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Estate Fraud Notification Program and
Hot-line were created to address this
problem. Consumers are notified
within 30 days of the recording of a
deed or deed of trust and victims are
able to recognize and report fraud
much more quickly.

Second, few resources were dedi-
cated to investigating and prosecuting
home equity fraud cases. Thus, the Real
Estate Fraud Prosecution Trust Fund
was established, funded by a $2 fee
added to deeds and deeds of trust at
the time of filing. The fund pays for
local police real estate fraud investiga-
tion units and an expanded district
attorney’s real estate fraud prosecution
unit.

THE SUCCESS OF THE LOS ANGELES MODEL

The Real Estate Fraud Hotline receives
about 2,000 calls a month, answered by
three Department of Consumer Affairs
investigators. Of those calls, 50 percent
require formal action. The program’s
positive public reception—it has a 99

Home Equity Fraud and Predatory Lending Defined

Legitimate subprime lending Predatory lending Predatory lending plus fraud Home equity fraud

Legitimate subprime lending refers to
lending at rates above the prime rate to
cover the increased risk and transaction
cost of lending to borrowers with non-
traditional credit histories or who pose
greater credit risks. The premium above
the prime rate reflects the increased risk
and transaction cost.

The loan structure is related to the
borrower’s income stream and promotes
the borrower’s ability to repay the loan.

Lending terms and costs are fully dis-
closed to the borrower. Borrowers’ ques-
tions are answered honestly, and all appli-
cable disclosure laws are followed.

Predatory lending typically refers to the
abuse of mortgage provisions that are
generally desirable.  Lending rates are usu-
ally substantially above the prime rate and
large fees and points are typically
charged, added to the principal, and fi-
nanced as part of the loan.

The total cost of the credit often far ex-
ceeds the credit risk; however, sometimes
the credit risk is so high that the loan
seems to have been made with the ex-
pectation of borrower default.

In many cases, loans are originated based
on the equity in the home, without re-
gard to the borrower’s ability to pay.

Many times the initial loan terms disclosed
to the borrower are substantially differ-
ent in the contract.

Frequently the borrower has little time to
review the documents and is pressured
to sign quickly without asking questions.

Fraud often accompanies predatory lend-
ing, and it may be present in a number of
ways, since fraud laws vary by local com-
munity and states. Behaviors that consti-
tute fraud vary as well: Practices include
falsifying borrower income on loan docu-
ments, forging the borrower’s signature,
and diverting funds away from the bor-
rower.

Home equity fraud differs from “preda-
tory lending plus fraud” in that home eq-
uity fraud may occur with or without a
loan. The circumstances under which
home equity is “taken” can vary, but it
typically occurs through deception, trick-
ery, forgery, and identity falsification.

For example, one case successfully pros-
ecuted in Los Angeles involved a “bor-
rower” who had forged a deed and was
attempting to get a loan secured by the
property. The original owner had no
knowledge of the forgery or the debt.
The lender suspected the forgery and
called the Real Estate Task Force, which
conducted an investigation and arrested
the forger.

Bruce Provan’s case also involved home
equity fraud without a loan: Provan was
tricked into signing papers that would give
another power of attorney.

“
Nationally, there is movement toward
developing standards and performance
measures within the nonprofit techni-
cal assistance (TA) industry. Both the
National Community Capital Associa-
tion, a trade association for CDFIs, and
the Aspen Institute, a research insti-
tute studying the micro-enterprise field,
are looking at ways to more effectively
deliver and measure technical assis-
tance services provided to small busi-
nesses. California Resources and Train-
ing (CARAT) is performing a similar
function in California with the goal of
helping TA providers better serve the
growing small business community in
this state.

CARAT was founded in 1995 as a
private nonprofit to build capacity
within the TA industry in California.
CARAT’s creation coincided with the
formation of CEDLI, the California Eco-
nomic Development Lending Initiative,
a statewide for-profit multi-bank CDC
that specializes in lending to small
businesses and community organiza-
tions. Although separate organizations,
CARAT (the nonprofit TA capacity
builder) and CEDLI (the for-profit
lender) both evolved out of the same
three-year planning process—which
involved foundations, community or-
ganizations, bank regulators and finan-
cial institutions.

