Eileen Foster, the company’s new
fraud investigations chief, had
seen a lot of slippery behavior
in her two-plus decades in the
banking business. But she’d never
seen anything like this.

Countrywide protected
fraudsters by silencing
whistleblowers, say
former employees
By Michael Hudson
iWatch News investigative series reveals legacy
of corruption that still plagues Bank of America
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In the summer of 2007, a team of corporate investigators sifted through
mounds of paper pulled from shred bins at Countrywide Financial Corp. mortgage
shops in and around Boston.
By intercepting the documents before they were sliced by the shredder, the
investigators were able to uncover what they believed was evidence that branch
employees had used scissors, tape and Wite-Out to create fake bank statements,
inflated property appraisals and other phony paperwork. Inside the heaps of paper,
for example, they found mock-ups that indicated to investigators that workers had,
as a matter of routine, literally cut and pasted the address for one home onto an
appraisal for a completely different piece of property.
Eileen Foster, the company’s new fraud investigations chief, had seen a lot of
slippery behavior in her two-plus decades in the banking business. But she’d never
seen anything like this.
“You’re looking at it and you’re going, Oh my God, how did it get to this
point?” Foster recalls. “How do you get people to go to work every day and do
these things and think it’s okay?”
More surprises followed. She began to get pushback, she claims, from company officials who were unhappy with the investigation.
One executive, Foster says, sent an email to dozens of workers in the Boston
region, warning them the fraud unit was on the case and not to put anything in
their emails or instant messages that might be used against them. Another, she says,
called her and growled into the phone: “I’m g--d---ed sick and tired of these witch
hunts.”
Her team was not allowed to interview a senior manager who oversaw the
branches. Instead, she says, Countrywide’s Employee Relations Department did the
interview and then let the manager’s boss vet the transcript before it was provided
to Foster and the fraud unit.
In the end, dozens of employees were let go and six branches were shut
down. But Foster worried some of the worst actors had escaped unscathed. She
suspected, she says, that something wasn’t right with Countrywide’s culture —
and that it was going to be rough going for her as she and her team dug into the
methods used by Countrywide’s sales machine.
By early 2008, she claims, she’d concluded that many in Countrywide’s
chain of command were working to cover up massive fraud within the company
— outing and then firing whistleblowers who tried to report forgery and other
misconduct. People who spoke up, she says, were “taken out.”
By the fall of 2008, she was out of a job too. Countrywide’s new owner, Bank
of America Corp., told her it was firing her for “unprofessional conduct.”
Foster began a three-year battle to clear her name and establish that she and
other employees had been punished for doing the right thing. Last week, the U.S.
Department of Labor ruled that Bank of America had illegally fired her as payback
for exposing fraud and retaliation against whistleblowers. It ordered the bank to
reinstate her and pay her some $930,000.
Bank of America denies Foster’s allegations and stands behind its decision to
fire her. Foster sees the ruling as a vindication of her decision to keep fighting.
“I don’t let people bully me, intimidate me and coerce me,” Foster told iWatch
News during a series of interviews. “And it’s just not right that people don’t know
what happened here and how it happened.”
© Michael Hudson
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‘Greedy People’
This is the story of Eileen Foster’s fight against the nation’s largest bank and
what was once the nation’s largest mortgage lender. It is also the story of other
former Countrywide workers who claim they, too, fought against a culture of
corruption that protected fraudsters, abused borrowers and helped land Bank of
America in a quagmire of legal and financial woes.
In government records and in interviews with iWatch News, 30 former
employees charge that Countrywide executives encouraged or condoned fraud. The
misconduct, they say, included falsified income documentation and other tactics
that helped steer borrowers into bad mortgages.
Eighteen of these ex-employees, including Foster, claim they were demoted
or fired for questioning fraud. They say sales managers, personnel executives and
other company officials used intimidation and firings to silence whistleblowers.
A former loan-underwriting manager in northern California, for example,
claimed Countrywide retaliated against her after she sent an email to the company’s
founder and chief executive, Angelo Mozilo, about questionable lending practices.
The ex-manager, Enid Thompson, warned Mozilo in March 2007 that “greedy
unethical people” were pressuring workers to approve loans without regard for
borrowers’ ability to pay, according to a lawsuit in Contra Costa Superior Court.
Within 12 hours, Thompson claimed, Countrywide executives began a campaign of reprisal, reducing her duties and transferring staffers off her team. Corporate minions, she charged, ransacked her desk, broke her computer and removed
her printer and personal things.
Soon after, she said, she was fired. Her lawsuit was resolved last year. The
terms were not disclosed.
Bank of America officials deny Countrywide or Bank of America retaliated
against Foster, Thompson or others who reported fraud. The bank says Foster’s
firing was based only on her “management style.” It says it takes fraud seriously and
never punishes workers who report wrongdoing up the corporate ladder.
When fraud happens, Bank of America spokesman Rick Simon says, “the
lender is almost always a victim, even if the fraud is perpetrated by individual
employees. Fraud is costly, so lenders necessarily invest heavily in both preventing
and investigating it.”
When it uncovers fraud, Simon says, the bank takes “appropriate actions,”
including firing the employees involved and cooperating with law-enforcement
authorities in criminal investigations.
Mozilo’s attorney, David Siegel, told iWatch News it was “unlikely that Mr.
Mozilo either would have had a direct role with, or would recall, specific employee
grievances, and it would be inappropriate for him to comment on individual
employment issues in any event.” Siegel added that “any implication that he ever
would have tolerated much less condoned to any extent misconduct or fraudulent
activity in loan production and underwriting … is utterly baseless.”
In closed-door testimony a year ago, the ex-CEO defended his company,
telling the federal Financial Crisis Inquiry Commission that Countrywide “probably made more difference in society, in the integrity of our society, than any
company in the history of America.”
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Foster says that, in her experience, Mozilo urged managers to crack down on
fraud. If he saw an email about a fraudster within the ranks, she says, he would hit
“reply all” and type, “Track the bastard down and fire him.”
She says, though, that others within the company often screened his emails,
and it’s likely Mozilo never saw Thompson’s email or many other messages about
fraud.
“My sense is they kept things from Angelo,” she says.

