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The city of Sacramento has filed suit against Wells

Fargo & Co.
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City sues Wells Fargo, alleging discriminatory
mortgage lending in minority communities
Feb 26, 2018, 2:19pm PST Updated: Feb 27, 2018, 11:28am PST

The city of Sacramento has filed suit against Wells Fargo & Co.,

alleging discriminatory lending patterns for over a decade that

targeted African-American and Latino borrowers in Sacramento.

The suit filed Friday in the U.S. District Court for the Eastern

District of California claims that Wells Fargo & Co (NYSE: WFC)

targeted African-American and Latino communities in

Sacramento with risky, high-interest mortgage loans starting in

at least 2004 and continuing today.

An analysis by the city found that African-American borrowers

with good credit were more than twice as likely to receive high-

cost loans compared to white borrowers. The city also claims the bank exhibited a pattern of refusing

to extend credit to minority borrowers who sought to refinance those risky loans, even though such

credit was often extended to white borrowers.

As a direct result of the discriminatory practices, foreclosures have been disproportionately

concentrated in minority communities in Sacramento, driving down surrounding property values and

compounding economic hardship, according to the lawsuit.

The city also alleges that the lending practices and resulting foreclosures reduced property tax

revenues for the city and increased costs of providing municipal services and housing-related services

to residents. The city is seeking an undisclosed amount in damages to be determined at trial.
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“Wells Fargo has systematically engaged in a continuous and unbroken discriminatory pattern and

practice of steering minority borrowers in Sacramento into higher cost or more onerous mortgage

loans with discriminatory terms when more favorable and less expensive loans were being offered to

similarly situated non-minority borrowers,” the lawsuit states.

San Francisco-based Wells Fargo has been hit with numerous penalties stemming from its lending and

other practices in recent years. Those include a $1.2 billion settlement in 2016 over civil mortgage

fraud claimed by the U.S. Justice Department.

Wells Fargo also admitted last year that its employees had opened as many as 2.1 million bogus

accounts in customers' names, a number which has since grown to 3.5 million. The bank was recently

slapped with sanctions from the Federal Reserve, which will restrict the bank from growing any larger

until it has proven it has improved its risk management and governance.

The bogus accounts scandal stemmed from Wells Fargo’s effort to cross-sell numerous banking

products to every customer, which included mortgage loans. The city's lawsuit alleges that the push

to cross-sell banking products was part of the motivation behind the bank’s discriminatory lending

practices.  

Wells Fargo denies the allegations made in the lawsuit.

"The city’s accusations against Wells Fargo do not reflect how we operate in the communities we

serve," said Julie Campbell, spokeswoman for Wells Fargo, in an emailed statement. "Wells Fargo has

been serving the Sacramento community for more than 160 years and we will vigorously defend our

longstanding record of fair and responsible lending."

Sacramento is not the first city to sue Wells Fargo over discriminatory lending practices. Philadelphia

filed suit against the bank last year, and Baltimore filed suit nearly a decade earlier. Baltimore’s suit

was dropped as part of a $175 million settlement between the bank and the Justice Department over

claims of discriminatory lending.  

Sacramento interim city attorney Matthew Ruyak, who is representing the city along with several

outside attorneys, declined to comment.

In its complaint, the city draws a connection between Wells Fargo’s practices in recent years and the

broader history of redlining, and reverse-redlining, in Sacramento. Redlining is the practice of denying

credit to certain communities based on race; reverse redlining, which has historically followed a

sustained period of redlining, is the practice of flooding those communities with risky, high-cost loans.

The city contends Wells Fargo began its practice of reverse-redlining in Sacramento in the late 1990s,

and ramped it up in the following years.

“Wells Fargo’s discriminatory lending practices knowingly place vulnerable, underserved borrowers in

loans they cannot afford,” the lawsuit states. “The practices maximize Wells Fargo’s profits without

regard to the borrower’s best interests, the borrower’s ability to repay, or the financial health of
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underserved minority neighborhoods.”

The city contends Wells Fargo avoided much of the risk tied to the high-cost loans by selling them on

secondary markets.  