From the beginning, one of CARAT’s
primary goals has been to develop
performance standards for technical
assistance providers through the de-
velopment of a statewide Technical As-

Technical Assistance
Certification

CARAT’S
Call to Action

sistance Certification Program (TACP).
We are pleased to report on its progress
so far and to share the direction for fu-
ture action by CARAT and others.

In early 1997, CARAT surveyed 34
banks in California to determine the
need for technical assistance certifica-
tion. Sixty-one percent or 21 banks
responded. Fifty- seven percent of the
respondents felt there was a need to raise
the standards for TA providers and sixty-
six percent indicated that a formalized
certification would be useful. This ini-
tial bank survey resulted in the devel-
opment of a pilot Technical Assistance
Certification Program (TACP) designed
to assess the capacity of nonprofits de-
livering technical assistance to the small
business community and identify per-
formance indicators that impact the qual-
ity of service delivery. These perfor-
mance indicators form the baseline stan-
dards that will be used to certify techni-
cal assistance providers.

PILOT TECHNICAL ASSISTANCE

CERTIFICATION PROGRAM (TACP)
In this pilot TA assessment program,
CARAT performed in-depth evaluations
of ten business assistance providers—
five in Southern California and five in
Northern California—using a customized
assessment questionnaire.1 The question-

by Selma Taylor, Executive Director, California Resources and Training

1 A final report that describes the assessment

methodology, organization background, client

demographics as well as detailed findings is

available from CARAT at (510) 267-8994 or

via email at training@caratnet.org

A significant

component of predatory

lending involves outright fraud

and deception, practices that

are clearly illegal.

The policy response should simply

be better enforcement.

— Federal Reserve Governor Edward M. Gramlich
to the Fair Housing Council of New York, April 14, 2000
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Los Angeles consumers are urged to
call the Real Estate Fraud Hotline to
speak with Department of Consumer
Affairs staff if they have any questions
or concerns about their loan docu-
ments. In addition, the department
provides counseling, information, re-
ferrals, investigation, and mediation of
complaints —all free of charge—and
conducts outreach programs targeting
high-risk groups such as the elderly
and homeowners in low-and moder-
ate-income neighborhoods.

In many predatory lending cases
consumers believe they are getting a
home equity loan but are, in fact, refi-
nancing. Therefore, L.A. County
homeowners are notified that their
entire mortgage has been refinanced,
leaving them with a substantial out-
standing debt that is secured by their
home. If criminal fraud is suspected, law
enforcement agents and the district at-
torney begin an investigation, which may
lead to criminal prosecution. Addition-
ally, the Department of Consumer Af-
fairs refers complaints against contrac-
tors and mortgage brokers to their re-
spective licensing agencies.

A PARADIGM SHIFT

During the early 1990s, legal aid attor-
neys in Los Angeles saw the number
of home equity fraud cases increasing.
Although the county had laws in place
making home equity scams a crime,
few criminal prosecutions occurred.
Civil litigation was just as ineffective
in deterring such fraud: according to
attorney Manuel Duran, “judgments
meant nothing to these scammers. The
scammer would just get a new name
and continue on with the same scam.”
Therefore, a way to address the barri-
ers to effective criminal prosecution
was needed.2

Why were so few home equity fraud
cases prosecuted?  Many homeowners
were routinely turned away because
the police had little knowledge of
home equity fraud and told victims
their cases were civil in nature. On rare
occasions when allegations of home
equity fraud were investigated, the
detectives assigned to the cases were
not properly trained to understand the

complicated legal documents involved,
and therefore could not assess whether
a crime had taken place. Because of
poor investigations, there was rarely
sufficient evidence to prosecute.

In 1994, a home equity fraud pros-
ecution committee was established,
comprising two legal aid attorneys, a
deputy district attorney, and represen-
tatives of the Department of Real Es-
tate and the Los Angeles County Con-
sumer Affairs Office. Additionally, le-
gal aid attorneys invited law enforce-
ment agencies to participate in a two-
day training session.

