UNITED STATES OF AMERICA
DEPARTMENT O HOUSING AND URBAN DEVELOPMENT
BOARD OF CONTRACT APPEALS

Washington, D.C.

In the Matter of: H

HUDBCA No. 88-3455-D64
Docket No. 87-1267-DB

JOAN GALATI,

.

Respondent :

For the Respondent:

Patrick F. Cleary, Esq.

Wolfenson, Cleary, Schouten & Burke
11305 South Harlem Avenue

Palos Heights, IL 60463

For the Government:

Bruce S. Albright, Esqg.
Office of General Counsel
Department of Housing and
Urban Development
Washingteon, D. C. 20410

DECISION AND ORDER

The decision rendered from the bench in this case on February
23, 1989, pursuant to 24 C.F.R. §26.24(d), is formally issued as
of the date of this Decision and Order. A copy of the decision is
enclosed, as edited by the undersigned on March 9, 1989. By that
decision, Respondent Joan Galati was debarred from February 23,
1989 until February 23, 1991.

Pursuant to 24 C.F.R. §26.25, either party may request review
of this decision by filing a written petition for review with the
Secretary within 15 days of receipt of this Decision and Order.

H/JéQn S. Looper
Admigistrative Judge
S~ ‘§
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Decision

MR, ALBRIGHT: Thank you. Are you golng to
stay here, can we check back --

JUDGLE COOPER: I'm going to stay here so
check back with me right here. I'm goling to be here.

MR, ALBRICGHT: Fine.

JUDCLE COOPER: We'll be off the record.

(Whereupon a racess was taxen for 45 minutes. )

JUDGL COOPER: Thils decision 1s rendered
from the bench pursuant to 24 Code of Federal
Repulation, Part 26, upon agreement of the parties.
Statement of the case:

By notice dated May 4, 1983 the
Department of Housing and Urban Development proposed
the three year devarrment of Joan Galatl from
participation in all departmental programs for
violations of 24 Code of Federal Regulation, Jections
24,6C3, 12 and 13. Ms. Galatli made a timely regquest
for hearing on the proposed debarrment.

Specifically, Ms. Galati is charged
wlth having failled to condu;t face-to-face interviews
with borrowers applying for mortgages to be insured
by HUD and with having caused or allowed the
submission of false information, false certiflcation

and informatilon concerning mortgagzors income,

liabilities and 1nvestments for the purpose of

Heritage Reporting Corporation
{202) 428-4588
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inducing HUD to insure those mortgages.

-

This decislon is based upon the

documentary evidence and oral testimony established

at the hearing 1In this case. I'indings of Fact:
.Naﬂbef—ﬁgg. Joan Calati has been a V4SS

loan originator and loan officer for at least 17
years. ['rom June 1984 to late March, 1986, she was
a loan officer at the 0Oak Lawn branch of Lomas and
Nettleton, a HUD approved mortgacsee partilicipating in
HUD's direct endorsement program. That is the
mortgagee was a partlcipant.

Presently she is employed as a loan
officer at Mortgage Correspondeﬁﬂﬁ of Illinois, Inc. é}
She 1s famillar with HUD regulations and procedures
zoverning proper leoan origlnation processes for HUD
insured mortgages.fDGalati was the loan offilcer for'JigcJ
HUD insured mortgage transactions Involving the
refinancing of‘:éingle family property by _‘/_é&e'
Jones, Joint purchase of a slingle family property by
R o and‘ the purchase of a single

family property by || Jones.
3

“¢hree. The duties of a loan officer or
loan originator at Lomas and Nettleton are primarily
that of a business generator, The loan officer obtains

loan business from real estate officers and other, fron

Heritage Reporting Corporation

1207) 628-4888
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Jeclision

real estate offices and other sources and is paid by

b
commission on that business. Once a customer has bﬂm.‘@
obtaine%gthe loan offlicer takes a preliminary V?d“
application on a Fannje Mas form 1003 asking the v

borrover w—weitir—e{ questions concerning income, assets‘ﬁﬁﬁ

liabilities and dependenti)as well as the use to which
the property will be put. This is what is referred to
in the industry as a face-to-face interview, TFace-to-
face interviews are required by HUD 1n any transaction
in which it will be insuring a mortgagej\with few tﬁ
narrow exceptlons. None of those exceptions applied

in the cases of | Scnes, the Loves, or

B oncs .

