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COMPANION REPORTS

In addition to the information included in this report, a report of the other core services (80 in
total), community leader key informant interviews, United Way - First Call for Help staff focus
groups, consumer snapshots, and e-survey of United Way funded executive directors, board
presidents, and United Way Community Investment staff are available at http://www.uws.org.
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SNAPSHOT

AIRS Code Level I: Consumer Service (D)
AIRS Code Level lI: Consumer Assistance & Protection (DD)
Core Service: Money Management (DD-500)

Investment Committee: Learning and Earning for Life
Cluster: Education

AIRS Definition (newest version): Persons who need assistance in obtaining credit, obtaining
or correcting information in their credit records, reducing debt burden or managing their financial
resources more effectively.

The Money Management Program is part of a family of services for families in financial distress.
It is the only service for this consumer group. (See figure below.)

Family of Services
AIRS: Consumer Services

Families in
Financial Distress

Primary Services Supportive Services Access Services

Money
Management

Core Service Environment

With decreasing assets and financial reserves, many more consumers—particularly those with
low- to moderate-income—frequently finance their lifestyles. Unlike a “closed-end” loan for a
specific amount, “open-ended” loans in the form of credit card purchases separate a consumer’s
decision to obtain the credit card from the actual borrowing decision at the time of a purchase:
“each time the consumer swipes her card, a new loan is entered into” (Bar-Gill, 2004). Because
each borrowing decision might involve a relatively small purchase amount, consumers are at
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risk of “incremental foolishness,” increasing credit card balances by making a series of small
purchases (Bar-Gill, 2004). Consumers often underestimate the likelihood of adverse events
that might require borrowing in the future. As such, consumers often run up large credit card
balances in the short term, only to become vulnerable to job losses or medical expenses at
some point in the future (Bar-Gill, 2004).

A portion of the Federal Trade Commission’s (FTC) $160 million annual budget is dedicated to
consumer protection services. Generally, the FTC is charged with eliminating unfair or deceptive
acts or practices affecting commerce. As it relates specifically to consumer protection services,
the FTC acts to identify fraud, deception, and unfair practices that cause the greatest injuries
against consumers.

Consumers are protected largely by federal lending statutes like the Truth in Lending Act (TILA)
and the Home Ownership and Equity Protection Act (HOEPA). Disclosure is the linchpin of
federal protection for borrowers. Disclosure is effective only to the extent it can be understood.
Research has demonstrated that most consumers are unaware of the significance of concepts
like annual percentage rate and finance charges (Hellwig, 2005).

Recent developments in consumer law, most notably the implementation of “Check 21” and
issues of debit account late fees, and the growth of sub-prime loans and payday lenders are
negatively impacting consumers’ abilities to bring financial problems under control. In Ohio
alone, payday lending locations outnumber McDonalds, Burger King, and Wendy’s restaurants.
Thus, the service environment in which consumer agencies operate is marked by a growing
need for financial literacy and money management services.

Core Service Consumers

The target population addressed in this core service report is persons ages 18 and older who
are financially distressed, which is defined as debt service payments that consume over 40
percent of a family’s income (Jicking, 2005). Their difficulty managing finances often precludes
them from obtaining optimal interest rates on credit cards and loans and puts them at risk for
defaulting on loans, foreclosure on homes, and predatory lending. These individuals are also at
higher risk for failing to secure post-retirement savings.

The net financial assets and net wealth of low- to moderate-income households fell during the
late 1990s. From 1995 to 1998, the net assets of very low-income households (those earning
less than $10,000 annually) fell from $4,992 to $3,950 in constant dollars. The net assets of
other low-income households (those earning between $10,000 and $25,000) fell from $31,940
to $24,650 during the same period. Large increases in consumer debt and the number of loans
secured with home equity have been cited as important reasons for the decline in net financial
assets and net wealth (CFA 2001).

Himmelstein et al. (2005) contend that medical problems contribute to 54.5 percent of personal
bankruptcies and threaten the solvency of solidly middle-class Americans. A re-examination of
their data by Dranove and Millenson (2006) suggests that medical bills are a contributing factor
in just 17 percent of personal bankruptcies and that those affected tend to have incomes closer
to poverty level than to middle class.

A study by the Federal Reserve Bank estimated that, nationally, 11 percent of families are in
financial distress (Jickling 2005). Applying this percentage to families in Cuyahoga County, we
estimate that 39,184 families were in financial distress in 2000. The number of families
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experiencing financial distress is projected to decrease to 36,657 in 2015, primarily because of
projected population decreases.

Core Service Delivery

The definition of the core service for this report is: programs that provide persons with
assistance in obtaining credit, obtaining or correcting information in their credit records, reducing
debt burden, or managing their financial resources more effectively.

Many money management programs are a mandatory requirement of a bankruptcy filing based
on household income thresholds. There has been a recent change to the bankruptcy code.
Under the current bankruptcy law, debtors must obtain a credit counseling certificate before
filing for Chapter 7 or Chapter 13 debt relief.

