetime caps, which limit the interest-rate increase over the life of the loan. By law, virtually all ARMs must have a lifetime cap. A payment-option ARM is an adjustable-rate mortgage that allows you to choose among several payment options each month. The options typically include the following: A traditional payment of principal and interest, which reduces the amount you owe on your mortgage. These payments are\ based on a set loan term, such as a 15-, 30-, or 40-year payment schedule.  

In addition, if you pay only the minimum payment in the last few years of the loan, you may owe a larger payment at the end of the loan term, called a balloon payment. The unpaid interest is added to the amount you owe on the mortgage, and your loan balance increases is called negative amortization this means that even after making many payments, you could owe more than you did at the beginning of the loan. Some loans have hard prepayment penalties, meaning that you will pay an extra fee or penalty if you pay off the loan during the penalty period for any reason (because you refinance or sell your home, for example).  Other loans have soft prepayment penalties, meaning that you will pay an extra fee or penalty only if you refinance the loan, but you will not pay a penalty if you sell your home.  When buying a home or refinancing your existing mortgage, remember to shop around. Compare costs and terms, and negotiate for the best deal. Your local newspaper and the Internet are good places to start shopping for a loan. You can usually find information on interest rates and points for several lenders.

The term `mortgage lending services' means services relating to the origination of a federally related mortgage loan, including the taking of loan applications, loan processing, and the underwriting and funding of a loan.  The term `prime lending rate' means, with respect to a lender, the lowest interest rate charged by such lender to its most creditworthy customers.  The term `sub-prime' means, with respect to a federally related mortgage loan, that the borrower under the loan, or the loan terms, exhibit characteristics that indicate that the loan is subject to a significantly higher risk of default than federally related mortgage loans made to borrowers at prime lending rates.  
Predatory Mortgage Lending Practices Reduction Act H.R.2061.IH was introduced by Rep. Stephanie Tubbs Jones (D-OH) in the House to protect homebuyers from predatory lending practices.  The Act calls for federal certification of mortgage brokers and agents and stiffer penalties for violation of federal law. Additionally, it will authorize funding for Community Development Corporations to provide training and education. Mortgage brokers are a key link in homeownership, because they can either facilitate it, or work to destroy it through predatory loans. Not all sub-prime lenders are predatory, but most predatory loans are sub-prime loans. Legislation will help stem the tide of the growing foreclosure issue and help combat discriminatory predatory lending practices.  One of the first steps toward creating wealth is homeownership and everyone should be given the opportunity to realize that dream. 

The Real Estate Settlement Procedures Act of 1974 is amended at 12USC(27)§2610 to require- No person may sell a sub-prime federally mortgage without being certified as having been adequately trained in the Truth in Lending Act, the Fair Credit Reporting Act ,the Equal Credit Opportunity Act , the Real Estate Settlement Procedures Act of 1974, the Home Ownership and Equity Protection Act of 1994, the Home Mortgage Disclosure Act of 1975, and the Fair Housing Act.   The Act already requires that no fee be imposed upon a person in settlement of a federally related mortgage loan.  

Achieving the American dream of home ownership has never been as simple as just paying for the house itself. There are always the closings costs to pay for, too. But looking to further grow its mortgage business and expand its traditional retail banking operation, Bank of America  Corp. is doing away with the collection of borrower, lender and third-party fees that typically add a few thousand dollars to the price of buying a home. "Knowing Bank of America, they want to be the leader in this space, and given the competition today, the product makes sense," said Anthony Sanders, a professor of finance at Ohio State University. "It's a good move for them, especially if they want to gain more customers." Bank of America, the nation's second-largest by assets, began offering customers in Washington state a similar no-fee mortgage in September, spending more than $1 million to advertise a loan that eliminated an average of $2,800 in traditional closing costs for customers there. 
Any creditor who extends credit in connection with a mortgage shall establish and maintain a best practices plan pursuant to Section 129 of the Truth in Lending Act 15USC(41)IB§1639 whereby it shall be unlawful, in providing any mortgage lending services for a sub-prime federally related mortgage loan or any mortgage brokerage services for such a loan, to engage in any unfair or deceptive act or practice, which shall include, in the case of any appraisal of a property offered as security for repayment of the loan that is conducted in connection with such loan - to directly or indirectly, compensating, coercing, or intimidating a person conducting or involved in an appraisal, or attempting, directly or indirectly, to compensate, coerce, or intimidate such a person, for the purpose of causing the appraised value assigned under the appraisal to the property to be based on any factor other than the independent judgment of the appraiser; and knowingly submitting a false or misleading appraisal in connection with the loan. 

The creditor shall provide the following disclosures in conspicuous type size: “You are not required to complete this agreement merely because you have received these disclosures or have signed a loan application.  If you obtain this loan, the lender will have a mortgage on your home. You could lose your home, and any money you have put into it, if you do not meet your obligations under the loan.”.  The creditor shall disclose— in the case of a credit transaction with a fixed rate of interest, the annual percentage rate and the amount of the regular monthly payment; or in the case of any other credit transaction, the annual percentage rate of the loan, the amount of the regular monthly payment, a statement that the interest rate and monthly payment may increase, and the amount of the maximum monthly payment, based on the maximum interest rate allowed pursuant to section 3806 of title 12. 

According to the Department of Housing and Urban Development (HUD), “The generally accepted definition of affordability is for a household to pay no more than 30 percent of its annual income on housing.” At the time the mortgage is consummated the consumer is not liable for an amount of monthly indebtedness payments (including the amount of credit extended or to be extended under the transaction) that is greater than 50 percent of the monthly gross income of the consumer.  There shall be no balloon payments that would not fully amortize the outstanding principal balance.  No negative amortization where the principal balance increases because of not making minimum interest payments.  It is prohibited to extend credit without regard to the ability of the consumer to pay.
Congress, the Secretary of Housing and Urban Development, the Board of Governors of the Federal Reserve System, and the Federal Trade Commission may jointly and singly issue-- interpretive rules and general statements of policy with respect to unfair or deceptive acts or practices in the provision of mortgage lending services for a sub-prime federally related mortgage loan and mortgage brokerage services for such a loan, and regulations defining with specificity acts or practices which are unfair or deceptive in the provision of mortgage lending services for a sub-prime federally related mortgage loan or mortgage brokerage services for such a loan

Sec. 6 Risk Management for Sub Prime Lending 

The term “sub-prime” generally refers to borrowers who do not qualify for prime interest rates because they exhibit one or more of the following characteristics:  weakened credit histories typically characterized by payment delinquencies, previous charge-offs, judgments, or bankruptcies; low credit scores; high debt-burden ratios; or high loan-to-value ratios.  Prime borrowers represent more than 75 percent of the 43 million first-lien mortgage loans outstanding in the United States; sub-prime borrowers represent about 13 or 14 percent; and the remaining borrowers fall within a somewhat ill-defined category between prime and sub-prime known as “Alt-A,” or “near-prime” which includes borrowers with good credit records who do not meet standard guidelines for documentation requirements, debt-to-income ratios, or loan-to-value ratios. 

During the years of exceptionally strong growth in housing prices and low, stable interest rates, most borrowers did not face large payment shocks and many of those that did could later take advantage of home price appreciation to refinance.  These conditions changed in 2006, when mortgage interest rates hit four-year highs, the volume of home sales declined, and the rate of house price appreciation decelerated, leaving the most recent sub-prime borrowers vulnerable to payment difficulties.  Sub-prime borrowers with hybrid ARMs have experienced the largest recent increase in delinquency and foreclosure rates.
Nontraditional mortgage loans are those that allow borrowers to defer repayment of principal and, in some cases, interest. Over the past few years, there has been a large increase in nontraditional mortgage products, including interest-only (IO) loans, for which the borrower pays no loan principal for the first few years of the loan, and payment-option adjustable-rate mortgages (option ARMs), for which the borrower has flexible payment options--and which could result in negative amortization. These types of mortgages are estimated to have accounted for about one-third of all U.S. mortgage originations in 2006, compared with less than one-tenth just a few years earlier.  Nontraditional mortgage products have been available for many years; however, they have historically been offered to higher-income borrowers. More recently, nontraditional mortgages have been offered to a wider spectrum of consumers, including consumers who may be less able to afford the jump in monthly payments common in these types of mortgages and may not fully recognize their embedded risks. 

Sub-prime borrowers are more likely to experience an unmanageable payment shock during the life of the loan, meaning that they may be more likely to default on the loan. Supervisors have also observed that lenders are increasingly combining nontraditional mortgage loans with "risk layering" practices--such as by not evaluating the borrower's ability to meet increasing monthly payments when amortization begins or when interest rates on adjustable rate mortgages rise due to indexing or at the end of a "teaser" rate period. While overall mortgage delinquency rates remain low by historical standards, they have been increasing in recent months, especially in the sub-prime sector.  Many industry observers believe the poor performance of more recently originated sub-prime loans is due primarily to looser underwriting standards, including limited or no verification of borrower income and high loan-to-value transactions. Sub-prime lending has certainly created homeownership opportunities for borrowers with weaker or less certain credit histories.

The 1999 Interagency Guidance on Sub-prime Lending, as expanded in 2001, discusses essential components of a well-structured risk-management program for sub-prime lenders including concerns about predatory or abusive lending practices.  The agencies recognized three common characteristics of predatory lending, including making unaffordable loans based on the assets of the borrower rather than on the borrower’s ability to repay an obligation; inducing a borrower to refinance a loan repeatedly in order to charge high points and fees each time the loan is refinanced; or engaging in fraud or deception to conceal the true nature of the loan obligation, or ancillary products, from an unsuspecting or unsophisticated borrower.  The guidance advises institutions that higher fees and interest rates, combined with compensation incentives, can foster predatory pricing or discriminatory practices and that institutions should take special care to avoid violating fair lending and consumer protection laws and regulations.

The Federal Reserve believes that the availability of credit to sub-prime borrowers is beneficial and that sub-prime loans can be originated in a safe and sound manner.  Less than half of sub-prime loans have been originated by federally regulated banking institutions.  Institutions must focus upon sound underwriting and risk-management practices and to promote clear, balanced, and timely consumer disclosures. Although a rising number of borrowers are having difficulty meeting their obligations, regulated institutions do not face additional supervisory scrutiny if they pursue reasonable workout arrangements with these borrowers.  These options could include modification of interest rates, payment restructuring, and extension of maturities.  The principles of sound lending have been with us for generations.  Consumer education efforts must explain both the benefits and risks of financial products. Deterioration in housing credit has been focused on the relatively narrow market for sub-prime, adjustable-rate mortgages, which represent fewer than one out of ten outstanding mortgages.  Borrower performance deterioration in the sub-prime market has been concentrated in loans made very recently, especially those originated in late 2005 and 2006, and problems in those loans started to become apparent in the data during the latter half of 2006  

Sound risk management should be an integral part of running any type of business. A key theme is that all financial institutions should seek ways to strengthen risk management, but that the specific methods for improving risk management should depend on the size and level of complexity of the institution. Enterprise Risk Management ERM includes: aligning the entity's risk appetite and strategies; enhancing the rigor of the entity's risk-response decisions; reducing the frequency and severity of operational surprises and losses; identifying and managing multiple and cross-enterprise risks; proactively seizing on the opportunities presented to the entity; and improving the effectiveness of the entity's capital deployment. ERM consists of eight interrelated components, which are derived from the way management runs an enterprise and integrated with the management process: (1) internal environment, (2) objective setting, (3) event identification, (4) risk assessment, (5) risk response, (6) control activities, (7) information and communication, and (8) monitoring. 