It was Galati's procedure generally to
obtain the signatures of the borrowers and verification
of deposits and verification of employment forms at the
same time she took the preliminary application. She

obtained these sipgnatures on blank verification fOPmsﬁ\v

although HUD ﬂandbook 406.1 at Appendix one, page two, 0’5%;

1]
clearly states that current lending practice does not

permit the signing of those forms or any form in

blank by borrowers.
q.After the preliminary application was

filled out by Ms, Galatl as the loan offlcer and

signed by the borrower, ssfre-—toen-offlser and also V/}S

Heritage Reporting Corporation

(202} 628-4688
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signed by the loan offilcer, the application and all of
the other necessary preliminary documents including
verlfication forms were zglven to a clerk at Lomas
and Nettleton to assemble into a file. At that point
a loan processor would send out the verifilcations to
the appropriate employeré or depository, woqld request
a credit report and obtaln the remaining necessary
documentation. If the mortgage was to Le insured
by HUD, the information on the Fannje Mae form 1003
would be transferred to a HUD Fbrm 9-2900, the
application for mortgage insurance.

$ The HUD form 9-2900 requires all
relevant information concerning income, assets and
liabllities to be recorded and certified by the
mortgragees as well as the borrowers. HUD relies on
this informatlon and certification totally in
determining whether to glve a mortgage commitment.
The loan processors who sign the certlflication on
behalf of Lomas and Nettleton rely in turn upon the
signature of the loan origiéator on the TFFannje. Mae 1003
that a face-to~face interview was made and that the
loan originator has otherwlse made sure that all of
the information recorded is true, complete and correct

to the best of her knowledge and belief., 'That

certification also refers to the proper handling of

Heritage Reporting Corporation
{202) 628-4684 :
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PDecision
verifications as Section~26 states. Those verifica-
tions may not pass through the hands of interested
third parties or the borrower. The certifying loan
processor at Lomas and Nettleton makes that
certification, relying on the fact that the loan
originator did not provide such lorms or know of theilr
handling by interested thggd parties or the horrower. v/
o

Number—e+x. Joan Galati met | NN 4
Jones to take a preliminary applicatlon from Jones Tor
refinancing of a home mortgage, on June 16, 1984, She
met Jones at a restaurant, On the vpreliminary
application as well as the 9-2900, there 1s no
indication of two loans that || Sones had with
the Federal Credit Union at that time, totalling
almost $8,000., One of the loans was for a car purchased
prior to Galati's interview with Jones. The §5-2900
and Fanng-llae 1003 both state that Jones did not own v
a car. Jones signed both forms. Galati signed the
Fannye-Mae 1003. Galati also filled out the 1003 for V]
Jones' signature, based upoA information provided to
Galati by Jones.

B ones' refinancing of her
home mortgage was approved by Lomas and Nettleton)and

HUD insured the refinanced mortgage. Jones defaulted

on the mortgage. Subsequently HUD Offlce of

Heritage Reporting Corporation

(202} 628-4888
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Decision

Inspector General @uditors interviewed | -ones JASC

about the refinancing process. At that interview,
B cnc: apparently told the 0IG auditors that
she, Jones, told Galati about the two loans with the
Federal Credit Union and that Galatl 1Indicated 1t was
not necessary to record them on any of the appllcation
documents because there was no record of the 1oans)
inasmuch as they were belng paid by payroll deductions.
B oncs did not testify at the hearing nor did
the auditors who interviewed her. The statement shgrui
by Jones 1s unsworn. The notes on which the statement
arg.based are sketchy and do not contaln much detail.f@
Furthermcre, they were presented as hearsay on
hearsay evidence. Joan Galatl denied under oath/
subject to cross examination}that_ Jones told
her of the two lcans, In fact, she believes Jones
must have stated she owned no car because that fact
is recorded on the Fannj Mae 1003 and HUD's 9-2G600, v
The credit report ordered for Jones did
)

not reveal the two loans. The only source of

information about the c¢redit union loans at the time

of the application would have been| | 7ones
herself. I find}based upon a preponderance of the

evidence,that the Government has failed to carry its

burden of proofg that M ones told Joan Galati

Heritage Reporting Corporation

(202) 628-4888
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about the two loans with the credilt union or that