Generally, credit counseling organizations advise consumers about managing money, debt, and
developing a budget. Most offer free educational materials and workshops. The credit
counseling required by the new bankruptcy law can take place in person, on the phone, or
online. Sometimes, credit counseling organizations recommend and negotiate a debt-
management plan (DMP) for their clients. In a DMP, the consumer deposits money each month
with the credit counseling organization which, in turn, uses the deposits to pay credit card bills,
student loans, medical bills, or other unsecured debts according to a payment schedule worked
out with the consumer and creditors. If consumers are repaying their debts through a DMP,
creditors sometimes agree to lower interest rates or waive certain fees. A DMP is not required
for consumers who are filing for bankruptcy.

Based on United Way - First Call for Help’s (FCFH) database (February 2005), there are 39
money management services organizations operating from 85 different sites in Cuyahoga
County, 23 of which are nonprofits and 14 are government (2 other). In FY 2004 (July 2003 to
June 2004), United Way funded one of these providers. FCFH call data shows a decrease in the
number of total requests for money management programs in the county: from 690 in 200 to
537 in 2004 (22 percent). Over the same five-year period, FCFH had 2,602 requests for
information on money management services. They were able to make referrals to 98 percent of
callers.

The majority of funding for money management comes from government and is distributed
locally through the Cuyahoga County Department of Senior and Adult Services and the
Cuyahoga Metropolitan Housing Authority. The balance of funding historically comes from
foundations and regional federated organizations; however, no foundation funding was identified
for money management in 2004 and only $5,000 was identified as coming from regional
sources. Overall, very little money is directed toward money management programs. The
burden of paying for such services tends to lie with the consumer.

As of May 11, 2006, $299,097 in revenues for money management services have been
identified countywide. Approximately 61 percent of the revenues are from contracts or grants
from government organizations. The balance of the revenues supporting this service (37
percent) comes from United Way.

The typical unit of service for money management services is 1 hour of counseling. The actual
cost to the consumer can range from $0 for community education programs to over $300 per
hour for certified financial planners.
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What Works; What Doesn't

Researchers developed and tested a consumer education program called “Making Sense of
Cents.” The authors found that attendance was enhanced by collaborating with organizations
that already served debtors in some other capacity, and having those organizations recommend
the financial literacy program. Simply advertising the program to prospective attendees was not
effective. They needed varied class locations and times that minimized schedule conflicts
(Block-Lieb, Baron-Donovan, Gross and Wiener, 2004).

Elliehausen et al. (2002) demonstrated for the first time that one-on-one credit counseling has a
positive impact on borrower behavior over an extended period. Using ten different measures of
borrower credit performance, the empirical analysis found that borrowers who received financial
counseling generally improved their credit profile over the subsequent three years, relative to
observationally similar borrowers who did not receive counseling. The study also found that
delinquency experience (as measured by the reduction in 30+ and 60+ day delinquencies) after
three years was substantially better for counseled clients, relative to the comparison group.

In some cases, providers of the types of money management services identified in this report
are not required to be certified. Many professionals will seek out education and training specific
to their content area (e.g., family life education on budgeting and personal finances).

A Certified Financial Planner (CFP®) certification process, administered by the CFP Board,
identifies individuals authorized to use the CFP certification marks. CFP certificants must pass
the comprehensive CFP® Certification Examination, agree to abide by CFP Board's Code of
Ethics and Professional Responsibility that puts clients' interests first and abide by the Financial
Planning Practice Standards that spell out what clients should reasonably expect from the
financial planning engagement.

Gap Analysis
A thorough search of the literature did not result in a basis for estimating the possible universe
of consumers.
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I. FOREWORD

INTRODUCTION

United Way of Greater Cleveland (UW), in partnership with the Cuyahoga County Board of
Commissioners, has initiated a large scale core service planning process to generate data and
engage in community-wide dialogue about the community’s safety net of core service and
consumer needs in the Greater Cleveland area. In addition, UW envisions this process as an
opportunity to better understand its role in the community and its long term capacity to improve
the lives of Greater Clevelanders.

The primary goal of the Cuyahoga County core service research is to identify consumer needs
and assess whether there are service gaps/duplications on a community-wide level. The
findings from this research will guide future funding decisions at UW, and they will also be used
to stimulate dialogue with other funders and groups in the community. United Way intends to
continue to fund a broad array of “safety net” services that are important to the Greater
Cleveland area. But it is hoped that the research findings will inform how UW dollars may be
dispersed to have the greatest impact on current realities, needs, and priorities in the Greater
Cleveland community.

METHODOLOGY

United Way contracted with MCS Consulting Service, LLC, to conduct the core service
research, which focuses on both the consumers served and services provided. (See Attachment
1 for list of members of the research team.) The research team has obtained information about
each core service from multiple data sources. At the end of the research process there will be
substantial information available for some services and less for others, which will provide a
clearer picture of what information is available and where there are significant gaps.