‘An old matter’
When Bank of America announced in January 2008 that it was going to buy
Countrywide at a fire-sale price, some analysts thought it was a great move, one
that would leave the bank well positioned once the home-loan market recovered.
Almost three years later, defaults on loans originated by Countrywide have
soared and Bank of America’s stock price has plunged as investors and government
agencies have pursued mortgage-related claims totaling tens of billions of dollars.
Federal and state officials are pressing Bank of America and other big players
to settle charges they used falsified documents to speed homeowners through
foreclosure. Lawsuits filed on behalf of investors claim Countrywide lied about the
quality of the pools of mortgages that the lender sold them during the home-loan
boom.
Bank of America says issues related to Countrywide are old news. Last year
a spokesman described fraud claims by state officials as “water under the bridge,”
noting that the bank settled with dozens of states soon after buying Countrywide.
When federal officials announced Foster’s victory last week, Bank of America
dismissed the case as “an old matter dating from 2008.”
Accounts from Foster and other former employees, however, put the bank in
an uncomfortable position. These accounts, as well as lawsuits pushed by investors,
borrowers and government agencies, raise questions about how diligently the bank
has worked to clean up the mess caused by Countrywide — and whether the bank
has tried to curtail its legal liability by papering over the history of corruption at its
controversial acquisition.
In Foster’s case, the Labor Department notes that two senior Bank of America
officials — not former Countrywide executives — made the decision to fire her.
The agency says the investigations led by Foster found “widespread and
pervasive fraud” that, Foster claimed, went beyond misconduct committed at the
branch level and reached into Countrywide’s management ranks.
Foster told the agency that instead of defending the rights of honest
employees, Countrywide’s employee relations unit sheltered fraudsters inside the
company. According to the Labor Department, Foster believed Employee Relations “was engaged in the systematic cover-up of various types of fraud through
terminating, harassing, and otherwise trying to silence employees who reported the
underlying fraud and misconduct.”
In government records and in interviews with iWatch News, Foster describes
other top-down misconduct:
•
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She claims Countrywide’s management protected big loan producers
who used fraud to put up big sales numbers. If they were caught, she
says, they frequently avoided termination.
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•

Foster claims Countrywide’s subprime lending division concealed
from her the level of “suspicious activity reports.” This in turn
reduced the number of fraud reports Countrywide gave to the U.S.
Treasury’s Financial Crimes Enforcement Network.

•

Foster claims Countrywide failed to notify investors when it discovered fraud or other problems with loans that it had sold as the
underlying assets in “mortgage-backed” securities. When she created
a report designed to document these loans on a regular basis going
forward, she says, she was “shut down” by company officials and told
to stop doing the report.

In Foster’s view, Countrywide lost its way as it became a place where everyone
was expected to bend to the will of salespeople driven by a whatever-it-takes ethos.
The attitude, she says, was: “The rules don’t matter. Regulations don’t matter.
It’s our game and we can play it the way we want.”
Bank of America declined to answer detailed questions about Foster’s allegations. Simon, the bank spokesman, told iWatch News “we are certain” that Foster’s
claims “were properly and fully investigated by Countrywide and appropriate
actions were taken.”
And not all former Countrywide workers say that fraud was condoned by
management.
Frank San Pedro, who worked as a manager within the investigations unit
from 2004 to 2008, told the Financial Crisis Inquiry Commission the company
worked hard “to root out all the fraud that we could possibly find. We continued to
get better and better at it.”
He said most of the fraud was “external” — outsiders trying to rip off the
lender — and in-house sales staffers who tried to push through fraudulent loans
“seldom got away with it.”
Gregory Lumsden, former head of Countrywide’s subprime division, Full
Spectrum Lending, says there are thousands of ex-Countrywiders who can vouch
for the company’s honesty. When bad actors were caught, he says, Countrywide
took swift action.
“I don’t care if you’re Microsoft or you’re the Golf Channel or Dupont or
MSNBC: companies are going to make some mistakes,” Lumsden told iWatch
News. “What you hope is that companies will deal with employees that do wrong.
That’s what we did.”

