IRE

THE REINVESTMENT FUND
Capital at the point of impact.

Executive Summary

Philadelphia Residential Mortgage Foreclosure
Diversion Program: Initial Report of Findings

The bursting of the housing bubble led to a massive
spike in home foreclosures across the country,
deepening the recession and slowing the economic
recovery. A number of federal, state and local
programs have been launched in an effort to help
homeowners avoid foreclosure and remain in their
homes. Most of the programs have been slow and
ineffective when it comes to offering homeowners
some relief.

Philadelphia’s response to the problems of
homeowners facing foreclosure came on April 16,

2008, when Common Pleas Court President Judge C.

Darnell Jones and Trial Division Administrative
Judge D. Webster Keogh issued an Order delaying
Sheriff Sales (i.e., the official auction of collateral
properties in satisfaction of mortgage debt) of
owner occupied residential premises on the April
and May 2008 Sheriff Sale list. That Order required
a Conciliation Conference to be scheduled between
owners and the lenders/servicers that are party to
the action. Initially, the Philadelphia Residential
Mortgage Foreclosure Diversion Program (Diversion
Program) was set to expire on December 31, 2009
although by Order dated December 17, 2009, the
Diversion Program was made a permanent fixture
of the Court.

The Diversion Program mandates a face-to-face
Conciliation Conference for all new foreclosure
actions. During the conference, eligible
homeowners (with counselors and/or legal
representatives) meet with the lenders/servicers to
explore alternatives to Sheriff Sale. Eligible
homeowners are sent information about the
Diversion Program, including the date of their
Conciliation Conference, when they are served with
the mortgage foreclosure complaint. Several non-
profit agencies, funded by the City, conduct door-
to-door outreach to homeowners; the purpose of
that outreach is to educate homeowners about the
Diversion Program and encourage them to
participate in the process. Homeowners are
instructed to first call the SaveYourHomePhilly
Hotline, staffed by Philadelphia Legal Assistance, to
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schedule an appointment for the homeowner to
meet with a housing counselor to discuss workout
options. (This effort is supported by both private
philanthropy and the City of Philadelphia.)
Homeowners are able to freely access housing
counseling services as well as legal assistance from
Community Legal Services, Inc., Philadelphia Legal
Assistance or Philadelphia VIP (Volunteers for the
Indigent Program). Once in Court, if the collective
efforts of the homeowner (with their counselor or
attorney) and the plaintiff do not progress, either
party can access one of the Judges Pro Tem (JPT) to
facilitate the process. JPTs are attorneys who
perform this function on a pro bono basis.

Philadelphia’s goals for the Diversion Program are
to:
e Keep homeowners facing foreclosure in
their homes;
e Preserve and protect neighborhoods from
the ravages of foreclosed properties;

e Intervene early in the processing of
foreclosure cases in order to achieve a
measure of judicial efficiency; and

e Asacase management tool, to transform a
docket that is unique because of the over
90% pro se nature, and provide a support
mechanism for homeowners so that they
can have a substantive discussion with
Plaintiff’s counsel about resolution long
before a case progresses to trial (that is, if a
default judgment is not entered).

Along with those goals are an inherent set of
guestions, the answers to which allow us to
understand progress toward those goals. These
questions are:

1. What is the magnitude of the mortgage
foreclosure problem in Philadelphia? What
part of that problem is being addressed by
the Diversion Program?

2. Once a case is deemed eligible (i.e.,
residential owner-occupied properties) for
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this intervention, what results are
achieved?

3. Does the Diversion Program facilitate the
case processing efficiency of the Court?

4. Has the Diversion Program made a
difference in how foreclosure cases
progress from foreclosure filing to Sheriff
Sale?

5. Assuming the result is a “saved home”, how
sustainable is the resolution - and are there
patterns (e.g., demographic, economic,
spatial) reflecting that some homeowners
are more likely to remain in their home
than others?

6. Has the Diversion Program improved overall
access to the judicial process for
Philadelphia homeowners facing
foreclosure? Are the outcomes equal?

With grants from the Open Society Institute and the
William Penn Foundation, TRF answered this set of
basic questions about the outcomes and impacts of
the Diversion Program. After gathering Court Orders
on nearly 16,000 cases handled by the Diversion
Program from inception through March of 2011,
conducting interviews with homeowners and
“ground-truthing” our results with experts, we
conclude the following:

1. What is the magnitude of the foreclosure
problem in Philadelphia and what part of that
problem will the Diversion Program address?

During the pendency of the program, there were in
excess of 8,000 foreclosure filings per year and the
Diversion Program addressed between 60% and
70% of that caseload in each year of its existence.

2. Once a case is deemed eligible, what results are
achieved?

Approximately 70% of all eligible homeowners in
foreclosure avail themselves of the Diversion
Program (i.e., approximately 30% fail to appear). Of
those who are eligible and participate,
approximately 35% end up with an Agreement

between the plaintiff and the homeowner. Sheriff
sales are ordered in approximately 16% of the cases
and those are, more frequently, among the oldest
cases at the time of entry into the Diversion
Program.