Effectively managing the risk associated with mortgage lending involves much more than prudent underwriting. Experienced risk managers understand the need to carefully consider the risks should the housing market slow, interest rates change, or unemployment rise. These include the risks that borrowers will not have sufficient income in the future to manage substantial payment increases and that continued home price appreciation may not provide a sufficient equity cushion to minimize losses in foreclosure. In addition, an accumulation of portfolio concentrations could leave an institution exposed in a downturn. Lenders specializing in sub-prime loans, for example, have endured a string of bad news recently, including increasing loan delinquency and foreclosure rates and the shutdown of some lenders that could not operate profitably in a slower origination environment.   In a broader sense, mortgage lending can present many types of risk for the enterprise as a whole, including credit, market, reputational, legal, and compliance risks. Therefore, while mortgage lending has been a very profitable business for many financial institutions recently, they need to understand the full set of risks associated with their mortgage lending business, including the consequences of adverse outcomes. For this reason, mortgage lending should be folded into the broader ERM process at any organization 

Disclosure of home lending activity is intended to help the public determine whether institutions are adequately serving their communities’ housing finance needs, to facilitate enforcement of the nation’s fair lending laws, and to guide public- and private sector investment activities. Because of a combination of (1) the procedure specified in Regulation C (12 C.F.R. pt. 203), for determining which loans are higher priced and (2) the rules governing how annual percentage rates (APRs) are calculated for adjustable-rate loans, adjustable-rate loans were much more likely than fixed-rate loans.  To keep the purchase of real estate loans reasonable it is important to demonstrate an adequate supply of financing to keep the loan out of default.  Since 1975, the Home Mortgage Disclosure Act (HMDA) 12USC(29)§2801-11 has required most mortgage lending institutions with offices in metropolitan areas to disclose to the public information about the geographic location and other characteristics of the home loans they originate or purchase during each calendar year.  From the 2005 HMDA data, the FFIEC prepared F disclosure statements for 8,848 HMDA-reporting institutions 3,904 commercial banks, 974 savings institutions, 2,047 credit unions, and 1,923 mortgage companies.  The privacy of personally identifying information is important whereas disclosures should be anonymous accounting and census reports not case studies.

Since the 1960s, Congress has enacted several laws to ensure that consumers receive comprehensive information and fair treatment in a broad range of financial transactions. These laws protect consumers in transactions involving credit and debit card accounts; automated teller machine transactions and other electronic fund transfers; deposit account activities; automobile leases; mortgages and home equity loans; and lines of credit and other unsecured credit. The Equal Credit Opportunity Act prohibits lenders from discriminating against credit applicants in any aspect of a credit transaction on the basis of race, color, religion, national origin, sex, marital status, age, whether all or part of the applicant’s income comes from a public assistance program, or whether the applicant has in good faith exercised a right under the Consumer Credit Protection Act. The Fair Housing Act prohibits discrimination in residential real estate transactions on the basis of race, color, religion, sex, handicap, familial status, or national origin.

To explain what is needed from lenders in plain English, it is prohibited to extend credit without regard to the ability of the consumer to pay. The generally accepted definition of affordability is for a household to pay no more than 30 percent of its annual income on housing. A consumer should not be held liable for an amount of monthly indebtedness payments greater than 50 percent of the monthly gross income of the consumer.  There shall be no balloon payments that would not fully amortize the outstanding principal balance.  No negative amortization where the principal balance increases because of not making minimum interest payments.  The maximum interest rate of an Adjustable rate mortgages must not cause mortgage premiums to exceed 50% of a person’s income. 
Sec. 7 Expanding Homeownership Act of 2007

The Expanding American Homeownership Act of 2007 H.R. 1852 was re-introduced from the 109th Congress by Rep Waters, Maxine [CA-35] on 3/29/2007, to date there are only 5 cosponsors and the bill was ordered to be amended by voice vote.  In the Act Congress finds one of the primary missions of the Federal Housing Administration (FHA) single family mortgage insurance program is to reach borrowers who are underserved, or not served, by the existing conventional mortgage marketplace.  The FHA program has a long history of innovation, which includes pioneering the 30-year self-amortizing mortgage and a safe-to-seniors reverse mortgage product, both of which were once thought too risky to private lenders. The act is primarily involved in amending the National Housing Act 12USC(13)II§1709 and §1735f-18(b)(2) to provide for annual reports on new programs and loss mitigation on the rates of default and foreclosure for the applicable collection period for mortgages insured pursuant to the programs for mortgage insurance.

The National Housing Act 12USC(13)II§1709 permits the Secretary of Housing and Urban Development to insure mortgage loans to occupiers on properties that cost within 95% of the appraised value.  Premiums shall not exceed 1% per year.  The initial premium shall not exceed 2.25%.  Each mortgagee (or servicer) with respect to a mortgage under this section shall provide each mortgagor of such mortgagee (or servicer) written notice, not less than annually, containing a statement of the amount outstanding for prepayment of the principal amount of the mortgage and describing any requirements the mortgagor must fulfill to prevent the accrual of any interest on such principal amount after the date of any prepayment. 

Congress shall establish a maximum principal loan obligation in Section 255 of the National Housing Act 12USC(13)II§1715z-20 that helps meet the special needs of elderly homeowners by reducing the effect of the economic hardship caused by the increasing costs of meeting health, housing, and subsistence needs at a time of reduced income, through the insurance of home equity conversion mortgages to permit the conversion of a portion of accumulated home equity into liquid assets section and 305(a)(2) of the Federal Home Loan Mortgage Corporation Act 12USC(11A)§1454 that permits the extension of mortgages from 30 to 40 years.  
Down payments shall be executed by a mortgagor who shall have paid on account of the property, in cash or its equivalent, at least 3 percent of the estimate of the cost of acquisition, in closing costs, excluding the mortgage insurance premium paid at the time the mortgage is insured).  Zero or low cost down payments are encouraged.  Upfront Premiums are the amount of any single premium payment collected at the time of insurance may not exceed 3.0 percent of the amount of the original insured principal obligation of the mortgage. Annual premiums are the amount of any annual premium payment collected may not exceed 0.75 percent of the remaining insured principal obligation of the mortgage.  

The Secretary shall establish underwriting standards for the rate of premiums for such a mortgage that may vary according to the credit risk associated with the mortgage and the rate of any annual premium for such a mortgage may vary during the mortgage term as long as the basis for determining the variable rate is established before the execution of the mortgage. The Secretary may change a premium structure but only to the extent that such change is not applied to any mortgage already executed.  A premium structure shall not be changed without providing at least 30 day notice to Congress.  A payment incentive system may be adopted whereby after a 3 or 5 year period a person makes regular mortgage payments the Secretary will reduce the amount of the annual premium payments.  Higher risk buyers are to be referred to counseling agencies whose written disclosure shall include information regarding homeownership options other than mortgages, the amount a person could expect to pay or earn from the sale of a house in time and whether the cost of borrowing exceeds the maximum allowable closure cost.  Should a borrowing be 60 days delinquent the counseling agency shall be given notice to provide foreclosure prevention counseling. 

The Secretary of Housing and Urban Development shall conduct a study regarding mortgage insurance premiums charged under the program for insurance of home equity conversion mortgages to analyze and determine--(1) the effects of reducing the amounts of such premiums from the amounts charged as of the date of the enactment of this Act on—(A) costs to mortgagors; and (B) the financial soundness of the program; and (2) the feasibility and effectiveness of exempting, from all the requirements under the program regarding payment of mortgage insurance premiums. In any case in which the single family residence to be insured is within a jurisdiction in which the President has declared a major disaster to have occurred, the Secretary is authorized, for a temporary period not to exceed 36 months from the date of such Presidential declaration, to enter into agreements to insure a mortgage which involves a principal obligation of up to 100 percent of the dollar limitation, not in excess of 100 percent of the appraised value of the property plus any initial service charges, appraisal, inspection and other fees in connection with the mortgage.  Chapter 7 of the Emergency Supplemental Appropriations Act of 1994 (Public Law 103-211; 108 Stat. 12)

The Government Accountability Office has cited the FHA single family housing mortgage insurance program as a “high-risk” program, with a primary reason being non-integrated and out-dated financial management systems.  The `Audit of the Federal Housing Administration's Financial Statements for Fiscal Years 2004 and 2003', conducted by the Inspector General of the Department of Housing and Urban Development reported as a material weakness that `HUD/FHA's automated data processing [ADP] system environment must be enhanced to more effectively support FHA's business and budget processes'.  Improvements to technology used in the FHA program will--allow the FHA program to improve the management of the FHA portfolio, garner greater efficiencies in its operations, and lower costs across the program resulting in efficiencies and lower costs for lenders participating in the program, allowing them to better use the FHA products in extending homeownership opportunities to higher credit risk or lower-income families, in a sound manner.

Sec. 8 Federal Housing Administration


The Federal Housing Administration (FHA) was created in 1934 to give homebuyers access to reasonably priced mortgages under fair terms. When the FHA was founded only 4 in 10 people owned the homes they lives in and 2 million construction workers had just lost their jobs.  In the 1940s FHA lent to returning veterans.  By 2001 homeownership rates had soared to 68.1%. Over the years FHA has been able to help more than 34 million families and 49,259 multifamily projects containing 5.6 million units of housing. FHA currently has 3.9 million insured single family mortgages and 12,319 insured multifamily projects in its portfolio.  The FHA is the largest insurer of mortgages in the world and is completely funded through its operations at not cost to taxpayers. The FHA approved a weekly adjusted annual estimate of 708,900 loan applications in March, 5.1% for refinancing.  That is an average of 2,802 loan approvals per workday. 

The FHA operates its programs through four funds supported by premium and fee income, interest income, Congressional appropriations, borrowing from the U.S. Treasury, and other miscellaneous sources. The four funds are:

The Mutual Mortgage Insurance (MMI) Fund. This fund supports FHA’s basic single

family homeownership program. This fund is self-sustaining.

The General Insurance (GI) Fund. This fund supports a wide variety of housing

programs including rental apartments, cooperatives, condominiums, nursing homes,

hospitals, property improvements, manufactured housing (Title I), home equity

conversion mortgages, and disaster assistance.

The Special Risk Insurance (SRI) Fund. This fund supports higher-risk single family and

multifamily insured mortgages.