Although these efforts allowed law
enforcement to better recognize home
equity fraud and conduct more pro-
ductive investigations, the prosecution
model remained flawed.

The county’s prosecution model was
ineffective, for two reasons. First, many
homeowners did not realize they had
been scammed until the foreclosure
process had already begun. Such cases
are difficult to investigate and pros-
ecute because so much time has
passed; in some cases, the statute of
limitations may have expired. The Real2 See “Getting Law Enforcement Involved in

Predatory Lending Cases,” The Consumer
Advocate, January/February 2000, p. 38.

naire was augmented by interviews with
the program directors and business con-
sultants of the TA organizations on the
following key business areas:

➤ Organization Overview and Man-
agement—including organization
background, finances, constraints
and allocation of time;

➤ Consulting Services Quality includ-
ing staffing, service deliverables and
products;

➤ Impact of Services—including
monitoring results and measuring
impact and efficacy of services.

Result Findings and Recommendations
Results of the pilot TA assessment re-
veal that there are eight performance
indicators that determine the ability
of TA organizations to fulfill their mis-
sions and measurably impact the op-
erating performance of their small busi-
ness clients. The following section
identifies these indicators and offers
recommendations for overcoming
them. Many of these recommendations
provide meaningful opportunities for
banks to make a direct investment in
the capacity building of organizations
in their communities in the form of pro-
fessional training, internal systems au-
tomation and advisory board partici-
pation, to name a few.

➤ Impact of Funding Sources—
Funding is a universal constraint
preventing the TA providers from
achieving their missions. Because
of the chronic dependence on gov-
ernment funding, TA providers are
forced to operate with scarce and
highly-leveraged resources. With-
out a more diversified funding base,
TA providers become subject to the
shifting priorities of government
funding, which leads to a “tread-
mill” effect forcing TA providers to
operate at a subsistence level that
hinders achievement of a higher
standard of service delivery. TA pro-

viders would benefit from diversify-
ing their funding base by develop-
ing a marketing program for fund
development that includes private
sector capital as well as fee-based
services.

➤ Business Planning for the Organi-
zation—There are discrepancies
among TA providers with respect to
business planning. Often TA provid-
ers set annual goals without a long-
range plan for executing them. TA
providers would benefit from devel-
oping and implementing business
plans that are readily updated and
become part of their ongoing strate-
gic planning process. Planning re-
source gaps can be bridged with ac-
tive business oriented advisory board
members and sufficient staff.

➤ Types of Services Requested and
Types of Services Delivered—In
organizations with technical assis-
tance as their primary focus, the TA
services delivered generally match
the types of services requested by
small business clients except for
technology-related training such as
Internet and e-commerce. In order
to meet the market expectation that
small businesses use technology rou-
tinely, TA providers will need to de-
velop the knowledge, capacity, skills
and/or talent banks to provide com-
puter systems assistance in ways es-
sential to the start-up, growth and
expansion of clients’ enterprises.

➤ Professional Staff/Consultant
Skills and Expertise —A variety of
staffing arrangements (i.e. full-time
staff, part-time staff and consultants)
are used to provide small business
clients with professional TA ser-
vices. Providing training that en-
hances the skills of business coun-
selors would enable TA organiza-
tions to attract and retain quality
staff. The development and regular
use of internship programs with
universities and colleges could be-
come an asset to the delivery of busi-
ness assistance services.

➤ Internal Systems—Standards and
Procedures—For the most part,
standardized pre-screening tools are
used to qualify clients for service
delivery eligibility. Initial “best prac-
tices” to automate standardized cli-
ent intake and assessment processes
and procedures are underway in a
number of the TA organizations.
However, the majority of TA orga-
nizations do not use standardized
forms to for instance define scope
of service or update client activity
and are therefore not able to effec-
tively track the counseling process
over time. TA providers can benefit
from the automation of their ser-
vices. Information received would
be useful in ongoing case manage-
ment, client profile analysis and
measuring impact.