The questions addressed are:

¢ Including public policies, what are the environmental influences that are impacting both
service consumers and the capacity for service delivery?

e Who are the service consumers? What are the factors that lead to a need for services?
How many consumers are there? How many have there been in the past several years
and what factors influenced the historic trend line? What are the projected numbers for
the future? What is their demographic profile? Where do they reside? How many are
receiving services funded by government and/or United Way?

e What is the philosophy that drives service delivery? Has it changed? What does the
service consist of? Who provides the service?

e What are the funding sources? What are the annual revenues from government sources,
federated fund raising organizations, foundations, and United Way of Greater
Cleveland? What are the historic government funding trends and what is projected for
the future? What is the reimbursement amount?

What works and what doesn’t work in service delivery?

e Are there service gaps, duplication, under-utilization?

United Way of Greater Cleveland Core Service Planning......... ..o 1
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The primary information sources used for this report are:

Results of 20 focus groups with 159 direct service staff of United Way member agencies
and non-members, and key informant interviews with 93 experts in the respective
service areas (February 2005). Participants were asked about consumer populations
that are increasing and those with unmet needs; they provided insight about specific
service gaps and duplication, as well as services they perceive to be outdated or under-
utilized.

United Way Program Report data for FY 2004 (July 2003 to June 2004). Each year
United Way member agencies submit information to their respective investment
committees on each funded core service they provide. Among other things, this
information includes a demographic profile of the consumers served, the zip codes
where the consumers reside, and all revenue sources that support the service. The
research team has aggregated this information for each core service.

United Way - First Call for Help call data (2000 to 2004) - United Way - First Call for Help
provides a 24/7 information and referral service through its 211 telephone line The
research team analyzed data from its large database, which includes the names of
service providers for most core services, the activities they provide and the zip codes in
which they and those they serve dare located, the number of calls received, and whether
the need was met or unmet. Unmet needs are those for which there was no resource to
reference.

Literature reviews on service trends and issues as well as best practices (i.e., what
works/ what doesn’t work in service delivery), including impact on the individual/family
and on the community.

Searches for information on public policies that are currently impacting consumers or
service delivery.

U.S. Census and American Community Survey data for various time periods.

Data from funders on actual consumer populations and funding levels.

(See Attachment 2 for technical notes on the research methodology as well as limitations of the

data.)
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Il. THE CORE SERVICE ENVIRONMENT]

~_ CORESERVICEENVIRONMENT

Growth in Use of Credit Cards

The use of credit cards has grown exponentially. By 1995, credit cards had surpassed cash as
consumers’ preferred method of payment. In 2000, consumers used 1.44 billion credit cards, or
approximately fourteen cards per household, to purchase $1.4 trillion of goods and services.
That equaled $14,000 in credit card transactions on a per household basis. This in turn
represented about one-third of median household income for that year. Credit card debt now is
the leading source of unsecured consumer debt. In 2000, total credit borrowing equaled $683
billion, with each household carrying an average credit card debt of $6,500 (Bar-Gill, 2004).

With decreasing assets and financial reserves, many more consumers—particularly those with
low- to moderate-income—frequently finance their lifestyles. Bar-Gill (2004) argues that
consumers often overestimate their ability to resist spending and underestimate the probability
that future events will occur that will create economic hardship.

The issue of self-control arises in consumers’ use of credit cards. Unlike a “closed-end” loan for
a specific amount, “open-ended” loans in the form of credit card purchases separate a
consumer’s decision to obtain the credit card from the actual borrowing decision at the time of a
purchase: “each time the consumer swipes her card, a new loan is entered into” (Bar-Gill,
2004). Because each borrowing decision might involve a relatively small purchase amount,
consumers are at risk of “incremental foolishness,” increasing credit card balances by making a
series of small purchases (Bar-Gill, 2004, p. 1399). Consumers often underestimate the
likelihood of adverse events that might require borrowing in the future. As such, consumers
often run up large credit card balances in the short term, only to become vulnerable to job
losses or medical expenses at some point in the future (Bar-Gill, 2004).

Growth of Sub-Prime Lending

The recent growth in sub-prime lending has increased consumers’ needs for debt management
and credit counseling. Conventional credit card and lending markets do not serve individuals
with past credit problems or low incomes that present higher default risks. These persons are
typically served by so-called “sub-prime” lenders that make credit available, but at higher
interest rates and fees.

Sub-prime lending enables persons with blemished credit histories to take out loans needed for
home improvement, medical costs, or daily living expenses. Such sub-prime lending becomes
problematic, however, when lenders employ “predatory” tactics to secure loans or offer sub-
prime loans to persons who would otherwise qualify for prime loans (Feguson, 2000).
Vulnerable consumers become ensnared in spiraling debt cycles by entering into loan contracts
without the necessary financial resources to escape. It is important to note that while not all sub-
prime lending is predatory, nearly all predatory lending originates from sub-prime lenders
(Motto, 2002). The most common predatory, or abusive, lending practices include the following:

e FEquity Stripping — Lenders make loans secured with borrowers’ homes as collateral,
knowing the borrowers cannot possibly repay. This often results in foreclosure on
borrowers’ homes and attendant loss of equity.