The American Dream
In February 2003, Countrywide’s founder and CEO, Angelo Mozilo, gave a
lecture hosted by Harvard’s Joint Center for Housing Studies titled “The American
Dream of Homeownership: From Cliché to Mission.”
Mozilo, the Bronx-born son of a butcher, had started Countrywide with a
partner in 1969 and built it into a home-loan empire that was now on the verge of
becoming the nation’s largest home lender.
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But he saw trouble on the horizon. Before his audience of academics and
business people, he complained that a “regulatory mania” was hurting Countrywide and other “reputable” mortgage lenders. Overreaching predatory lending
laws, he said, were threatening shut the door to homeownership for hard-working
low-income and minority families. Industry and citizenry needed to work together
to prevent government from strangling the mortgage market, he said.
It wasn’t, Mozilo added, that he was against cracking down on bad apples that
took advantage of vulnerable borrowers.
“These lenders,” the CEO said, “deserve unwavering scrutiny and, when
found guilty, an unforgiving punishment.”
Around the time Mozilo was giving his speech back east, one of his
employees was finding what she later claimed to be evidence of serious fraud at
Countrywide’s Roseville, Calif., branch.
Employees were falsifying loan applicants’ salaries in mortgage paperwork
and forging their names on loan documents, according to a lawsuit filed by Michele
Brunelli, who was a loan processor and later a branch operations manager for
Countrywide. In March 2003, Brunelli recalled, she used the company’s “ethics
hotline” and lodged what she thought was a confidential complaint.
Immediately after, Brunelli claimed, her regional manager yelled at her for
calling the hotline. Then, she said, her immediate supervisor called her in and
reprimanded her for making the complaint.
“Not everyone’s hands are clean in this office,” the branch manager said,
according to Brunelli. “Are you ready for that?”
Brunelli didn’t back down. She continued reporting evidence of fraud to
the executives above her, her lawsuit said. They dismissed her concerns, she said,
saying she was having “emotional outbursts” and accusing her of being “on a witch
hunt.”
In court papers, the company flatly denied her allegations, accusing Brunelli
of acting in “bad faith.” Her lawsuit was resolved in 2010.
Two other former Countrywide workers, Sabrina Arroyo and Linda Court,
claimed they lost their jobs in 2004 after they complained supervisors were
directing them to forge borrowers’ signatures on loan paperwork. After they
informed Employee Relations about the forgeries, the company quickly fired them,
they claimed.
“Corporate came in. We told them the story. We told them everything,”
Arroyo told iWatch News. “They said don’t worry, whatever you say, you’re going to
be covered. A month or so later, I was let go.”
Arroyo and Court sued Countrywide in state court in Sacramento, but Countrywide won an order forcing the case into arbitration. They decided to drop their
claim because the odds are stacked against workers in arbitration, their attorney,
William Wright, said.
Some ex-employees say they went high up Countrywide’s chain of command
to raise red flags about fraud. Mark Bonjean, a former operations unit manager in
Arizona, complained to a divisional vice president, according to a lawsuit in state
court in Maricopa County. Within two hours of sending the VP an email about
what he believed were violations of the state’s organized crime and fraud statutes,
the suit said, he was placed on administrative leave. The next day, according to the
lawsuit, he was fired.
© Michael Hudson
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Another ex-Countrywider, Shahima Shaheem, claimed she took her complaints to the very top. Like Enid Thompson before her, she said she wrote an email
directly to Mozilo, the CEO, about fraud and retaliation. She never heard back
from Mozilo, according to her lawsuit in Contra Costa Superior Court. Instead, the
suit said, she was subjected to a campaign of harassment by company executives
and human-resources representatives that forced her to leave her job.
Shaheem’s case was settled out of court, her attorney said.
A Bank of America spokesman declined to respond to questions about allegations by Shaheem, Bonjean and other former Countrywide employees, noting that
their claims “are related to situations and investigations that took place at Countrywide prior to Bank of America acquiring the company.”

‘Fund the loans’
Countrywide had been slower than many other mortgage lenders to fully
embrace making subprime loans to borrowers with modest incomes or weak credit.
By 2004, though, Countrywide had become a player in the market for subprime
deals and many other nontraditional mortgages, including loans that didn’t require
much documentation of borrowers’ income and assets.
These loans were part of the plan for meeting its CEO’s audacious goal of
growing his company from a giant to a colossus. Mozilo had vowed that his company would double its share of the home-loan market to 30 percent by 2008.
Some former Countrywide employees say the pressure to push through more
and more loans encouraged an anything-goes attitude. Questionable underwriting
practices often helped risky loans sail through the lender’s loan-approval process,
they say.
In one example, Countrywide approved a loan for a borrower whose application listed him as a dairy foreman earning $126,000 a year, according to a legal
claim later filed by Mortgage Guaranty Insurance Co., a mortgage insurer. It turned
out that the borrower actually milked cows at the dairy and earned $13,200 a year,
the lawsuit alleged.
The borrower provided the correct information, but the lender booked the
loan based on data that inflated his wages by more than 800 percent, the legal claim
said.
In another instance, according to a former manager cited as a “confidential
witness” in shareholders’ litigation against the company, employees appeared to
be involved in a “loan flipping” scheme, persuading borrowers to refinance again
and again, giving them little new money, but piling on more fees and ratcheting up
their debt. The witness recalled that when the scheme was pointed out to Lumsden,
Countrywide’s subprime loan chief, the response from Lumsden was “short and
sweet”: “Fund the loans.”
Such episodes weren’t uncommon, the witness said. In early 2004, he claimed,
he discovered that Nick Markopoulos, a high-producing loan officer in Massachusetts, had cut and pasted information from the Internet to create a fake verification
of employment for a loan applicant. Markopoulos left the company of his own
accord, the witness said, but he was soon rehired as a branch manager.
The witness said he contacted a regional vice president to object to rehiring
an employee with a history of fraud. But he said the regional VP — citing Markopoulos’s high productivity — overruled his objections.
© Michael Hudson
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Markopoulos couldn’t be reached for a response. Lumsden says he doesn’t
recall any incident involving “loan flipping” allegations.