An analysis conducted by the city looked at data from 2004 to 2016. It found that, controlling for

credit history, African-American Wells Fargo borrowers were twice as likely as white borrowers to

receive high-cost or high-risk loans, and Latino borrowers were 1.4 times as likely as white borrowers.

For borrowers with FICO scores over 660, the analysis found that African-Americans were 2.8 times

more likely to receive high-cost or high-risk loans from Wells Fargo compared to white borrowers.

Latino borrowers with FICO scores over 660 were 1.8 times as likely.

Further analysis also found that, from 2004 to 2016, 7.2 percent of loans made by Wells Fargo to

African-American and Latino borrowers in Sacramento were high-cost, compared to 3.8 percent of

loans made to white customers.

“The fact that African-Americans and Latinos with high FICO scores have been disproportionally

steered towards high-cost loan products — that’s discrimination,” Mayor Darrell Steinberg said in an

interview. “It’s our job to stand up for the people in the neighborhoods that have been affected for a

long time by discriminatory practices.”

The council has been discussing pursuing the lawsuit for several months, Steinberg added.

The city’s allegations are supported by statements from four confidential witnesses who worked for

Wells Fargo in the Sacramento area from 1999 to 2017.

“The (former employees) confirm a wide pattern and practice at Wells Fargo in which employees

intentionally steered minority borrowers into higher-cost loans because of their race or ethnicity,” the

lawsuit states.

One former employee, who worked at Wells Fargo in Roseville from 2012 to 2017, claimed his manager

told loan officers to use different sales pitches to prospective borrowers based on the neighborhood

of the home. The manager also instructed loan officers to offer so-called “lender credits” to borrowers

from minority neighborhoods. Lender credits increase the cost of a loan for the borrower in exchange

for the bank covering the closing costs.  

A former employee who worked as a home mortgage consultant at Wells Fargo in Folsom from 2012 to

2017 claimed loan officers in his office exercised discretion to charge higher rates and issue more

expensive loans to customers with Latino names.

A former home mortgage consultant, who worked at Wells Fargo in Sacramento from 1999 to 2016 and

spoke fluent Spanish, claims the bank neglected to provide Spanish-speaking applicants with

mortgage disclosures in Spanish. As a result, the lawsuit states, minority borrowers signed loans they

did not fully understand and were more expensive than necessary.
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The former employee claims she repeatedly complained to her managers and questioned the legality

of not providing Spanish-language disclosures to the non-English speaking borrowers. The former

employee claimed the managers refused to address the issue because it would have required

involvement of a Spanish-speaking loan officer and "the non-Spanish-speaking loan officer would lose

their full commission on the loan.”

“In other words, Wells Fargo deliberately created an incentive program that induced minority

borrowers to take higher-cost loans under terms that they did not understand nor were explained to

them,” the lawsuit states.

The loans resulted in a high concentration of foreclosures in minorities' communities, the lawsuit

alleges. An analysis conducted by the city found that a Wells Fargo loan in an African-American or

Hispanic neighborhood was 2.7 times more likely to result in foreclosure compared a Wells Fargo loan

in a non-minority neighborhood. The city also found the average time to foreclosure was shorter for

minority borrowers compared to white borrowers.

The lawsuit contends that the concentration of foreclosures have had a “magnified” impact on

neighborhoods. Surrounding properties often decreased in value, and nearby borrowers may have

had difficulty refinancing their own loans, according to the city.

The city concedes that its data analysis does not control for every possible cause of financial hardship,

such as job loss, medical costs or divorce.

The city argues in the lawsuit that it has had to increase spending on municipal services and remedies

to blight and unsafe conditions as a result of home vacancies. In particular, the lawsuit notes that

vacancies and blight have put strain on the city’s police and fire departments.

The lawsuit also states that the city's damages from property tax losses “are fully capable of empirical

quantification,” although an exact number is not provided.

Steinberg said that the city is most focused on seeking “redress” for borrowers who were impacted by

Wells Fargo's practices.

“We’re at the very beginning — I think the process needs to play out. But I would like to see people

who have been affected compensated,” he said.

Scott Rodd
Staff Writer
Sacramento Business Journal


