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Good afternoon, Chairman Garodnick and Committee members. I am Cathie Mahon, Deputy
Commissioner for Financial Empowerment at the Department of Consumer Affairs (DCA), and
before I address the issue at hand, Chairman Garodnick, on behalf of Commissioner Mintz, and
the entire Department of Consumer Affairs, we congratulate and welcome you to this Chair. We
have very much enjoyed working with you in the past on many bills, especially the recent
groundbreaking work on process servers, and we look forward to continuing our partnership
moving forward. We are confident that as a team, we can continue to strengthen consumer
protection efforts for New Yorkers in meaningful ways. We thank you for the opportunity to
testify today on debt settlement businesses and commend you for focusing attention on an
industry that has generated huge problems for hard-working New Yorkers. We welcome the
opportunity to brief you on the myriad ways that the Department currently works, and has
worked for the last three years, to curb abuses in this industry as well as the alternatives we
offer New Yorkers.

I' ll get straight to the point. It is our Department's opinion that the so-called "debt settlement"

industry is, by its very nature, predatory. The industry strategy for managing or reducing debt at
best is unnecessary, at worst is unproductive and even dangerous. Debt settlement companies
generally charge exorbitant, up-front fees to consumers in debt distress, counseling them to
stop all communications with their creditors, essentially ignore the debts for a significant period
of time, and then gamble that the debt may later be written off. These companies both disguise
the small likelihood of success in resolving debt problems in this manner and, worse, withhold
vital information about the serious risks to consumers, including long term damage to their credit
records, lawsuits, frozen bank accounts, and more. Particularly given the up front fees, neither
that small likelihood of success nor any of those risks affect the debt settlement companies'
profiting from these vulnerable consumers.

Given these very serious reasons, in January 2010 Commissioner Mintz named "debt
settlement" as one of the top ten financial services that must be regulated at a federal level

(included in your packets).

Debt settlement failure rates tell a shocking story, particularly in light of the industry's overall
profits. The Federal Trade Commission (FTC) and various state attorneys general have found
that less than one percent of consumers successfully settle their debts. The industry's own
figures tell a different story, not surprising, but still only claim that one third of their clients
complete a settlement program ... and that's allegedly over a three year period.

Despite these extremely low rates of success, debt settlement companies charge exorbitant
fees for minimal or no services, leaving already-destabilized consumers substantially worse off
than they were prior to participation. Consumers who paid upfront fees are often out thousands
of dollars when they eventually realize their debt settlement plan is smoke and mirrors, at which
point they tragically owe substantially more to their creditors than they did in the first place.
Even in those instances when upfront fees aren't charged and debt settlement companies
actually manage to settle some debts, the companies generally divert large percentages of the
settlement payments into their own coffers, undermining customers' ability to save for other
settlements.

Debt settlement does tremendous damage to a consumer's credit, whether or not settlements
are reached. Because consumers generally are advised to stop paying their creditors, they
continue accruing late fees and other penalties for the duration of the settlement program, so
their balances after entering into a settlement plan are much higher than when they enrolled.
Finally, consumers may incur court judgments and garnishments for paying into a settlement
account rather than paying their creditors.
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In essence, consumers who fall for debt settlement schemes are playing a costly game of
chicken with theircreditors. The only winners are the debt settlementcompanies. The
Government Accountability Office also found in a recent investigation that debt settlement
companies provided fraudulent or deceptive information to consumers, including making
misleading or false claims about the likelihood of success, effects of the program on credit
ratings, and implying a connection to government programs (a hallmark of many fraudulent
schemes).

Unfortunately, New York City consumers are not spared the bombardment of advertisements by
debt settlement companies. To get ahead of this near-epidemic of predatory businesses that
prey on consumers struggling with debt, the City has taken an aggressive, multipronged
approach.

The most effective way we can protect New Yorkers from falling prey to abusive debt settlement

practices is to combine education with a viable alternative. So in addition to our public
warnings, we' ve aggressively promoted DCA's Financial Empowerment Centers, which
offer free, one-on-one, professional financial counseling and coaching to New Yorkers in
need, particularly those struggling with debt. First launched by Mayor Bloomberg in 2008,
with the help of the Center for Economic Opportunity and private funders working with the
Mayor's Fund for the Advancement of the City of New York, the Centers now offer these

services to all New Yorkers at more than 20 locations Citywide. On a day-to-day basis, the
Centers work with clients mired in debt. Fifty-nine percent of the Center's 8,000 clients come in
for help with debt. To date, clients have reduced their debt b more than 2.7 million overall
while im rovin their credit scores. The Centers allow us to get ahead of the curve by giving
desperate consumers burdened with debt a safe resource to evaluate their individual situation
and, when necessary, refer them to trusted legal service providers.