Brushed off
Eileen Foster knew little about Countrywide’s fraud problems when she took
a job with the company in September 2005.
For Foster, the move seemed like a natural progression. She’d accumulated 21
years’ experience in the banking business, starting out as a teller at Great Western
Bank and working her way up to vice president for fraud prevention and investigation at First Bank Inc.
Countrywide brought her on as a first vice president and put her in charge
of a high-priority project: An overhaul of how the company handled customer
complaints.
The company’s systems for handling complaints, Foster recalls, were disjointed and ineffective. Various divisions had differing policies and there wasn’t
much effort to ensure that complaints got addressed. Things had gotten so bad, she
says, federal banking regulators ordered the company to do something about the
problem. Foster’s task was to standardize the company’s procedures and ensure that
people with complaints didn’t get brushed off.
As she set about fixing the problems, she says, she encountered things that
gave her pause.
The company’s mortgage fraud investigation unit, Foster says, refused to
share data about the complaints it received. Each time she requested the stats, she
says, she hit a brick wall.
Foster says she also ran into a hitch when she began distributing a monthly
report that broke down complaint data for each of the companies’ operating divisions.
Countrywide Home Loans Servicing, which collected borrowers’ payments
each month, was the subject of complaints about its foreclosure practices and other
issues. The volume of serious complaints involving the servicing unit topped 1,000
per month, dwarfing the number for other divisions.
This upset officials with the servicing unit, Foster recalls. The complaints
weren’t “real complaints,” the servicing execs argued, and Foster was making the
unit look bad by including them in her reports.
The upshot: Foster was ordered, she says, not to include many of the complaints about the servicing unit in her reports. She thought it was odd, she says,
but she didn’t think it was evidence of a larger pattern. She figured it was mostly an
exercise in backside-covering.
“When we lost at the meeting, I was like, ‘OK, they want to just cover this
up,’” Foster says. “But it wasn’t anything to the scale that I thought it would cause
great harm.”
Only later — after she took over the mortgage fraud investigation unit — did
she realize, she says, that cover ups were part of the culture of Countrywide, and
that efforts to paper over problems had less to do with bureaucratic infighting and
more to do with hiding something darker within the company’s culture.
“What I came to find out,” she says, “was that it was all by design.”
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Bouquets and Handbags
State law enforcers would later charge that Countrywide executives designed
fraud into the lender’s systems as a way of boosting loan production. During the
mortgage boom, critics say, Countrywide and other lenders didn’t worry about the
quality of the loans they were making because they often sold the loans to Wall
Street banks and investors. So long as borrowers made their first few payments, the
investors were usually the ones who took the hit if homeowners couldn’t keep up
with payments.
Countrywide treated borrowers, California’s attorney general later claimed,
“as nothing more than the means for producing more loans,” manipulating them
into signing up for loans with little regard for whether they could afford them.
Countrywide’s drive to boost loan production encouraged fraud, for example,
on loans that required little or no documentation of borrowers’ finances, according
to a lawsuit by the Illinois attorney general. One former employee, the suit said,
estimated that borrowers’ incomes were exaggerated on 90 percent of the reduceddocumentation loans sold out of his branch in Chicago.
One way that Countrywide booked loans was by paying generous fees to
independent mortgage brokers who steered customers its way. Countrywide gave
so little scrutiny to these deals that borrowers often ended up in loans that they
couldn’t pay, the state of Illinois’ suit said.
In Chicago, the suit said, Countrywide’s business partners included a mortgage broker controlled by a five-time convicted felon. One Source Mortgage Inc.’s
owner, Charles Mangold, had served time for weapons charges and other crimes,
the suit said.
One Source received as much as $100,000 per month in fees from Countrywide, banking as much as $11,000 for each loan it steered to the lender. Mangold,
in turn, showered a Countrywide branch manager and other employees with
expensive gifts, including flowers and Coach handbags, the suit said.
Countrywide in turn funded a stream of loans arranged by One Source, the
suit said, even as the broker misled borrowers about how much they’d be paying
on their loans and falsified information on their loan applications. One borrower
provided pay stubs and tax returns showing he earned no more than $48,000 per
year, but One Source listed his income as twice that much, according to the suit.
Mangold couldn’t be reached for comment. His attorney said in 2007 that
Mangold denied all of the state’s allegations against him.
Countrywide, the state’s suit said, kept up its partnership with One Source for
more than three years. It didn’t end the relationship until the state sued One Source
for fraud and slapped Countrywide with a subpoena seeking documents relating to
the broker.
As questionable practices continued, Countrywide’s fraud investigation unit
had trouble keeping up, according to Larry Forwood, who worked as a Californiabased fraud investigator for Countrywide in 2005 and 2006, before Foster took over
the fraud unit. His personal caseload totaled as many as 100 cases at a time, many
of them involving dozens or hundreds of loans each.
Some cases involved mortgage brokers or in-house staffers who pressured
real-estate appraisers to inflate property values. The company maintained a “do not
use” list of crooked appraisers who’d been caught falsifying home values, but the
sales force often ignored the list and used these appraisers anyway, Forwood says.
© Michael Hudson
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Countrywide’s fraud investigation unit did have some successes during
Forwood’s tenure. It shut down a branch in the Chicago area, he said, after a rash
of quick-defaulting loans sparked a review that uncovered evidence of bogus
appraisals and forged signatures on loan paperwork. One manager, Forwood says,
tried to rationalize the fraud, telling investigators: What was the big deal if, say, five
out of every 30 loans was fraudulent?
When the unit shut down a branch in southern California after uncovering
similar evidence of fraud, Forwood recalls, it got some pushback. It came all the
way from the top, he says, via a phone call to the fraud unit from Mozilo.
“He got very upset,” Forwood says. “He basically got on the phone and said:
‘Next time you need to do that, clear it with me.’”
Mozilo’s attorney didn’t respond to questions from iWatch News about Forwood’s account.
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Mortgage industry tanks,
fraud continues at
Countrywide
By Michael Hudson
iWatch News investigative series reveals legacy
of corruption that still plagues Bank of America

