Just this week a new fraud scam has been highlighted by a report in the Wall Street Journal.  On June 11th, a column in the WSJ told a disturbing story of homeowners walking away from their homes, allowing their homes to go into foreclosure because of a decrease in the value of a home. The trend is that a homeowner will apply for a mortgage on another home and explain to the lender they are going to rent out their existing home.  Once the homeowner is closed on the new home, they allow their previous home to go into foreclosure because it was never rented out in the first place. Many times lenders have been able to finance a borrower on a new home and not count his existing mortgage as a debt because he provided a lease which “washed out” the payment on his primary home. This allowed the borrower to “move up” or at least buy a home he wanted and move out of his primary residence. The lease on his existing home allowed him to qualify for another home.  What’s happening nationwide, however, is homeowners are beginning to bail out on their mortgages---let their houses go into foreclosure and attempt to justify it because the home lost value.  This is a disturbing trend.  Borrowers are obligated and personally liable when they finance a home, period.  In the past lenders were able to qualify borrowers for new homes if the borrower could provide a one year lease for their existing homes. Not anymore.  Now lenders will be scrutinizing applicants more than ever to protect themselves from this scenario.  People who want to own homes would be wise to take good care of their credit.  This is a no brainer, but has never been more true than today.

     We all know cars immediately lose their value once they are driven.  The decrease in home values is not typical and is a result of the sub-prime debacle.  Historically, residential real estate is a sound investment which pays off for the homeowner.  The loss in home values in parts of the country is a temporary situation. The market will correct sooner or later. Those who have walked away from their obligations will regrettably have to face the consequences of their actions, probably in court. 

     Walking away from a mortgage has serious consequences even if foreclosure is a legal option. Just as allowing a car to be repossessed damages credit, so does foreclosure.  It haunts a consumer and dirties their credit history for years to come.  