To make New Yorkers aware of the free help available to them and to warn them about
the dangers of debt settlement, we launched a multi-phased, multi-faceted Citywide
public education campaign. We recognize that offering a safe option for consumers to get
help dealing with debt is not enough. Over the past several years, we' ve been extremely
aggressive in our communications and outreach to make sure our residents know about the
services available to deal with debt issues.

DCA launched the first phase of its debt campaign, "Take Control of Your Finances", beginning
in November, 2008. This multifaceted media campaign spread awareness among New Yorkers
dealing with debt that free and low-cost opportunities for help is available by simply calling 311
making clear that options preferable to debt settlement are available and accessible. The
second phase of the campaign, "Money Worries", was launched in May, 2009 to promote the
Financial Empowerment Centers Citywide. The final phase of the campaign, "Protect Your
Money", commenced in June, 2010 to help New Yorkers manage their debt and protect their

money and focused on informing New Yorkers about the NYC Safe Start Account, (a no-fee,
ATM-based account we negotiated with ten banks and credit unions) and the Department as a
resource for filing complaints. I am surrounded by the "Top Ten Ways to Protect Your Money"
and the ads which appeared in subway cars throughout the City.

In fact, since its inception in 2008, the entire debt campaign featured 8,000 subway ads; 140
subway station posters; 6,750 bus ads; 36 bus shelter posters and 254 phone kiosks posters. In
addition, the campaign was marketed in ads on Radio Disney; Spanish and Chinese
newspapers (including Hora Hispana, El Diario, Sing Tao Daily and World Journal); in Regal
Cinema theaters; C-Town supermarket circulars; an ad wrap around in the widely distributed
Metro newspaper; and digital ads on the popular on line site, FY Eye. From May 2008 through
October 2010, the campaign generated 16,748 calls to 311 with inquiries regarding credit and
debt assistance; referrals to our Financial Empowerment Centers for counseling appointments;
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and assistance with homeownership, banking and savings, and money management.

Approximately 19,000 New Yorkers were inspired to visit our Financial Empowerment Centers
web page; nearly 32,000 New Yorkers searched our online Financial Education Network
Directory and more than 3,350 New Yorkers sought our "Protect Your Money" Tips. Over
400,000 educational palm cards, posters and tip sheets were also distributed in connection with
the campaign.

In December 2008, DCA conducted a week-long"Your Money Helpline" in partnership with the
Daily News and the City University of New York. With the help of nearly 400 trained volunteers,
we fielded nearly 9,000 calls from New Yorkers in need of advice and help. Concerns about
debt were the most prominent problems driving people to call. This "public helpline" approach,
which combined education with referrals to safe alternatives, was greatly successful, and has
already been replicated numerous times by partners across the country.

Also in 2008, DCA spread the word about our available no-cost services and the dangers of
abusive debt practices by reaching out to the City's faith-based community. The City's "Pass It
On" campaign leveraged Mayor Bloomberg's partnerships with the faith-based community and

led to the distribution of 1,200 Financial Empowerment Toolkits for Faith Leaders. DCA offered
educational workshops directly to hundreds of attendees at houses of worship across the City.

DCA continues its outreach to the community on an ongoing basis, educating consumers about
debt issues at hundreds of fairs, workshops, libraries, senior centers and other public venues
sponsored by elected officials, our sister City agencies and community-based nonprofits.

We' ve given you packets with some examples of our key campaign materials and a consumer
tip sheet which educates New Yorkers about the dangers of debt settlement. The two-page,
consumer-friendly document is available on our website in English, Spanish and Chinese.
We' ve included a specialized curricular unit on debt settlement in our training for financial
counselors, as part of a two-week intensive course administered jointly by DCA and the City
University of New York that has educated more than 80 financial counselors throughout the City
in just two years.