The mortgage market was struggling in March 2007 when Countrywide
promoted Eileen Foster to executive vice president and tapped her to take over the
company’s mortgage fraud unit.
Home prices were sputtering, borrower defaults were climbing, and the
industry leader, Countywide, would soon be forced to ask Bank of America for an
infusion of capital to help it keep afloat.
The fraud investigation unit was also struggling. The company had laid off
several experienced investigators, according to Foster. Those who remained were
faced with an ever-growing number of fraud complaints.
Foster had roughly two dozen investigators working for her, but only four or
five had real investigative chops, Foster says. Many of the rest had been brought
over to the unit from clerical jobs, she says.
The other problem was that the company’s fraud investigation resources were
balkanized. In addition to the company-wide fraud unit that Foster had taken over,
many of the operating divisions, such as Countrywide’s subprime unit, had their
own smaller investigative teams.
This didn’t make sense to Foster. It meant the smaller investigative teams
reported to divisional sales executives who might be tempted to discourage aggressive fraud investigations in order to protect the flow of loans into the company’s
production pipeline.
One of her first tasks was to oversee a fraud mitigation “reengineering” that
would consolidate all fraud investigation within her unit. In June 2007, she presented the plan in a series of meetings with divisional presidents.
A few weeks later, she learned that the plan had been shelved. There was no
explanation why, she says, only that it wasn’t the right time for a reorganization.
She didn’t have time to dwell on the setback. In July, her unit had fielded a call
from an ex-employee who claimed he’d been fired because he’d objected to fraud at
one of Countrywide’s subprime loan offices in the Boston area.
Foster arranged to have the contractor that handled the Boston branches’
shredding set aside the paperwork they hauled off site and hold it in a secure location. Then a team made up of her investigators and other company representatives
headed to Boston to go through the piles of paper.
After finding evidence of “cut and paste” document forgery, the team did a
full sweep of the offices in question. On top of workers’ desks, Foster says, they
found an unusual number of Wite-Out dispensers. And inside their desk drawers,
she says, they found folders holding blank templates for account statements from
various banks and brokerage firms, such as Bank of America and Washington
Mutual.
In some of the offices, investigators found more than one fax
machine. During interviews with investigators, workers admitted that the extra
fax machine was used to simulate faked documents being sent in by borrowers,
Foster says. To eliminate a paper trail, she says, branch staffers had programmed
the sending fax machine so there was no banner identifying the fax number from
which the transmission originated.
The fraud seemed routine and the investigation showed “that the phony
activities of these employees were known … and tolerated by management,” Foster
later said in a witness statement in a Countrywide shareholders lawsuit in federal
court in Los Angeles.
© Michael Hudson
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After the company had closed one branch and was preparing to shut five
more, Lumsden, the company’s subprime lending chief, called Foster and angrily
accused her of running a witch hunt, Foster claims.
Foster told iWatch News that, during a later conference call, Lumsden argued
that the tactics that workers were using in the branches weren’t designed to take
advantage of customers, but rather were a way of cutting red tape and speeding
deals through the company’s loan-approval system. “This is jaywalking,” Foster
recalls him saying. “Not murder.”
Lumsden told iWatch News he didn’t recall the phone calls Foster describes.
“I’m not able to really comment on anything she has to say,” he says. “I don’t
remember Foster, and I don’t remember the conversation.”
As for the Boston investigation, Lumsden says the company handled things
the way it should have. “I don’t know what else to say,” he says. “People who did
things wrong were terminated.”
Roughly 44 employees in the Boston area lost their jobs.
Foster says, though, that she was blocked from establishing what responsibility upper level executives might have had for the problems in those branches.
She says her unit wasn’t allowed to interview Markopoulos, the former loan
officer who had risen to executive vice president of the subprime division with
supervisory authority over the Boston region. Instead, she says, Employee Relations
conducted the interview, asking Markopolous a series of “tepid” questions and then
allowing his boss, Lumsden, to review the transcript before it was turned over to
Foster’s unit.