The Cooperative Management Housing Insurance (CMHI) Fund. This fund supports

insured loans on market-rate cooperatives. Historically this fund has been selfsustaining.
At the end of fiscal year 2006, the MMI Fund comprised 80.08 percent of the FHA Insurance Fund; the GI Fund 19.13 percent; the SRI Fund 0.71 percent; and the CMHI Fund 0.08 percent. The total mortgage insurance in-force (IIF) in the FHA Fund was $395.8 billion, a decrease of $20.7 billion, or 5.0 percent, compared to fiscal year 2005. Specifically, the MMI Fund decreased by $18.3 billion, the GI Fund decreased by $1.5 billion, the SRI Fund decreased by $865 million, and the CMHI Fund, the smallest of the four, increased by $22.5 million.

Government backed home mortgages are open to the private market and there are numerous agencies not officially part of the FHA.  In 2005, mortgage companies accounted for nearly 64 percent of government-backed originations. As recently as 2002, their share of originations of this type had been 83 percent. Depository institutions extended 71 percent of reported home improvement loans and about 88 percent of multifamily loans.  For 2005, 60 percent of the reporting institutions each provided information on fewer than 250 loans or applications, accounting for just 1.6 percent of all the reported data. At the other end of the spectrum, 6 percent of reporting institutions each provided information on 5,000 or more loans or applications, but these few highly active lenders accounted for 88 percent of all the reported data.   Asset size and lending activity are highly correlated. For example, the 707 depository institutions with assets of $1 billion or more reported 86 percent of all applications reported by depositories, whereas the 4,236 HMDA-reporting depository institutions with assets of less than $250 million accounted for only about 5 percent of the applications.  Denial rates are lower for government backed loans than for conventional loans.  Loans tend to be categorized first or junior class depending on the size of a buyer’s assets.

Table 9: Mortgage Debt Held by Federal Government (in millions of US$)

	Federal and Related Agencies, Pools and Trusts
	4,994,640
	5,519,713
	6,341,341
	6,999,249

	Federal Government National Mortgage Association
	2,570,266
	2,586,555
	2,600,365
	4,744,749

	Farmers Home Administration
	69,546
	70,624
	72,937
	76,448

	Federal Housing Adm. and Dept. of Veterans Affairs
	4,192
	4,733
	4,819
	5,023

	Federal Deposit Insurance Corporation
	23
	11
	8
	3

	Federal Land Banks
	49,307
	52,793
	54,640
	59,897

	Federal Home Loan Mortgage Corporation
	1,217,609
	1,265,599
	1,392,276
	1,538,141

	Federal Agricultural Mortgage Corporation
	1,993
	1,825
	1,639
	3,877


Source: Statistical Supplement to the Federal Reserve Bulletin, April 2007, 1.54
Whenever the Secretary has taken any discretionary action to suspend or revoke the approval of any mortgagee to participate in any mortgage insurance program under this subchapter, the Secretary shall provide prompt notice of the action and a statement of the reasons for the action to— 

1. the Secretary of Veterans Affairs; 
2. the chief executive officer of the Federal National Mortgage Association;  

3. the chief executive officer of the Federal Home Loan Mortgage Corporation; 
4. the Administrator of the Farmers Home Administration; 
5. if the mortgagee is a national bank, or a subsidiary or affiliate of such a bank, the Comptroller of the Currency; 
6. if the mortgagee is a State bank that is a member of the Federal Reserve System or a subsidiary or affiliate of such a bank, or a bank holding company or a subsidiary or affiliate of such a company, the Board of Governors of the Federal Reserve System; 
7. if the mortgagee is a State bank that is not a member of the Federal Reserve System or is a subsidiary or affiliate of such a bank, the Board of Directors of the Federal Deposit Insurance Corporation; and 
8. if the mortgagee is a Federal or State savings association or a subsidiary or affiliate of a savings association, the Director of the Office of Thrift Supervision. 
Subject to the provisions of the Federal Credit Reform Act of 1990, there is created a Mutual Mortgage Insurance Fund for the Secretary to enter into agreements guaranteeing mortgages.  The authority of the Secretary to enter into commitments to guarantee such insured mortgages shall be effective for any fiscal year only to the extent that the aggregate original principal loan amount under such mortgages, any part of which is guaranteed, does not exceed the amount specified in appropriations Acts for such fiscal year.  The Secretary shall provide for an independent actuarial study of the Fund to be conducted annually, which shall analyze the financial position of the Fund and shall report to Congress quarterly on the cumulative volume of loan guarantees made during that time period.  Loans shall be categorized based upon risk.  Reports shall be made on the difference between actual and projected claim and prepayment activity, projected and actual loss rates, projected on the annual subsidy rates to ensure that increases in risk are identified and mitigated.  The first quarterly report shall be submitted on the last of the first quarter of fiscal year 2008 or upon the expiration of the 90-day period beginning on the date of the enactment of the Expanding American Homeownership Act of 2007.
Fannie Mae and Freddie Mac were created by acts of the Congress and are thus known as government-sponsored enterprises, or GSEs. The Congress chartered these two companies with the goal of expanding the amount of capital available to the residential mortgage market, thereby promoting homeownership, particularly among low- and middle-income households. Although they retain their government charters, Fannie and Freddie were converted (in 1968 and 1989, respectively) to private, publicly traded, for-profit companies. Fannie and Freddie are regulated by the Office of Federal Housing Enterprise Oversight (OFHEO), with additional oversight by the Department of Housing and Urban Development (HUD). The regulatory framework under which the GSEs operate has two principal objectives: first, to support the GSEs’ mission of promoting homeownership, especially access to affordable housing; and second, to ensure that these two companies operate in a financially prudent manner. From the end of 1990 until the end of 2003, the combined portfolios of Fannie Mae and Freddie Mac grew more than tenfold, from $135 billion to $1.56 trillion, and the share they hold of outstanding residential mortgages increased from less than 5 percent to more than 20 percent.  Moreover, to finance their own holdings of MBS and other assets, in 2005 the two GSEs together issued almost $3 trillion in debt. Today, the two companies have $5.2 trillion of debt and MBS obligations outstanding, exceeding the $4.9 trillion of publicly held debt of the U.S. government.  

Fannie Mae and Freddie Mac each run two lines of business. Their first line of business involves purchasing mortgages from primary mortgage originators, such as community bankers; packaging them into securities known as mortgage-backed securities (MBS); enhancing these MBS with credit guarantees; and then selling the guaranteed securities. Through this process, securities that trade readily in public debt markets are created. This activity, known as securitization, increases the liquidity of the residential mortgage market. In particular, the securitization of mortgages extended to low- and middle-income home purchasers likely has made mortgage credit more widely available. The GSEs’ second line of business involves the purchase of mortgage-backed securities and other types of assets for their own investment portfolios. This line of business has raised public concern because its fundamental source of profitability is the widespread perception by investors that the U.S. government would not allow a GSE to fail, notwithstanding the fact that--as numerous government officials have asserted--the government has given no such guarantees. The perception of government backing allows Fannie and Freddie to borrow in open capital markets at an interest rate only slightly above that paid by the U.S. Treasury and below that paid by other private participants in mortgage markets.  By law, banks cannot make additional banking acquisitions if the resulting firm would control more than 10 percent of U.S. insured deposits.  

Sec. 9 Community Reinvestment Modernization Act of 2007

Congress finds that it is necessary to increase homeownership and small business ownership for low- and moderate-income borrowers and persons of color.  The Community Reinvestment Act (CRA) obligates insured depository institutions to help meet the credit needs of their entire local communities, including low- and moderate-income borrowers and neighborhoods, consistent with the institutions’ safe and sound operation.  The Community Reinvestment Modernization Act of 2007 H.R.1289 recalls that the Community Reinvestment Act (CRA) of 1977 has leveraged more than $4 trillion in loans and investments for low- and moderate-income communities according to the National Community Reinvestment Coalition.  Section 809(a) of the Community Reinvestment Act of 1977 12USC(30)§2908(a) is amended so that all regulated financial institutions shall be examined under this title at least once in each 2-year period.  There shall be no exemptions for institutions valued less than $1 billion. 
Table 10: Community Reinvestment Act reporting as % of all Loans 1997-2005

	
	1997
	1999
	2001
	2003
	2005

	Business Loans
	2,560,795
	3,287,974


	6,094,606


	8,004,463


	7,951,110



	Thousands of Dollars
	159,401,302

	174,538,571

	224,914,485

	278,612,596

	271,615,447


	CRA as % of Loans 
	71.0%
	67.8%
	84%
	90.5%
	73.2%


Source: Federal Financial Institutions Examination Council Analysis of CRA
The CRA of 1977 has leveraged a tremendous increase in home mortgage lending to minority and low- and moderate-income borrowers as compared to whites and middle-income borrowers; from 1993 through 2002, home mortgage lending has increased by 79.5 percent to Blacks, by 185.8 percent to Hispanics, by 29.6 percent to whites, by 90.6 percent to low- and moderate-income borrowers, and by 51.4 percent to middle-income borrowers.  While the CRA of 1977 has been effective, significant wealth disparities remain; in the fourth quarter of 2004, the white homeownership rate was 76.2 percent while the African-American and Hispanic homeownership rates were 49.1 percent and 48.9 percent, respectively.  In 2002, the median net worth for Hispanic and African-American households was $7,932 and $5,988 respectively, while, in sharp contrast, the median net worth for White households was $88,651.  

Public and congressional concerns about the deteriorating condition of America's cities, particularly lower-income and minority neighborhoods, led to the enactment of the Community Reinvestment Act. In the view of many, urban decay was partly a consequence of limited credit availability, which encouraged urban flight and inhibited the rehabilitation of declining neighborhoods. Some critics pinned the blame for the lack of credit availability on mainstream financial institutions, which they characterized as willing to accept deposits from households and small businesses in lower-income neighborhoods but unwilling to lend or invest in those same neighborhoods despite the presence of creditworthy borrowers. 

Several social and economic factors help explain why credit to lower-income neighborhoods was limited at that time. First, racial discrimination in lending undoubtedly adversely affected local communities. Discriminatory lending practices had deep historical roots. The term "redlining," which refers to the practice of designating certain lower-income or minority neighborhoods as ineligible for credit, appears to have originated in 1935, when the Federal Home Loan Bank Board asked the Home Owners' Loan Corporation to create "residential security maps" for 239 cities that would indicate the level of security for real estate investments in each surveyed city. The resulting maps designated four categories of lending and investment risk, each with a letter and color designation. Type "D" areas, those considered to be the riskiest for lending and which included many neighborhoods with predominantly African-American populations, were color-coded red on the maps--hence the term "redlining" (Federal Home Loan Bank Board, 1937). Private lenders reportedly constructed similar maps that were used to determine credit availability and terms. The 1961 Report on Housing by the U.S. Commission on Civil Rights reported practices that included requiring high down payments and rapid amortization schedules for African-American borrowers as well as blanket refusals to lend in particular areas. 
The term `community development investment' means investment in activities that revitalize and stabilize low- and moderate-income neighborhoods and directly benefit low- and moderate-income individuals, including investment in affordable housing, community services, small-business development, and economic development.  Each mortgage bank shall have, with respect to each community comprising an assessment area of such mortgage bank, a continuing and affirmative obligation to meet the mortgage credit and mortgage service needs of such communities, including extensions of credit in low- and moderate-income neighborhoods of such communities.  The rating categories used in rating the performance of any mortgage bank shall include `Outstanding', `High Satisfactory', `Satisfactory', `Low Satisfactory', `Needs-to-Improve', and `Substantial Noncompliance' or such other categories as the Secretary may establish by regulation. Ratings of low satisfactory or lower will require the lending institution shall submit a CRA improvement plan.

