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July 15, 2009



Senator ---------------

Russell Senate Office Building

Washington, DC 20510

Subject:  Banking Abuse of Veterans in Home Mortgage Underwriting
Dear Senator -----------,

I wanted to bring to your attention what one must assume is an unintended consequence of bureaucratic mismanagement in the clean up of the so-called sub-prime mortgage crisis.  I am referring to new, abusive mortgage underwriting practices that are specifically targeted at Veterans.

The two egregious mortgage-underwriting practices I am referring to are as follows:

1.) Veterans’ loans, which are fully guaranteed by the Federal Government, as a benefit to those who have served our country, are being underwritten at rates significantly higher than so-called “fully documented” conventional mortgage loans.

The cost of the additional 2% (plus) interest rate charged to the Veteran over the life of a typical $200,000 mortgage is in excess of $92,500.

The Federal Government’s guaranty of VA loans protects banks from risk of loss of both principal and interest.  Since the risk of default is insured by the full faith and credit of the Federal Government by way of the Office of Veteran’s Affairs, why would a lender charge Veterans more in interest than conventional mortgage borrowers? 

The response from the mortgage underwriters is that the additional interest is due to the “extra” underwriting required by the VA in order to complete the documentation necessary to comply with VA underwriting standards. 

Excuse me, but is this not the exact the reason we are now suffering from the consequences of the sub-prime mortgage meltdown – mortgage underwriters who routinely and miserably failed to provide any reasonable documentation on the ability of the borrower to qualify for the mortgage?








2.-

So now, because VA mortgages have always required full and complete documentation, Veterans are being penalized and charged a higher interest rate than even sub-prime mortgage borrowers used to be at a cost in excess of $92,500 per mortgage over the life of the loan.

2.) Beginning in May 2009, Veterans applying for mortgage loans will be required by "banks" to pay for a conventional commercial appraisal (at a cost of approximately $500) even though VA Mortgage rules specifically indicate a Veteran does not have to pay this fee as it is included in the rate lock paid to the bank.
 

No other mortgage borrower, other than Veterans, is being impacted by this "bank" requirement.

 

The following mortgage underwriting language is being used to implement this new assault on our veterans:

 

 "In an effort to mitigate the risk of declining home values on VA “IRRL” (Interest Rate Reduction Loan) transactions, effective with new registrations and/or rate locks received on or after May 4, 2009, the following guidelines will apply:

 

     
1. Obtain and deliver a “conventional” mortgage appraisal,

      


2. Minimum of a “2055” exterior-only conventional appraisal is required,

3. Any repairs that impact safety, livability, or habitability must be completed prior to closing. The property condition must be rated "average" or better.  The bank does not accept ratings of "fair" or less.

 4. Confirm the total loan amount (total loan amount = base loan amount plus VA funding fee) is supported by the value of the property,

        


5. Appraisal must meet all conventional appraisal requirements

 

"In addition, effective with new regulations and/or rate locks received on or after Monday, May 4, 2009, the max CLTV (combined loan-to-value ratio) on a VA “cash-out” refinance transaction will be limited to 90%."

 

What does risk of “declining home values” have to do with VA loans?  First of all VA loans have had historically very low default rates. That said, the loans are fully guaranteed by the Federal Government and pose no “risk” to the banks.  More significant still, is the fact that the VA funding fee charged to each (non-disabled) veteran who receives a VA home loan is the source of the monies used to guarantee the loan pool.  So, in effect, it is the veterans, themselves, who are funding the default pool!  Our Veterans are not purchasing “$1 Million McMansions” known to have cratered the sub-prime mortgage industry.  Nor do our Veterans participate in the “buy-and-flip” game the sub-prime mortgage industry actually created that caused the financial crisis in the first place.   Our Veterans, by nature, pay their debts, work hard to support the families and have honorably server their Country. 








3.-

Veterans have had to suffer through years of neglect and disrespect since the Viet Nam War. More recently Senators Murta, Reed and Kerry knowingly, and falsely, accused U.S. Marines of war crimes in Iraq in their on-going effort to discredit President Bush and his Administration.  No one in Congress, or the Administration, ever made any attempt to stand up to these false allegations and defend the wrongfully accused U.S. Marines. Even when a full investigation was completed and all Marines were exonerated, no one in public office ever spoke of the terrible wrong inflicted upon these brave soldiers and the hardship it had brought to them and their families. No one!

The success of the November 2008 election was based upon a promise of significant and positive change in the way Washington operates under your watch.  No one wants to hear about the evils of the Bush Administration, any more.  We are expecting real and tangible leadership for the benefit of all Americans.  I am waiting and watching for the first signs of this promised change in Washington.

I do understand that this is a very insignificant item on the list of national priorities.  However, the least the Federal Government could do would be to send a loud and clear message to the banks and to the mortgage industry that these types of abuses of Veterans, in particular, is completely unacceptable and will not be tolerated in this administration.

What I do not want is a form letter response from your office, essentially dismissing this matter.  It is worthy of more attention than that. 

I would like to see is the following minimum corrective actions:

1. Someone in authority, you specifically, take charge and own responsibility for the two egregious mortgage underwriting practices addressed in this letter.

2. The person of authority must march into the halls of the U.S. Congress and demand to be publicly heard on this matter.

3. The Senate and House Banking Committees who have direct oversight in this matter must be chastised, in public, for their failure of oversight - -  no sweeping this one under the proverbial rug!

4. Someone designated from each of the banking oversight committees along, with the person of authority, must publicly fire the person or persons who were responsible for initiating these unfair, unnecessary and abusive practices.

5. Immediately reduce the mortgage interest cost to Veterans to 95% of fully documented conventional conforming loans and eliminate the extra $500 appraisal fee.  There is no need for it.  These “IRRL” loans are refinances and already guaranteed by the VA.  There is no additional risk being created.

6. Immediately require all banks to waive all closing costs to Veterans as restitution for their attempted abuse.

4.-

Please let me know if you cannot, or will not, take the leadership role in this matter. Veterans have a saying that always works: “lead, follow or get out of the way, I will do it!"

Should there be any additional information required, please feel to contact me.

Sincerely,

Thomas R. Sahrmann

Veteran

82nd Airborne Division