United Way of Greater Cleveland Core Service Planning......... ..o 3
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e [oan Flipping — Lenders pressure borrowers to repeatedly refinance their original loans.
But with each renewal additional fees are charged and most payments made by
borrowers go only toward interest and fees (Ferguson 2000).

e loan Packing — Lenders build into mortgage loans credit insurance and other loan
products that were not requested and may not have been needed by borrowers (Motto,
2002).

e Arbitration Clauses — Lenders require borrowers to submit to arbitration rather than a
court of competent jurisdiction in the event of a dispute with the lender (Johnson, 2002).

e High Interest Rates — Lenders assess interest in excess of the risk assigned to the
borrower that the borrower will default on the loan (Ferguson, 2000).

Pay Day Loans

In the sub-prime lending market a large portion of the demand for products like “payday loans”
is driven by hardships created by the loans themselves. “Payday loans” are small loans
borrowed against consumers’ next payday checks. First offered in the early 1990s, the number
of payday loan shops nationwide grew to 12,000 by 2000. In 2002, the number reached 15,000,
a 25 percent increase in two years. Also during this period, payday loan fee revenues tripled
from $1.4 billion to $4.3 billion. And between 2000 and 2002, “refund anticipation loans,” or
RALs, secured by borrowers’ income tax refunds, grew eighteen percent, from 10.8 million
loans extended to 12.7 million; approximately one-tenth of all federal taxpayers, fully one-third of
those using professional tax preparation services, obtained a RAL in 2002 (Hellwig, 2005). In
Ohio, payday lending locations increased from 107 to 1,562 in the past decade. The recently
released report “Trapped in Debt: The Growth of Payday Lending in Ohio” published by Policy
Matters Ohio and the Housing Research & Advocacy Center finds that payday lending shops
are now more common than McDonalds, Burger King, and Wendy’s restaurants combined in
Ohio. Cuyahoga County had 123 payday loan locations in 2006. Franklin County had 183, and
Hamilton County had 160 (Rothstein & Dillman, 2007).

Having only two weeks to earn sufficient funds to repay such a short-term loan’s principal and
fees, a borrower will devote a large portion of his/her paycheck to repay the loan, only to be left
with little funds to live on until the next paycheck. As it becomes more difficult to get by until the
next payday, the borrower might take out a new payday loan to bridge the gap. Unfortunately,
the loan fees associated with the new loan will again jeopardize the borrower’s ability to pay
during the next period. Therein lies the vicious cycle of debt such borrowers confront (Hellwig,
2005).

Informed consumer choice is the most often cited, and arguably the most effective, method for
addressing money management issues. But this method is impaired when the seller creates or
takes advantage of barriers to the free exercise of consumer choice (Ferguson, 2000).

PUBLIC POLICY ISSUES

NATIONAL

Federal Trade Commission

A portion of the Federal Trade Commission’s (FTC) $160 million annual budget is dedicated to
consumer protection services. Generally, the FTC is charged with eliminating unfair or deceptive
acts or practices affecting commerce. As it relates specifically to consumer protection services,
the FTC acts to identify fraud, deception, and unfair practices that cause the greatest injuries
against consumers. The tools available to the FTC primarily involve law enforcement and
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education-outreach efforts. Agency staff attorneys operate from FTC offices serving eight
regions and bring wide varieties of consumer protection cases to court as well as act as
contacts for state attorneys general and other state and local consumer protection officials
(FTC, 2005).

Consumer Protection Laws

Consumers are protected largely by federal lending statutes like the Truth in Lending Act (TILA)
and the Home Ownership and Equity Protection Act (HOEPA). Disclosure is the linchpin of
federal protection for borrowers. It is assumed that consumers who are knowledgeable about
available financial alternatives as well as the full costs and benefits of those alternatives will
choose options that maximize their self-interest. The reality, however, is that disclosure is
effective only to the extent it can be understood. Research has demonstrated that most
consumers are unaware of the significance of concepts like annual percentage rate and finance
charges (Hellwig, 2005).