Statewide Technical Assistance Certification Program (TACP)—Phase 1

PROGRAM DESIGN

SHAREHOLDERS MEETINGS

CERTIFICATION APPLICATION

DATABASE

FOCUS GROUPS

WORKING GROUP

FUNDING

SUBPRIME LENDING            Obscure information and pressure                    Hidden information       Fraud

Predatory Lending vs. Home Equity Fraud

Home equity fraud and predatory lending have strikingly similar consequences: Both involve stealing equity from vulnerable homeowners,

causing them to lose their homes in foreclosure. They differ in the means by which that equity is stolen and in their legalities. Predatory

lending has been characterized as lying somewhere on the continuum between legitimate subprime lending and fraud.

1 See Understanding Predatory Lending: Moving Toward a Common Definition and Workable Solutions,
Neighborhood Reinvestment Corporation, Joint Center for Housing Studies of Harvard University, October 1999.
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The following articles spotlight efforts
and resources focused on preventing
home equity fraud and protecting the
assets of those who are most vulnerable
or at risk of being defrauded. The Los
Angeles County Real Estate Fraud and
Information Program illustrates the ef-
fectiveness of strategic cooperation
among law enforcement, legal aid and
real estate industry professionals. A list
of agencies that regulate mortgage bro-
kers throughout the Fed’s 12th District
is also provided to emphasize the im-
portance of industry self-regulation

and due diligence in weeding out ha-
bitual offenders. Finally, the California
Community Partnership for the Preven-
tion of Financial Abuse underscores the
importance of training and building
relationships with law enforcement and
social service agencies such as Adult
Protective Services.

Most importantly, these models are
intended to empower those in the best
position to make a difference—you. As
a professional working directly with
clients, you may at some time or an-
other encounter a situation or scenario

that “looks like” predatory lending or
financial fraud. Hopefully your re-
sponse will not be indifference or help-
lessness, but rather empowerment to
uphold your personal and fiduciary
duty. Knowing that there are mecha-
nisms in place is encouraging and
helps to defeat cynical thinking that
hampers our willingness to get in-
volved. “An ounce of prevention is
worth a pound of cure.”

On a warm, sunny day in Los Angeles,
Bruce Provan left his home for the last
time. Provan, severely disabled by
multiple sclerosis, planned to go away
for a few days while some home im-
provement work was completed. A
friend from church had graciously of-
fered to find a contractor to “fix up the
place a bit” and had even taken care
of the paperwork and financing.
Provan had only to sign a few docu-
ments. He thought he was signing
a contract for home improvements—
but in fact, he had signed away his
home entirely.

Stories of predatory lending like this
one appear almost daily in newspa-
pers nationwide. You might guess how
the story ends: Provan loses his home,
loses his home equity, and ends
up living in his car. Legal? No.

Provan’s misfortune was a case of
home equity fraud. In 1994, such fraud
was already illegal and carried crimi-

nal penalties in Los Angeles. But in
most of the country, Provan’s friend
would have walked away free and
clear, with a substantial amount of cash
and more confidence to prey on the
next victim. Home equity fraud is strik-

ingly similar to predatory lending and,
despite its illegality, occurs quite of-
ten. In many instances, fraud plays a
key role in predatory lending cases (see
figure 1). According to attorney Ben
Diehl of Bet Tzedek Legal Services,
more than half of the predatory lend-
ing cases he sees involve criminal
fraud. Other investigations into the
practices of predatory lenders confirm
that fraud occurs regularly.1

The lesson to be learned from these
cases is that making the abusive lend-
ing practices of predatory lenders ille-
gal is not enough: enforcement is es-
sential in curbing the practices that
have catastrophic consequences for
American homeowners.

Predatory lending is a complex prob-
lem, requiring a broad policy response
that combines actions at local, state,
and federal levels. Policy actions must

address the underlying causes of
predatory lending. This report focuses
on two of those factors, insufficient
laws and little enforcement.

