Homebuyers may go to class

Mortgage counseling on governor's desk
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In a crackdown aimed at unscrupulous mortgage brokers who help Chicagoans take out loans they can't afford to repay, thousands of first-time home buyers in Cook County would be required to receive financial counseling before completing the purchase of homes under legislation sent to Gov. Rod Blagojevich on Tuesday.

The legislation comes at a tumultuous time in the real estate market, when many homeowners who made their purchases with aggressive loans went into foreclosure after their interest rates rose.

The new law, which would take effect in July 2008, was drafted after Blagojevich suspended a pilot program in January aimed at curbing predatory lending in 10 neighborhoods in the Chicago area. Blagojevich said the program made it harder for prospective home buyers in predominantly minority communities to get mortgages.

The governor's move to suspend the program drew sharp rebukes from House Speaker Michael Madigan (D-Chicago), whose spokesman suggested Blagojevich's actions were tantamount to "putting out the welcome mat" for predatory lenders.

The governor now will review the legislation.

"It's a complex bill, and we are very much looking forward to it, but right now that is all I can say about it," Blagojevich spokesman Gerardo Cardenas said.

To address critics, lawmakers made several major changes in the program. First, instead of requiring counseling only for borrowers with low credit scores, the new bill mandates counseling for any first-time home buyer using a broker or mortgage banker to obtain an interest-only loan. Other triggers for counseling include broker- or mortgage banker-originated loans with prepayment penalties, loans that may result in negative amortization and loans where total points and fees exceed 5 percent.

The rules also apply to refinancing such loans through a broker or mortgage banker.

The new bill also would require brokers and mortgage bankers to verify a borrower's ability to repay a loan with few exceptions and allow state officials to sniff out predatory lending by requiring information on all loans covered by the program be entered into a state database.

Nationally, foreclosure rates are on the rise partly as a result of the use of aggressive subprime loans.

Brokers or mortgage bankers would be responsible for covering the $300 counseling fee, which could be passed onto borrowers, lawmakers said. The legislation would affect about 50,000 loans annually in the Chicago area, according to the Illinois Association of Mortgage Brokers.

Though Republican critics complained the bill unfairly singled out mortgage brokers and left federal and state banks out of the program, sponsoring Sen. Jacqueline Collins (D-Chicago) said mortgage brokers are responsible for the vast majority of foreclosures taking place in Chicago.

In 2006, Collins said, foreclosures were up more than 50 percent in Cook County and are expected to reach as high as 37,000 by the end of 2007.

"We need to weed out the bad apples and the bad actors, and that is what I think this legislation does," Collins said.

The Illinois Association of Mortgage Brokers was originally neutral on the bill, but it switched its position and began opposing the legislation after its members complained they are being blamed for all of the problems in the home-lending business, according to association Executive Director Marve Stockert.

"I do believe there have been abuses by mortgage brokers," Stockert said. "But I am not going to accept the fact that mortgage brokers are the only reason this problem has happened -- because we are only a third of the process."

Stockert also blames consumers for taking out loans they can't afford and banks for approving such loans.

Supporters said educating consumers will help reduce foreclosure rates.

"Brokers are steering their clients to the wrong product so they can earn bigger fees," said House sponsor state Rep. Lou Lang (D-Skokie). "That's what we're trying to prevent here."