In the case of a regulated financial institution, or an affiliate or business partner of any such institution, which the appropriate Federal financial supervisory agency determines has engaged in any credit practice which has a negative impact on a community or neighborhood, such as predatory lending or abusive payday lending, or has engaged in any other lending practice or service in a manner which unlawfully discriminates against any person or against minority or low- and moderate-income neighborhoods the institution will result in a low CRA performance rating and will be prohibited from making large moves such as mergers and acquisitions under the National Bank Consolidation and Merger Act 12USC(2)XVI§215 et seq. that requires public meetings.  

Community development investment means investment in activities that revitalize and stabilize low- and moderate-income neighborhoods and directly benefit low- and moderate-income individuals, including investment in affordable housing, community services, small-business development, and economic development.  The program shall include a method for evaluating the number and dollar amount of community reinvestment by every security firm.  Each mortgage bank shall have, with respect to each community comprising an assessment area and a continuing and affirmative obligation to meet the mortgage credit needs of such communities.  Both mortgage banks and the government will be responsible for assessing the needs of the community in regards to community corrections shelters, community mental health shelters and homeless shelters for the enforcement of Congress and supervision of the Secretary of Housing and Urban Development.  

Sec. 10 Homeless Emergency Assistance and Rapid Transition to Housing Act
On February 28th, the U.S. Department of Housing and Urban Development (HUD) released a report to Congress on homelessness in America. The report included both a “point-in-time” count, which measures the number of homeless individuals on a given night, as well as a count collected over a three month period using the Homeless Management Information Systems (HMIS). HUD reported that on any given night an estimated 754,000 persons will experience homelessness and between 330,000 and 415,000 will stay at a homeless shelter or transitional housing throughout the U.S. depending upon the season. This results in about 300,000 more people then shelter beds in the U.S.  HUD’s staggering finding is an indictment of the previously absent political will to end homelessness. This report confirms the need for both emergency response legislation, such as the Homeless Emergency Assistance and Rapid Transition to Housing Act (H.R. 840), to amend the McKinney-Vento Homeless Assistance Act double federal dollars in homeless assistance programs, as well as the need for a comprehensive response to the affordable housing crisis in our nation. This includes the passage of the Bringing America Home Act (to be reintroduced in the 110th Congress).

The term “homeless” or “homeless individual or homeless person” means an individual who lacks a fixed, regular, and adequate residence and includes an individual who is sharing the housing of other persons due to loss of housing, economic hardship or a similar reason, is living in a motel, hotel, or camping ground due to the lack of alternative adequate accommodations or is living in an emergency or transitional shelter or is discharged from an institution.  

The Interagency Council on Homelessness has established the mechanism for the monitoring of the quantifiable results being achieved in States and Cities across the nation. Research involving just over 100 10-Year Plan cities has created 36,000 units/tenancies of targeted permanent supportive housing toward the goal of 150,000, with over $3.17 billion in State, local, and private investment leveraged. 

Homeless Emergency Assistance and Rapid Transition to Housing Act explains that a collaborative applicant is an entity, which may or may not be a Board, that serves as the applicant for project sponsors who jointly submit a single application for a grant, in an amount not to exceed $200,000-$400,000, for the acquisition, rehabilitation, or acquisition and rehabilitation, of an existing structure (including a small commercial property or office space) to provide supportive housing other than emergency shelter or to provide supportive services for homeless people; and for not more than 75% of annual operating costs may be made under McKinney-Vento Homeless Assistance Act at 42USC(119)IVC§11383.  
A community homeless assistance planning board shall be established for a geographic area by the relevant parties, not less than 51% of whom shall have experience homelessness and advocates of the diverse peoples in the geographic area and representatives of non profit organizations and education agency liaisons the remainder shall be government officials, business leaders and representatives of the neighborhood Social Security Administration and Veteran’s Administration.  

To receive a grant an eligible applicant shall submit an application for the grant to a community board.  The Secretary shall ensure that the procedure permits appeals submitted by community boards, entities carrying out homeless housing and services projects (including emergency shelters and homelessness prevention programs) and homeless planning bodies.  Houses acquired or rehabilitated under this act must be committed to the care of homeless persons for a period of not less than 20 years.
Supportive housing may be transitional housing of not more than 24 months or permanent housing for people with disabilities.   The Secretary of Housing and Urban Development shall, on a quarterly basis, request information from each landholding agency regarding Federal public buildings and other Federal real properties (including fixtures) that are excess property or surplus property or that are described as unutilized or underutilized and shall identify which of those buildings and other properties are suitable for use to assist the homeless.  The Secretary shall provide assistance directly to a jurisdiction only if the jurisdiction submits a comprehensive housing affordability strategy. 

Table 11: Sheltered and Unsheltered Homeless Persons in Different Seasons 2005

	
	April 30, 2005
	Day in March 2005
	Day in Jan. 2005

	Sheltered Homeless Persons
	313,722
	334,744
	415,366

	Un Sheltered Homeless Persons
	440,000
	415,000
	338,781

	Total Homeless Persons
	753,722
	749,744
	754,147


Source: HUD Annual Homeless Assessment Report to Congress February 2007

In 1996, an estimated 637,000 adults were homeless in a given week. In the same year, an estimated 2.1 million adults were homeless over the course of a year. These numbers increase dramatically when children are included, to 842,000 and 3.5 million, respectively. A quarter of homeless are children.  There are not many elderly people probably because of the shortened life expectancy of chronically homeless individuals. The share of all homeless people that are chronically homeless is much smaller (23 percent or 169,879 persons). The fact that there has been no increase in homelessness although the national population has increased 31 million can be interpreted as an accomplishment.  

Over a five-year period, about 2-3 percent of the U.S. population (5-8 million people) will experience at least one night of homelessness. For the great majority of these people, the experience is short and often caused by a natural disaster, a house fire, or a community evacuation.  A much smaller group, perhaps as many as 500,000 people, have greater difficulty ending their homelessness.  Most homeless people about 80%, exit from homelessness within about 2-3 weeks. They often have more personal, social, and economic resources to draw on than people who are homeless for longer periods of time. About 10% are homeless for up to two months, with housing availability and affordability adding to the time they are homeless. Another group of about 10% is homeless on a chronic, protracted basis-as long as 7-8 months in a two-year period. Disabilities associated with mental illnesses and substance use are common. On any given night, this group can account for up to 50% of those seeking emergency shelter.
The reasons why people become homeless are as varied and complex as the people themselves. Several structural factors contribute greatly to homelessness. 

Poverty. People who are homeless are the poorest of the poor. In 1996, the median monthly income for people who were homeless was $300, only 44% of the Federal poverty level for a single adult.  Decreases in the numbers of manufacturing and industrial jobs combined with a decline in the real value of minimum wage by 18% between 1979 and 1997 have left significant numbers of people without a livable income. 

Housing. The U.S. Department of Housing and Urban Development estimates that there are five million households in the U.S. with incomes below 50% of the local median who pay more than half of their income for rent or live in severely substandard housing. This is worsened by a decline in the number of housing units affordable to extremely low income households by 5% since 1991, a loss of over 370,000 units. Federal rental assistance has not been able to bridge the gap; the average wait for Section 8 rental assistance is now 28 months.  

Disability. People with disabilities who are unable to work and must rely on entitlements such as Supplemental Security Income (SSI) can find it virtually impossible to find affordable housing. People receiving Federal SSI benefits, which were $545 per month in 2002, cannot cover the cost of an efficiency or one-bedroom apartment in any major housing market in the country.

As of early 2005, there were approximately 438,300 emergency and transitional year-round beds nationwide. The inventory is distributed nearly equally among emergency shelters (about 217,900 beds) and transitional housing (approximately 220,400 beds). The mix of available year-round beds is also evenly distributed across household types, with about 216,000 beds for persons in families (49 percent) and 222,400 beds for individuals (51 percent).  Since 1996, the overall inventory of emergency, transitional, and permanent housing beds has increased from 607,700 to 647,000, a six percent increase in ten years. The increase in beds reflects a 35 percent decrease in the number of emergency beds and dramatic increases in the numbers of transitional and permanent supportive housing programs and beds. Transitional housing beds increased by 38 percent, and permanent supportive housing beds by 83 percent during that period.

In 1984, HUD conducted the first federal attempt to describe the nation’s capacity to shelter homeless persons and concluded that there were approximately 100,000 shelter beds in about 1,900 shelters.2 HUD conducted a second national survey of shelter supply in the summer of 1988 and estimated that the nation’s capacity to shelter homeless persons was 275,000 beds in 5,400 shelters.  In total there are about 19,500 homeless residential programs and 647,000 beds in the current inventory, compared to 15,900 programs and 607,700 beds in 1996.  

By 2005 residential programs redefined themselves, so that emergency shelters become transitional (or permanent) housing programs. It is possible that some of the 3,400 emergency shelters and 115,600 emergency beds that disappeared between 1996 and 2005 became part of the 3,000 transitional housing programs and 60,200 transitional beds, or the 4,000 permanent housing programs and 94,700 permanent beds, that were gained during this same period.

