Loan originators
may be on the hook
when loans go sour
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Homeowners aren't the only ones suffering as
MNevada's foreclosure rate tops the nation. Loan
originators could be in trouble, too, as more and
more loans sold by local brokers default and
Wall Street holds those brokers responsible,

Mortgage originators typically sell loans on
the secondary market to Wall Street banks,
which then package and issue securities on
them, according to Brian Burke, an attorney
with Snell & Wilmer's Phoenix office. In the
sale agreements there are extensive representa-
tions of the quality of the mortgage loans being
sold.

And as more loans default, Wall Street scru-
tiny of the way those loans were made and their
quality is increasing.

“Typically theres not a whole lot of incen-
tive to go through looking for breaches of these
representations and warranties unless theres a
default,” Burke said.

But when a loan does default and the agree-

menis are serutinized, any erroneous detail can

cause a repurchase demand — when Wall Street
asks originators to buy back faulty loans,

“They are taking a much stronger look at
collecting from the originators who made the
deals,” said Tom Powell, chairman of the Mort-
gage Advisory Council and chief executive of
IntoHome Mortgage Services in Northern Ne-
vada.

He said buybacks can be triggered by a num-
ber of problems, including fraud.

If a loan officer contacts the appraiser and
asks him to raise the value of a home a bit, knows
the client's income doesn't qualify him for a loan
but doctors the paperwork to help him qualify
or allows the borrower to lie about his assets on
the paperwork, it constitutes fraud.

And although originators expect a certain
number of buybacks, increased defaults and
therefore increased scrutiny of loans has result-
ed in a major increase in those numbers,

“We can expect that to continue over the
next year,” said Burke. “As more and more keep
getting pushed back to the originators, it could
lead to bankrupteies.”

But Burke said originators are also getting
more creative about defending repurchase de-
mands — which is where his firm comes in.
Snell & Wilmer plans to host workshops for
loan originators.

“We're educating mortgage loan originators
as to what their contracts say, what they can do
to defend against these claims, what's a valid

claim and what are the defenses against invalid
claims,” Burke said.

Snell & Wilmer has also set up a repurchase
desk to deal with clients’ repurchase demands,
which many clients aren't prepared to handle on
their own,

Burke said many of the defaults were caused
by borrowers who overextended themselves
during a boom housing market, when specula-
tors could turn a profit before their investment
was even finished being constructed.

“Whal happens is things stop appreciating
and you start to see slight declines in the market
and that can increase the risk of foreclosure for
homeowners,” Burke said.

He =aid the problem is a short-term one, and
estimated it will take a year or more for the mar-
ket to correct itself.

“But there will be long-term effects on how
people do business between Wall Street and the
originators, and it will help the efficiency of sec-
ondary markets overall,” Burke said.

Both Powell and Burke said the morigage
lending industry will likely regulate itself —
tightening underwriting guidelines for estab-
lishing who qualifies for a loan and becoming
more zophisticated when working out mortgage
repurchase demands.

Powell said the tightening of the market will
edge out some potential homeowners, too. But
he said more prudent lending will be a positive
effect of the fallout, not a negative,

“This is a great industry, as a whole. It's
helped move home ownership rates from just
over 65 percent in the "90s to just under 70 per-
cent, as reported last year,” Powell zaid. “And
1 give big credit to the mortgage brokers and
the sales force out there, but when somebody
shows a history of not making their payments or
doesn't fit the income parameters, the origina-
tors need to say, ‘A home is not an entitlement,
it's a responsibility.”

f‘uwell said increased education for brokers
is key.

“Tf youwant to get your hair cut you have to go
to someone who's licensed and they have 2,000
hours of education,” he said. To get a mortgage,
on the other hand, “you can go to someone who
isn't a felon, had $125 and after a vear of doing
home loans got 10 hours of education.”

Although those requirements have been
increased to 30 hours of education and a test,
Powell said legislators must support increased
restrictions supported by the state’s Mortgage
Lending Division.