‘Shadow approvals’
While Foster was fighting battles within Countrywide’s corporate offices,
some employees in the field were getting first-hand lessons, they say, in how far the
company’s go-go sales culture was willing to go.
Lupe Manegdeg, a loan specialist at a Countrywide office in Glendale, Calif.,
claimed that, in early 2007, she discovered that loan officers in her branch were
defrauding borrowers in a variety of ways — including forging their signatures on
documents and lying to them about the type of loans they were getting.
She reported this, she said, to her supervisors, to Countrywide humanresources officials and to the company’s fraud hotline. The company responded,
her lawsuit in state court in Los Angeles said, by firing her.
The case was settled last year before Countrywide had a chance to respond to
Manegdeg’s allegations.
One of the highest-level employees to complain about fraud inside Countrywide was Mark Zachary.
Zachary took a job in August 2006 as a vice president in the Houston, Texas,
division of Countrywide KB Home Loans. The lender was owned by Countrywide
as part of a joint venture between Countrywide and KB Home, one of the nation’s
largest home builders. Countrywide KB Home Loans provided the credit that
allowed home buyers to purchase houses being constructed at a furious pace by
KB Home.
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Soon after he started, Zachary began questioning Countrywide executives
about inflated property appraisals and “other grave illegal issues,” according to
a lawsuit he later filed in federal court in Texas. The bogus appraisals duped both
the consumers, who ended up borrowing more than the homes were actually
worth, as well as the investors who bought the loans on Wall Street, Zachary said.
In April 2007, his suit said, he sent an email to Countrywide’s employee
relations unit, warning that selling people overpriced homes and putting them into
loans they couldn’t afford was a “formula for disaster.”
His suit claimed that he also clashed with management over a requirement
that the lending unit approve 10 percent of backlogged loan applications each day
so the green light could be given to KB Home to start building the homes under
contract. After he said he couldn’t meet that goal, he was “taken out of the loop”
and “treated like a pariah by his supervisor.”
Instead, Zachary charged, Countrywide KB Home Loans began OK’ing
applications through a backdoor process in which loans were in essence “being
approved without a review by an underwriter.”
These authorizations, he said, had a special name: “Shadow Approvals.”
And Zachary? A supervisor wrote him up for “performance issues,” he said,
a stark turnaround from a glowing performance evaluation he’d received three
months before. He was terminated two weeks after the written warning, his lawsuit
said.
After Zachary sued, Countrywide said it had “investigated each of his claims
and found no merit to his accusations.” It said Zachary had “received verbal counseling on his performance, as well as written feedback in the form of his evaluation,
before he first made allegations of impropriety.”
Countrywide said its lending operations were “prudently and effectively
managed” and that its ethical standards were “rigorously enforced.”
Zachary and Bank of America reached an out of court settlement in the case
in 2009. As part of the settlement, Zachary agreed not to talk further about his
experiences at Countrywide.

‘Everybody’s flipping out’
After the Boston investigation, Foster says, she continued to run into problems with Countrywide’s management
She says she urged the company’s internal audit unit to investigate the lack of
accurate reporting of suspicious activity reports. An audit report about fraud across
the company’s divisions was “edited down” and in the end “said almost nothing”
about problems with reporting the suspicion activity reports, Foster says.
She also hit a roadblock, she says, when she started putting together a report
listing all the questionable loans that had been sold to investors. A superior, she
says, told her: “You need to pull it. Everybody’s flipping out.”
Management didn’t want the information put down on paper, she believed,
because then it would have to buy back the bad loans. The company left it up to
investors, she says, to find fraud-tainted loans themselves — a difficult task given
the volume of loans pooled into mortgage-backed securities deals.
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Foster also began clashing with Countrywide’s employee relations unit, which
had a key role in disciplinary actions against employees. Employee Relations,
she says, worked with sales managers to shield high-producing salespeople from
scrutiny.
In one case, a branch manager hung on to his job despite fraud allegations
that went back five years. Workers complained he was doing drugs and ranting and
screaming in the office. After the manager swore he only took prescription drugs,
Foster says, Employee Relations labeled the drug allegations unsubstantiated.
One witness claimed the manager had threatened to kill an employee’s family.
Another supposed witness was too scared to speak, trembling uncontrollably,
Foster says. But because it was the manager’s word against the word of a single
witness, Foster says, Employee Relations also listed the murder-threat allegation as
unsubstantiated.
These and other investigations convinced Foster that Employee Relations was
doing more than excusing fraud, according to Labor Department records. It was,
in her view, actively working to cover up fraud by discouraging employees from
reporting wrongdoing to her team, violating the confidentiality of tipsters and
using its influence over personnel decisions to retaliate against whistleblowers.
“Without ER, the sales people couldn’t have done what they did,” Foster
told iWatch News. Employee Relations had “the ultimate power to silence the
whistleblower. They were the controlling factor. Without them, it wouldn’t work.”