Galatl intenticnally falilled to list the loans on the

9-290C to 1induce HUD to insure the refinanced mortgage. P

%&m&e&—&e;Zn. On or about June 6, 1985, /@;C

a Fannig-Mae 1003 was filled out for a residential loan

-

application for ||l Love and her mother, [N

Love. The application bears the signatures of both
Loves and that of Joan Galati as interviewer of the
Loves,

Subseguentliy, a 9-2900 was drawn up,
certified and submitted to HUD by Lomas and Nettleton
for insurance of the Loves' mortgage. Joan Calati is
listed as the producer or loan origlnator of the
mortgage business on the loan funding and set up
record of Lomas and Nettleton, The Loves defaulted on

the mortgagze payment.

%. It 1is agreed by Joan Galati, [N wgét

Love and | Love that they had never met one
ancther. Joan Galatil testified that she had no
)
recollection of the Loves and does not know how thelr
loan came to Lomas and Nettleton or was designated as
Galati's business.
In)
Lumher pine. The Loves heard that

Baranwood Realty could help them find a home to live

in after they were being evicted from thelr then-home.

Heritage Reporting Corporation

(202) 628-4688
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B cvc a2t the time was receiving Soclal Security

payments of a little over JI 2 month. R ‘ove

was receilving ﬂ’ublic fissistance at that time and still VPALL

is. | lLove is unemployed.

Steve Lucas, a salesman at the- \/QAC_
Baranwood HKealty, told the Loves there would be no
problem for them to become homeowners., They then gave
Lucas a deposit of $200 for a house located at [l
South Honcre Street, Chlcago, where they presently
reside. Lucas interviewed them and told | 1ove
that 1f she had a friend who owned 2 business who would
state that |l Love was employed at a certain
salary, the Loves could qualify to buy the home.
B ov: and Steve Lucas agreed,in the presence
of I Love to fraudulently state that she was

/
employed as an accountant making S a2 nonth by

a Mr. Aktqr. Aktar was a friend of | NN Love. VIiASC

Akteyr agcsreed to slign any verlfication sent to him to /

that effect,.

1}
At some point, a verification of dJdeposit

/

. er(

form sent to Akt&r by mail from Lomas and Nettleton e
by loan processor GCail Schultz was hand-carried by
®

B (o from Akter to Steve Lucas, the real v

estate salesman, 1In violation of HUD regulations,

loan origination procedures and prudent lending

Heritage Reporting Corporation
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practices. “"hereafter, the form was sent on to Lomas
and Nettleton, presumably by Lucas, and was 1ncluded
in the lcan package for insurance by NUD, There is no
evidence in the record that Joan Galati knew that
Lucas or Love had handled the verifilcation., (alatil
did not improperly give the form for ﬁandling Lo
anycne other than the authorized Lomas and Nettleton
loan processor.

I find that Galati did not allow or
know that tne verificatio; of employment form signed
by Mr. Akter had been mishandled. Indeed, the
information on the form and the reverification of the

infeoermation from AKteyr by subsequent [IUD auditors was

false , weer—fatse. There 1s no evidence that Joan V1

Galati knew that income data from ||l Love was

false.

/&K

45¢
Ase

semoer—ter. I :nd B o Y PC

met with 3teve Lucas a number of times to sign forms
regqulired for the mortgage application. Joan Galati
was never present at any of ;hese meetings. 3he never
met or interviewed the Loves at any other place or
time, nor did anyone else from Lomas and Nettleton
prior to the closing.

