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         Disarray stemming from flawed foreclosure documents could threaten major banks with billions of dollars in losses, deepen the disruption in the housing market and damage the government’s efforts to keep people in their homes, said the Congressional Oversight Panel. Revelation that several mortgage companies sped through thousands of home foreclosures without properly checking paperwork already has raised alarm in Washington. If the irregularities are widespread, the consequences will be severe. The full impact is still unclear. Employees or contractors of several major banks have testified in court cases that they signed, and in some cases backdated, thousands of documents for home seizures for financial firms that service a total of $6.4 trillion in mortgages involved, according to the new report. 

         The latest effort of big banks in foreclosure cases was met with skepticism by homeowners’ attorneys. Wells Fargo (and Bank of America) was caught using “robo-signers” who are either bank employees or third parties who filled out thousands of affidavits in foreclosure cases without reviewing the actual cases. The affidavit of debt is required for a foreclosure. “Flawed paperwork” in the housing market is a euphemism for fraudulently executed contract in violation of state laws regarding title changes. The jig was up only after some lawsuits were filed by foreclosed homeowners asserting that there was no proof of ownership of the mortgage which is necessary to evict and take back the house or apartment building.
         GMAC, JP Morgan Chase (JPM), Bank of America (BoA) and One West Bank employees routinely sign hundreds of documents without verifying what they’re signing. Those documents are then submitted to courts as if they were true to enable the banks to foreclose on delinquent properties. Wells Fargo, Citigroup and CitiMortgage told the New York Times their employees did not engage in similar practices.  They lied—new evidence shows they have. They misrepresent their practices in the media. Before mortgages were handled, sold and resold as securities, the homebuyer got a mortgage from a local bank that holds it as owner. Then Fannie and Freddie would provide a secondary market for such mortgages to enhance the liquidity of local banks to lend to more homebuyers. Fannie and Freddie now hold 240k foreclosures, which translates to additional cost for the taxpayer because many things could happen to empty homes, e.g., stripping of pipes, vandalism, etc. They spent more than $2 billion just this year to maintain empty homes. 
         Twenty years ago, the sub-prime mortgage-backed securities market, along with prime mortgage securities, exploded. They were sold again and again in the world to pension trusts, mutual funds, municipalities as far away as Norway, foreign labor unions. Homeowners did not know who owned the mortgages nor did the greedy intermediaries take care in making sure that all these various contracts in the chain of events were properly signed and notarized. Time pressure to get these foreclosures done is overwhelming. One major foreclosure company (Lending Processing Services) actually rates attorneys on how quickly they complete each part of the foreclosure process for its mortgage-servicer clients, giving lawyers green, yellow or red labels to reflect their “Attorney Performance Rate.”  If the attorney fails to keep pace and lands in the red long enough, the attorney wouldn’t get any more business from LPS.
         The ever-more remote chain between homeowner and investors who ostensibly hold the mortgage, included middlemen (the loan originators) like Wells Fargo who serviced the monthly mortgage payments for a fee and by “agreement” was in charge of holding foreclosures after a default. Computerization and speed became a trapdoor for contractual sloppiness. The banks get higher fees for foreclosing than for modifying the loans –a perverse incentive at the expense of homeowners. Banks put the investors first. Clear title is crucial for real estate deals that they won’t close if a seller can’t give a good title. In fact, one major title insurance (Old Republic National Title Insurance) will no longer insure titles for GMAC foreclosures because of the documentation problem. Beyond the title problem is the fundamental issue of the integrity of the court system. When attorneys file documents, it’s called a fraud on the court for a reason and courts can’t function when attorneys do that.