‘A rare opportunity’
In January 2008, Bank of America announced that it had reached a deal to
purchase Countrywide, which had lost $1.6 billion over the previous six months.
Countrywide’s CEO, Mozilo, said it was “the right decision for our shareholders, customers and employees.” Bank of America called it a “rare opportunity”
for the company to add what it believed to be the best “mortgage platform” in the
nation.
Foster continued her duties as fraud investigation chief, while applying for a
chance to work for Bank of America once the merger was completed July 1.
In February 2008, Labor Department records indicate, she learned that over
a period of two to three years, several workers had been transferred or fired after
telling Employee Relations that Michael Eckhart, a high-producing loan officer at a
Countrywide branch in Nashville, was committing fraud. Her team also uncovered
evidence that a regional vice president had kept Eckhart apprised of the progress of
investigations targeting him, according to Foster’s witness statement in Countrywide shareholders litigation.
Eckhart’s attorney says that Eckhart died last year. The attorney declined to
comment about the fraud allegations raised against him.
In late February, Foster began voicing open criticism of Employee Relations’
actions, pressing the issue with senior executives in emails and meetings, according
to the Labor Department. In May, she informed Employee Relations that she
intended to refer her allegations about its treatment of whistleblowers to Countrywide’s internal audit unit.
As Foster was reporting her concerns about Employee Relations’ conduct, Labor Department records say, Employee Relations launched an investigation
— not of Foster’s allegations, but of Foster herself.
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A senior vice president from Employee Relations began questioning members
of Foster’s team about her management style, according to the Labor Department.
One of Foster’s fraud investigators later complained, agency records show, that
Employee Relations reps grilled him for almost three hours, asking leading questions and trying to get him to say damaging things about her. He said he worried
that many employees might simply cave to the pressure.
Foster remained unaware of the investigation against her for several weeks.
In early July, with the merger complete, she got some good news: Bank of America
named her senior vice president in charge of its new combined mortgage fraud
unit.
Foster says she learned about Employee Relations’ investigation later in July.
She was questioned by Employee Relations in August.
By early September she thought the investigation was dead, she says. Bank of
America had stripped Countrywide’s employee relations unit of power to conduct
investigations, she says, and she believed the new owners weren’t going to put stock
in anything Employee Relations had to say about her.
On Sept. 8, 2008, a Monday, Foster reported to work with a busy week ahead
of her. She was supposed to meet the following week, she says, with officials from
the bank’s federal regulator, the Office of the Comptroller of the Currency. The
subject: questions about Countrywide’s reporting of suspicious activity reports.
She had a spreadsheet showing the Countrywide’s subprime division was grossly
underreporting these reports, she says.
The phone rang at 8 a.m. It was a call she’d been expecting from a Bank of
America human-resources official. She thought they would be discussing salary
structure for her team members.
Instead, with the Bank of America official on the phone, two Countrywide
officials walked into her office, turning it into a conference call. They presented her
with a 16-page severance agreement.
Bank of America offered her a buyout totaling almost one year’s salary, nearly
$230,000. The catch was that, to get the money, she had to agree to a gag order that
would prevent her from talking about what she knew about the company’s practices. “I was just furious,” she says. When she refused to sign, she says, the buyout
offer turned into a straight-up firing.
They asked for her ID badge and keys. Then Bank of America security operatives escorted her out of the building.
It was her 51st birthday.
Later, in an email exchange, the employee relations official who’d led the
investigation told Foster that her firing was due to her “inappropriate and unprofessional behavior” and “poor judgement as a leader.” Within her unit, the official said,
there was a perception that Foster would retaliate against underlings who crossed
her. As a result, the official said, Bank of America’s senior managers had “lost
confidence” in her ability to lead the team.
The Labor Department later noted that the bank never consulted or interviewed Foster’s direct supervisor during the investigation, and that it violated its
own progressive disciplinary policy: She’d never been written up, suspended or
disciplined previously, and in fact was “a high-performing employee with no history of poor performance or conduct issues.”
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Four former coworkers told iWatch News that the picture of Foster’s management style painted by Bank of America doesn’t square with their recollections of
Foster as a colleague and boss. Among them is Larry Goebel, a former captain in
the Los Angeles Police Department’s internal affairs unit who worked with Foster
at Countrywide and Bank of America. “She had a lot of integrity,” he says. Any
suggestion she was unprofessional is “total b---s---, to be honest with you.”

