2008 CPCU workshop on Mortgage Fraud, the Economy, Insurance, and you

By Dan Blodgett, CPCU, AIM, AIS

The local Central Illinois CPCU chapter recently held a workshop on Mortgage Fraud, the Economy, Insurance, and the impacts to consumers.  The program was introduced by the local CPCU Central Illinois Chapter President Colleen Wilson and moderated by the Workshop Committee Vice-Chair Lori Burrone.  Presenters included:

· Terry Nichols, Assistant VP, State Farm Bank with over 33 years of banking experience
· George Coontz, Analyst, State Farm Strategic Resources who publishes a monthly Key Economic Indicators report as well as giving presentations on economic variables
· Jim O’Day, Investigator, State Farm Bank with a deep background in Claims and is currently an investigator with State Farm Bank
· William G. Shepherd CPCU, State Farm Counsel who specializes in legislative and regulatory matters with the Illinois General Assembly and the Illinois Department of Insurance
· Dr. Edgar Norton, CFA, Professor, Illinois State University whose teaching and research interests include investments, corporate finance, and entrepreneurial finance.  
The topic was very timely due to our country’s mortgage crisis; boarding on what the experts feel could be indications of recession.  Presenters offered information concerning the reasons that they feel is driving the crisis.  It was a, “…perfect storm of consumer spending catching up with a housing bubble…” said Terry Nichols, who provided a few points on foreclosure activity: 

1. During the span of 2001-2005, the nation averaged 650,000 foreclosures per year.

2. In 2007 there were 1.5 mill foreclosures alone and so far in 2008 the number is trending worse.

3. 50% of the foreclosures were sub-prime even though they only represent 13% of the market.

The affect on insurers, according to George Coontz, are most prominent with interest rate reductions triggering inflation.  Declining auto sales will equate to fewer new applications for auto insurance, which means less premium on an aging fleet.  George also discussed the economic stimulus plan in that Government checks being deposited now.  There are varied opinions on how these funds will be spent by the private sector – either paying down debt or buying “nice to haves.”

Jim O’Day advised the top 5 states for fraud are CA, FL, IL, TX, & GA.  He explained that mortgage fraud is property acquired for less than the amount applied for in the mortgage, for the purpose of fraud.  The property is often abandoned, vandalized or burned, initiating insurance fraud too.  Jim taught the group about the “players” of the fraud ring:  The ringleader, straw buyer, mortgage broker, real estate appraiser, insurance agent, & Title Company.  Some of these “players” are unwilling or unknowing participants in the fraudulent activity until an investigation begins – especially the Title Company and insurance agent.

William Shepherd covered the past 40-50 years of Governors in Illinois with great humor, highlighting their “dysfunctional” traits.  The main insurance issues in the Illinois General Assembly in 2008, according to William, will be the use of credit in underwriting, Stranger Originated Life Insurance (STOLI), and Civil Justice Coalition v. Illinois Trial Lawyers.  With the state budget being seriously out of balance and our unpaid bills being embarrassingly high, we are headed for a financial implosion very soon.

Dr. Edgar Norton wrapped up the program with an investment outlook and opinions.  Investment cycles (ups and downs) will always be present.  Using bonds, value stocks, small and mid-cap stocks, Dr. Norton proved his point by reviewing the many cycles from the 70’s, 80’s, & 90’s.  The trick to risk mitigation is to diversify your portfolio.  With several analysts’ opinions of $7 per gallon prices within 7 years, along with $200 barrels of oil, Dr. Norton agreed that consumer confidence is low in the economy, especially energy costs.
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