Table 12: Change in National Capacity to House Homeless Persons 1996-2005
	
	1996
	2005
	Change 
	% Change

	Total Number of Programs
	15,900
	19,500
	3,600
	23%

	Emergency Shelters
	9,600
	6,200
	-3,400
	-35%

	Transitional Housing
	4,400
	7,400
	3,000
	68%

	Permanent Housing
	1,900
	5,900
	4,000
	211%

	Total Bed Capacity
	607,700
	647,000
	39,300
	6%

	Emergency Shelters
	333,500
	217,900
	-115,600
	-35%

	Transitional Housing
	160,200
	220,400
	60,200
	38%

	Permanent Housing
	114,000
	208,700
	94,700
	83%


Source: HUD Annual Homeless Assessment Report to Congress February 2007
It can be estimated that 3,000-5,000 emergency homeless shelters with 20 to 50 beds are needed to make up for the loss of 115,000 beds between 1996 and 2005.  Roughly one new emergency shelter is needed in every county to make up the loss in the past decade.  It seems that the economic interests of the homeless people themselves for longer term and nicer transitional and permanent housing and the availability of financing for mental health shelters and natural accumulation of furniture has caused emergency shelters to shift to longer term transitional and permanent housing.  From the perspective of the homeless most new investment should go into new emergency homeless shelters.  It is hoped that 5,000 new emergency homeless shelters will be purchased under the Homeless Emergency Assistance and Rapid Transition to Housing Act of 2007.
Sec. 11 Enforcing Community Based Corrections

The vase majority of demand for government sponsored community housing to counter discrimination can be found in the corrections system.  Each year jails release in excess of 10,000,000, 3.3% of the population, back into the community.  A record 7 million people - or one in every 32 American adults - were behind bars, on probation or on parole by the end of 2005. Of those, 2.2 million were in prison or jail, an increase of 2.7% over the previous year.  More than 4.1 million people were on probation and 784,208 were on parole. Prison releases are increasing, but admissions are increasing more.  As the result of mandatory minimum sentencing laws of the past two decades the US has the highest and densest prison population in the world at an estimated 737 prisoners per 100,000 citizens, Russia comes in third on density with 623 per 100,000.  The US population desperately needs freedom.  Studies have shown that from 15 percent to 27 percent of prisoners expect to go to homeless shelters upon release from prison.   The National Institute of Justice has found that after one year of release, up to 60 percent of former inmates are not employed.  Community corrections housing is the best way to supervise criminally oriented people without the deprivation of liberty noted in the damning prison statistics the US must reform if they wish to be a free nation.  

According to the Bureau of Justice Statistics, expenditures on corrections alone increased from $9,000,000,000 in 1982 to $44,000,000,000 in 1997.  These figures do not include the cost of arrest and prosecution, nor do they take into account the cost to victims.  The terms `place of the prisoner's imprisonment' and `available penal or correctional facility' do not include a community corrections center, community treatment center, `halfway house,' or similar facility that does not confine residents in the manner of a prison or jail. The term `residential substance abuse treatment’ means a course of individual and group activities and treatment, lasting at least 6 months in residential treatment facilities set apart from the general prison population.  Increase recidivism results in profound collateral consequences, including public health risks, homelessness, unemployment and disenfranchisement.  

Community corrections, as an extension of probation and parole services, is the answer to both the crime and penal problem.  The federal legislature in particular must advocate for community corrections programs as the states and counties already do and they need the federal support.  In fact to uphold basic principles in law the federal government should transfer all funding for local armed forces to community corrections programs, an estimated $3 billion, whereas the federal government has been subversive in their finance of local law enforcement.  The federal government needs to enforce the ban on financing armed forces by funding the more compassionate system of community corrections who are so civilized they can usually be written to without the violent reaction of the armed forces. Halfway houses in the community are the best way to combat recidivism amongst offenders.  By treating the offenders fairly but firmly in the community they will escape a great deal of the corruption that arises from the cruelty of jail.  Borderline probationers can get crime free living situations before committing a serious crime and paroled offenders can serve out the remainder of their prison term in community correctional shelters where they could be productive citizens. There is a market for between a million and three million community corrections beds to serve people who would otherwise be institutionalized.  The State departments of correction with the assistance of community based corrections boards in every county need to invest in real estate and community staff on a large scale in anticipation of savings whereas community corrections costs an estimated $4,500 annually whereas incarceration costs $24,000 a year.     
There is clearly an element of racial discrimination in the detention of offenders.  Over the past year, the female population in state or federal prison increased 2.6 percent while the number of male inmates rose 1.9 percent. By year's end, 7% of all inmates were women. Racial disparities among prisoners persist. In the 25-29 age group, 8.1% of black men - about one in 13 – were behind bars, compared with 2.6% of Hispanic men and 1.1% of white men. Certain states saw more significant changes in prison population. Georgia had the biggest decrease, losing 4.6%, followed by Maryland with a 2.4% decrease and Louisiana with a 2.3% drop.  Montana and Kentucky were next in line with increases of 10.4% and 7.9%, respectively.  In South Dakota, the number of inmates increased 11% over the past year, more than any other state.  State and federal legislatures need to redress the prison population in their states.  

Table 13: US Prison Population State by State 30.6.2005 

	Rank
	Correction

Agency
	Total Prison Pop. in 

1999
	State Prison Pop.
	Local Jail Population
	per 00,000
	Executions since 1976
	Estimated Need for Community Beds/Houses

	
	US Military
	25,000
	
	
	
	0 yes
	

	
	Federal
	179,220
	N/a
	N/a
	58
	3
	

	1
	Maine
	3,608
	2,063
	1,545
	273
	0
	303/12

	2
	Minnesota
	15,422
	8,399
	7,023
	300
	0
	2,570/102

	3
	Rhode Island
	3,364
	N/a
	N/a
	313
	0 yes
	677/27

	4
	Vermont
	1,975
	N/a
	N/a
	317
	0
	417/17

	5
	New Hampshire
	4,184
	2,456
	1,728
	319
	0
	905/36

	6
	Massachusetts
	22,778
	10,159
	12,619
	356
	0
	6,782/271

	7
	North Dakota
	2,288
	1,344
	944
	359
	0
	695/28

	8
	Iowa
	12,215
	8,578
	3,637
	412
	 0 
	4,803/192

	9
	Nebraska
	7,406
	4,308
	3,098
	421
	3
	3,008/120

	10
	West Virginia
	8,043
	3,966
	4,077
	443
	0
	3,504/140

	11
	Hawaii
	5,705
	N/a
	N/a
	447
	0
	2,614/101

	12
	Washington
	29,225
	16,532
	12,693
	465
	4
	13,512/541

	13
	Utah
	11,514
	4,775
	6,739
	466
	6 
	5,337/214

	14
	New York
	92,769
	63,234
	29,535
	482
	 0 yes
	44,652/1,786

	15
	Illinois
	64,735
	44,669
	20,066
	507
	12 
	32,814/1,313

	16
	Montana
	4,923
	2,658
	2,265
	526
	2
	2,583/103

	17
	Oregon
	19,318
	12,769
	6,549
	531
	2
	10,223/409

	18
	New Jersey
	46,411
	28,790
	17,621
	532
	 0 yes
	24,601/984

	19
	Connecticut
	19,087
	N/a
	N/a
	544
	 1
	10,315/413

	20
	Ohio
	65,123
	44,270
	19,853
	559
	19
	35,998/1,440

	21
	Kansas
	15,972
	9,068
	6,904
	582
	0 yes 
	9,111/365

	22
	Pennsylvania
	75,507
	41,052
	34,455
	607
	 3
	44,409/1,776

	23
	North Carolina
	53,854
	36,683
	17,171
	620
	39
	32,139/1,286

	24
	South Dakota
	4,827
	3,395
	1,432
	622
	0 yes 
	2,887/115

	25
	Maryland
	35,601
	23,215
	12,386
	636
	5
	21,606/864

	26
	Indiana
	39,959
	22,392
	17,567
	637
	16 
	24,277/971

	27
	District of Columbia
	3,552
	N/a
	N/a
	645
	 0
	2,175/87

	28
	Wisconsin
	36,154
	21,850
	14,304
	653
	 0
	22,313/893

	29
	Michigan
	67,132
	49,014
	18,118
	663
	 0
	41,818/1,673

	30
	Arkansas
	18,693
	12,568
	6,125
	673
	27
	11,749/470

	31
	California
	246,317
	164,179
	82,138
	682
	 11
	156,025/6,241

	32
	Wyoming
	3,515
	1,964
	1,551
	690
	1 
	2,242/90

	33
	Alaska
	4,678
	4,613
	65
	705
	0
	3,019/120

	34
	Missouri
	41,461
	31,000
	10,461
	715
	66 
	26,964/1,079

	35
	Kentucky
	30,034
	13,273
	16,761
	720
	 2
	19,605/784

	36
	Colorado
	33,955
	20,317
	13,638
	728
	 1
	22,295/892

	37
	Tennessee
	43,678
	19,445
	24,233
	732
	 1
	28,761/1,150

	38
	Nevada
	18,265
	11,155
	7,110
	756
	11
	12,225/489

	39
	Virginia
	57,444
	31,020
	26,424
	759
	94
	38,523/1,541

	40
	New Mexico
	15,081
	6,567
	8,514
	782
	 1
	10,260/410

	41
	Idaho
	11,206
	7,419
	3,787
	784
	 1
	7,633/305

	42
	Arizona
	47,974
	32,495
	15,479
	808
	 22
	33,131/1,325

	43
	Delaware
	6,916
	N/a
	N/a
	820
	 14
	4,808/192

	44
	South Carolina
	35,298
	23,072
	12,226
	830
	 35
	24,666/987

	45
	Florida
	148,521
	84,901
	63,620
	835
	60
	104,054/4,162

	46
	Alabama
	40,561
	25,418
	15,143
	890
	34
	29,168/1,167

	47
	Oklahoma
	32,593
	23,008
	9,585
	919
	79
	23,727/949

	48
	Mississippi
	27,902
	16,480
	11,422
	955
	 6
	20,597/824

	49
	Texas
	223,195
	156,661
	66,534
	976
	355
	166,024/6,641

	50
	Georgia
	92,647
	47,682
	44,965
	1,021
	39
	69,962/2,799

	51
	Louisiana
	51,458
	19,591
	31,867
	1,138
	 27
	40,154/1,606

	
	US Totals 
	2,193,798
                
	1,259,905 
	747,529 
	737
	1002 as of 6 Dec. 2005
	1,449,633/

57,985


Source: International Centre for Prison Studies, World Prison Brief, USA State by State

No person shall be sentenced to or placed in a community-based correctional facility and program but by a court, probation officer or by the parole board pursuant to a Period of post-release control for certain offenders; until after the proposal for the establishment of the facility and program has been approved by the division of parole and community services as upholding Minimum standards for jails, powers and duties of the division of parole and community services. Commitments to approved community correctional facilities may be for any number weeks, months or years.  These judgments may be modified should the circumstances of the offender change, either due to, employment, independent living or recidivism.  The commitment to community corrections is for the protection of the community and admits:  Pre trial detainees, who do not pose a serious risk of flight or violence. People convicted of lesser felony or misdemeanor offenses who are on probation but do not have a stable enough home and/or employment environment for house arrest, or work release, to be in their immediate best interest. Felony offenders who are released from prison on parole. Otherwise homeless individuals who consent to live in such circumstances and are treated to the full array of medical and social services, may check in or out at any time, although two weeks notice is recommended.  The recommendation of a police officer should be satisfactory to get a person admitted.  A court date should be set within a week to ensure proper registration of the “homeless individual” when a judge could make rulings in regards to housing assistance, social security or welfare benefits the otherwise homeless individual might be eligible for. 