         If major banks discovered that they still owned millions of bad mortgage loans they assumed had been sold, the loans could reach billions. In legal moves by mortgage investors against banks, one action could seek to force banks to buy back and take partial losses on as much as $47 billion in several loans. The oversight panel was created by Congress to oversee Treasury’s $700 billion rescue program that came in at the peak of the financial crisis in the fall of 2008. Of the total, $75 billion was set aside for loan modification. This fraud was no different from a regular Ponzi scheme that Bernie Madoff did to his investors. The whole fiasco was covered in the media because the victims were rich (hoping for a government bailout), whereas the victims here do not have much financial clout. One of the solutions to this mess is send the culprits to jail. Few arrests have been made because “everyone was found doing it.” At the height of two decades of greed, it is estimated that 67 million Americans (1 in 4 over 18) participated in the fraud.
         Wells Fargo would like the applicants for loan modification to work directly with them to squeeze more money from them. Don’t fall for this ploy. Find a third party to work with to safeguard your application and have a witness that you did all you need to do. Second, the bank has a propensity to confuse the applicant by exploiting to its favor the different offices it has scattered across the country. One office may ask for your loan customer number which the other office(s) already have, or a copy of your homeowner’s insurance, or a copy of your latest income tax return. One office tells you that you can’t go with a third party to deal with the bank, then another office tells you that you can give Power of Attorney to a third party as long as it is drawn up by a lawyer and notarized, while still another office scares you that your homeowner’s insurance (which is outside the purview of Wells Fargo) has been terminated 2 months earlier. Another office would tell the homeowner his application wouldn’t be considered unless he pays in full his mortgage of the past 6 months. If you can afford the monthly notes, why would you even ask for a loan modification? The use of different tactics is to force a homeowner to foreclosure to benefit their investors.
         In the case of Wells Fargo, the homeowner applying for a loan modification has to work with different offices scattered across the country: 1) Wells Fargo Bank in Jacksonville, FL; 2) Home Equity Group in Des Moines, IA; 3) Wells Fargo Bank in Sioux Falls, SD; 4) Home Equity Solutions in Beaverton, OR; 5) Home Equity Group in Portland, OR; 6) Wells Fargo Bank in Atlanta, GA; 7) Home Equity Payment Processing in Billings, MT. They act like they’re not even aware that an application for loan modification was filed, either to distract you or confuse you or whatever, until you buckle under their pressure. The bottom line is—how can one deal with seven different offices which have already made up their mind to deny the request for loan modification? 
         Are these homeowners victims of banks that are “too big to fail” and they can do anything they want and get away with it? Wells Fargo has provided itself an easy way out by just paying a fine when caught but deny any wrongdoing. What is unfortunate is that these big banks that got the stimulus money are sitting on it, or used it to pay themselves big bonuses, or used it to hire lobbyists to convince lawmakers to kill financial reform. This is just the tip of the iceberg. Its violation of customer trust includes manipulation of overdraft fees, “gouging and profiteering,” commingling of debit card, checking and automatic clearinghouse, and predatory lending at homes and overseas, taking advantage of minority borrowers, especially blacks and Hispanics. 
         The government guidelines carry five criteria for eligibility of loan modification: 1) Home must be residence for living; 2) Current financial hardship from illness, loss of a job or some other catastrophe resulting from this economic downturn; 3) Home value has dropped over 15%; 4) Homeowner did not file for bankruptcy; 5) If borrower qualifies, monthly payment can be reduced to 31% of income. The problems creep into the picture when the bank throws in capriciously other criteria which have nothing to do with the government guidelines.
          It’s time to nationalize the big banks just a UK nationalized the Bank of Scotland. Even RWR considered such option during a global banking crisis in the early 1980s. It may sound like Socialism (it won’t be the first time) but is actually what is supposed to happen under our Capitalist system when a major bank goes bankrupt. It’s put into receivership under FDIC which takes it over. What fits the Socialist label more is the TARP bank bailout, sometimes called “welfare for the rich.” The banks’ losses and risks have been socialized but the profits have not. Investors are now suing to put defective loans back on bank balance sheets. If they win, the banks will hopelessly be underwater. What goes around comes around. It’s time for Wells Fargo to follow the government guidelines regarding loan modification and keep away its lawyers and lobbyists to tinker with them to confuse the homeowners who are seeking relief. (12-01-10)