ONE COMMUNITY’S SOLUTION

Homeowners in L.A. County who sus-
pect fraud or predatory lending may
call the Real Estate Fraud Hotline and
speak with a trained investigator about
their loan; if the call is made immedi-
ately, they may exercise their right to
rescind the loan within three days un-
der the Truth in Lending Act. Borrow-
ers may also make an appointment
with L.A. County’s Department of Con-
sumer Affairs, and a member of the
Real Estate Fraud Division will exam-
ine and explain their loan documents.

In Los Angeles, whenever property
is pledged as security for a loan (by
the recordation of a deed of trust),
property owners are notified by mail
and provided a copy of the deed, dis-
closing the full amount of debt against
the property. Also included is a tip
sheet—written in plain English (or
Spanish)—explaining the documents
and the possibility of foreclosure if they
fail to make payments.

Fighting Home Equity Fraud and Predatory Lending
...One Community’s Solution

➤ Client-driven Services vs. Case
Management Strategies—Average
client caseloads vary widely. The
majority of business assistance or-
ganizations do not utilize formal
case management strategies. Most
TA processes are client-driven
which means that the client re-
quests each and every consulting
session. Our assessment indicates
that this results in lower client re-
tention. By contrast, the systematic
use of case management strategies
is known to produce higher client
retention. TA providers would ben-
efit from standardized scope of ser-
vices and other formal case manage-
ment strategies.

➤ Work Products—For the majority
of the TA organizations, quality con-
trol of their work products is infor-
mal. Loan packaging preparation
and documentation appears to be
the most consistent work product.
There is a need for substantial in-
tervention by TA providers in de-
veloping other work products such
as business and marketing plans.
TA providers should provide clients
with formats for generating work
products and routinely engage
them in a process of learning by
doing. There is a need for business
counselors to help clients bridge skill
gaps with “hands on” assistance.

➤ Client Evaluation and Actual Im-
pact of Services on Clients—The
majority of clients indicated a high
level of satisfaction with services
received from organizations having
technical assistance as their primary
function. However, limited re-
sources impair the ability of TA
providers to assess the long-term
impact of their client services. TA
providers should establish formal
procedures to measure client satis-
faction and evaluate over time the
actual impact of services on the per-
formance of the businesses served.

TACP IMPLEMENTATION

A working group of TA professionals
and public and private sector funders
has been assembled to develop certi-
fication criteria and a certification pro-
cess. The working group will use the
performance indicators outlined above
as the platform for developing evalua-
tion criteria for TA provider certification.

We are seeking volunteers from the
banking and TA community to partici-
pate in focus groups to provide feed-
back on the certification criteria as it
is developed. These focus groups will
meet in various locations throughout
California during the first quarter, 200l.
Comments from the focus groups will
be incorporated into the design of the
statewide technical assistance certifi-
cation program.

Bank participation in this certifica-
tion process makes good business
sense for both the TA providers and
the banks. Assuming that our working
hypothesis is correct, namely, that ap-
propriate technical assistance can miti-
gate the risk of lending to a small busi-
ness, then banks have a vested inter-
est in encouraging certification and
building capacity among TA providers.
To that end, CARAT invites you to par-
ticipate as a sponsor, focus group par-
ticipant or both to ensure that your
needs are addressed and your ideas
are considered. We are also seeking
financial investment from banks to as-
sist in implementing the statewide cer-
tification program for the ultimate pur-
pose of enhancing the delivery of qual-
ity technical assistance.

Funding, staffing, technology con-
straints and the lack of familiarity of
potential funders (e.g., banks, corpora-
tions, foundations) within the TA com-
munity are the primary constraints that
impact the ability of TA providers to build
capacity. This certification program will
have a decisive impact on identifying
and overcoming the constraints TA or-
ganizations face in upgrading the ex-
pertise of their staffs and improving the
quality of technical assistance services
for their small business clients. CI
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by Joan Potter, Research Analyst, Federal Reserve Bank of Cleveland

1 For example, in the 1998 Senate Special
Committee on Aging hearing, a former fi-
nance company employee testified, “I’ve
seen finance company employees commit
forgery on a massive scale. These employ-
ees have forged everything from insurance
forms, RESPA documents, income verifica-
tion forms, and even entire loan files.”
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