If a person who has been convicted of or pleaded guilty to an offense is confined in a community-based correctional facility or district community-based correctional facility, or any penal facility, at the time of reception and at other times the person in charge of the operation of the facility determines to be appropriate, the person in charge of the operation of the facility may cause the alleged offender to be examined and tested for tuberculosis, HIV infection, hepatitis, including but not limited to hepatitis A, B, and C, and other contagious diseases. The person in charge of the operation of the facility may cause a convicted offender in the facility who refuses to be tested or treated for tuberculosis, HIV infection, hepatitis, including but not limited to hepatitis A, B, and C, or another contagious disease to be tested and treated involuntarily.  Mental Health professionals shall be available for the diagnosis and treatment of mental illness of pre trial and post conviction resident of the community based corrections programs.  Psychiatric medication will be made available, free of charge, upon the prescription of these professionals.  Psychiatric drugs should be kept in the office and administered in accordance with the prescription by the resident caretaker.  Social workers shall make weekly rounds to every facility and schedule appointments for counseling sessions with the residents of the community correction program.  Social workers shall discuss a person’s employment and family situation.  Several computers with Internet access should be made available in every facility so that the residents could support court proceedings with their own written opinions and be more successful with the printing of their resumes and letters.  

The court of any county or district that has a population of two hundred thousand or more may formulate a community-based correctional proposal for the approval of the director of rehabilitation and correction.  In determining whether to grant approval to a court to formulate more than one proposal, the director shall consider the rate at which the county served by the court commits felony offenders to the state correctional system.  If a court formulates more than one proposal, each proposal shall be for a separate community-based correctional facility and program. For each community-based correctional proposal formulated under this division, the fact that the proposal has been formulated and the fact of any subsequent establishment of a community-based correctional facility and program pursuant to the proposal shall be entered upon the journal of the court. 

In Agreements regarding the Application for state financial assistance to community-based corrections the division of parole and community services shall accept applications for state financial assistance for the renovation, maintenance, and operation of proposed and approved community-based correctional facilities and programs and district community-based correctional facilities and programs. The division shall adopt a formula to determine the allocation of state financial assistance to qualified applicants. The formula shall provide for funding that is based upon a set fee to be paid to an applicant per person committed or referred in the year of application. In no case shall the set fee be greater than the average yearly cost of incarceration per inmate in all state correctional institutions.

The efforts of various public and private entities to provide supervision and services to offenders after reentry into the community and to the family members of such offenders, are coordinated.  Offenders awaiting reentry into the community are provided with documents (such as identification papers, referrals to services, medical prescriptions, job training certificates, apprenticeship papers and information on obtaining public assistance) useful in achieving a successful transition from prison.  Carrying out programs and initiative by units of local government to strengthen reentry services for individuals released from local jails.  Prison mentors must be enabled to remain in contact with those offenders, including through the use of such technology as videoconferencing and email during incarceration and after reentry into the community and encouraging the involvement of prison mentors in the reentry process.  

Structured post- release housing and transitional housing, including group homes for recovering substance abusers, through which offenders are provided supervision and services immediately following reentry into the community.  Officers assist offenders in securing permanent housing upon release or following a stay in transitional housing.  Continuing health services (including screening, assessment and aftercare mental health services, substance abuse treatment and aftercare and treatment of contagious diseases) to offenders in custody and after reentry into the community.  Offenders must be provided with education job training, English as a second language programs, work experience programs, self-respect and life skills training and other skills useful in achieving a successful transition from prison.  Collaboration must be facilitated among corrections and community corrections, technical schools, community colleges, and the workforces development and employment service sectors.  

Nationally it can be estimated that there are 1.5 million offenders who need to be released from jail.  There are another 7 million people on probation and parole of varying degrees of threat to society a percentage of whom would benefit from professional care and supervision in a halfway house.  It would be reasonable to expect the federal bureau of prisons and local community corrections boards under the supervision of state departments of corrections would purchase more than 25,000 houses a year towards a ten year goal of  2.5 million beds,  and 24 hour staff to resident ratio of 3-8 per prisoner, 500,000 employees.  It is hoped that the half way decent halfway house system will be dramatically expanded by a generous Congress in the next few years in order to make significant reductions in the jail and prison population towards international norms of 250 prisoners per 100,000 citizens, reduce recidivism and be more fair to our citizens.  

Halfway houses present a method of managing offenders that can bring down our nation’s alarming detention rate and reduce crime.  Congress will of course need to be quite firm with the local armed forces, whose leaders may need to be fired if they are particularly confederate in their opposition to freedom.   It is hoped to transition large number of correctional officers to community treatment in the probation and parole services.  The federal and state legislatures who have no disciplinary authority or supervision of the local armed forces will need to keep their financing and support of the criminal justice system to the fairly social halfway houses.  By enforcing this principle of financing only the community corrections system rather than the armed forces in general, it can be estimated that Congress can leverage more than $3 billion in funds annually for the acquisition and maintenance of halfway houses, enough for 15,000 federal homes. 

Sec. 12 Community Mental Health and Substance Abuse Treatment

The Mental Health system was the first to reinvest in community housing. The number of inpatient beds supplied by organizations decreased by half, from 558,239 in 1955 to 261,903 in 1998 after Congress passed the Mental Retardation Facilities and Community Mental Health Centers Construction Act of 1963 (P.L. 88-164) establishing mental health boards in counties around the nation.  Community reinvestment needs to continue whereas it can be estimated that over 50% of the inpatients are unnecessarily hospitalized for corporate greed and the patients either have their own place to live or would do better in community mental health shelters.  Although the mentally ill and retarded are encouraged to care for themselves, and for the most part do, there are an estimated 2.5 million community mental health and retardation beds in 100,000 community shelters around the nations supervised by over 5,722 organizations, mostly county agencies.  It is the goal of the mental health system to close all state mental institutions and private psychiatric hospitals to leave only a limited inpatient population in general hospital psychiatric wards.  If they mental health system would push forward with this objective it could be estimated that the mental health system would need to shelter as many 150,000 persons in an estimated 5,000 new shelters.  The community mental health system presents a good example for the correctional system to follow.   
Community housing corporations may be run as (1) group homes, (2) partnerships, or (3) sole proprietorship.  Organizations that are principally engaged in the business of providing education, health care, housing, social services, or parks and recreation are eligible to receive federal finance. In Title 24 of the Code of Federal Regulations Chapter 7-9 housing assistance programs receive special government backing under Section 8 Housing Assistance programs, section 202 Direct Loan Program, Section 202 Supportive Housing for the Elderly Program and Section 811 Supportive Housing for Persons with Disabilities Program, Under 24CFR700.125  participants in Congregate Housing Services under section 802(e)(1), (4) and (5) are also eligible if they are temporarily disabled and priority is given to low income individuals. The mixed-finance owner must develop and continue to operate the same number of supportive housing units for elderly persons or persons with disabilities, as stated in the use agreement or other document establishing the number of assisted units, for a 40-year period. The owner must ensure that Section 202 or 811 supportive housing units in the development are and continue to be comparable to unassisted units in terms of location, size, appearance, and amenities. If due to a change in the partnership structure it becomes necessary to establish a  new owner partnership or to transfer the supportive housing project, Sec.  891.863 
President Bush signed E.O. 13217 Community Based Alternatives for Individuals with Disabilities in 2001, to assist States and localities to ensure that all Americans with mental illness have the opportunity to live close to their families and friends, to live more independently, to engage in productive employment, and to participate in community life with unabridged access to community based alternative to institutionalization.  Equal Opportunities for Individuals with Disabilities in Public Accommodations are guaranteed under 42USC(126)§12182 that states, “No individual shall be discriminated against on the basis of disability in the full and equal enjoyment of the goods, services, facilities, privileges, advantages, or accommodations of any place of public accommodation by any person who owns, leases (or leases to), or operates a place of public accommodation.” Owners, managers, and tenants of federally assisted housing, public housing agencies, owner and tenant advocacy organizations persons with disabilities and disabled families, organizations assisting homeless individuals, and social service, mental health, and other nonprofit service providers who serve federally assisted housing shall provide in appropriate measures reasonable accommodations required under the Fair Housing Act 42 USC(45)§3601 to comply with civil rights laws elaborated upon in Labor statute 29USC§794 that sets forth that, “No otherwise qualified individual with a disability in the United States … shall, solely by reason of her or his disability, be excluded from the participation in, be denied the benefits of, or be subjected to discrimination under any program or activity receiving Federal  financial assistance or under any program or activity conducted by any Executive agency or by the United States Postal Service.”  

In 1992 the ADAMHA Reorganization Act transferred the Alcohol, Drug Abuse, Mental Health Administration (ADAMHA) programs to the new Substance Abuse Mental Health Service Administration (SAMHSA).  SAMHSA administrates substance abuse and mental health programs and facilities nationwide.  Mental illness and drug abuse are deeply related and addiction is best processed as a mental illness whereas withdrawal tends to produce serious mental illness as a temporary side effect and the addiction itself is far from rational behavior.  

Drug treatment is the socially responsible response to drug addiction and alcoholism.  There are a large number of Alcoholics Anonymous and support groups that give free meetings to provide drug addicts with the moral support they need to overcome their addiction.  Inpatient drug treatment, is the reasonable alternative to jail time for repeat offenders and seriously disabled addicts.  The substance abuse treatment alternative was first legislated in the 1966 Narcotic Addict Rehabilitation Act 42USC(42) establishing civil commitment proceedings a 30 days of hospitalization and forty two months of aftercare of consensual and non-consensual narcotic addicts under the supervision of the Surgeon General.  The program enables the court to appoint each patient two physicians, one of whom must be a psychiatrist.  Forty-two months is a reasonable estimate for the average drug dealing or substance abusing offender to recover. 

Drug Treatment Facilities are licensed by the state.  More than 11,000 addiction treatment programs are listed in the SAMHSA Drug Treatment facility locator.  Under Title 42 the Public Health and Welfare USCode Subpart II Block Grants for Prevention and Substance Abuse Treatment funds requested by Substance Abuse treatment facilities from the state must directly reflect the cost associated with treating substance abuse addicts and the Secretary of Health and Human services can cover any shortage in funds resulting from state budgetary concerns by the federal share of 75% of the cost under 42USC(46)XII-J§3796ii-4. SAMHSA block grants provide $1,753,932,000 for state substance abuse treatment Pharmacies, social welfare agencies, cultivator, distributors and criminal justice employees are encouraged to make significant contributions to local and state substance abuse prevention and treatment programs including tax deductions.  SAMHSA has just enough money to afford 75% of the effort for release of all 350,000 drug offenders from correctional facilities to substance abuse treatment programs under 42USC(46)XII-G§3796 ff.

Sec. 13 Veteran’s ARM Repeals

After World War II, Federal Housing Administration (FHA) mortgage insurance combined with Veteran's Administration mortgage guarantees to help returning veterans achieve the American dream and buy their own homes in record numbers.  To receive benefits an honorably discharged Veteran must apply for a Certificate of Eligibility by submitting a completed VA Form 26-1880, Request For A Certificate of Eligibility For Home Loan Benefits, to the Winston-Salem Eligibility Center, along with proof of military service.   The Veteran’s home loan program guarantees 50% of small loans and 25% of larger loans under Title 38 of the United States Code Part III Chapter 37 Housing and Small Business Loans.