The Loves were interviewed by Steve

Lucas, Lucas wrote up the information on the FannﬁlMae

Heritage Reporting Corporation

(20%) 628-4888
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1003 based on that interview, including the false
employment history for |l Love. cbtained the
Loves' signatures on all necessary documents and then
at some point returned those papers to Lomas and

Nettleton fcr processing.

Joan Galatl's signature appears on the

. -
Fannyl Maze 1003 as interviewer, but I find that she did v;bc_

not interview the Loves or fill out the FanniR_.Mae 1003. vijsc

dowever, I find that she sizgned the form, knowing that
she did not interview the Loves, It is immateriail
whether she signed the 1003 in blank or after Lucas

had filled it out, I base my conclusilon on the

i.wl,.,t PR
v

testimony of Galatl herself g

the signature on the 1003 appears to be heP%)
Virginia Connelly's ldentification of Calatl's
signaturé)and the totality of the events surrounding
the loaﬁ)including LLomas and Nettleton's 1dentlification
of the Loan as Galati's buslness.

I find that Galatl caused the
certification by the Lomas ;nd Nettleton loan
processor on the 5-2900 because of the loan processor's
reliance on Galati's signature on the 1003 for the
Loves, which interview, of course, I find Galati did

not perform nor did she verify at that interview any

of' the information provided by the Loves on which the

Heritage Reporting Corporation

(202) $28-4688
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loan application was approved and insured by LUD.

Fumser 11, Some time in the spring of
1985, I :cthridge came to Steve Lucas at
Baranwood Lealty 1in response to an advertisement placed
in the newspaper referring to buying homes for $200
downpayment and no closing costs. Sthridge found a
property he liked at [JJJ] Zast 117th Place, Chicago, and
wave Lucas $200 as a downpayment for purchase oflthe
house. lle also gave Lucas financial information about
himself.

Lucas then told Ethridge that he dld not
earn enourzh money to qualify for a mortgage. Lbucas
sugpested to Athridge to find a co-signer for the
mortzase loan. |k Sones agreed to co-sign the
loan for Lthridze. Lomas and Nettlervon would be the
lender.

12. At some point it was decided that

B cnces would be listed as the purchaser of the

property and no reference would be made to || Gz

4
Ethridge. Jones and Ethridge deny knowing of this

decision prior to the closing. Lucas wanted || IR
Jones to come in to sign loan papers but Jones did not
do so because of her work hours. Lucas then obtained
Jones' permission by telephone for Ethrldge to sign

Jones' name on certain loan documents. I base this on

Heritage Reporting Corporation
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the testimony of boeth Ms, Jones and Mr. Ethridge.

13. Ethridge met Galatl at Baranwood
Realty to sign necessary loan papers., Lucas was not
present. Galati d4id not interview LEthridge. It Is
Ethridge's testimony she merely directed him to sign
the lcan papers. The loan papers are drawn up in the
name of [ EGzB Jones.]/g.li find that | :thridge ‘/d‘ﬁe—-
sizned | sones' name to the preliminary application .
and the verification of employment form Tor Joneg)&ﬂﬁ 4#5(
release for a credit report and the HUD f%rm 9-2400, ~JPA(
I base that conclusion on the similarities between each
of those documents' signatures and the signature given
by Rthridge of Jones'name in court at the hearing,
Although itthridge gave somewhat éonfusing and
contradictory evidence at the hearilng concerning which
documents he sipned with Jones' name, 1 c¢redit the
signature comparisons made by me and the statement
glven by IEthridge to iHUD O0IC auditors which corroborates
this finding.

I make thils finding despilite small
differences 1In the signature glven by LEthridge at the

hearing, those differences being the loop at the bottom

of the capital letter J and the tall he added on the

3,

capital letter R. However, overall, I find the

signatures of | Jores on the loan documents

Heritage Reporting Corporation
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obtained prior to c¢losing are sufficilently similar 1in
all critical respects to that given by Ethridgse that I
conclude they were all made by Ethridge. I conclude
they were not made by | Sones., whose handwriting
is ccocmpletely different.