‘Sleaze factor’
After it fired Foster, Bank of America named Goebel to replace her as head of
its mortgage fraud investigation unit.
The former police detective was surprised, he says, to find that many salesdepartment holdovers from the Countrywide era continued using fraudulent
tactics to try to maintain their production and commissions as the mortgage
market fell in on itself. “It was a culture that wouldn’t die,” he says.
Management didn’t block him from investigating fraud cases, Goebel says,
but it never gave him enough trained investigators to keep up with the huge volume
of fraud. Bank of America didn’t show much interest, he says, in rooting out the
culture of corruption or getting a reading on just how much misconduct had gone
on inside Countrywide. “It wasn’t really like: ‘We need to take a look back, we need
to clean house.’”
Nine months after taking over the fraud unit, Goebel says, he quit, fed up
with the “sleaze factor” that had overtaken the mortgage industry. He now works
as head of security for the Performing Arts Center of Los Angeles County.
Bank of America declined to answer questions about Goebel’s account of his
time in charge of the fraud unit.
Since the merger, Countrywide has produced little but headaches for Bank
of America.
The bank agreed to an $8.5 billion settlement with a group of 22 big mortgage
investors. It also helped Countrywide’s founder, Angelo Mozilo, settle charges
that he’d added $141.7 million to his personal fortune through fraud and insider
trading. (Mozilo’s attorney called the charges “baseless.” ) The final settlement was
for $67.5 million, with Bank of America and Countrywide’s insurers chipping in
$45 million and Mozilo paying $22.5 million — or about 16 cents out of his own
pocket for every dollar authorities claimed he’d taken in ill-gotten personal gains.
The bank also agree to pay $108 million to settle fraud charges against Countrywide Home Loans Servicing, the same unit Foster says forced her to stop highlighting its complaint data in her reports. The Federal Trade Commission alleged
that the servicing unit gouged homeowners with illegal fees and misled them about
how much they owed on their mortgages.
Countrywide Home Loans Servicing now operates as BAC Home Loans
Servicing, but it continues to draw the ire of regulators for its conduct under the
Bank of America banner. A coalition of state attorneys general and federal authorities are pressing Bank of America and other big banks to pay $20 billion or more to
settle claims that they used so-called “robosigners” to falsify foreclosure documents
and push homeowners out of their homes.
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The Federal Housing Finance Agency, which oversees mortgage investing
giants Fannie Mae and Freddie Mac, has filed massive lawsuits charging that
Countrywide, Bank of America and other lenders misled Fannie and Freddie about
the quality of the loans they pooled into mortgage-backed securities.
A lawsuit by Nevada’s attorney general, meanwhile, charges that Bank of
America’s servicing unit has engaged in a pattern of misconduct in the way it
handles homeowners’ requests for loan modifications. The practices, the suit says,
include falsely promising that their homes wouldn’t be foreclosed on while their
applications were pending, promising them one set of terms but then delivering
agreements with different terms, and providing “inaccurate and deceptive reasons”
for denying their requests.
One former employee told the attorney general’s office the company gave
instructions to mislead borrowers about their modifications. “One time I complained to my supervisor that I felt I was lying to borrowers,” the ex-employee said.
“Her instructions … were just to give the borrowers their status and tell them that
they are ‘in the process,’ in spite of the fact that the computer showed that nothing
was happening.”
In response to the Nevada action, Bank of America said it was disappointed
that the state had sued, because it had been “a cooperative partner” with attorneys
general around the country in working out solutions for distressed homeowners.
“We are already underway with further improvements to our processes and programs for Bank of America customers,” the bank said.

Holding the line
Eileen Foster says she didn’t set out to be yet another of Bank of America’s
legal adversaries.
“In the beginning, I just wanted my job back,” Foster says. “I thought as soon
as Bank of America looked into it, they would bring me back.”
It didn’t happen. Instead, she and the bank’s lawyers spent almost three years
locked in a punishing fight inside the Labor Department’s whistleblower protection
division.
Since last week, when the labor agency ordered that Bank of America rehire
her, Foster has declined to comment on the bank’s role in her case, noting that she
may end up going back to work there.
In interviews with iWatch News before the ruling, she expressed mixed feelings about the bank. She said she thought that the bank may have been misled by
Countrywide holdovers, and wondered whether the bank’s lawyers had prevented it
from realizing she’d been done wrong.
At other times, she expressed stronger feelings about the bank. “They had
multiple opportunities to fix things,” Foster said in an interview earlier this year.
“They chose not to do the right thing.”
Foster was unemployed for more than two years after Bank of America
fired her.
“I applied for 145 jobs before I got one,” she says.
She’s now vice president of security at Lockheed Federal Credit Union in
Burbank, a job that pays about half what she would have been making at Bank
of America. But she says it’s a good place to work and the credit union’s CEO is a
model of openness and straight-shooting.
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What her next step will be is unclear. Although the Labor Department
ordered Bank of America to rehire her, the bank has vowed to appeal the order to
an administrative law judge. That could set up a lengthy round of litigation.
Foster says she remains a reluctant whistleblower. She’s turned down
interview requests from many media outlets, and agreed to go on the record
with iWatch News only for publication after the Labor Department issued its
final ruling.
It was important, she says, to tell her story — and the story of other
employees who tried to blow the whistle on fraud.
“I don’t want this to be about me,” Foster says. “The only reason I have a voice
is because of my position. It’s not the same for somebody who’s an underwriter or
production staff assistant. Management can call them disgruntled or whatever.”
Fraud flourishes, she says, when companies are allowed to intimidate and
abuse employees. Without protections for whistleblowers, it’s easy for big companies to “beat people down” and silence them.
“It’s very difficult to hold the line and do what you believe,” she says.
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