Fair and Accurate Credit Transactions Act of 2003

The Fair and Accurate Credit Transactions Act of 2003 (FACTA) made a number of provisions
for providing consumers with information for successful money management, including having
the right to obtain one free copy of your credit report from each of the three major credit bureaus
every 12 months. Additionally, Title V of FACTA (Financial Literacy and Education Improvement
Act) created the Financial Literacy and Education Commission with the purpose of improving
the financial literacy and education of persons in the United States. To reach the widest number
of people possible, the commission established a website (www.mymoney.gov) and a toll-free
telephone number (1-888- mymoney [696-6639]) to coordinate the presentation of educational
materials from across the spectrum of federal agencies that deal with financial issues and
markets. The act also mandated that the Government Accountability Office (GAO) reports on
recommendations for improving financial literacy among consumers. The GAO called a forum of
federal agencies, and summarized their findings as follows:

Forum participants offered a number of suggestions regarding the federal
government's role in improving Americans' financial literacy. The federal
government should serve as a leader. The federal government should
use its influence, authority, and "bully pulpit" to make financial literacy a
national priority. However, given that a wide array of state, local, nonprofit
and private organizations already provide financial education, the federal
government's role should largely be supportive, filling the gaps left by
others and serving as an unbiased source of information. Increased
public-private partnerships and interagency coordination are needed.
Partnerships between federal agencies and other organizations are the
best way to use scarce resources efficiently, facilitate the sharing of best
practices, and help federal agencies reach targeted populations at the
community level. In addition, federal financial literacy efforts should be
integrated across agencies and consolidated to focus on those agencies
with the most expertise and best track records in this area. (Government
Accountability Office, 2004)

The Check Clearing for the 21 Century Act (Check 21)

Recent changes to the law governing checking accounts are expected to increase consumer
demand for financial literacy and debt management services. The Check Clearing for the 21°
Century Act, commonly known as “Check 21,” decreases the time necessary for consumers’
checks to clear. Specifically, Check 21 allows any bank to electronically scan an image of a

United Way of Greater Cleveland Core Service Planning......... ..o 5
Report prepared by MCS Consulting Service — February 2007



: _ M M DD-
United Way of United | oney anagerg?nna:l RIZ:gr(:
Greater Cleveland Way ey

consumer’s check and present that image to other banks further down the stream for payment
from the consumer’s account. If a consumer desires a copy of his or her canceled check, he or
she must request a copy of that check, called a “substitute check.” For consumers, this process
significantly shortens the time it takes for checks to clear. With faster clearing times, more
checks may bounce, resulting in more fees assessed against consumers. More problematic is
the fact that banks need not provide “substitute checks” if consumers request them. Rather,
banks need only provide an image of the check. This is an important distinction, because a
“substitute check” provides consumers distinct legal rights such as a right of re-credit in the
event of bank error. Conversely, mere images of checks carry no such legal rights. Moreover,
there is nothing in Check 21 to limit the fee amounts banks can charge consumers for substitute
checks. It has been argued that the legal importance of the substitute check might induce banks
to impose higher fees for issuing them (McGlinn, 2005).
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lll. THE CORE SERVICE CONSUMERS

DEFINITION OF TARGET POPULATION

The target population addressed in this core service summary is persons ages 18 and older
who are financially distressed, which is defined as debt service payments that consume over 40
percent of a family’s income (Jicking, 2005). Their difficulty managing finances often precludes
them from obtaining optimal interest rates on credit cards and loans, putting them at risk for
defaulting on loans, foreclosure on homes, and predatory lending. These individuals are also at
higher risk for failing to secure post-retirement savings.

DEMOGRAPHIC CHARACTERISTICS

Earlier this decade, national research conducted for the Consumer Federation of America (CFA)
revealed that the typical household has net assets worth $71,700. But this figure is comprised
largely of consumers’ home equity. In fact, the typical household has net financial assets,
including retirement accounts, of approximately $9,800. And the typical low- to moderate-
income household has even less in net financial assets, having saved less than $1,000 (CFA,
2001).

The net financial assets and net wealth of low- to moderate-income households fell during the
late 1990s. From 1995 to 1998, the net assets of very low-income households (those earning
less than $10,000 annually) fell from $4,992 to $3,950 in constant dollars. The net assets of
other low-income households (those earning between $10,000 and $25,000) fell from $31,940
to $24,650 during the same period. Large increases in consumer debt and the number of loans
secured with home equity have been cited as important reasons for the decline in net financial
assets and net wealth (CFA 2001).

This bears relevance to a discussion regarding money management because the relatively
small “nest egg” maintained by the average person, coupled with aggressive use of financing
options such as credit cards, places members of the general public in precarious financial
situations. Indeed, given the finite financial resources of most persons, financial literacy and
money management programs become necessary elements of any community’s human
services “safety net.” This fact is rendered all the more salient by the changes in the laws
governing checking accounts and bankruptcy protection and the growth in the sub-prime lending
market, as described above.

There are several indicators of financial distress in Cuyahoga County. For example,
approximately 15 percent of all conventional home loans were denied to Cuyahoga County
residents in the year 2001. (See Table 1.) Many of these individuals will seek out higher-risk,
sub-prime lenders to obtain a mortgage.
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Table 1: Conventional Loans Extended & Denied to Residents of Cuyahoga County, 2001

Total number of conventional home loans
extended to residents of Cuyahoga County, 2001

Denials 3,840 15.01%
Source: 2003-2004 Social Indicators, Housing

25,589

Another nearly 10 percent of Cuyahoga County residents were denied federally guaranteed
home loans in the same year. (See Table 2.)