In addition to our financial counseling and educational efforts, DCA is grounded in maximizing
New Yorkers' protections in debt-related industries. For example, to ensure debt collectors
illegally collecting debts are not the impetus that drives consumers to debt settlement, DCA
licenses approximately 2,000 debt collection agencies, now including debt buyers,
thanks to City Council's new law, sponsored by Chairman Garodnick, which was passed
in 2009. We received nearly 3,000 complaints against debt collectors in the past three
fiscal years, making it our number one complaint category in 2008 and 2009. To combat
this widespread problem, DCA is vigorously engaged in curbing debt collection abuses in New
York City. In FY 2010 alone, we closed 663 debt collection complaints and erased $1.1 million
in debt which collectors could not establish were actually owed by New Yorkers.

Finally, we' ve leveraged partnerships to keep ahead of the curve. Earlier this year we
launched a pilot program with the Civil Court Help Centers and consumer credit volunteer
lawyers to hear about the experiences of City residents with debt settlement. And we' ve
provided complaint forms to the Manhattan and Brooklyn Help Centers and to the volunteer
lawyers in Kings, New York, and Queens Counties.

All of this local work notwithstanding, however, we recognize that debt settlement
companies operate nationally, so we' ve taken steps to curtail their abuses on a national
level. To address this national problem, strong federal rules and enforcement are essential.
DCA has worked directly with the Federal Trade Commission (FTC) to set strong rules to
protect consumers. The FTC recently finalized a new Telemarketing Sales Rule to address

ProvidedLCourtesy of National Policy G roup



problematic debt relief services. As the FTC was finalizing its proposed amendments, there
was a fierce fight by debt settlement firms to remove the strongest protection in their rules — the
ban on upfront fees. We responded quickly by sending written comments to the Secretary of
the FTC (included in your packets) and followed up by holding a conference call with senior
attorney advisors to the FTC Commissioners, reiterating that New York consumers need a
strong rule that bans advance fees. We are pleased that the FTC finalized a rule with the
advance fee ban in place — a major achievement.

There's still more work to be done on a national level. We are well aware that these businesses
often quickly adapt to evade the scope of the law. The debt settlement industry's business
model itself is fundamentally designed to avoid strong state laws covering debt management
plans - by not holding consumers' funds for distribution to creditors and instead directing
consumer payments to third-party escrow providers. And it appears that the industry is already
developing ways to avoid the scope of the telemarketing sales rule (for example, by shifting to
face-to-face and online enrollment).

We are also pushing for strong federal legislation, the Debt Settlement Consumer Protection Act
of 2010 (S.3264 / H.R. 5387), introduced by Senator Schumer and Representative Gutierrez.
We' ve met with senior staff members of both legislators to urge the enactment of this important

bill. And we encourage the Council to join us in this push by passing a resolution that
unequivocally supports Senator Schumer's office in this effort.

But perhaps the greatest opportunity to effectively set and enforce rules that address this
predatory business lies within the purview of the newly-created Consumer Financial Protection
Bureau (CFPB). DCA has been active in Washington, meeting with legislators and senior
administration officials. And we' ve leveraged our work with national partners through the Cities
for Financial Empowerment (CFE) Coalition, a group of eleven local governments working to
improve financial services for households with low incomes, to engage with national
policymakers about the need for a strong and responsive national consumer financial regulator.
This work included hundreds of written communications and meetings - first to support the
enactment of the Consumer Financial Protection Act which created the CFPB, and now to lend
our expertise to Treasury to structure a strong CFPB with the right priorities, like quickly and
effectively curbing abusive debt settlement industry practices.

We applaud the Consumer Affairs Committee for its interest in battling these abusive
businesses. We encourage Council Members to take the following steps to help protect your
constituents:

1.) Dir ect your constituents who are struggling with debt, and possibly considering debt
settlement, to call 311 and set up an appointment with a financial counselor at one of our
Financial Empowerment Centers. The message should be clear: before entering into
any debt relief arrangement, stop and call 311. There is a safe and effective place for
genuine help.

2.) Edu c ate constituents about the dangers of debt settlement by distributing DCA's Protect
Your Money — Debt Settlement Services consumer fact sheet (Attached). We' re happy
to provide you with as many copies as you need.

3.) Con t act Senator Schumer's office and the offices of Representatives that serve your
district and urge them to enact strong federal protections by passing the Debt Settlement
Consumer Protection Act of 2010.

Thank you for the opportunity to testify. I will be happy to answer your questions.
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