No loan for the purchase or construction of residential property shall be financed unless the property meets or exceeds minimum requirements for planning and construction.  The Veteran’s administration can refuse to give a loan that has been rejected by the Secretary of Housing and Urban Development.   No loan shall be made unless the veteran certifies that they intend to occupy the home, if they are on active their spouse must stay there. 

Adjustable rate mortgages and hybrid adjustable rate mortgages are endorsed under 38USCIII(37)I§3707 and §3707A.  The Veterans Housing Opportunity and Benefits Act of 2006 PL 109-233 was signed by the President on June 15, 2006 and authorized an increase in the maximum amount that a loans interest could be raised from 1% to 2%.  All adjustable rate mortgages should be repealed to ensure that veterans are given predictable fixed rate mortgages that can be negotiated downward after they have proven their credit worthiness after a prescribed number of years.
Any deposit or down-payment made by an eligible veteran in connection with the purchase of proposed or newly constructed and previously unoccupied residential property in a project on which the Secretary has issued a Certificate of Reasonable Value, shall be deposited forthwith by the seller, or the agent of the seller, receiving such deposit or payment, in a trust account to safeguard such deposit or payment from the claims of creditors of the seller. The failure of the seller or the seller’s agent to create such trust account and to maintain it until the deposit or payment has been disbursed for the benefit of the veteran purchaser at settlement or, if the transaction does not materialize, may constitute an unfair marketing practice. In order to enable the purchase of housing in areas where the supply of suitable military housing is inadequate, the Secretary may conduct a pilot program under which the Secretary may make periodic or lump sum assistance payments on behalf of an eligible veteran for the purpose of buying down the interest rate on a loan.  

The Service-members Civil Relief Act formerly known as the Soldiers' and Sailors' Civil Relief Act of 1940 provides mortgage payment relief and protection from foreclosure.  The provisions of the Act apply to active duty military personnel who had a mortgage obligation prior to enlistment or prior to being ordered to active duty. This includes members of the Army, Navy, Marine Corps, Air Force, Coast Guard; commissioned officers of the Public Health Service and the National Oceanic and Atmospheric Administration who are engaged in active service; reservists ordered to report for military service; persons ordered to report for induction under the Military Selective Service Act; and guardsmen called to active service for more than 30 consecutive days. In limited situations, dependents of service-members are also entitled to protections.

The Act limits the interest that may be charged on mortgages incurred by a service member (including debts incurred jointly with a spouse) before he or she entered into active military service. Mortgage lenders must, upon request, reduce the interest rate to no more than six percent per year during the period of active military service and recalculate your payments to reflect the lower rate. This provision applies to both conventional and government-insured mortgages. To request this temporary interest rate reduction, you must submit a written request to your mortgage lender and include a copy of your military orders. The request may be submitted as soon as the orders are issued but must be provided to a mortgage lender no later than 180 days after the date of your release from active duty military service.  If a mortgage lender believes that military service has not affected your ability to repay your mortgage, they have the right to ask a court to grant relief from the interest rate reduction.  Mortgage lenders may not foreclose, or seize property for a failure to pay a mortgage debt, while a service member is on active duty or within 90 days after the period of military service unless they have the approval of a court. In a court proceeding, the lender would be required to show that the service member's ability to repay the debt was not affected by his or her military service. 
The following information is required for relief. 1. Notice of having been called to active duty. 2. A copy of the orders from the military notifying activation. 3. FHA case number. 4 Evidence that the debt precedes activation date.  

The change in interest rate is not a subsidy. Interest in excess of 6 percent per year that would otherwise have been charged is forgiven. However, the reduction in the interest rate and monthly payment amount only applies during the period of active duty. Once the period of active military service ends, the interest rate will revert back to the original interest rate, and the payment will be recalculated accordingly. Interest rate reductions are only for the period of active military service. Other benefits, such as postponement of monthly principal payments on the loan and restrictions on foreclosure may begin immediately upon assignment to active military service and end on the third month following the term of active duty assignment. 

Benefits for homeless veterans are addressed under Chapter 20.  There shall be at least one coordinator of benefits for homeless vets at every regional office.  The authority to make grants for the care of homeless veterans needs to be renewed since its expiration on September 30,2005 under §2011 and §2013 etc.  

The Secretary of Labor shall conduct, directly or through grant or contract, such programs as the Secretary determines appropriate to provide job training, counseling, and placement services (including job readiness and literacy and skills training) to expedite the reintegration of homeless veterans into the labor force.  

The Secretary, acting through the Under Secretary for Health, shall provide for appropriate officials of the Mental Health Service and the Readjustment Counseling Service of the Veterans Health Administration to develop a coordinated plan for joint outreach by the two Services to veterans at risk of homelessness, including particularly veterans who are being discharged or released from institutions after inpatient psychiatric care, substance abuse treatment, or imprisonment.  

The Secretary, in connection with the conduct of compensated work therapy programs, may operate residences and facilities as therapeutic housing.  Each resident, other than the house manager, shall be required to make payments that contribute to covering the expenses of board and the operational costs of the residence or facility for the period of residence in such housing.  In assisting homeless veterans, the Secretary shall coordinate with, and may provide services authorized under this title in conjunction with, State and local governments, other appropriate departments and agencies of the Federal Government, and nongovernmental organizations.  

To assist homeless veterans and their families in acquiring shelter, the Secretary may enter into agreements with non profit organizations and State or local political subdivisions.  The Secretary shall enter into contracts with a qualified nonprofit organization, or other qualified organization, that has experience in underwriting transitional housing projects to obtain advice regarding multifamily transitional housing project funded by a loan guaranteed by the Veteran’s Administration.  During each of the first 3 years of operation of a multifamily transitional housing project with respect to which a loan is guaranteed under this subchapter, there shall be an annual, independent audit of such operation.  

The Secretary shall carry out a program to make grants to health care facilities of the Department and to grant and per diem providers in order to encourage development by those facilities and providers of programs for homeless veterans with special needs.  Outpatient dental services and treatment of a dental condition or disability of a veteran shall be considered to be medically necessary if it is needed to secure employment, relieve pain, or to treat serious gingival and periodontal pathology. The Secretary may authorize homeless veterans receiving care through vocational rehabilitation programs to participate in the compensated work therapy program.  

There is established in the Department the Advisory Committee on Homeless Veterans that shall submit to the Committees on Veterans’ Affairs of the Senate and House of Representatives a report on the activities of the Department for the provision of assistance to homeless veterans.

Sec. 15 Secretary of Housing and Urban Development

Congress must vest their confidence in the Secretary of Housing and Urban Development, as the lead federal mortgage loan lender and supervisor of government sponsored investment in housing, to redress the slump in housing sales and spike in foreclosures in 2006 and 2007.  Existing home sales fell to the annually adjusted rate of 6.12 million units in March from a pace of 6.68 million in February and are 11.3% below the 6.90 million unit level of March 2006.  In 2006 there were more than 1.2 million foreclosure filings up 42 percent from 2005, a foreclosure rate of one foreclosure filing for every 92 U.S. households.  These statistics are alarming to economists and realtors and in the first quarter of 2007 the GDP growth rate was reported to be only 1.7%. 

The federal government must prioritize investment in residential real estate in advancement of their programs of assistance for the homeless, mentally ill, drug treatment facilities and halfway houses.  It is the policy of the United States to promote the general welfare of the Nation by employing the funds and credit of the Nation to assist States and political subdivisions of States to remedy the unsafe housing conditions and the acute shortage of decent and safe dwellings for low-income families and individuals with physical and mental disabilities.  Government direct sponsored residential homes fall under four categories: Homeless shelters, community mental health and retardation facilities, substance abuse treatment facilities and criminal justice halfway houses.  The annual cost of staffing and operating a facility is roughly the price of the entire mortgage.  The costs to the government are therefore expected to increase as more houses are purchased and staffed however this should be offset by rental payments of residents and reduced cost of community corrections over prison.

Table 14: Estimated Federal Direct Investment in Residential Real Estate 

	Type of Facility
	Estimated Shortfall
	Annual Goal for New Shelters
	Estimated Annual Cost to Federal Government
	Estimated Annual Cost to State and Local Gov.

	Homeless Shelters
	5,000
	2,500 for 2 years
	$250 million
	$250 million

	Community Mental Health Shelters
	5,000
	1,000 for 10 years
	$100 million
	$100 million

	Substance Abuse Treatment Facilities
	10,000
	1,000 for 10 years
	$100 million
	$100 million

	Criminal Justice Halfway Houses
	250,000
	25,000 for 10 years
	$2.5 billion
	$2.5 billion


On any given night an estimated 754,000 persons will experience homelessness and between 330,000 and 415,000 will stay at a homeless shelter or transitional housing throughout the U.S. depending upon the season. It can be estimated that 3,000-5,000 emergency homeless shelters with 20 to 50 beds are needed to make up for the loss of 115,000 beds between 1996 and 2005 as these facilities shifted from emergency to transitional or permanent residential facilities for the disabled.  

There are an estimated 2.5 million community mental health and retardation beds in 100,000 community shelters around the nations supervised by over 5,722 organizations. It is the goal of the mental health system to close all state mental institutions and private psychiatric hospitals to leave only a limited inpatient population in general hospital psychiatric wards with access to community shelters. If the mental health system would push forward with this objective it could be estimated that the mental health system would need to shelter as many 150,000 persons in an estimated 5,000 new shelters.  To make progress towards this goal it is recommended to push for around 500-1,000 new community mental health shelters annually for 10 years to absorb the homeless inpatient population and care for the seriously mentally ill.  

There are an estimated 2.5 million admissions to inpatient drug treatment annually meaning that there are an estimated 200,000 drug treatment beds in 10,000 facilities around the nation.  Substance abuse treatment is a growth industry for residential housing whereas an estimated 350,000 drug convictions were overturned in the Blakely decision of the US Supreme Court.  Whereas there is a market of half a million annually for residential drug treatment and another 250,000 looking for longer term transitional drug free housing, it seems reasonable to try to double the number of drug treatment facilities, many for longer term supervision of drug offenders in the community, so the federal government should plan for 1,000 new residential drug treatment facilities annually.     
The vast majority of directly government sponsored community reinvestment in residential housing is expected to come from the corrections system.  Each year jails release in excess of 10,000,000, 3.3% of the population, back into the community.  A record 7 million people - or one in every 32 American adults - were behind bars, on probation or on parole by the end of 2005.  Of those, 2.2 million were in prison or jail, an increase of 2.7% over the previous year.  More than 4.1 million people were on probation and 784,208 were on parole.  Nationally it can be estimated that a 1.5 million reduction in prison population is needed to bring the national penal population within norms.  To accomplish this safely it is recommended for the federal government to transfer all unregulated federal financing for local law enforcement, $3 billion annually, to local community corrections programs.  It would be reasonable to expect the federal bureau of prisons and local community corrections boards under the supervision of state departments of corrections to nationally purchase more than 25,000 houses a year towards a ten year goal of 2.5 million beds, and 24 hour staff to resident ratio of 3-8 per prisoner, 500,000 employees of criminal justice halfway houses.  This means that on the average every county will have at least one new halfway house and in counties with large penal populations they will establish ten to a hundred residential halfway houses a year.  While the goal is to reduce the prison population and reduce recidivism it is expected that the more halfway houses are available the more they will be used to abuse first time petty offenders and non-convicts but it will be nice to house and care for the indigents who are repeatedly brought to court for silly nothings before they are corrupted by prison and surveillance to commit a serious crime.  The objective is to provide people on probation and parole a crime-free living environment and reduce the total prison population.