Table 2: Federally Guaranteed Home Loans Extended & Denied to Residents of
Cuyahoga County, 2001

Total number of federally guaranteed home loans 3.046

extended to residents of Cuyahoga County, 2001 ’

Denials 309 9.52%
Source: 2003-2004 Social Indicators, Housing

The average number of high-risk mortgage loans extended to residents of Cuyahoga County
between the years 1998 and 2001 represented nearly 29 percent of all mortgages. (See Table
3.)

Table 3: Average Number High Risk Loans Extended to Cuyahoga County Residents,
1998-2001

Average number of mortgage loans extended to
residents of Cuyahoga County, 1998-2001

"High risk" loans 16,556 28.52%
Source: 2003-2004 Social Indicators, Housing

58,047

There were 46,707 new foreclosure cases filed in Cuyahoga County in 2004. Nearly 10,000, or
21 percent, resulted in foreclosure. (See Table 4.)

Table 4: New Foreclosure Cases filed in Cuyahoga County Court of Common Pleas —
General Division, 2004

Total Cases Filed in 2004 in Cuyahoga County

Common Pleas Court - General Division (includes 46,707
transfers and reactivations)
Foreclosure Cases 9,751 20.88%

Source: "Ohio Courts Summary, 2004," Supreme Court of Ohio

For the twelve month period ending June 2000, the number of non-business bankruptcy
petitions originating in Cuyahoga County reached nearly 7,500 filings. (See Table 5.)
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Table 5: Non-Business Bankruptcy Filing Originating from Cuyahoga County as filed in
U.S. Bankruptcy Court for the Northern District of Ohio, by chapter of the bankruptcy
code, during twelve month period ending June 30, 2000

Total non-business bankruptcy filings 7,479

Filings under Chapter 7 5,232
Filings under Chapter 11 -
Filings under Chapter 13 2,247

* Bankruptcy filings denoted as originating from Cuyahoga County are determined by the county
of residence of the first named debtor in the bankruptcy petitions.

Source: "Report F-5A U.S. Bankruptcy Courts," U.S. Party/Case Index, Administrative Office of the U.S.
Courts, PACER Service Center

Himmelstein et al. (2005) explored why so many families at or below the national median
income take on high levels of debt and end up in bankruptcy court:

Some explanations focus on particularly vulnerable populations: the sick
and uninsured (or underinsured), the divorced, or residents of states
without mandatory uninsured motorist coverage. Supporters of
bankruptcy reform maintain that the current bankruptcy code is too
debtor-friendly and creates an incentive to borrow beyond the ability to
repay, or in some cases without the intention of repaying. Opponents of
reform claim that financial distress is often a by-product of the high-
pressure marketing campaigns of credit card issuers and other consumer
lenders. Lack of a consensus explanation for the rise in consumer
bankruptcy filings ensures that reform efforts will be controversial.

Himmelstein et al. (2005) contend that medical problems contribute to 54.5 percent of personal
bankruptcies and threaten the solvency of solidly middle-class Americans. To investigate
medical contributors to bankruptcy, the authors surveyed 1,771 personal bankruptcy filers in five
federal courts and subsequently completed in-depth interviews with 931 of them. About half of
debtors cited medical causes, indicating that between 1.850 and 2.227 million Americans (filers
plus dependents) experienced medical bankruptcy. Among individuals whose illness led to
bankruptcy, out-of-pocket costs averaged $11,854 since the onset of iliness; 75.7 percent had
insurance at the onset of illness. Medical debtors were 42 percent more likely than other debtors
to experience lapses in coverage. Even middle-class, insured families often fall prey to financial
catastrophe when illness occurs.

A re-examination of their data by Dranove and Millenson (2006) suggests that medical bills are
a contributing factor in just 17 percent of personal bankruptcies and that those affected tend to
have incomes closer to poverty level than to middle class. Moreover, for national health
insurance to have an impact, they argue, Himmelstein et al. would have to define “medical”
expenses much more broadly than is now typical of either private or government-funded plans.

Estimated Families in Need

A study by the Federal Reserve Bank estimated that, nationally, 11 percent of families are in
financial distress (Jickling, 2005). “Financial distress” means that debt service payments
consume over 40 percent of the family’s income (Jickling, 2005). Financial distress is most
common among lower-income households. According to the U.S. Government Accountability
Office (1999), in 2001, 27 percent of families in the bottom fifth of the income distribution had
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debt service obligations that exceeded 40 percent of their incomes. Several studies in the mid-
to-late 1990s reported that the median income of bankruptcy petitioners was about $22,000.
Applying this percentage to Cuyahoga County families, an estimated 39,184 families were in
financial distress in 2000. The number of families experiencing financial distress is projected to
decrease to 36,657 in 2015, primarily because of projected population decreases. (See Figure

1.)