I further find, and this is the impor-
tant part, that Lthridze made those signatures 1in

Joan (Galati's presence, <Sobotche—-

NOrs= 15. Joan Galati testified that /ébét_

the individuag?she interviewed = for the Tannpt Mae
1003 clalimed to be Ethridge and |l Jcnes, but were
not the individuals who appeared as LEthridse and Jones
at this hearing and gave sworn testimony. I do not
credit Galatl's testimony on this point. Lthridge
identified «t—in the courtroon, He was the only
purchaser to be able to do so., His identification was
immediate and unequivocal.

Inasmuch as I find that it was the
B chridge appearing before me that met
Joan Galati, I also concfud; that it was he who signed
B cnes' name on documents relied on by HUD and
that those signatures were obtained in Ms. Galati's
presence. ‘The Fannje Mae 1003 for - Jones, the

initial application, 1is in Joan Galati's handwriting

and 1s signed by Joan Galati. I find that she took

Herituge Reporting Corporation
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the inf‘ormation}including information about | IEIGNG
Jones!' income,from & paystub given by B ones to
Fthrildgze for the application and given in turn by
Ethridze to Calati,.

16. I find that Galati knew that
Ethridge was to live in the house, not | ~ones.
The note in Galati's handwritling, at Government Lxhibit
No., 50, 1s a note to Steve Lucas to call Ethridpre
because Lthridge told Galatl he wanted to speak to
Lucas. That's what the note indlcatves, Further, I
find that the note notifles Lucas, not Ethridgze, that
the preliminary application was taken by CGalati. The
reference to calling Ethridge 1s a separate reference,
not refering to the taking of the application. I
construe the note in this manner because to do other-
wise would be inconslstent with $#&= reason and the Vi
facts I have otherwilise found. I cannot reconcile
them in any other way.
e 17, I need not recconcile /]
discrepancies in the dates o} the sales contract and
preliminary application because the 1ssue before mne
concerns lack of a face-to-face interview and
knowingly providing false informavicn to HUD, not

underwriting irrepularities. Likewise, resclution of

the outstanding judsments in |l Jones' name are the

Heritage Reporting Corporation

{202) 628-4884
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task of the loan processor and underwriter, although
the #ﬂgéé& should have directed that those judiments
appearing on the credit report for Jones be explalined
in the file or otherwise documented as satisfied.
Nonetheless, it was not her primary duty; those are
underwriting dutles.

2. 18. All of the events in qguestion
took place four and a half to {ive years ago. Prior
to Ils., Galatvl's employment at Lomas and lettleton,
she had been dismlissed for allowing an individual to
sign another's name on a locan document with that
person's permissio?) Dot unlike the situation with
Ethridge signing for | Jones.

At Lomas and Nettleton, other employee
including Galati's loan processor for & few months
and the underwriter at Lomas and Nettleto%]had found
that buyers’ handwriting sometimes were different in
their files.&ni_LhaL:I;;se were loans Galati had
received from Baranwood Realty.@i&ince leaving Lomas
and Nettleton in 1986, Ms. éalati has apparently
severed her business relationship wlth Baranwood
Realty and presented in evidence an affidavit of the

underwriterpkher present employer, citing to the

present excellence of her loan originations.

Discussion: Debagﬁment is a sanetion

Heritage Reporting Corporation

(202) 678- 4888
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to be used to protect the publlie interest, It is not

to be punitive, but 1t is to be taken 1n the best

L=

interests of the Covernment and the public fisg. The /3&1

test for the need for debaq{ﬁent is present V/

responsibility. lowever, a Cinding of lack of

nresent responsibility may be based on past acts.

Responsibility®s a term of art in government contract f
) ) abr L.'E :

la% denoting integrlty and honesty as well as i Bl Vi

to perform a contract. I find thav Joan Galati 1s a

participant in HUD prozrams as defined in 24 Code of

i3

o

Federal Regulation, Sectilon 2&.%@>because she does V%@K,

business directly and indirectly with HUD through

HUD approved mortgasees. She is therefore subject to

debarfment. Vﬁkxl

The charges against Joan Galatil

represent serious vioclations of locan orlglination

procedures required by HUD and also violatioqéof ¢%¢Q

prucdent lending practices. Indeed, 1n each

5
transaction, others did set up %j;%Fi largze and small. bQégL

’

However, the HUD approved lender 1is to be the eyes and
ears of HUD, to make sure that frauds are detected
whenever possible by following conscientious and
prudent lending practices.