3. Does the Diversion Program facilitate the case
processing efficiency of the Court?

Evidence suggests that participants in the Diversion
Program touch the court, on average, fewer than
two times. The average (mean) case spends 54 days
in the Diversion Program. Given what we know
about the typical time for a case to move from
foreclosure filing to final resolution — not counting
when active litigation is involved — the average is
well within the range of what was previously typical
for residential foreclosure cases.

4. Has the Diversion Program made a difference in
how foreclosure cases progress from foreclosure
filing to Sheriff Sale?

Although this analysis is complex and the data are
incomplete, it appears that the trajectory of a case
from foreclosure filing to Sheriff Deed filing is
substantially impacted. There is an inflection point
in that trajectory that corresponds to the inception
of the Diversion Program showing that for the year
prior to the Diversion Program 27% of “eligible
cases” ended up with Sheriff Deeds filed — meaning
that 27% of homeowners were losing their homes.
The inception of the Diversion Program immediately
dropped that percentage to 14.5% after the first six
months and then to 5.7% thereafter.

Confidence in this finding must be tempered
somewhat by the fact that there were several
changes in the housing market environment and
business practice of the Court and Sheriff of
Philadelphia that could produce a reduction. Yet,
the temporal correspondence with the inception of
the Diversion Program is suggestive that it - not just
business practices - did have a positive impact on
the likelihood that a homeowner in foreclosure
would keep their home.
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5. Assuming the result is a “saved home”, how
sustainable is the resolution — and are there
patterns (e.g., demographic, economic, spatial)
reflecting that some homeowners are more likely
to remain in their home than others?

Using data representing the first year’s worth of
Agreements — giving these Agreements time to
“age” —we observe that 85% of those homeowners
are still in their home more than 18 months later.
Approximately 30% of all homeowners with
Agreements have had subsequent foreclosure
activity, but those have not yet forced people from
their homes. Is the 85% remaining in the home
unusual? Among those who did not avail
themselves of the benefits of the Diversion Program
(i.e., failed to appear), 50% of them are no longer in
their homes.
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- — el equitable manner.

6. Has the Diversion Program improved overall
access to the judicial process for Philadelphia
homeowners facing foreclosure? Are the outcomes
equal?

Our best, albeit indirect, evidence is that it has
improved access. Foreclosures in Philadelphia are
clustered in lower income and minority areas; that
spatial pattern has weakened somewhat in the last
few years. Nevertheless, a spatial analysis of
participation in the Diversion program reveals that
aside from a small effect of the percent White not
Hispanic in a Census tract (showing that areas with
higher percentages White not Hispanic have slightly
higher percentages failure to appear outcomes)
there is no discernable pattern suggestive that
lower income communities or communities of color
are unable to access the system. Moreover,
assuming homeowners participate, low income and
minority communities are
achieving agreements at similar
rates as higher income and
majority communities. This
suggests that the Diversion
Program is offering its benefits to
Philadelphia homeowners on an
even-handed basis.

This report provides data that

show that the Diversion Program
has made progress in meeting its
initial goals and has done so in an
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This document was prepared by Ira Goldstein and Colin Weidig of The Reinvestment Fund
[www.trfund.com]. We were assisted in this effort by Charles Boateng, Al Parker, Scott Haag and
Dan Miodovnik.

This report and the research it describes was funded by The Open Society Institute and The William
Penn Foundation. We thank them for their generous support of this effort.

We appreciate the thoughtful review and critical comments from numerous experts and
practitioners including (alphabetical order): Karen L. Black (May 8 Consulting); Rebekah Cook-Mack
(South Brooklyn Legal Services); Kirsten Keefe (Empire Justice Center); Geoffrey Walsh (National
Consumer Law Center).

Helpful comment was also provided by Honorable Annette M. Rizzo and Rachel Gallegos (First
Judicial District of Pennsylvania); Carolyn Brown, Hiram Carmona, Paul Chrystie, William Davidson
and Laura Taylor (City of Philadelphia, Office of Housing and Community Development).

We also wish to thank the Court of Common Pleas of Philadelphia, First Judicial District of
Pennsylvania and the City of Philadelphia’s Office of Housing and Community Development for their
full cooperation and participation in this effort.

About The Reinvestment Fund (TRF)

TRF is a national leader in rebuilding America’s distressed towns and cities, through the innovative use of
capital and information. TRF has invested $1 billion in Mid-Atlantic communities since 1985. TRF finances
housing, community facilities, supermarkets, commercial real estate and energy efficiency projects. It also
provides public policy expertise by helping clients create actionable solutions and by sharing data and analysis
via www.PolicyMap.com. TRF’s research and analysis on policy issues that influence neighborhood
revitalization and economic growth not only helps TRF identify opportunities to invest its own resources but
also supports public sector and private clients with their own strategies to preserve and rebuild vulnerable
communities. For more information on TRF or for access to this and other related reports, visit
www.trfund.com.
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