The Federal Government cannot through its direct action alone provide for the housing of every American citizen, or even a majority of its citizens, nor can the federal government buy enough houses to offset the foreclosures and slump in housing sales, but it is the responsibility of the Government to promote and protect the independent and collective actions of private citizens to develop housing and strengthen their own neighborhoods.  To improve the general economy Congress will need to pass the bills before them, the Predatory Mortgage Lending Practices Reduction Act H.R.2061 will restore common sense to mortgage lending so that the maximum premium is not more than 30-50% of a person’s income, the Community Reinvestment Modernization Act of 2007 H.R.1289 will extend reporting requirements to all community lending agencies and the Homeless Emergency Assistance and Rapid Transition to Housing Act of 2007 H.R. 840 that establishes a regime for collective applications for federal financial assistance to acquire and staff community shelters. 

Furthermore, Congress must get serious about the Adjustable Rate Mortgage (ARM) ban.  Section 129 of the Truth in Lending Act 15USC(41)IB§1639 makes it unlawful to engage in any unfair or deceptive act or practice in providing any sub-prime federally related mortgage loan. The prevalence of these deceptive loans over the past few years is attributed with causing the majority of the dramatic increase in foreclosures.  Although the federal government claims that private mortgages default at greater rates there are no statistics to back this up.  It would make a lot of sense for Congress to repeal the several laws on the books that permit federal lenders to issue ARM loans so that all mortgage loans have predictable fixed rates that can be reduced after a few years after the borrower has made a substantial number of timely payments.  ARM loans flaunt the law of supply and demand and create a command economy based upon an impersonal index that fails to make sense of the income of the individual in a society with an increasing division between rich and poor and diminishing middle class that skews national statistics.  

To provide maximum protection for the mortgage loan market Congress should repeal all authorizations for ARM loans and warn consumers of the dangers inherent in the product.  Adjustable rate mortgages under 38USCIII(37)I§3707 and hybrid adjustable rate mortgages §3707A should be repealed from Veteran’s statute.  These laws are referenced to the terms in Section 215 of the National Housing Act.  Adjustable Rate Mortgage Caps under 12USC(39)§3806 should also be amended to read Adjustable Rate Mortgage Ban with an explanation that this is an all out ban on federal ARM loans. To ban ARM loans by federally insured mortgage lenders it would probably sufficient for the Secretary of Housing and Urban Development to ban the practice of ARM loans by order and for Congress to repeal the aforementioned three sections and any references to ARM loans in federal statutes, when confronted with them. 

Having redressed the foreclosure issue by prohibiting predatory lending the United States is now faced with purchasing 400,000 to 700,000 existing homes to make up for the housing slump that went as low as a seasonally adjusted monthly rate of 6.2 million units from a high of 6.9 million in May 2005.  It would be difficult for the government to purchase more than 30,000 residential houses annually, a mere 6% of the shortfall alone and 0.45% of the market.  The command economy for residential housing, although a considerable amount of work on which all agencies, particularly those with an interest in residential real estate the Department of Housing and Urban Development, Substance Abuse Mental Health System Administration, Veteran’s Administration and Justice are encouraged to report on to Congress to lead the housing market toward recovery, has very limited benefits for the economy at large.  Stimulating the housing market will require clever new strategies in fair housing such as the no cost closing now offered by the Bank of America mortgage lenders.   
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1990 and 1994 - Poor real estate appraisal practices were identified as a contributing factor to real estate lending problems at failed institutions in the late 1980s and early 1990s. Pursuant to the Financial Institutions Reform, Recovery and Enforcement Act of 1989, the agencies adopted real estate appraisal regulations to establish appropriate standards for regulated institutions' real estate appraisal practices. In 1994, the agencies amended their appraisal regulations and issued Interagency Appraisal and Evaluation Guidelines to further promote sound appraisal practices. 

1993 - In response to poor real estate lending practices in the late 1980s and early 1990s that led to thrift and bank failures, and the FDIC Improvement Act of 1991, the agencies adopted regulations and guidelines on real estate lending standards for commercial and residential lending. These guidelines impose supervisory loan-to-value (LTV) limits and capital limitations on high LTV loans. 

1998 through 2002 - Five institutions closed due to problems related to sub-prime lending, including poor underwriting, fraud, and valuation of securitization and residual interests. 

July 1998 – Best bank 

September 1999 - Keystone 

November 1999 - Pacific Thrift and Loan 

July 2001 - Superior 

February 2002 – Next bank 

1999 - The agencies identified problems related to the risk management practices and valuation of securitization and residual interests at federally regulated sub-prime lenders. In December 1999, the agencies issued the Interagency Guidance On Asset Securitization Activities that describes the proper valuation of residual interests and highlights situations where such interest should be assigned no value. 

1999 - Problems were observed at both regulated and non-regulated sub-prime lenders, resulting in the bankruptcy of several non-regulated lenders. In March 1999, the agencies issued the Interagency Guidance on Sub-prime Lending to address concerns with mono-line sub-prime lending institutions. 

1999 - In October 1999, the agencies issued the Interagency Guidance on High Loan-to-Value (LTV) Residential Real Estate Lending to remind institutions that risks are higher in residential mortgages when the LTV ratio exceeds 90 percent and that institution' risk management practices need to address these risks. 

2001 - In January 2001, the agencies issued the Expanded Guidance for Sub-prime Lending Programs. The issuance was in large part in response to the increasing number of mono-line sub-prime lending institutions, particularly credit card and residential mortgage lending. The guidance addresses a number of concerns related to the sub-prime lending business model and inappropriate risk management practices and underwriting standards. 

2001 - As a result of concerns with predatory lending in the sub-prime mortgage market, the Federal Reserve revised the rules implementing the Home Ownership and Equity Protection Act (HOEPA) to extend HOEPA's protections to more high-cost loans and to strengthen HOEPA's prohibitions and restrictions, including a requirement that lenders generally document and verify a consumer's ability to repay a high-cost mortgage loan. 

2002 - The Federal Reserve expanded the data collection and disclosure rules under the Home Mortgage Disclosure Act (HMDA) to increase transparency in the sub-prime mortgage market. New data elements were added on loan pricing for certain higher priced loans, which helps to facilitate the federal banking and thrift agencies' ability to identify potential problems in the sub-prime market. The Federal Reserve also expanded the share of non-depository state-regulated mortgage companies that must report HMDA data, which has provided a more complete picture of the mortgage market, including the sub-prime mortgage market. 

2003 - The agencies observed weaknesses in regulated institutions' appraisal practices and issued in October the Interagency Guidance on Independent Appraisal and Evaluation Functions. The statement reinforces the importance of appraiser independence from the loan origination and credit decision process to ensure that valuations are fairly and appropriately determined. 

2003 to 2006 - The Federal Reserve issued three formal enforcement actions and three informal actions, which involve mortgage lending issues, including subprime mortgage lending. Formal enforcement actions included: 

Citigroup Inc. and Citi Financial Credit Company: Cease & Desist Order 3/ 27/04 

Doral Financial Corporation - Cease & Desist Order - 3/16/06 

R&G Financial Corporation - Cease & Desist Order - 3/16/06 

2004 - In March 2004, the Federal Reserve and the FDIC issued Interagency Guidance on Unfair or Deceptive Acts or Practices by State-Chartered Banks. This guidance describes standards that the agencies will apply to determine when acts or practices by state-chartered banks are unfair or deceptive. Such practices are illegal under section five of the Federal Trade Commission Act. 

2005 - In February 2005, the agencies under the auspices of the Federal Financial Institutions Examination Council issued interagency guidance on the Detection, Investigation, and Deterrence of Mortgage Loan Fraud Involving Third Parties to assist the banking industry in detecting, investigating, and deterring third party mortgage fraud. The term "third party" refers to the parties necessary to execute a residential mortgage other than a financial institution or a legitimate borrower. Third parties include mortgage brokers, real estate appraisers, and settlement agents. 

2005 - As a result of the 2003 interagency appraisal independence guidance, many institutions started to review their appraisal practices and asked for additional guidance on appropriate practices. In March the agencies issued a follow-up document of questions and answers to promote sound appraisal and collateral valuation practices. 

2005 - In response to supervisory concerns that regulated institutions' risk management practices were not keeping pace with the rapid growth and changing risk profile of their home equity loan portfolios, the agencies issued in May the Interagency Credit Risk Management Guidance for Home Equity Lending. 

2005 to 2006 - The Federal Reserve conducted supervisory reviews of mortgage lending, including sub-prime lending activity, at large banking institutions with significant mortgage lending activity. The focus of these reviews was an assessment of the adequacy of the institutions' credit risk management practices, including lending policies, underwriting standards, appraisal practices, portfolio limits and performance, economic capital, credit stress testing, management information systems, and controls over third party originations. 

2004 to 2005 - The agencies observed a rapid growth of mortgage products that allow for the deferral of principal, and sometimes interest, (interest-only loans and payment option ARMs) that contain the potential for substantial payment shock when the loans begin to fully amortize. In 2004 and 2005, the Federal Reserve and the other agencies reviewed the nontraditional mortgage lending activity and risk management practices at selected major regulated institutions. During this time, the Federal Reserve staff met with various industry and consumer groups to discuss the trends and practices in the nontraditional mortgage markets. In December 2005, the agencies issued the proposed Interagency Guidance on Nontraditional Mortgage Products in December 2005. 

2006 - In October 2006, the agencies issued the Interagency Guidance on Nontraditional Mortgage Product Risks. The guidance addresses the need for an institution to have appropriate risk management practices and underwriting standards, including an assessment of a borrower's ability to repay the loan at the fully indexed rate, assuming a fully amortizing repayment schedule, including any balances added through negative amortization. The guidance details recommended practices for lenders' consumer disclosures so that a borrower receives clear, balanced and timely information. 

2006 - In October 2006, the agencies issued two additional documents related to the nontraditional mortgage guidance: (1) Proposed Illustrations of Consumer Information for Nontraditional Mortgage Products and (2) an addendum to the May 2005 Interagency Credit Risk Management Guidance for Home Equity Lending. 

Current - In March 2007, the agencies issued for public comment the Proposed Statement on Sub-prime Mortgage Lending in which the agencies discuss the risk management, underwriting standards, and consumer disclosure practices for a regulated institution's sub-prime mortgage lending activity.
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