~

Figure 1: Money Management
Estimated Families in Need
Cuyahoga County, 1990-2015

Number of
Families

O Estimated Families in| 41,050 39,184 37,978
Financial Distress

<

Sources:

* U.S. Census: 1990 STF3 (P123); 2000, SF1 (P31); 2005-2015
estimated from each year's total population (Ohio Department of
Development, [July, 2003]) using 2000 rate of 3.93 persons per family.

** Percent of families in financial distress, 2001, 11.0%. (Source: Federal
Reserve. [2003, January]. Survey of consumer finances in Federal
Reserve Bulletin in Jickling, Mark, Consumer bankruptcy and household
debt. Congressional Research Service Report for Congress.[2005,
March 21]). Assumes same percentage across periods.

It is recognized that this is a conservative estimate of families in financial distress and in need of
financial management programs because some persons may not have filed bankruptcy or filed
a court case relative to household debt. However, it is a number that begins to offer some clarity
about the extent of need in Cuyahoga County.

REALIZED ACCESS TO SERVICE

Realized access to service is represented by the numbers of consumers actually served. It
includes the actual number of consumers reported by agencies funded by United Way and by
government funders from which it was possible to obtain data. Thus, it is an underestimate of
actual numbers of consumers receiving service.
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In Cuyahoga County, United Way funded 8,135 persons 18 years and older for money
management programs in FY 2004. (See Attachment 3.) The Department of Senior and Adult
Services (DSAS) reported providing services for another 3,000 persons in FY 2004.

The vast majority of consumers of money management programs were female. DSAS reported
that 90 percent of their clients were females and only 10 percent were males. United Way
reported similar findings with 85 percent female consumers and only 15 percent male
consumers.

According to 2004 program reports, consumers funded by United Way were 80 percent African
American, 15 percent Caucasian, and 0.1 percent Asian. . DSAS followed a similar pattern with
78 percent African American, 16 percent Caucasian, and 0.5 percent Asian.

Just over 4 percent of both United Way and DSAS funded consumers were Hispanic.

Approximately 39 percent of the United Way funded consumers were ages 20-34 and another
50 percent were between the ages of 35-50. Only 10 percent were reported to be age 55 or
older DSAS reported 95 percent of consumers to be under the age of 60.

One hundred percent of those funded by United Way reported annual household incomes below
$30,000 with the majority (52 percent) reporting an annual household income of less than
$9,999 and another 23 percent reporting incomes of between $10,000 - $14,999. Nearly 83
percent of DSAS consumers live at below 100 percent poverty level, with the remainder
between 100 and 200 percent of poverty.

Fifty-nine percent of consumers funded by United Way resided in Cleveland and 40 percent in
the suburbs. (See Attachment 4.)
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IV. CORE SERVICE DELIVERY

~_ CORESERVICEDEFINITION

The definition of the core service for this report is: programs that provide persons with
assistance in obtaining credit, obtaining or correcting information in their credit records, reducing
debt burden, or managing their financial resources more effectively.

BACKGROUND ON CORE SERVICE

Many money management programs are a mandatory requirement of bankruptcy filing based on
household income thresholds. There has been a recent change to the bankruptcy code. Under
the current bankruptcy law, debtors must obtain a credit counseling certificate before filing for
Chapter 7 or Chapter 13 debt relief. This is something new for bankruptcy courts, which have
found interpretation of Section 109(h) to be simple, but otherwise find its application to be a
serious matter. Section 109(h) requires debtors to receive counseling from an approved
nonprofit budget and credit counseling agency prior to filing for bankruptcy. This applies whether
the bankruptcy is a Chapter 7 or a Chapter 13. Normally, bankruptcy lawyers register their
clients with a credit counseling agency over the Internet; then the client calls a telephone
number to take credit counseling. Phone-call counseling lasts about half an hour. After the
debtor has completed counseling by phone, the bankruptcy lawyer’s computer picks up and
prints out the completion certificate.

There are a few exemptions to the credit counseling requirement. This requirement does not
apply to debtors living in districts where no counselors have been approved by the U.S. trustee.
It also does not apply to debtors on active military duty in a combat zone, or are unable to
receive counseling due to an incapacity or disability. The requirement may be waived up to thirty
days if the debtor is able to prove to the court’s satisfaction that exigent circumstances required
him/her to file for bankruptcy without first receiving counseling and that he/she was unable to
obtain counseling services within five days of seeking them. Section 521(b) (1) legally requires
debtors to include with their bankruptcy petition a certificate from an approved credit counseling
agency or, in lieu of an agency certificate, their personal certification stating they are exempt
from the pre-petition credit counseling requirement or describing the exigent circumstances that
prevented the obtainment of the counseling. The law requires a certification to be “subscribed,”
which means signed by the declarant (the debtor). Thus, if the debtor does not sign the
certificate of exigent circumstances, the case will be dismissed. Furthermore, the certificate
must contain the debtor’s statement that certification’s content is true and correct and that the
debtor made the declaration under penalty of perjury. This is the standard verification form
found in the code of civil procedure. Thus, a motion to extend the time for obtaining credit
counseling must be by verified motion.