The face-to-face interview can weed out

a lot of those problems, although not all of them., I

Heritage Reporting Corporation
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a fraud is well rehearsed, a face-to-face iInterview
wlll not discover it. Neither will verification, even
properly handled, discover frauds, 1f a fix 1s in.
The verification of | lLove's fictitious employment
is an i1llustration of this. Ililowever, a face-to-face
interview, even if it does not detect irregularities
or hidden information, 1s critical to prudent lending
practices, a fact recopgnized by Joan Galatl in her
rtestimony.

Indeed, I find that Joan Galatli abused

the face -to-face interview process in the case of the

B ones :l%m by aliowing [N :Echridee to /ég.lc

substivute | ccnes as & straw buyer for him ,
although Lthridge and Jones c¢laim they did not know
a straw buyer set-up was to be used until clesing.
Certalnly Galati knew or should have known of this.
She could have stopped this lecan from being approved.
Hather, she became part of the problem.

The fallure to interview the Loves may
not have revealed the fraud ;lready in plaf . In fact, Vv
it most likely would not have revealed 1it, But Joan
Galati%signing of the loan application without meeting
the Loves certainly insured that the fraud could po

merrily alon® undetected. She falled in her duty in

the Love case as a prudent lender. Worse, in both the

Heritage Reporting Corporation
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Love and Ramona Jones transactions, Galati's signature

on the Fann&LMae 1003 set in motion a chain of events V?BBC'

resulting in an unreliable certification to HUD on

which it agreed to assure those locans. I [ind that

such conduct is grounds for debaaﬁment pursuant to Vﬁﬁca

24% Code of Federal Regulations, Section 2&.&@3}2 and 13:@¢C

The evidence in mitigation is the apparently good
performance of lending p{actices by Galatl since 1985
and her termination of her relationship with Baranwocod
Realty, her greatest source of business and also the
source of guestionable loans, frauds and false
information.

Galati became an important cog in
Baranwood's practices b)t failing to follow prudent v
lending practices and actually assisting Baranwood in
its activities by leaving Fannjellae 1003s to be fillled )
out by Lucaﬁ)although sizned before or after by UCalatli.
I am relieved to know that she has ceased her connection
with this company and that these type of incidents are

'

no longer occuring. I am very concerned, however, that
Galati was less than forthright and totally honest in
her testimony.

Although the passage of time since the
events would 1indeed dim memory, the fabrication of

phantom lliawathas and Ramonas stretches credulity and

Heritage Reporting Corporation
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1s contradicted by the other evidence 1in this case.
I was saddened to compare Galati's testlmony to
documentary evidence and the context of oral testimony

of other witnesses and find that it did not bear up

under scrutiny., Thils is not responsible conduct.

I find that debap/%ent is warranted u/%écﬂ

hecause Joan (alati i1s not presently a responsible
participant 1in HUD programs, She 1s still trying to
explain away and dodge from serious irrepgularlities in
her conduct in 1384 and 1985. It is not the quantity
of transactions s¢ flawed, but the nature of the ac§> W/
and the recognition of themn,

Ms., Galati pays wﬁgg service to the v/

prudence of lending practieces but when in a c¢crunch and

very busy, apparently follows them in the hﬁé&#. It \/%éC

is no defense that everyone did 1t back then,.

Balancing the passage of time, the acts in guestion and
the need for public protection, I findiﬁgggﬁebarymentv/é
of two years 1is necessary and warranted, Joan Galati

) . s
shall therefore be debarred from t;thtﬁggbuntil v/

February 23, 1991,

Jean Cooper,

Administrative Juli
HUD Board of Contract Appeals. ?€i> v —
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