Generally, credit counseling organizations advise consumers on managing money and debts
and developing a budget. Most offer free educational materials and workshops. The credit
counseling required by the new bankruptcy law can take place in person, on the phone, or
online. Counseling sessions generally last about 90 minutes and include an analysis of the
consumer’s budget. Sometimes, credit counseling organizations recommend and negotiate a
debt management plan (DMP) for their clients. In a DMP, the consumer deposits money each
month with the credit counseling organization, which in turn uses the deposits to pay credit card
bills, student loans, medical bills, or other unsecured debts according to a payment schedule
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worked out with the consumer and creditors. If consumers are repaying their debts through a
DMP, creditors sometimes agree to lower interest rates or waive certain fees. A DMP is not
required for consumers who are filing for bankruptcy.

A recent study by the National Consumer Law Center and Consumer Federation of America
(2003) found the following:

e The trend in credit counseling is away from providing a range of
services such as consumer education and counseling for non-DMP
(debt management program) clients toward offering DMP-related
services only. Some agencies do provide videotaped educational
information or self-directed credit counseling “courses” on the Internet,
generally for a fee.

e Most of the consumer credit counseling agencies provide assistance
mainly or even exclusively by phone or Internet. While not practical in
all situations, face-to-face counseling sessions are often a more
thorough way to assess a consumer’s financial situation and offer
personalized budget advice.

e Many agencies are now only willing to place some of a consumer’s
unsecured debt into a DMP, leaving consumers to manage on their
own with their other creditors.

Cuyahoga County residents, as elsewhere around the state, are provided credit counseling,
financial literacy, money management, and consumer protection services through a network of
largely public sector and nonprofit agencies. Many of these agencies, such as the Consumer
Credit Counseling Service and the Consumer Protection Agency, are established agencies in
the region that have served clients over several decades (Cleveland Saves, 2005).

Local consumer protection agencies report that their primary concern is teaching financial
literacy; that is, teaching members of the general public how to manage money by paying bills
on time, saving, investing, and making wise spending decisions (Cleveland Saves, 2005). As an
example, the Consumer Protection Agency employs a holistic approach to address the root
causes of financial crisis by empowering and teaching client-consumers how to manage money.
Annually, this agency serves over 10,000 clients, primarily on a no-fee basis. Consumer
agencies such as the Consumer Protection Agency typically offer financial counseling, utility
payment and budget assistance, courses in checking systems, account management, credit
reduction strategies, and how to “shop around” for banks.

Recent developments in consumer law, most notably the implementation of “Check 21” and
issues of debit account late fees, are negatively impacting consumers’ abilities to bring financial
problems under control. Thus, the service environment in which consumer agencies operate is
marked by a growing need for financial literacy and money management services. Continued
consumer education will be necessary to make clients aware of the high costs associated with
improper account management and the almost instantaneous nature of check clearing.

Demand for consumer credit counseling and financial literacy is expected to immediately
increase by one-third, given the recent passage of large-scale changes to the federal
bankruptcy protection process (Cleveland Saves, 2005). Most of the increase will be attributable
to the new requirement that debtors obtain assistance in budgeting and debt management as
part of filing bankruptcy. This trend, however, harbors hidden danger to such debtors: many
recent entrants to the consumer credit counseling market are reportedly engaging in activities
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that are damaging to the debtors they are supposedly assisting. Such damaging activities
include structuring debt management/repayment plans without offering associated debt
counseling to consumers, charging consumers fees (up to ten percent of each monthly debt
repayment) that are significantly higher than those charged by traditional counseling service
providers, and engaging in high pressure tactics to convince consumers to enter into debt
management/repayment plans (Hurst, 2005).

United Way - First Call for Help Cal | Data

Based on United Way - First Call for Help’s (FCFH) database (February 2005), there are 39
money management services organizations operating from 85 different sites in Cuyahoga
County, 23 of which are nonprofits and 14 are government (2 other). Service providers are
primarily found in the downtown Cleveland area, with fewer in the surrounding inner suburbs. In
FY 2004 (July 2003 to June 2004), United Way funded one of the providers. (See Attachment
5.)

The types of services provided include recreational personal finance and budgeting courses,
credit report review, denied credit counseling, housing education programs, home acquisition
and debt management education, budgeting and debt reduction counseling, loan document
review, taxes education, safe lending practices information, and predatory lending assistance.
(See Attachment 6.)

United Way - First Call for Help call data shows a curvilinear pattern to the number of total
requests for money management programs. Between 2000 & 2004, the average number of calls
was 520, with a high of 690 calls in 2000. The following year saw a nearly 53 percent decrease
i